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INTRODUCTION

This dissertation examineg the fiscal impact of redefining the boundaries
of a financial subunit of a political entity upon the welfare of its residents. A
concrete case study is undertaken, namely, that of the New York Metropolitan
Area. In order to satisfy the objective certain imputatione with respect to
taxes and expenditures are necessary, On the tax side, one must estimate the
taxes collected within the area by the state. On the expenditure side one must
estimate the amount of indirect expenditures, i.e., State Purposes Fund Expen-
ditures, made by the state which benefit the residents of the area. The direct
expenditures, i.e. Local Assistance Fund Expenditures, are directly obtainable
without the necessity of allocation schemes. Completion of the forementioned
allocations allows for the examination of the problem at hand, That is to say,
the complete current expenditure and taxation picture is available for investi-
gation.

The Initial chapter deals with the past and present literature relating
to Metropolitan Areas, as viable entities, A discussion of the definition of the
New York Metropolitan Area by use of economic criteria is included. The
methodology involved in the selection process is denoted. The chapter con-
clhudes with a detailed description of the social and economic characteristics
of the area, as defined.

Chapter II commences with a discussion of the existing New York State
Tax System. An appendix to this chapter (Appendix A) deals with the technical

charw.teristice of the individual taxes, i.e. base, rate structure, Imposition,

viil



etc. The allocation schemes used to distribute the individual taxes across
the counties of the area are discussed in detail in the next section of the
chapter. The following section discusses the State expenditure system. The
chapter concludes with a detailed diascussion of the allocation of the State
Purposes Fund across counties,

Chapter III commences with a discussion of the fiscal impact upon
the area of its separution from the state. It then proceeds to investigate those
factors inherent in the existing tax and expenditure structures which are instru-
mental in yielding the above results. The final section summarizes the results
and conclusions of the disertation and spotlights areas where further research

is necessary,

ix



CHAPTER I

A, Metropolitan Areas: An Historical Persapective

According to William B. Neenan, '"A Metropolitan area, both central
city and suburbs, {8 a natural economic and social unit. " l/ This view is,
certainly, not held by Neenan alone., For decadea economists, geographers
and the llke have been studying metropolitan areas, A vast amount of litera-
ture has developed vnon the subject. Varied approaches to the concept of a
Metropolitan area have been espoused by Hawley,g/ Gra.s,é/ Bogue and Beale,i/
Bogue,ér’-/ Bollens and Schmandt 6/ and the U. S. Bureau of the Census.—y to name
a few, A detailed discussion of these approaches will not be undertaken here
and those interested should refer to the above cited articles and books. It ia
interesting to note that in two of the above cases the authors make use of the
census definition of a Standard Metropolitan Area (SMA) as a starting point.
lawley would include all counties and civil divisions within 35 miles of the
inner core of the central city of the S. M. A. in his Extended Metropolitan Area.
Bogue and Beale would include all counties of the S. M. A, within one state In
their Metropolitan State Economic Area,.

The most widely used definition of a Metropolitan Area is the Census
Bureau's Standard Metropolitan Statistical Area (SMSA) (an up date of the
S. M. A, for 1950 and prior). The definition of an 8, M. S. A. is undertaken with
the forming of socially and economically integrated areas, in mind. There are
two basic criteria used; one of population and the other of metropolitan charac-

ter. The first specifies the appropriate population of the city or cities which



constitute the central city or cities, and identifies the county which is to

be the central county, The second examines the economic and social re-
lationships of the contiguous counties which make up the periphery. The
predominant concern is with the county as a work place or residence of nan
agricultural workers. Many other criteria, too numerous to mention here,

are used in order to reach a final determination. Even Economic base theor-
ists have dealt with the concept of Metropolitan areas. Andrews says, "It is
this writer's belief that at the present time those interested in actual fleld
research on problems of the base should employ the Bureau of the Census
Standard Metropolitan Area as the base area wherever this may be possible. ' ?’./
It i8 clear that Metropolitan areas have been discussed in varying contexts. The
concept may be even more important today. At this point in time with so many
of the nation's large cities in financial crises and with the finger being pointed
at the flight of the middle class to suburbia, as a major cause, it seems logi-
cal for the solution to cross the old political boundaries and deal with the prob-
lem on a broader Metropolitan area basis, The formation of new more realis-
tic boundaries would help alleviate the problem by again bringing the middle
class into the tax base. This would aid in the financing of the central city,
which the suburbanites are still so heavily dependent upon for their livelihood,
as well as the area, Bahl states ''Specifically, fiscal disparities result be-
cause the tax base (resources) in the community is divorced from the needs

of the commumity (requirements) a phenomenon made possible by government
fragmentation, " 8/ This certainly gets to the heart of the problem., He con-

cludes that with a true Metropolitan government these disparitiea can't exist



because there is no divorce of the tax base from the fiscal needs. He cites
a8 the predominant causes of the disparities the concentration of low In-
come population with great need for public services in the central city, with
inadequate and declining levels of resources and the imposgition of public
service requirements by the suburban residents due to commuting, shopping
and seeking entertainment. For an interesting article along the same lines
dealing with the balkanizing of the Metropolitan area as a cause of the fiacal
problem see Margolis.l(l/ For a model dealing with the arrangement of
governments solely on an economic efficiency basis see Tiebout.ﬂ/

B. Definition of the New York Metropolitan Area

Defining the New York Metropolitan Area requires an extensive in-
vestigation of the economic make up of the potential counties to be included.
In order to define an economically integrated area it is necessary to determine
where the income of the workers is generated and what relative significance
this has on the respective counties, One wishes to include those counties whose
labor force is heavily employed in New York City or are employed in industries,
which have developed in the outlying areas, heavily dependent upon income
earned in New York City for their existence. As a starting point the twenty
four counties defined by Tri-State Transportation Commjssionl.g/ to be part
of the New York Region were investigated. The counties were located in three
states, New York having Bronx, Queens, Kings, New York, Richmond, Nasgau,
Suffolk, Rockland and Westchester; New Jersey having Bergen, Essex, Hudson,
Middlesex, Monmouth, Morria, Passalc, Somerset, Union and Mercer; and

Connecticut having Fairfield and New Haven. Various data relating to these



counties was gathered, e.g., population density, non-agricultural labor
force, median family income, auto availability, retail sales, wholesale
sales, etc, In addition data on commuting patterns was obtained, i{.e. high-
way traffic flows, railroad passenger flows, and destination and origin of
work trips,

It i8 obvious from the population and density data (see Tabile 1) that
New York City would be the central city of the area. It is next necessary to
determine which of the contiguous counties forementioned would be included
within the Metropolitan area, The primary criteria for determining this will
be the percentage of the labor force of the respective county that works in New
York City. In order to examine marginal changes in the commuting patterns
as the work-place is expanded we start with the Central Businesa District
(C BD) of Manhattan as the initial work place. This will be expanded as we
proceed in order to determine whether any significant shifts take place. The
first array of the percentage of the labor force working in Manhattan's CBD
(see Table 2), shows that over 90/ of Manhattan's resident labor force work
there while none of the other boroughs of the city show even 507 of their reai-
dent labor force working there. Next the work place is expanded to New York
City (the five counties), This array shows all of the counties of New York City
having over 907 of their resident labor force working there. The next highest
county is Nasaau with over 40% and then Westchester with over 287%. At this
point it was decided arbitrarily that any county which didn't have at least 157
of its resident labor force working in New York City would be excluded from

the area. This left us with eleven counties out of the initial twenty four,
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They were the five counties comprising New York City, Nassau, Suffolk,
Rockland, Westchester, Hudson and Bergen. An investigation of the
expansion of the work-place to include the nine New York State Counties
was then conducted.

A8 the work place area 18 expanded the counties now included in it
increase their percentage of resident labor force working there tremendously,
as is to be expected. Observing the effect upon those counties not included in
the work place area as it is expanded to the nine county definition, it is found
that Putnam county increases its percentage to 52.27% as compared to the
11. 887 prior to this. This can be accounted for by the fact that Westchesater
is now included in the work place area and a great portion of the resident
labor force of Putham work there. Putnam however, was not included in the
Metropolitan area because it failed to meet the criteria with respect to the New
York City work place area. An interesting observation regarding commutation
from Connecticut can be noted. Less than 67 of the resident labor force of
Fairfield county works in the Central Business District (C BD) of Manhattan;
only slightly more than 7% work in New York City and even with Westchester
included in the nine county work place area, just over 8 1/2% work in the area.
One would suspect apriori that a greater portion of its labor force would have
worked Iin the respective areas,

At this point it is best to deal with the problem which arose with regard
to the two New Jersey counties, Hudson and Bergen. Both met the criteria
discussed previously that 15% of their resident labor force worked in New York

City. However, other factors outweighed thia consideration and led to their
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exclusion from the Metropolitan area, One consideration in reaching this
decision was based upon the political consideration of raising the question

of the separation of these countiea from New York State, since these counties
are not part of New York State. Beyond this it does not seem feasible to
perform the same sort of analysis for these counties, as for the others. This

is largely due to the different governmental structure which exigts in New
Jersey. There i8 a very heavy reliance on local financing and a very complex
local governmental operation involving numerous governmental units.}-:i/ Once
one crossed state lines a higher fiscal level would have to be dealt with. One
could no longer assume the Federal level to remain constant, New Jersey relies
heavily on Highway Use taxes for its revenue with the Motor Fuel and Motor
Vehicle taxes accounting for almost 30% of the revenue in 1967.£/ The Sales
tax accounted for over 25%.-!—5-/ There is no Personal Income tax, as of the date
of this analysis. New York State on the other hand relies heavily on the Personal
Income tax which accounted for almost 40% in 1967, the Sales tax about 167 and
the Highway Use tax is less than 12%.E/

For all these reasons, it was decided to exclude the two New Jersey
counties from the definition of the New York Metropolitan Area used here. The
final definition of the area arrived upon includes the following nine counties:
Kings, Queens, Bronx, New York, Richmond, Nassau, Suffolk, Rockland and
Westchester. This definition, while arrived upon independently, coincides with
the Census definition of the New York SMSA. It should be noted that 38, 49%, of

the lahor force working in the nine counties, reside there as well. I is, also,

interesting that with the exception of Manhattan (New York County) none of the
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counties had 50% of their resident labor force working within that county.

C. Economic and Social Characteristics

At this point it would be appropriate to discuss briefly the economic
and social make up of the area. The nucleus of the New York Metropolitan
Area {8 New York City with a population of 7,771, 730 in 1970.3/ The city is
composed of five counties or boroughs, namely, Bronx, Kings {(Brooklyn), New
York (Manhattan), Queens and Richmond (Staten Island). Manhattan is the
employment center of the area with over two million people employed there in
1960. It is the financial and banking center as well, The two largest stock
exchanges in the country are located there, the New York and American Ex-
changes. The most populated of the five counties is Kings with 2, 562, 245 lé'/
people and the least populated is Richmond with 294, 608.2/ The densest pop-
ulated county is Manhattan with almost 75, 000 people per square mile in 1960,
which is double that of the next ranking county, Kings. Manhattan had the lowest
median family income in 1960 of about $5, 300, while Queens had the highest with
$7,200. The retail center of the city (and the area for that matter) was Manhattan
with over 4 billion in sales in 1963, This is clearly demonstrated by examining
retail sales per capita (see Table 1). Manhattan comes out much higher than any
other county and this cannot reasonably be accounted for by sales to its own
residents, since it8 median family income i8 80 much lower than the rest of the
counties., It has the highest percentage of its labor force working within {ts own
borders, more than 30%. The least number of care available per 100 households

also occurs there with only 22, Richmond on the other hand has the most cars

avalilable per 100 households with 88 which is reasonable gince it is the farthest

-]10-



removed from Manhattan and has the least extensive system of Public
Transportation,

Next we will discuss the four suburban counties., Immediately to the
east 1s Nassau with a population of 1, 413,012.22/ In addition to being the
most populated of the suburban counties, it was the densest with 4, 507 people
per square mile in 1960, It has the largest percentage among the suburban
counties (almost 41%) of its resident labor force commuting to New York City.
It also had the highest median family income of the entire area in 1960 with
$8,500. The county to the east of Nassau, 18 Suffolk with a population of
1, 107, TSB.Q/ This coumty showed the largest absolute population increase in
the state from 1960 to 1970. K was the least demse of the counties in the area
in 1960 with 718 people per square mile, and probably still is even though its
population rose by 66. 1%. The eastern tip of the county acts a8 a summer bheach
resort for many of the inhabitants of the area. The western most part of the
county, in contrast, consists to a large extent of commuters to New York City
and other parts of the area. Immediately north of New York City is Westchester
with a population of 888, 314.2/ About 28%. of its resident labor force commutes
to New York City. It had the second highest median family income in the area
in 1960, with $8, 100. Across the Tappan Zee Bridge to the west of Westchester
is Rockland with a population of 228, 897.2':'3'/ It had the highest percentage
increase In population in the state between 1960 and 1970 with 67.39%. it has

the fewest in number and lowest in percentage commuters to New York City of

the counties In the area.
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Some interesting observations about the general commuting within
the area can be noted by examing Table 4. The average travel time one way
to the CBD varies from 31. 7 minutes for Manhattan residents to 105, 9 minutes
for Suffolk residents, The ratio of passengers to seata declines as the distance
traveled increases. Autos available per 100 households was lowest in Manhattan
with 22 and highest in Nassau with 126. This statistic tended to decline as the
distance from Manhattan increased. The percentage of workers using public
transportation for intracounty travel declines drastically as one gets out into
the suburban counties. The percentage using public transportation to go to
Manhattan also declinea, but not nearly as much (from 909 in the New York City

counties to about 70-80%, in the suburban counties),
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CHAPTER I

A, Tax System

The New York State tax system is heavily dependent upon the Personal
Income Tax for its revenue collections, (See Table 5). In 1970 this tax pro-
duced 43. 047 of the total tax collections, while In 1967 the figure was 39. 54‘3’.5,.1/
The next largest tax, the sale and use tax, accounted for 17. 387 of 1970 tax
revenues and 15. 65% of 1967 tax revenues. Z/ The next largest group of taxes
are those on businesses. The Business Taxes accounted for 16. 54% of the

revenues in 1970 and 19. 36, In 1967.2/

The sales tax has developed quite a
prominent role in revenue production during its relatively short existence
(effective August 1965). These three taxes account for over 75% of the total tax
collections of the state,

Some changes and modifications of the structure have occurred between
1967 and 1970, which should now be noted. Effective July 1, 1968 the Fuel use
tax was added to the Highway use taxes. In addition the Real Estate Transfer Tax
was instituted effective August 1, 1968, Neither of these taxes accounted for a
very significant proportion of tax collections in 1970 (less than 17 each), Another
item which is not strictly a tax but is handled by the New York State Tax Com-
mission and listed with ita tax collections is the Lottery which began June 1, 1967.
Another change which has to do with the Alcoholic Beverage Control Licenses
took place in September 1968. The listing of the collections of this department

no longer included the use fees for the privilege of selling under brand name.

These collections were to be included along with Alcoholic Beverage Taxes.

~-16-
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The following paragraphs contain a brief discussion of the various
taxes which make up the system. At this point the technical details such
as basis, rate structure, etc, will not be discussed. Those interested will
find them in Appendix A,

The Personal Income Tax 4/ was Inatituted back in 1919, The basic
rate structure varied from 2-7%, from 1935-58 with capital gains (beginning in
1938) being taxed at half that rate. General conformity to the Federal Income
Tax provisions was achieved with Article 22 of the tax law In 1960. The rate
structure was changed to vary from 2%.-14%,. The Business Taxes §'/a.re mostly
of the franchise tax form, a tax for the privilege of doing business in the state.
More than half of the collections come from the taxing of business corporations
falling under Article 9A. This was an outgrowth of the Emerson Act of 1917
which made New York one of the first states to tax corporations on the basis of
their net income. With various exceptions which will not be dealt with here,
net Income is the basis for taxation of most of the corporations falling under
Article 9A. The remaining business taxes use various bases for taxation of
Industry; par value of the authorized capital stock, a flat rate per no-par share
of authorized capital stock, gross earnings within the state, gross income or
operating income, premiums received from New York State sales or a com-
bination of the above,

The Sales and Use tax 8/ 18 a broad based tax encompassing the sale or
rental of mosat tangible personal property, and a wide range of services. It was
made effective August 1, 1965 at a 27, rate. This was raised to 3% April 1, 1967

and to 4% in 1971. Simplified procedures for computation of the tax due were
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put into effect September 1, 1970. They relieved the retailer of record
keeping, by allowing him to multiply the taxable sales by the rate in order
to determine his tax liability. The New York State Sales Tax differs from
that of most of the states in that it allows for multiple taxation due to the
possibility of taxation on more than one level in the process from production
to purchase by the consumer. A single stage retail sales tax which is typical
in the U. S, is designed to avoid this multiple taxation. The problem occurs
in the New York Tax due to the taxation at levels lower than retail of some of
the goods and services which eventually figure in the final price of the finished
good. There is a detailed specification of what is and is not taxable on the
lower levels. 1/

The Motor Vehicle Fees 8/ were inatituted in the state in 1901, making
New York the first state to do so. In 1923 a passenger car tax based soley on
welght was adopted and remains in effect until today with only changes in the
rate having occurred. Buses are taxed on the basis of seating capacity and
commercial vehicles, trucks and trailers on the basis of gross weight (Including
maximum load as stated by the owner). Operators' licenses are issued at a
flat fee for 3 years duration. Motor Vehicle inspection fees are also Included,
although they are now listed separately in the report of the Tax Commaission.

The Motor Fuel Tax ¥ is a gallonage tax on gasoline and diesel fuel
sold in this state. Certain qualified carriers are able to arrange for a re-
imbursement.

The Alcoholic Beverage Tax 1o/ is also a gallonage tax remitted by dis-

tributors on varying types of alcoholic beverage. The rates vary according to
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type with the lowest rate on beer and highest on certain liguors depending
on alcoholic content. As previously mentioned the brand Iabel use fees
are now Included with these collections. The State Liquor Authority in
addition to regulating the industry collects the Alcoholic Beverage License
Fees.

The Cigarette Tax 11/ which was instituted as an emergency revenue
producer gained permanence in 1947, The rate as of June 1, 1968 was 12¢ a
pack, This seemingly small tax amounts to quite a sizeable collection of
almost $257 million in 1970,

Wwith the addition of the Fuel Use Tax l‘-o‘/in 1968 the Highway Use Taxes
now have three gsubdivisions. The Fuel Use Tax is a gallonage tax upon trucks
and tractors subject to the Highway Use Taxes. Determination of the taxable
gallons is accomplished by dividing the miles traveled in New York State by
the mileage per gallon for the respective truck or tractor. The Truck Mileage
Tax is imposed on commercial vehicles for the privilege of using the state's
public highways, in order to distribute the burden of their maintenance. This
applies to out of state vehicles as well, and is based upon mileage. The final
portion of the Highway Use Tax is the Vehicle Permits. Each vehicle subject
to the tax must have a permit and plate which are renewable triannually.

The Estate Tax 13/ is imposed upon the net taxable estate of a resident
and that portion of estate located in the state of a non-resident. Certain exemp-
tions are made for a bequest to a spouse or close relative. The rates range

from 2-21%.
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The Real Estate Transfer Tax 1/ is based upon the net considera-
tion of the value of the consideration paid for the transfer of real property
exceeding $100. Consideration means the price paid including the discharge
of any indebtedness.

The Pari-Mutuel '[‘ax-lé/ is imposed on pari-mutuel wagering and dates
back to 1940. The rates vary depending upon whether the race is a flat
race or a harness race. I conjunction with this tax there 18 a 15'% Racing
Admission Tax imposed upon the price of admisasion ticket to either a flat or
harness race,

The Boxing Tax 16/ is collected by the Athletic Commission which
licenses and collects fees from participants and their managers. In addition,
a 5% gross receipts tax i8 imposed upon boxing and wrestling matches including
the broadcasting, television and motion picture rights.

The final item included in the collections of the State Tax Commission,
though not a tax, is the Lottery.-l-z/ This became effective on April 18, 1967
with banks, telegraph corporations, hotels and motels as authorized sales
outlets. Subsequent Federal legislation prohibited banks from selling tickets:
however it allowed them to provide accounting services, distribute tickets to
vendors and collect proceeds. The original law was amended to broaden the
type of establishment that could sell ticketa, in order to make up for the loas of
the banks as outlets. Included in this broadened base were food stores, drug
stores, restaurants, book and stationery stores, etc. The law specifies that
not more than 30% of the collections can be given in prizes and not less than

55% can be allocated to education, The funds are to be distributed between the
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Local Assistance Fund and the State Purposes Fund by the Director of
the Budget and to be used for primary, secondary and higher education

and to provide scholarships,
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B. Tax Allocations

This section will deal with the allocation of the various taxes to the
appropriate counties under the existing structure in fiscal 1967 and fiscal
1970, The tax structure was basically the same for the two years in question,
other than the rate changes and the addition of a few minor taxes as noted in
the previous section. The overall allocation of the taxes for the two years
for New York City, the four counties and the area as a whole may be found
in Table 11). A more detailed allocation may be found in Tables 9 and 10.

Even though the Personal Income Tax is listed by fiscal year, data for
the calendar year was used as a basis for the allocation scheme. Observation
of several years surrounding the years In question showed a relatively stable
percentage distribution of tax payments by county. It was therefore felt that
using the percentage distribution for the calendar year and applying it to total
tax collections In the state in the fiscal year would yield a very good approxima-
tion for county payments on a fiscal year basis. This procedure was carried
out using 1967 calendar year data and 1969 calendar year data (the latest
avallable) 18/ to construct the percentage distributions by county and 1967 and
1970 fiscal year data on total state collectiona.‘l-'?‘/ (See Appendix B, Tables
A and B for the total collections and Table C for the percentage distributions.)

The allocation of the Business Taxes involved the most complex scheme
and caused the most uncertainty as to the accuracy. Due to the procedure used
in collecting the taxes, no direct data is available. Consolidated statements of

tax liability are filed by multi-plant firmse which may span many counties.

However, the total tax liability is paid in the county of the mai office or corporate
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headquarters. Several alternative schemes were set up in order to attempt

an allocation on a county basis. The schemes which were not used in the

final analysis will be presented here, briefly, only to indicate alternatives

that had been examined. Data was avallable onr tax payments for those cor-
porations Iin New York State taxed under Article 9A.-'2-2/ This was broken

down by industry and sub~classification within each industry. The first
allocation scheme involved weighting the industry tax payments by the number
of establishments within each industry in each county. This would yleld tax
payments by industry by county. Of course, this would implicitly asgume each
establishment within an industry paid the same amount of taxes., This s not
very likely and therefore this scheme was rejected. The next methed using
the same industry tax payment data, weighted it by employment within each
industry by county. This would again yield tax payments by industry by county.
However, the implicit assumption behind the use of this scheme was that output
per man within an industry was constant and further that output bore some
relation to tax payments by industry. However, while output per man might

be constant within a sub-classification of an industry it was not likely it would
be for the overall industry.ﬁ/ Therefore this allocation scheme was also re-
jected. It was decided that the use of employment data for the sub-classifications
of the industry as a weighting factor could alleviate the problem by making the
hypothesis of constant output per man more tenable. The next method used
employment data for the sub-classifications of the industry 22/ to weight the
respective tax payments and yleld tax payments by industry sub-clagsification
by county. After summing up the tax payments by each industry sub-classifica-

tion within each county an overall percentage distribution of tax pyaments by
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county was constructed. This percentage distribution was applied to the
remaining Business Taxes (approximately 1/2 of the total) not falling under
Article 9A in order to obtain a county distribution for the total Business
Taxes. This scheme was rejected in favor of the next scheme hecause of

the questionability of applying the percentage distribution of Article 9A tax
payments to the entire Business Taxes, The method which was finally adopted
involved the same procedure, as above, for allocating the taxes under Article
9A. The remaining Business Taxes were where possible allocated using
appropriate employment data..z—s/ A percentage distribution by county of the
allocated taxes was constructed and thia was used to weight the still remaining
unallocated Business Taxes (less than 10, of the total) In order to distribute
them by county. It was felt that this minimized the distortion due to the rela-
tively small amounts involved.

The Sales and Use tax was allocated on the basis of the percentage dis-
tribution of retail sales across counties in the respective vears, This was done
despite the inclusion as previously mentioned of some collections on the whole-
sale level; because of the relatively small size of this collection and the in-
feasibility of obtaining an accurate measure of it. A cross check was available
for the New York City allocation, New York State collecta all state and local
sales and uses taxes and then redistributes the appropriate local portion to
the reapective localities., Knowing in 1967 that the state levy was 2% and the
New York City levy 19, one third of the total collected for New York City 24/
was the local levy. This figure amount corresponded very closely with the

amount that resulted from using the retail sales distribution as a basis. There-
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fore retall sales distribution by county for 1967 25/ was used as a weight
on total state sales tax collections for the respective years.w This
method was applied in the case of New York City, as well, In order to yield
a consistent set of data.

The Motor Vehicle Fees, Motor Vehicle Inspection Fees and the Motor
Fuel Tax were allocated on the basis of the percentage distribution of Motor
Vehicle registrations in New York State in 1968.2/ This weight was used for
both years except in the case of the Motor Vehicle Inspection Fees which were
only effective in 1970.

The Alcoholic Beverage Tax varies according to the type of beverage
from beer to liquor. There was no information available on the distribution
of sales within a county by type of beverage and therefore no direct way of taking
this into account. However, since the fee for the beverage license also varies
according to beverage it was felt that it might give an indication of the relative
tax distribution by county. Therefore the value of the alcoholic beverage
licenses by county for 1968 ﬁ/ was used as a weight for the tax collections
in each year. 29/ As previously mentioned part of the collections under this
heading in 1970 were collected by the license authority in 1967. The portion
involved was the Brand Label Use Fee,

The same allocation scheme was used for the Alcoholic Beverage License
Fee, as for the Alcoholic Beverage Tax. The 1967 amount included the Brand
Label Use Fee and the 1970 amount excluded it.

The Cigarette Tax was allocated on the basis of the percentage dis-

tribution of population by county in the respective years.g-q'/ This was applied
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to the tax collections in the respective yeara.-:ﬂ/ While I am fully aware

that the use of the above crude allocation scheme could be refined by use of
socioeconomic and ethnic surveys related to amoking patterns, e.g., starting
and ending time, incidence, etc., gains in accuracy cannot be secured easily
as 1s indicated by a simple test comparing the diatribution ylelded by the age
15 and above population. For New York City this percentage of 15 and above
population was 45. 08 for 1370 32/ compared with the general population per-
centage of 44, 63 in 1967 and 44.41 in 1969. The respective figures for the
four counties were 19,63 in 1970 for the 15t population and 19.46% in 1967 and
19,767 in 1970 for the general population.

The Highway Use Tax consglsted of three individual portions: the Truck
Mileage, the Vehicle Permits and the Fusl Use mot in existence in 1967). This
entire group was allocated on the basis of the percentage distribution of high-
ways (excluding the New York State Thruway) per county in 1969-2:1/ This was
applied to the total collections in the respective years, 34/

The Estate Tax collections were available directly by county for each
year 2-5—/ and therefore did not necessitate an allocation scheme.

The Real Estate Transfer Tax was in effect only In 1970 and was allocated
on the basis of the proportionate share of full property valuation in each cour.tty.:-i'g/
Since it was levied upon the price of real property transferred the above should be
a good indicator of the relative distribution of the tax by county. This implicitly

assumes the same proportionate transfer of property in dollar terms in each

county, This distribution was applied to the total tax collectima.ﬂ/
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The Pari-Mutuel and Racing Admission Taxes were available by
track and therefore by county for the respective years.a—a'/ Thus the
allocation was directly available,

The Boxing Tax was allocated on the basis of the percentage dis-
tribution of population by county for the respective years.ﬁ/ This was used
since there was no information available which would indicate a better or
different distribution. The resulting distribution was then applied to the total
collections for the respective yea.rs.ﬁ/

The final item in the state tax collections was the Lottery which was
only in effect in 1970. For lack of better information it too was distributed
by the percentage distribution of the population by county Al which was applied

to the total collections.4—2/
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C. The Expenditure System: An Overview

The expenditures for the operation of state departments and agencies
are primarily, supplied by the General Fund. The funding comes from tax
collections and debt issues. The fund itself consists of three parts: the
State Purposes Fund, the Local Assistance Fund and the Capital Construction
Fund. The first two will be dealt with in this paper, The financing of these
two funds which make up the current expenditures portion is from tax col-
lections. The Capital Construction Fund is for the purpose of capital outlays
and is financed by debt issue. The relevant determinations for it exceeded the
framework of the dissertation., It has been determined to deal, only, with the
current expenditures and their financing through taxation.

The Local Assistance Fund is directly allocated to local governments
for particular types of assistance. The categories of assistance are: Per
Capita, Education, Social Services, Health, Mental Health, Highways, Housing
Subsidies, Urban Renewal and Other Aids, The State Purpose Fund on the other
hand filnances the operations of various state departments and agencies, which
perform services that are of benefit to all residenta of the state. The major
departments on the basis of expenditure size are: SUNY, Mental Hygiene, The

Education Department, Transportation and the Executive Department.

Local Assistance Fund

The Local Assistance Fund Increased from $2, 343,417,875 in 1967 to
$3, 662,251,275 In 1970 (see Table 182). That is an increase of over 50%. New
York City's share rose from $928, 050, 727 or 39. 60%. to $1, 649, 269, 027 or

45, 03% over this period. The four counties showed a decrease in their per-
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centage share pver the perlod from 20, 19% to 17, 85%, even though the
absolute amount rose from $473, 171, 450 to $653, 638, 539. The area as
a whole gained percentagewise as well as absolutely from $1, 401, 222, 177
or 59. 79% to $2, 302,907,566 or 62,88%., An examination of particular
categories within this fund showed a conaistent rise in New York City's
percentage share. For Education the rise was from 27. 19% to 31. 22%., for
Social Services from 71, 749 to 72. 87% and for Per Capita aid from 50. 057, to
56,82%. The trend was similar for the area as a whole. For education the
percentage share rose from 52, 10% to 53. 867, for Social Services from 81, 347
to 82,57Y% and for Per Capita aid from 64. 417 to 68, 207, The pattern was not
consistent for the four counties. They experienced a percentage wise loas for
Per Capita aid from 14. 36% to 11, 487 and from 24, 91% to 22. 649 for Educa-~
tion, while showing a slight gain for Social Services from 9. 54% to 9. 707.,

It ia intereating to observe the allocation of the total Local Assistance
Fund by each of these categoriles In 1967 and 1970. Education accounted for
62.94% in 1967 and only 59,45% in 1970, Social Services on the other hand
accounted for 16, 957 In 1967 23. 807 in 1970, while Per Capita aid accounted

for 8.517% in 1967 and 7. 847, in 1970.

State Purposes Fund

Recently, much literature relates to the benefits of governmental ex-
penditures. Of particular note, is Musgrave's 43/ discussion of incidence and
output effects of budget policy. While on the surface it might seem that a similar
analysis is required here in order to allocate the State Purposes Fund, it is

not. One attempt at trying to measure the benefits accruing to the population
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from various government expenditures on such items as education, high-
ways, etc. on the basis of income groupings occurs in a paper by Gillespie.ﬁ/
If one examines his problem, namely deter mining the net benefits from the
entire government operation of expenditures and taxation, one sees that the
problem at hand here i8 quite different. Here I am not interested in how the
benefits of the government expenditures fall on different groups in society,

but how much of the expenditures are made for each area. It is evident that
benefits and expenditures are not necesgarily equal. Unless one assumes that
the benefits of an expenditure on the same item will differ depending upon which
unit of government makes that expenditure it therefore is irrelevant how the
benefits are distributed by income group within the area. All that is necessary
is to know how many people make use of the service provided and assume that
each direct user has the same portion of the expenditure spent upon him,

One can readily see that what must be determined in this case is how much
expenditure would have to he made in the various categories by an alternatively
bounded area, say the metropolitan area to replace the expenditure that would
no longer be made by the state. I is possible that the area could spend the
money on the exact same items and therefore not alter the benefit flows. One
can see that while measuring the benefits of government expenditures is im-
portant in its own right, it is irrelevant to the problem at hand. The same
logic holds for the tax side of the picture. I is only necessary to determine
where the tax is raised. It should not be assumed that with these problems

cleared up the allocation of the respective taxes and expenditures becomes a

-39~



matter of simple arithmetic. Numerous problems still exist and many
allocation schemes must be devised in order to make the necessary
allocations,

One of the most crucial problems that must be met prior to the
allocation of departmental expenditures under the State Purposes Fund is
what service is being performed and for whom it's being performed. In
essence what must be determined 18 whether this department is performing
services for only selected parts of the state or for the state as a whole. E
is best to look at an example of a department (actually a sub unit of one) whose
service is8 excluded from a particular urea of the state. The State Police
Department, a sub unit of the Executive Department, does not operate in
New York City for all practical purposes (The Citizens Budget Commission 52-/
estimates less than 1%, of the force operates In New York City). Therefore it
is necessary to separate the expenditures of this part of the Executive Depart-
ment before allocating it in order to reflect this phenomenon. The question of
whether this occurs in other departments, e, g., Judiciary, Correction, Health,
Mental Hyglene, etc., alsoc arose. It therefore was necessary to examine these
departments thoroughly. It was determined that this was not the case. In the
‘case of the Judiciary it seemed at first glance that the New York City courts
were performing functions performed elsewhere in the state by state courts.
This, however, is not so and it appears that the suspicion is caused by the
title given to particular courts, i.e., New York City Criminal Court, New York
City Clvil Court, etc. Despite the titles and division of the functions of these

courts, they perform the equivalent function as county courts do eisewhere,
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the financing of the city and county courts as well as other local courts

is the responsibility of the respective county, city or town.ﬁ/ The

state finances the Court of Appeals and Court of Claims. Expenditures for

the State Appelate Division and Supreme Court are reimbursed by New York
City and each of the counties proportionately, although the money ig initially
appropriated by the leg'lslature.ﬂ/ In the case of the Correction Department
the story i8 much the same with the counties and cities responsible for financing
their houses of detention, jails or penitentiaries as the case may be.ﬁ/ In
the case of the Health and Mental Hygiene Departments the facilities in ques-
tion are of a specialized nature and are located throughout the state. They

are open equally to all residents of the State. It is therefore proper to allocate
the expenditures of these departments according to the appropriate criteria
without fear that services are being witheld from any particular area.

While the situation for the ahove departments has heen clarified, there
still remains a ''gray area" covering such departments as Public Works (Trans-
portation In 1970), Conservation and SUNY. It is unclear whether a state service
is being performed elsewhere in the state without the same service being per-
formed for New York City by the state. The question arises due to the lack of
state parklands in New York City and, therefore, most of the related expendi-
tures of the Conservation Department going to aid areas outside New York City,
while New York City maintaing its own parks, The same may be true with
relation to highway expenditures in the Public Works Department (Transportation

in 1970) due to the lack of state highways in New York City. The case of SUNY

and CUNY 1is discussed in greater detail later in the paper. The final resolution

-41-



of these matters will take a detailed analysis of each of these cases, far
beyond the scope of this paper.

D. State Purposes Fund Allocations

Next, we will discuss the allocations of the expenditures out of the
State Purposes Fund of the various departments to the appropriate counties
for the fiscal vears 1967 and 1970. (See Table 14 and 15). Since the expendi-
tures of this fund are of an indirect nature as opposed to those of the Local
Assistance Fund, it is necessary to form allocation schemes for each depart~
ment in order to determine the approximate amount expended upon each
county,

The allocation of the following departments are all handled with the
same allocation scheme: Audit and Contrel, Law, Judiciary, Commerce,
Health, Public Service, State and Miscellaneous Boards and Commissions,
They all perform services which are general In nature and therefore the re-
cipients of their services would be the residents of the state. The use of the
formula based on the percentage of the state population residing in each county
in the respective years 49/ produces a fairly reasonable allocation of the
expenditures of these departments by county. Application of this percentage
distribution of population by county to the departmental expenditures in each
of the respective years 50/ vlelds the appropriate expenditures by county.

The Executive Department also performs general services in much
the same way as the above mentioned departments. However, a speclal adjust-
ment was necessitated in allocating its expenditures due to the unique situation

with respect to one of its subdivisions, namely the State Police Department.



For all practical purposes the State Police do not function inside New
York City (as discussed above) and therefore it has been determined not
to allocate any of its expenditures to New York City. The expenditures of
this department are allocated on an adjusted population basis. The popula-
tion of New York City is subtracted from the total state population to yield
51/

a new population base for the respective years. The population of each
of the remaining four counties §-2-/ is placed over the adjusted base to deter-
mine their percentage share. This percentage distribution is then applied to
the departments expenditure é-?-/ to distribute the appropriate share among
the four counties. The remaining expenditures of the Executive Department
are distributed on a population basis the same as the previously mentioned
departments,

The expenditures of the Legislature Department can best be approxi-
mated by the number of representatives from each county in the two houses of

54/
the State Legislature, A percentage distribution of representatives to
hoth houses for each county was constructed. This was then used to distribute
e

the departmental ‘-)é-/ expenditures to the respective counties.

A rough estimate of the distribution of expenditures among counties by
the Agriculture and Markets Department can be ascertained by use of the

56/
numbers of farms in each county. This data was then used to create a per-
centage distribution of farms by county to be applied to the total expenditures
57/

of the department made to yleld a distribution by county.

Employment in the Banking industry seems to be an appropriate indi-

cation of banking activity within the county. It therefore would give a reasonable
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estimate of the expenditure level for the banking department within each
county. The employment data 58/ used also includes employment in other
credit agencies which this department also supervises. A percentage dis-
tribution of banking employment by county for the respective years was
created and used to weight the total expenditures by 59/ this department in
order to distribute them by coumty.

The expenditures of the Civil Service Department by county can best
be estimated by the number of full time state employees within each county.ﬂ/
A percentage distribution again was created and used as a weight to distribute
the total expenditures of the department 8/ by county.

A variety of functions are performed by the Conservation Department
and therefore it was necessary to divide up its expenditures according to the
functions and allocate them individually. By examining the detailed budget of
this department 82/ it was determined that 609, of ite expenditures were for
parklands and the remaining 40% were of a general nature. For the portion of
the expenditures dealing with parklands, it was felt that the number of acres
of state parklands in each county 83/ would give a good approximation of these
expenditures by county. Therefore a percentage distribution of acres of park-
land per county was created and used to weight 607, of the total departmental
expenditures Q‘i/ in order to allocate it by county. The remaining 40% of the
departmental expenditures were distributed on a population basis as discussed
for the previous departments.

A fairly good indication of the distribution of the expenditures of the

Correction Department can be obtained by using data on the number of New
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Commitments to State Correctional Institutes by county of commitment.gﬁ/

Since the county of commitment reflects the place of the crime, a good
indication of the expenditures being made for each county i8 vielded. A
percentage distribution again was formed and used to distribute the total
expenditures of the department 56/ by county.

Expenditures of the msurance Department exclugive of first instance
appropriations (those which are paid back to the department) were solely
for the administration of the Employees Welfare Fund. Therefore, it was
felt that the number of employees in the industry by county 57/ would be a
good Indication of the expenditures of the department by county. A percentage
distribution was constructed and applied to the total expenditures of the depart-
ment 88/ in order to yleld the expenditures by county.

Allocation of the Labor Department expenditures by county can best be
reflected by the number of employees per county in the respective yea.rs.'(-i'?*/
The total expenditures of the department 20/ was then allocated by county
according to the percentage distribution of employees in each county.

The number of motor vehiclea registered in a county 11_/ gives a good
indication of the expenditures of the Motor Vehicle Department by county. Com-
putation of the percentage distribution of the motor vehicles registered in each
county was then used to allocate the expenditures of the department by county. 2/

The Public Works Department which existed in 1967 was later disbanded
and various of ite functions were incorporated in other departments. Examina-

tion of its detaliled budget ﬂ/ showed that 607, of its expenditures related to

highways and the remaining 10% were of a general nature., Therefore the 607
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of the total expenditures of the department 74/ were allocated on the basis
of the number of miles of highway within a county in 1969 s/ through the
creation of a percentage distribution. The remaining 407 was allocated on
a population basis as discussed previously.

The Transportation department which was not in existence in 1967,
took over some of the functions of the Public Works Department, namely
those relating to highways. An examination of its budget 18/ showed 55% of
its expenditures related to highways and 457 of a general nature. The portion
relating to highways was allocated on the same basis as was the Public Works
department, namely miles of highways using the same data and distribution,
The general portion was allocated on a population basis.

Expenditures in state-aided programs 7/ for assistance, care and
administration was used as an indication for allocating the expenditures of the
Social Service Department. A percentage distribution by county of these ex-
penditures was constructed and applied to the total expenditures 8/ of the
department in order to obtain a distribution by county.

The allocation of the expenditures of the Taxation and Finance Depart~
ment was on the basis of the percentage distribution of tax payments by county.
This distribution was determined from the allocations of the State Taxes des-
cribed in the previous section. Applying this distribution to the total expendi-
tures of the department 18/ one obtains a distribution of the expenditures by
county.

It was determined in fiscal 1967 that 33% of the Education Department's

expenditures were for general public school programs, 30% for State Regents
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Scholarships and 37% for State Scholar Incentive Awards. The public school
enrollment by county 8o/ wa.s used to allocate 33% of the departments expendi-
tures 8y which related to public schools. Once again a percentage distribution
wasa used to distribute it by county. The number of recipients of Regents
Scholarships by county was obtained from a department press release 82/ for
the respective years. Unfortunately no information was avallable with regard
to the dollar amounts of the awards by county, The scholarship varies in
amount according to the income of the family of the recipient, With no infor-
mation available to show that the distribution of Incomes of those who actually
use the scholarship (it is only good if the student enrolls in a college within New
York State) differs significantl y across counties, the percentage distribution of
number of recipients per county was used to allocate the appropriate proportion
of the expenditures, In order to allocate the expenditures for the Scholar In-
centive Awards, the number of high school graduates by county 83/ for the
previous academic year was used. This could be affected by the variations in
college going rates across counties and by difference in the proportion of
students remaining within the state (the award is only available if the student
attends college In the State). All students attending college within the state and
paying minimum amount of tuition are eligible., The award also varies according
to income, However, with no better information available, it was decided to
use the percentage distribution of high school graduates by county as an indica-
tion in order to distribute these expenditures by county.

The expenditures of SUNY were allocated on the basis of the permanent

residence of the students attending the unjversity.w Since ald to Community
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Colleges comes from tho Local Assistance Fund and not the State Purpose
Fund, Community college students were subtracted from the enrollment
figures. The percentage distribution of the number of students at all
facilities (except Community Colleges) by county of permanent residence
was used to distribute the expenditures 85/ by county.

The allocation of the expenditures of the Mental Hyglene Department
differed in the two years due to the addition of the Narcotic Addiction Control
to the department in 1970. The allocation of the expenditures of the main
department in both years will be discussed first. The number of resident
patients of Mental Hospitals and Schools by county of residence 86/ was used
to allocate this part of the departments expenditure, 87/ A percentage dis-
tribution was constructed once again, for this purpose. Two alternative schemes
were consgidered In order to allocate the expenditures for Narcotic Addiction
Control for fiscal 1970, The first was to allocate it in the Bame way as the
rest of the department, as described above. The second method, which is the
one actually used, was to follow the allocation scheme of the Citizen's Budget
Committee.ﬁ/ They allocated 867, of the direct treatment expenditures to
New York City on the basis of the residence of the patient. The grant expendi-
tures were allocated with 95% going to New York City. It was stated that the
only other counties to receive grants were Nassau and Westchester. Therefore
the remaining 5% of grant expenditures was allocated to the four counties. The
remaining 14% of direct treatment expenditures was also allocated to the four
counties. This may seem to be a very bold assumption, however it is felt

that it is not very far from the actual situation, With no other information



avallable, this at least has the additional feature of indicating the direction
of bias. The direct treatment expenditures accounted for 759, of the total

expenditures 8/ and the grant expenditures accounted for 25%.
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CHAPTER Il

A. The Redefined Area

Now, having determined the structure of the taxes and expenditures of
the area as it existed, it will be applied to the redefined area in order to deter-
mine the impacts. I will be necessary only to deal with the additional revenues
available and the additional expenditures necessary in order to determine whether
a benefit exists in fiscal terms due to separation. Since all the local expenditures
and taxes are assumed to remain constant, as well as the Federal ones, the
relationship between the alternatively allocated revenues available and alternatively
allocated expenditures necessary is the critical one. One, of course, must be
aware of the problems involved in allocating the taxes and expenditures which
were discussed previously. One must weigh the results of the following sections
in this light,

Turning to the tax side first, one finds the area accounting for
$2, 589, 027,384 in 1967 and $3, 900,295,373 in 1970. (See Table 18,) This
amounts to 66, 54% and 66. 987 of New York State Tax collections, respectively.
Breaking these figures down further New York City accounted for $1, 685,957,410
in 1967 and $2,477, 822,491 in 1970, while the four counties accounted for
$903, 069,974 and $1,422,472, 882, respectively, The largest taxes in dollar
terms are the Personal hcome Tax, the Business Taxes and the Sales and Use
Tax. The additional revenue available is equivalent to the previously mentioned
tax dollar which no longer would be sent to the state capitol, but, instead, would

remain in the area.
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Now one must determine the amount of additional expenditures which
would be necessitated, since New York State would no longer provide the
services or aid. In the case of many departments in Albany which are per-
forming services, it is possible that duplication of these services is taking
place within the area. This would tend to indicate that the area would not have
to replace the total amount of expenditures made for the area by these state
departments and agencies, However, on the other hand, some services now
being performed by the state may have been subject to economies of scale and,
therefore, would require a greater expenditure on the part of the area to replace
them, than is indicated in the allocations. It is assumed that these two effects
will more or less cancel each other out and therefore, the use of the allocated
expenditure data will be a close approximation of the additional expenditures
needed, It was not necessary to allocate the expenditures of the Local Assistance
Fund, since they are direct expenditures and specified by county. The amounts
received from this fund by the area were $1,401, 222, 177 in 1967 and
$2,302,907,566 in 1970, The largest categories of ald were Education, Social
Services and Per Capita. New York City received the largest percentage
share of the Soclal Services Expenditures, While the largest dollar amount
it received was in Education, the gap between the two shrank drastically from
1967 to 1970. In 1967 New York City received $400, 358, 533 for Education and
$284, 945, 890 for Social Services. The figures for 1970 were $679, 784, 698 and
$635, 952, 623, respectively, In fact New York State more than doubled its
expenditures for the Soclal Service category from $397,219, 949 In 1967 to

$872, 789, 424 in 1970.
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To the Local Assistance Fund expenditures one must add those
allocated from the State Purposes Fund. Only the appropriate totals will
be dealt with here, since these expenditures have been dealt with at length
previously. The State Purposes Fund figures for the area for 1967 and
1970 were $641,509, 787 and $1, 015,228,927, Adding the twe funds together
yvields the necessary additional expenditures; namely $2, 042, 731, 964 for 1967
and $3, 318, 136,493 for 1970.

Comparing the area's expenditure figures to its tax figures, one finds
an excess of tax revenues of $546,295,420 in 1967 and $582, 158, 880 in 1970,
While this figure is sizeable in dollar terms, when compared with the current
expenditure budget of the area for the two years in question its significance
is militated (see Table 20), It is interesting to see how these gains are dis~
tributed throughout the area. For fiscal 1967, New York City's gain would
have been $315, 234,594 and the four counties' $231, 060,826, The pattern
for fiscal 1970 showed a significant shift with the city's gain falling to
$143, 351, 963 and the four counties' rising to $438, 806,917, While the city's
tax payments increased in absolute terms by about 47%, revenues derived
from the Local Assistance Fund increased by 77% and those from the State
Purposes Fund by 57%. (See Table 18.) The percentages for New York City
for 1967 and 1970 with regard to tax payments show a decline from 43, 667 to
42, 55% and with regard to the expenditure receipts show a rise from 39, 06%
to 42.33%. For the four countiea the movement was in the opposite direction
from 1967 to 1970, showing a rise from 23. 38% to 24.43% in tax payments
and a fall from 19. 13% to 17. 83% in expenditure receipts, A further ex-

planation for the increase in tax payments by the four counties could
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be the increased reliance upon the Personal Income Tax by the state. From
1967 to 1970 it rose from 39.54% to 43. 04% of total collections. Since the

tax is progressive in structure and the four counties are relatively high
income areasa, one would expect it to fall heavier upon them. In fact, in

1967 New York City accounted for 41. 89%, of the collections of this tax and in
1970 for 40. 81%, while the four counties went from 27.57% to 28,37%. Another
poassible source of increased tax payments for the four counties may have been
the Pari Mutuel Tax, The share accounted for by the four counties rose from
39.35% In 1967 to 55.59% in 1970, In fact the absolute amount of the increase
was greater than the increase in the state collections of this tax over these
years,

It must be recognized that in a fiscal system such as the one which exists
there is no a priori reason for any area to get back (even in percentage terms)
exactly what It gives. M fact the reverse is often the case, especially If the
system is fulfilling one of its goals, the redistribution of income from the
richer to the poorer areas. Need must be a predominant factor in determining
what an area will receive from the state. On this ground a strong case can
certainly be made for New York City receiving more than it 18 now,

Now looking at the expenditure side for an explanation of the pattern of
gains throughout the area, we find some quite apparent. In 1967 the city's
share of the Local Assistance Fund was 39, 60% and in 1970 it was 45, 03%.
However, its share of the State Purposesa Fund fell from 37, 84% to 36.97%.
This decline, however, was much smaller both abgsolutely and relatively, since

the Local Assistance Fund is roughly twice as large as the State Purposes
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Fund, The picture for the four counties was, again exactly the opposite
with an increase in their share of the State Purposes Fund from 17.00% to
17.81% and a decline in the share of the Local Assistance Fund from 20. 199
to 17.85%,. The city is, clearly, recelving a greater portion of its aid from
the Local Assistance Fund, An explanation for this could be the large portion
of the State Purposes Fund that is accounted for by SUNY expenditures, of
which the city shares little, New York City's share is under 99 of the expendi-
tures of this department. On the other hand, New York City's share of the
Education Department expenditures for CUNY account for all the mumicipal
college expenditures in this department. A more detailed discussion of the
financing of CUNY and SUNY will follow in a later section.

A review of the fiscal situation in the newly defined New York Metropolitan
Area shows fiscal gains in dollar terms from separation but these gains turn
out not to be significant in relation to the current expenditures of the area,
This may not portray the entire picture due to the fact that certain other con-
siderations have not been examined here such as, the capital items and the
political feasibility, etc, However, in this paper many questions have been
exposed which need further investigation, some will be dealt with later on and
others will have to be dealt with in further research. Ome thing is clear: In
order for separation to be profitable significant benefits will have to exist In
areas other than those explored here.

Before moving on to an Investigation of some of the reasons behind the
above results, the fiscal impact upon the state deserves a brief discussion, An

interesting phenomenon occurs when we observe the fiacal situation in the state
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after separation. The state would have to expend $1,470, 533, 100 on the
remaining part of the state and would collect $1, 272,943,415 In tax revenues
from it in 1967 (see Table 21). The appropriate figures for 1970 are
$2,197,344,719 and $1, 923, 083, 335. This means the state would have to
raise taxes by $197, 589, 685 or 15.52% in 1967 and $274, 260, 784 or 14. 267,
in 1970 in order to finance the same expenditure level for the remainder of
the state. A further thought occurs in relation to the state expenditure picture.
If the state was experiencing economies of scale in providing some of its
services before separation, the cost of providing these services afterwards
might well necessitate a larger proportionate expenditure. This therefore
might even necessitate greater tax increases In order to provide these same

services.
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B. Effects of the Existing Tax and Expenditure Structure on the Results

At this point, those factors Inherent in the tax and expenditure
structures which effect the results stated in the previous section, will be
Investigated.

In the following paragraphs various substitutions of possible alternative
taxes for existing taxes will be hypothesized. In each case the yield of the
substitute tax will be equal to that of the tax for which it is substituted. In
other words, the same revenue is raised through a different tax. In order to
determine the distribution by county of these alternative revenue collections,
use is made of the allocation schemes developed earlier in the dissertation.
They will be assumed to be identical for the corresponding type tax, e.g.,
Sales, Personal Income, etc. The only exception is in the case of the Pro-
portional Personal Income Tax, where it was necessary to develop an allocation
scheme, This will be discussed at the appropriate time below.

The first set of hypothesized substitutions involve the Personal Income
Tax, which is the largest source of tax revenue for New York State. What would
be the impact on the collection of revenue from New York City and the four
counties, if the structure of the Personal Income Tax was altered from a pro-
gressive one to a proportional one? A Proportional Income Tax by definition is
a fixed percentage of personal income. In order to estimate the resulting tax
collections due to this change, the proportionate share of total state income iIn
each county had to be determined, The usme of total income for all tax returns
by county Y rather than the Commerce Department's figures was necessary

in order to take Into account tax collections from non-residents. As one can
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see in Table 22 for the 1970 flacal year New York City would have paid
$1,017,612, 773 as opposed to what it did pay, $1,022, 876, 288 under the
existing system., While this difference is relatively small, the difference
for the four counties is substantial. There would be a reduction in tax
payments from the $711, 075, 724 they did pay to $603,299,001. K is evident
from an examination of Table 23 that the net reduction in tax payments for
the area would have been about $113 million under a proportional personal
income tax, If instead, the Sales Tax was substituted for the Progressive
Peraonal Income Tax anet reduction In tax payments for the area of about
$129 million would have resulted. This would be composed of an additional
$17 million payment by New York City and a reduction of $146 million in pay-
ment by the four counties. The substitution of the Business Taxes for the
Progressive Income Tax would yield a net increase in payment for the area of
$71 million composed of a $436 million increase for New York City and a
$389 million reduction for the four counties. It is apparent that New York City
would not have experienced a substantial reduction in payments from any of
the forementioned substitutions, while the four counties would have.

Next the substitution of various alternative taxes for the Busineass Taxes
will be investigated, If a S8ales Tax was substituted for them, New York City
would have paid $399, 608,408 as opposed to the $568, 510, 974 it did pay in 1970,
On the other hand, the four counties would have paid $217, 136, 617 instead of
the $123, 830, 461 they did pay. The resulte of substituting the Progressive and
Proportional Personal Income Tax, as can be seen in Table 23, are quite

similar for New York City. A netf reduction for the area would have resulted

with New York City experiencing the reduction and the four counties the increase
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in payments. The substitution of all the taxes above yleld similar overall
results, in fact, with New York City experiencing the reduction and the four
counties the increase,

The final set of substitutions relate to the Sales Tax. The greatest
impact 1s noted when the Business Taxes are substituted for it. New York
City would have had to pay about $169 million in additional taxes, while the
four counties would have had a reduction of $98 million. Thus a net increase
of $71 million for the area would have resulted. The substitution of a Pro—
gressive and Proportional Personal Income Tax would have had only a minor
impact on New York City's payments. A substantial increase in tax payments
of about $59 million would result for the four counties, if a Progressive Income
Tax was substituted and thus a net increase in payments for the area of about
$52 million. In fact, all of the above substitutions would result in a net
increase in payments for the area.

It 18 clear that substitutions for the Progressive Income Tax lead to
a reduction in tax payments for the area, primarily, due to the reduction
experienced by the four counties. The only case where this does not hold,
is that of the Business Taxes. In that case, New York City's increased pay~
ment outweights the reduction for the four counties. Since the Personal
Income Tax accounts for over 43% of the total New York State Tax collections
in 1970, the four counties' contiribution would have been aignificantly altered
to their advantage by the substitution of the alternative taxes mentioned. R
is, also, obvious that the substitution for the Business Taxes would yleld a

significant benefit to New York City in terms of reduced tax payments due to
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its high proportional payment of this tax. On the other hand, the rest of

the area would have experienced an increased tax burden, due to the small
proportion of the Business Taxes it pays. A heavy reliance on the Business
Taxes by New York State (about 16 1/2% of 1970 collections) finds New York
City contributing more to total collections than it would under the alternative
taxes.

It is apparent that very little in the way of generalizations can be
made about the benefits and losses due to substituting one tax for another.
This is largely due to the opposging effects upon the components of the area,
The only case where both New York City and the four counties benefited was
that of the substitution of the Proportional Income Tax for the Progressive
Income Tax, And in that case New York City’'s benefit was only minor.
Substituting the Sales Tax for the Progressive Income Tax ylelds the largest
net benefit to the area. Looking at the components of the area, one finds that
any movement away from the Progressive Income Tax benefits the four counties
and any movement away from the Business Taxes benefits New York City.
The results do, however, show that a substantial impact upon tax payments
can be made by substituting one type of tax for another. The most extreme
impact occurs when the Business Taxes are substituted for the Progresaive
Income Tax, New York City would have increased its payment by about
$436 million, while the four counties would have reduced theirs by about
$389 million. The importance of these differentials becomes apparent when
they are related to current total tax payments. New York City would have
experienced an increase of over 17% and the four counties a decrease of over
27%.
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An analysis of the effect of particular State expenditure policies
upon the area both directly by means of State Aid and indirectly through
influences on local expenditure patterns will follow. Having found that
redefining the fiscal boundaries of the area did not yleld meaningful fiacal
gadins, an examination of the possible gains due to alternative expenditure
policies may yleld more meaningful results.

Firat, one might examine the State-Aid Policy as it applies to local-
ities throughout the state. The largest category of State Aid is for Education
and, therefore, it seems appropriate to deal with it. A clear pattern emerges
throughout the state when cities are compared to non city areas. In school
vear 1965-66 State Aid accounted for 36, 32, of the money in the General
Funds for Education in cities throughout the state, 2/ (See Table 24). The
figure for non-city areas was 52, 73%,. These flgures, at first glance, may
not seem unreasonable, However, with much literature, 3/ recently, em-
phasizing the higher cost of education in central cities, they become suspect.
Looking further into the data, one finds the overall figure for the State to be
44, 729 while for the New York Metropolitan area it 18 36.41% and for New
York City even lower, 31.72%. Excluding New York City, it is found that the
remainder of the state receives 51.51% of its General Fund for Education from
State sources. Excluding the New York Metropolitan Area, the figure is 58, 05%.
It is quite apparent that a greater portion of educational expenditures are being
financed by the state elsewhere as opposed to the area. K therefore becomes
questionable whether the higher cost of education in citiea and in New York in

particular is being taken into account in the State’'s distribution of fts aid.

-76-



GFYUERAL FUMD w7 Rk §

REGION

NaYal
NASSAU-SUFF LK

ROCKL AND=w I Tk ST

NY MLTr)

MIC HUIPS .oy

CAPIT AL D57y 1CT
NDRTF, =

MOHAWK VALL Y
BINGRHAMPT J {
SyeaCus-
ROCHEST R

FEMIRA

BJFFAL

TCTAL CIF 15
TOTAL ST A7 -

STATE L=S5% 171”5
STATE LTSS tle¥ "
STATE L .55 My wmr 700

SQURCYE @ UNIV-FSITTY

BUREAY YF ST TITTICAL S=PVvILES

TABLE 48 PD, Q47

TARLE 24

(176566 )

TITAL G M- a4t
FUSIN E=VOMNYTS

971e5917,35C6
567'C0q|jﬁ1
209,222,131
l, ?‘1?985‘1; b A
1294617, 4304
130,838,207
T2:001e8¢3
T3,9%% 44177
TOs43€645935
12549750602
1774490403
T2¢603,4 354
232,213,075
1438241824204
2e B3, DETy 14T
Le45Gy 9254083
l1eBEL,4QC,4 38
1:0852408, 364

1F THE STATE 0F 10y YOPK STATE
ANFUIAL EDUCRTION SUMMARY 1905 -¢

Fow FRUCATION

EROM STATE
SUURTE S

308,+198,7289
258 ,390,63)
TO+425 4870V
O3T QL4192
6648394394
TH 22824920
49,01 46606
H4Te698,4,751
46 490 U320
TBs00L4 4,027
Q4 +OLE 9T 3
4043069,090
122477244272
5014954 4962
l .2b6,QU.‘; !llq
ToH 0284157
Q584784 +840
629,960,327

STUCATION

31
45
33
36
51
517
6HB
L4
LE
6H1
52
&8
52.
36,
44,
527,
51,
58,

D paANT



Looking into the basis for State-Aid distribution to localities for
public school education, one finds, at least theoretically, an adjustment
to account for low income areas. The formula for the state payment

portion of the local districts expenditures is as follows:

1—[13(.51] 4_/

where V = actual valuation per RWADA of the district
and S = State average valuation per State WADA.

In the formula RWADA stands for Resident Weighted Average Daily Attend-
ance which includes an adjustment for residents of the district attending
school in another district and for non-residents attending school in this
district. WADA stands for Weighted Average Daily Attendance, which ls
constructed by weighting attendance figures for various grade levels in the
following manner: half day kindergarten receives a weight of .5, full day
kindergarten through sixth grades receives 1, 00, and seventh grade through
twelfth grade receives 1,25, The actual valuation in the formula is assessed
property valuation of a district divided by an equalization ratio designed to con-
vert it to full valuation. The formula is designed so that the average district
in the state in terms of property value per resident pupil will receive 49% of
its school expenditurea from the state. The proportion that the state finances
can vary two ways in the formula: due to property value and due to attend-
ance. With property value per potential pupil constant and the attendance rate
lower (higher) the state's share of the financing will be smaller (larger). With
the attendance rate constant and the property value per potential pupil higher

(lower) the state's share of the financing will be smaller (larger). One
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of the problems the central cities face is poor attendance rates which
tend to lower the state share of financing., Attendance rates are, par-
ticularly, low in disadvantaged areas which need the aid the most. Beyond
this one finds in central cities, New York in particular, a high property
valuation and a high proportion of low income families. This situation
exists largely due to the phenomenon of absentee ownership in the cities,
That is to say, the owners of the property often reside elsewhere and
usually do not use the service, education. ¥Few people own their own home
in New York City as opposed to the more rural areas. The situation exists
that a great proportion of the student population in the city comes from
low income families, Due to the higher property valuation, adequate reflec-
tion of the low income population may not be taken into account in the State
Ald formula. The necessity of higher costs to educate the low income popu-
lation may show up through higher budgets in the low income districts.
However, the state placed a limit upon the amount of expenditure per WADA
that it will share in financing. As of 1967-8 this limit was $760 per WADA.E/
Other adjustments allow for the sharing In an additional 10% of this limit or
$76 per WADA. But it is quite probable that the expenditures per WADA in
low income areas far exceed these limits and therefore the exceas must be
financed by the district without state assistance.

Another problem of financing education which 18 of particular im-
portance to the area relates to the City University of New York (CUNY). In
fiacal 1970 state expenditures for current operations at CUNY were far out-

stripped by those for the State University of New York (SUNY).E/ On a full time
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equivalent (FTE) student basis, 1/ $3, 107 per FTE SUNY student was being

spent as opposed to $1, 126 per FTE CUNY student. Even though New York
City residents are eligible to attend SUNY, they make up less than 9% of its
enrollment, The lack of a SUNY campus near enough to the heavy concentra-
tion of population in the metropolitan area may account for this.

At its inception the City University provided a service beyond that
which was then provided by the state for its residents. The additional expendi-
ture necessary for the financing of CUNY therefore had to be taken on by New
York City. The advent of the State University altered the situation., Now, a
similar service to that being provided by CUNY was being provided to state
residents through SUNY. This service was being financed through tax
revenues raised throughout the state, New York City included. New York City
residents were therefore, subject to an additional financial outlay which was
not being made hy state residents outside the City. In order to attempt the
measurement of the impact upon financial flows of a varied financial arrange-
ment for this 'gray area', the form of the question may be altered from the
general assumption of unchanged levels of financing. Il.et us hypothesize that
the expenditure per FTE student at CUNY was raised to the level at SUNY.
With the desired level equal to tiie G'JNY FTE outlays, the total dollar amount
of this additional financial burden can be computed by multiplying the number
of students at CUNY by the differential in expenditure per FTE, i.e., $1,881.
(This asaumes that the equivalent FTE expenditure level at each yields the
equivalent educational level.) 1n other words, New York City residents would
be called upon to raise an additional $148. 2 million in taxes to provide the

equivalent educational level at CUNY to that provided at SUNY,
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Since an imputation acheme now has been determined for tax
collections in the state, it is possible {o hypothetically increase the state
expenditure on CUNY to an equivalent FTE level as at SUNY. This can
be financed by increased tax collections and the relevant amounts from
each area determined through this fmputation scheme. The number of FTE
students at CUNY times the per FTE expenditure at SUNY ylelds the ex-
penditure necessary at CUNY to put it on an equivalent level with SUNY. This
figure leas the existing state expenditures for CUNY in 1970 yields the
necessary additional expenditure. New York City's share of this additional
tax collection will be assumed to be the same proportionate share as its tax
payments determined earlier in the paper. Subtracting this amount from the
approximately $148, 2 million additional financial outlay would yield the
potential financial gain from this alternate financing arrangement. As can
be seen in Table 25, this yields a $85.1 million potential financial gain for
New York City. This figure was not reflected in the gain or loss figures
earlier in the paper because it involved an internal financing procedure by
New York City and therefore, was beyond the scope of the analysis. #'s
possible that this figure coupled with those ylelded from other services
requiring similar additional financial outlays may change the picture. Further
analysis along these lines for those services falling in the ''gray'' areas, as
discussed previously in the paper is necessary before a final accounting with

reference to gains or losses in flnancial terms is poesible,
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TABLE 25
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C. Concluding Remarks

The i8sue raised in this dissertation was: would the redrawing of
political boundaries modify the financial flows of public funds. The primary
conclusion is: the effect would not be very great or of a systematic form.
One must, however, bear in mind that the analysis considered only current
expenditures and their financing. An analysis of capital expenditures and
their financing is required in order to complete the picture. Beyond this
further analysis of those areas explored in the dissertation but not in the
depth necessary to come to a definite conclusion would be necessary. From
the analysis of State Aid for Education the question arises as to whether the
cities are getting their fair share., A complete analysis of state aid to
localities would be necessary to determine this. The question is ralsed as
to the poasible provision of a service by New York Cilty for its residents
(CUNY) which is provided elsewhere by the state (SUNY). The financing of
the latter is accomplished through tax revenues which are collected from New
York City residents, as well. This analysis may be extended to other services
e.g., parklands, highways, etc. The effect of state administration of a
service upon the local government’s expenditure when the state does not
assume the complete financial obligation is questioned. In the case of Social
Services, New York State sets the eligibility criteria and the minimum payment,
thus, to a large extent, defining the local government’s necessary outlay. In
addition, it has been shown here that the type of tax levied to raise revenue
has in many cases a substantial impact upon the fiscal flows from one area

as opposed to another, Thus the state tax policy has great implications with
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regard to the issue raised in the dissertation. All of the above considera-
tions, therefore, are necessary before a total accounting of fiacal flows
resulting from redrawing political boundaries is possible.

The investigation seems to lend support to much of the recent litera~
ture &/ with regard to the performance of certaln major services on an area-
wide basis. An interesting article presenting a model for the arrangement of
governments on an economic efficlency basis was written by Tiebout.g/
Another article by Hirsch 10/ deals with the division of the provision of major
services on the basis of economies of scale and the necessity of political
proximity. According to the author such services asg, air pollution control,
sewerage disposal, transportation, power, water, public health, hospitals
and planning can best be performed on an area-wide basis due to the expectation
of economies of scale and the non-essentiality of political proximity. Other
services such as; education, public housing, welfare and police and fire
protection do not fall into this group because they require people—proximity.
Granting this, however, one still wonders whether the laiter could be structured,
at least, partially on an area-wide basis leaving enough room for individual
community control. K has become quite evident that localities, especially
central cities, no longer have adequate resources to finance welfare and educa-
tion without a substantial increage in aid from higher levels of government.

The structuring of the provision of this service on an area-wide basis coupled
with varying community options could provide the solution to the equalization
of the quality of education throughout. The situation as it stands, finds the
city with limited resources impinging upon the quality of education provided as
compared to the more affluent suburbs.
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A rational, efficient and economical transportation system throughout
the area certainly would be of great benefit to all concerned. It has become
a critical necessity for the city, if it is to remain the employment center of
the area. The provision and financing of this service on an area-wide basis,
certainly, seems desirable.

The fact is that the provision of most of the above mentioned services
on an area-wlide basis would lead to substantial benefit for the area, as a
whole, The flight of the middle class to the suburbs has left the city in dire
straits with respect to its tax base. Yet, the suburbanite still depends to a
great extent upon the city for his income and calls upon the city to provide
him with many services. Bringing him once again into the tax base of the
city will help alleviate the financial crisis. This will, also, provide an
opportunity for a possible restructuring of the varied local tax systems which
exist throughout the area. This would, also, allow for equity considerations
both horizontal and vertical, which can not now be taken into consideration,

The investigation has brought to light many questions which have vet
gone unanswered, in any systematic form. As is the case with many of the
State and Local fiscal problems much more detailed and systematic research
is needed. One very important question which needs answering is: Who
pays for and who benefits from capital expenditures? Another question
related to the above argument is: What is the effect of state aid in the varying
categories upon local expenditures in the same categories? Related to this:
Is state aid distributed In an equitable fashion, and if not, what are the

appropriate criteria to be applied to insure thig end ? Other questions arise
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with regard to the local taxation and expenditure patterns and the possibility
of altering them. These are juast some of the many questions which remain
to be answered.

One finds a severe data problem which will militate against much of
this research, Adequate data on tax collections and expenditures is not
available. This has necessitated the use of gross estimating techniques in
this paper and will necessitate the same In answering many of the above
questions. Beyond this, there exists no adequate method for estimating
benefits received from public expenditures which i8 necessary in order to
answer some of the questions. Fortunately, ag mentioned previously, this
was not necessary for the question at hand.

Again, there has been found no strong or systematic effect upon the
fiscal flows from current expenditures and their financing due to the redrawing

of fiscal boundaries,
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APPENDIX A

Technical Details of the New York State Taxes

Fiscal Years 1967 and 1970

Personal Income Tax: The base of the tax is the taxable income of Individuals,

egiates and trusts.
New York State sources,

Over

$ 0

$ 1,000
$ 3,000
$ 5,000
$ 7,000
$ 9,000
$11, 000
$13, 000
$15, 000
$17, 000
$19, 000
$21, 000

$23, 000

Not over

$ 1,000
$ 3,000
$ 5,000
$ 7,000
$ 9,000
$11, 000
$13, 000
$15, 000
$17, 000
$19, 000
$21, 000

$23, 000

Pay +
$ 20
$ 80
$ 160
$ 260
$ 380
$ 520
$ 680
$ 860
$ 1,060
$ 1,280
$ 1,520
$ 1,780

The rate structure is as follows:

_Tax Rate _

2rY[r

3%

70
‘W
o
10%
119,
129,

13%.

14%

Non residents are taxed upon thelr taxable income from

Om Excess

$ 0
$ 1,000
$ 3,000
$ 5,000
$ 7,000
$ 9,000
$11, 000
$13, 000
$15, 000
$17, 000
$19, 000
$21, 000

$23, 000

The exemptions are the same as the Federal onea and there were statutory

credits for the years involved.
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Corporate Franchise Tax: The primary base of this tax 18 entire net income

or the portion allocated to New York State plus a tax on the value of subsidiary
capital allocated to the state. However, If a greater tax is yielded, alternative
bases such as, allocated capital, income plus salaries or a $100 flat fee must
be used. The tax is imposed upon a domestic corporation for the privilege
of exerciging a corporate franchise and on a foreign corporation for doing
business, employing capital, owning or leasing property or maintaining an
office In New York., There are credits for eligible businesses in depressed
urban areas and for Investment in production facllities. The rate structure is
as follows:
The largest of A
1) 7% of all or allocated entire net income
2) $100
3) 1 1/4 mills on each dollar of business and investment capital allocated to
New York (1/3 mill on that for cooperative housing).
4) 7% on allocated income and salaries base as follows:
30% of total of a) entire net income plus bh) salaries or compensation to
officers and shareholders of more than 5% of the issued stock minus
c) $15, 000 (or a proportionate share for less than a year) minus d) any
net loss for the year.
Plus B

5/8 mill on each dollar of allocated subsidiary capital.
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Franchise Taxes on Banks and Other Financial Institutions: The primary

base is net income, There are alternative bases, 1.e., on intereat and
dividends credited to depositors or shareholders (In the cagse of Savings Banks
and Savings and Loan Assoclations), or on issued capital stock (in the case of
other financial institutions), The rates are as followsa: National Banks and
Production Credit Assoclations - 6% of net income allocated to New York

with no minimum.

Savings Banks and Savings and Loan Associations -~ 6% of net income
allocated to New York; the alternative is 27, of Interest and dividends credited
to depositors or shareholders. This is used if it yvields a higher tax payment,
The minimum tax is $50.

Other Banks and Financial Institutions - 6%, of net income allocated to
New York. The alternative is 1 1/4 mills on each dollar of apportioned capital
stock. This is used if the tax payment would be greater. The minimum tax
is $50,

There are credits for businesses In depressed urban areas or low
income rural counties and for servicing mortgages acquired by the New York

Mortgage Agency.

Unincorporated Business: The base is unincorporated business taxable income

of every Lusiness wholly or partly carried on In New York State. The rate is

5 1/2% of such Income. There are depressed area and statutory credits.

Insurance Taxes: They are, primarily, based upon the excess of gross amount

of premiums on property or risks located in New York over the deductions allowed.
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The rates vary from 1% to 6 1/2% and are specified in detail according to

the class of the company.

Public Utilities Tax: There are four separate franchise taxes: two on trans-

portation and transmission corporations; one on water, gas, electric and
steam heating, light and power corporations and one on gross income of
utilities. Transportation and transmissfon corporations - 1-3/10 mill per
dollar of net value of the capital stock allocated to New York, or, if a dividend
of 6% or more is paid, an alternative computation 18 used or $50, whichever is
greater. A second tax of 65/1007. on intra-state gross earnings is imposed.
Water, Gas, Electric and Steam Heating, Lighting and Power Companies -
65/100% of gross earnings from New York plus 3-9/107% on the amount of dividends
paid in excess of 4% of the paid in capital employed in New York. There is a
minimum tax of $100.
Additional Tax on furnishing of utility services at the rate of 2-6/10% of
gross income of every utlility in the state under the Department of Public Service
with gross income in excess of $500. For all others, the rate is 2-6/107% of

gross operating income, if it i over $500,

Tax on Cooperative Agricultural Corporations: The base i8 the amount of capital

stock in New York. The rate structure i8 the largest of:

1) 1 mill per dollar of net value of the issued stock allocated to New York.

2) If a dividend of 6% or more is paid, 1/4 of a mill for each point of dividend
paid applies or

3) $10
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Sales and Use Tax: The tax 18 imposed on the sales price or charge for any

service whether received in money form or other consideration. It is im-
posed on tangible property of a general nature. The tax on services is
selective and enumerated, all others being exempt. The rate was 2% in 1967,
3% in 1970 and was raised to 47 in 1971. It applies to:

1) sale of tangible personal property

2) enumerated services

3) sales of public utilities

4) hotel occupancies

5) restaurant meals

6) admission charges

7) club dues and cabaret charges

Alcoholic Beverage Taxes: This is an excise tax imposed upon the sale or use

within the state of beer, wine and liquor by distributors. The rates vary from
1~1/2¢ per gallon for cider with more than 3 alcohol content to $2.25 for liquors
with more than 249 alcohol content. A license fee ig collected from all connected
with the sale. I varles from $5 to $9, 375, according to classification of the

business and population,

Cigarette Tax: It is a stamp tax levied upon the sale of each pack. The rate was

12¢ per pack of 20 cigarettes as of June 1968,

Gasoline Tax: This is based upon the motor fuel sold within the state by the

distributor. There is a separate tax on the retall sale of diesel fuel within the
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state for use in a motor vehicle, The rates are 7¢ a gallon for motor fuel

and 9¢ a gallon for diesel fuel.

Highway Use Taxes: Fuel Use Tax: It is designed to capture the amount of

tax that would accrue to the state, if the carrier purchased all his fuel used in
the state from New York State sources. The base 18 the amount of fuel consumed
in New York. This is multiplied by 7¢ a gallon for motor fuel and 9¢ a gallon

for diesel fuel in order to determine the tax.

Truck Milleage Tax: This is based upon the gross welight of the vehicle
or, alternatively, the unloaded weight of the truck or traller; and the number of
miles operated in New York. The rates vary according to weight group and are
multiplied times the number of miles operated in New York. For the gross
weight method, the rates vary for 6.0 mills to 35 mills with an additional
2 mills per ton for weights beyond the chart. For the unloaded weight method,
the rates vary from 4 mills to 27 mills for trucks and 6 mills to 27 mills for

tractors,

Motor Vehicle Fees: They are imposed upon the operation and ownership of

commercial and non-commercial motor vehicles. The base is the weight of
the vehicle; with the exception of passenger omnibuses, where it 18 hased upon
seating capacity. There is a wide range of rates specified according to the

classification of the vehicle.

Estate Tax: This {8 imposed upon the transfer of a New York taxable estate of
every deceased Individual, who at death was a resident. It is, also, imposed

upon non-residents on transfer of real and tangible property having actual situs
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in New York, which is includable In the Federal gross estate or would have
been in the New York gross estate if he was a resident. The rates vary
from 2Y% to 21%,. There is a tax credit allowable for aggregate personal
exemptions up to 2% of the first $50, 000 and 37 of the next $100,000. There
is no tax collected where it would amount to $40 or less. The minimum tax
on the estate of a resident is equal to the Federal credit for the state death

tax.

Real Estate Transfer Tax: It is imposed on deeds conveying interest in realty

whose consideration 18 in excess of $100. The grantor is primarily liable;
however, the grantee is liable if the grantor falls to pay. The rate 18 55¢ for

each $500 or fraction paid in consideration for the transfer.

Unrelated Business Income of Exempt Organizations: Any corporation subject

to taxation under Article 9A is exempt. The base 18 unrelated business income.

The rate is 7% of that income, with a minimum tax of $100.

Pari-Mutue! Taxes: Running races - the rates are: 1st zone, 809 of the breaks

plus 119, of the pool from 1970-5 and 11-1/2" of pool, thereafter. 2nd zone,

75% of the breaks and for 1970-5, 5% of the pool exceeding $175, 000 to 117 of
pool exceeding $600, 000; for 1976 rates increase 1/2% in each bracket and after
1976 75% of the breaks and 10-1/2% of the pool. Harness racing - 5% up to

$250, 000 in daily pool to 12-1/2% for $900, 000 - $1, 000, 000 in daily pool and
12-1/2% plus 1/2 of the breaks for over $1,000,000. Quarter Horse Races -
5-1/2% up to $175, 000 in daily pool to 10-1/2% for $500, 000-$600, 000 and 11-1/2%

plus 75% of the breaks for pool over $600, 000.
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Racing Admissions Tax: The base is the admission price. The rate is 15%.
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