Budget Options 2017

Revenue Option

OPTION:

Repeal the New York City Sales Tax Exemption
On Interior Decorating and Design Services

Revenue: $20 million annually

Unlike other localities in New York State and the state itself, New York City exempts the
interior design services industry from the sales tax. The definition of decorating and
design services includes the preparation of layout drawings, furniture arranging, staging,
lighting and sound design, and interior floral design. The decorating and design industry
is highly concentrated in the city, with annual sales totaling $720 million in 2015, more
than half (55 percent) of sales in the state as a whole. By way of comparison, 48 percent
of all sales tax collections statewide in 2015 were attributable to sales in New York City.

Opportunities for businesses to assign the interior decorating and design services
performed in the rest of the state to the city might contribute to the industry’s
concentration in the city. New York State Department of Taxation and Finance guidelines
state that the geographical location of the services’ delivery determines the sales tax
rate to be applied. For example, an owner of a second home in Washington County, which
levies a 3 percent sales tax on interior design services, can hire a design firm in the same
county to develop plans for that home and yet avoid the local tax if the firm mails the
plans to the owner’s home or office in New York City.

Using detailed industry-level data on New York State’s sales tax collections both within
and outside the city, IBO estimates that repealing the city sales tax exemption for
interior design services could add $20 million in revenue to the city budget annually.
This estimate is conservative, because it incorporates both a decline in the volume of
decorating services rendered in New York City and a drop in the volume of services
actually performed outside the city but currently reported as within the five boroughs in
response to the differences in tax rates.

Repealing the tax exemption for interior decorating services would require approval from

the New York State Legislature.

ProponENTs MIGHT ARGUE that by making the city’s
taxation of interior design services conform to the
tax treatment elsewhere in the state, repealing this
exemption would simplify the tax code, reducing
compliance costs for both businesses and taxing
authorities. They could also point out that services
such as painting and repair of real property (but not
capital improvements) that involve some aspects of
interior decorating services are currently subject to
sales tax. As a result, applying the sales tax to interior
decorating services would reduce opportunities for
tax avoidance.

OrPoNENTS MIGHT ARGUE that taxing interior design
services, which are often an input for other

goods and services rather than a final product, is
economically inefficient. New York City may lose
some firms currently registered within the city due
to the exemption. The repeal may also negatively
affect consumer expenditures on taxable goods
and services such as furniture, fixtures, and floral
arrangements that are frequently purchased as part
of projects involving interior design work, therefore,
reducing the sales tax base.
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Budget Options 2017

Revenue Option

OPTION:

Broaden Alcohol Tax to Include Wine and
Liquor with Low Alcohol Content

Revenue: $5 million annually

Since 1980, New York City has taxed distributors of beer at a rate of 12 cents per gallon
and of liquor (with alcohol content greater than 24 percent) at 26.4 cents per liter, or a
dollar per gallon. Wine and liquor with less than 24 percent alcohol are currently exempt
from the alcohol excise tax. To address the disparity in taxation between wine and other
forms of alcohol, this option would extend the beer tax rate of 12 cents per gallon to wine
and other liquor with less than 24 percent alcohol, leaving the combined state and local tax
rate on wine well below the state tax rate in New Jersey and Connecticut. This measure—
which would require state legislation—would generate an additional $5 million in revenue

each year.

ProponENTS MIGHT ARGUE that the exemption of wine
and liquor with lower alcohol content from the city’s
alcohol tax is arbitrary and that similar goods should
be treated the same under tax law. They could also
argue that in addition to boosting city revenue,
broadening the alcohol excise tax base might reduce
consumption and mitigate some of the negative
social costs associated with excessive drinking

such as drunk driving. Moreover, additional revenue
from a tax increase could be used to fund treatment
and prevention programs to directly address these
problems. Finally, they might point out that because
New York State’s Department of Taxation and
Finance already collects both city and state taxes on
alcohol, and because the state already levies its own
tax on wine and liquor with lower alcohol content, the
additional cost of administering the new tax would be
very low.

OpPONENTS MIGHT ARGUE that given that alcohol taxes
account for a small proportion of the price of alcohol,
a tax increase is unlikely to change consumption
patterns significantly and thus substantially reduce
alcohol consumption. Opponents might also point
out that excise taxes like the alcohol tax are very
regressive compared with the city’s other revenue
sources, making a relatively bigger dent in the
budgets of low- and moderate-income New Yorkers.
This regressiveness stems from two sources. First,
alcohol expenditures, like consumption expenditures
generally, are a larger share of income for low-income
citizens. Second, since the tax is levied on quantity
of the alcoholic beverage, not price, the tax rate (as
a percent of price) is higher for less costly products
which lower-income New Yorkers are more likely to
purchase.
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Revenue Option

OPTION:

Double the Current Alcohol Excise Tax

Revenue: $25 million annually

Since 1980, New York City has taxed wholesale distributors of beer at a rate of 12
cents per gallon and of liquor (with alcohol content greater than 24 percent) at 26.4
cents per liter, or a dollar per gallon. Because this tax is based on volume and the rates
have remained unchanged, revenue from the tax has been declining when adjusted for
inflation and is now about a third of what it was in 1980. To address the erosion of tax
revenue, this option—which requires state approval—would double the current alcohol
excise tax to 24 cents per gallon of beer and $2 per gallon of liquor with alcohol content
greater than 24 percent, resulting in additional tax revenue of $25 million. If this option
were adopted in conjunction with the option to extend the excise tax to wine and other
liquor with less than 24 percent alcohol (see page 67), they together would bring in $35
million in additional tax revenue annually—$25 million from doubling the rate on alcohol
currently subject to the tax and $10 million from the higher rate extended to wine and

other alcohol not currently taxed.

ProponENTs miGHT ARGUE that since the tax has eroded
in real terms over the last 30 years, the city should
restore at least a portion of the real value of the tax.
They might also argue that in addition to boosting
city revenue, doubling the rate would make it more
effective at reducing consumption and mitigating
some of the negative social costs associated with
excessive drinking such as drunk driving. Moreover,
additional revenue from a tax increase could be used
to fund treatment and prevention programs to directly
address these problems. Finally, doubling the rate
would result in a tax that is still not as onerous as it
was in 1980.

OpPONENTS MIGHT ARGUE that given that alcohol taxes
account for a small proportion of the price of alcohol,
even doubling the tax is unlikely to substantially
reduce alcohol consumption. They might also argue
that a one-time increase does not address the loss in
the real value of the tax going forward, as prices rise
but the tax rate remains constant in per gallon terms.
Further, they would point out that the proposed tax
rate on beer—24 cents per gallon—would be higher
than the state’s own excise tax of 14 cents per
gallon. Finally, opponents might also argue that the
alcohol tax is very regressive compared with the
city’s other revenue sources, for two reasons. First,
alcohol expenditures, like consumption expenditures
generally, are a larger share of income for low-income
consumers. Second, since the tax is levied on
quantity, instead of price, the tax paid (as a percent
of price) is higher for the less costly products lower-
income New Yorkers are most likely to purchase.
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Revenue Option

OPTION:
Collect Sales Tax on Capital
Improvement Installation Services

Revenue: $275 million in the first year

Currently both the city and state sales taxes in New York exclude charges for
improvements that constitute a permanent addition or alteration to real property,
substantially increasing its value or prolonging its useful life. Examples include
installation or replacement of central air systems, heating systems, windows, and
electrical wiring, and planting trees, lawns, and perennials. Property repair, maintenance,
and more minor installation services (including installations of items, such as window air
conditioners, that do not constitute permanent additions to real property) are currently
subject to the sales tax. By broadening the sales tax base to include capital improvement
installation services, this option, which would require state approval, would increase city
revenues by an estimated $275 million.

A sales tax exception would be retained for replacements necessitated by property
casualties such as storms or fires. Note that the above revenue estimate does not
incorporate an estimate for a casualty exception. Nor does it factor in the possibility
that imposing the sales tax could reduce the scale of installation services, or lead to
substantial tax evasion by the providers and purchasers of these services.

ProponENnTs miGHT ARGUE that there is ho economic OprPONENTS MIGHT ARGUE that capital improvement
distinction between real property improvements and installation services, unlike other services, are
other services that are currently taxed; broadening intermediary inputs whose benefits are not

the sales tax base would ensure a more neutral tax exhausted when they are purchased, but only over
structure and decrease differential tax treatment. a long period of time. Thus a tax on installation
Others might argue that base-broadening could services would run afoul of the principle that sales
allow a reduction in the overall city sales tax rate, taxes fall on final household consumption. In
strengthening the city’'s competitiveness and addition, improvement installation services increase
diminishing the economic burden imposed by the property values. They are therefore already a source
sales tax. of revenue through the city’s real property tax and

real estate transaction taxes, and to the extent that
taxing installation services curtails improvements, it
will have a negative impact on revenues from these
other taxes. Finally, the tax would hit employment
in—and in some cases possibly the existence of—
many small firms and subcontractors providing
improvement services.
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Revenue Option

OPTION:

Extend Sales Tax to Digital Goods,
Including Music, E-Books, and Video

Revenue: $22 million annually

Currently, receipts from the sale of digital goods, including music, video, and e-books, are
excluded from New York State and New York City sales taxes. (However, sales of digital
software are taxed.) This option would extend the local sales tax to digital goods and
broaden the sales tax base, consistent with the recommendation of the New York State
Tax Reform and Fairness Commission. As the demand for physical goods like CDs, DVDs,
and books decline in favor of their electronic substitutes, many states have adapted their
tax laws to include digital goods in their sales tax bases, either by including them in their
definition of tangible personal property or by explicitly listing digital goods in the delineation
of tax base components. If New York State were to extend the New York sales tax base to
include digital goods—either for both the city and state or the city alone—this option would
result in additional city sales tax revenue of approximately $22 million.

ProponENTs miGHT ARGUE that digital goods should be
taxed in the same way as their physical substitutes
so that government tax policy does not distort the
consumption decisions of households. They might
point out that households that opt for digital goods
are relatively wealthier than those that purchase the
physical substitutes, so eliminating the current tax
exemption for digital goods would lessen the general
regressivity of the sales tax. Proponents might
further argue that tax law should be responsive to
changing markets, so that as the market for physical
goods erodes, the tax on its more popular substitute
at least partially offsets the loss in revenue.

Finally, they might argue that although the litigation
surrounding the ability to tax out-of-state vendors
applies to both shipped physical goods and digital
goods, this is less of a concern in New York State
because most of the major vendors, such as Amazon
and Apple, have a physical presence in the state.

OppPoNENTS MIGHT ARGUE that digital goods are inherently
different from their physical analogues, especially
given that digital goods cannot easily be resold. They
might also argue that sourcing is not straightforward
for sales of digital goods, since the location of the
business selling the good is not as relevant, and
there is no physical shipment address in the sale of
digital goods. They also might point out that while
the delivery of physical goods to stores or customers
does impose costs to the city—wear and tear on

city streets, air pollution from trucks, police and fire
services to protect store property, garbage pick-

up of packaging, etc.—the delivery of digital goods
makes no such demands on city services and thus
there is no justification for subjecting them to the
sales tax. Finally, unless the state also adopts this
option, extending the city sales tax to digital goods
would add to the compliance burden on sellers by
significantly undermining the conformity between the
city’s and state’s sales tax bases.
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Revenue Option

OPTION:

Extend Tax on Cosmetic Surgical
And Nonsurgical Procedures

Revenue: $13 million annually

A March 2012 ruling by the New York State Department of Taxation and Finance narrowed
the exemption of Botox and dermal filler products from the sales tax; this exemption now
applies only to instances where these products are being used for clearly medical rather
than cosmetic purposes. However, there is still a broad range of cosmetic surgical and
nonsurgical procedures that remain exempt from city and state sales taxes. IBO estimated
that close to $300 million would be spent on currently exempt cosmetic procedures in New
York City in 2016. Assuming some impact of taxation on baseline expenditures, extending
the sales tax to cover all cosmetic procedures would generate an average of about $13
million per year for New York City. This change requires state approval.

PropoNENTS MIGHT ARGUE that all of the reasons for
taxing cosmetic articles, such as facial creams or
lip balms, and (now) selected cosmetic compounds
and applications, apply as well to cosmetic surgery
and related procedures. While medical training

and certification are required to perform all of the
surgical and most of the nonsurgical procedures,
the procedures themselves have primarily aesthetic
rather than medical rationales—a distinction

noted in the American Medical Association’s
recommendations as to what to exclude from and
include in standard health benefits packages.

For tax purposes, there is thus no reason to treat
cosmetic enhancements differently than cosmetic
products: the exemption should apply only to cases
where medical conditions or abnormalities are being
treated. Insofar as there is an economic return to
physical attractiveness, cosmetic procedures may
increasingly reallocate income to those who can
spend the most on enhancements.

OppPoNENTS MIGHT ARGUE that rather than seeing cosmetic
procedures as luxuries, people increasingly regard
them as vital to improving self-esteem and general
quality of life. Moreover, they may even be seen as
investments that augment professional status and
income, which are positively correlated with physical
attractiveness. Furthermore, cosmetic surgical

and nonsurgical procedures are sought by persons

at all income levels. The burden of a tax on these
procedures would therefore not fall only on the
wealthy. Health benefits never should be subject to a
sales tax, and it will not suffice to tax procedures not
covered by insurance, because insurers do not provide
consistent guidelines.
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OPTION:
Implement a Carbon Tax and Dividend

Revenue: $162 million annually

New York City has made some progress in reducing carbon emissions: city residents,
businesses, and visitors were responsible for the emission of 48 million tons of carbon in
2013, 19 percent below the baseline metric established in 2005. Despite this progress,
additional action will be required to meet the city’s goal of an 80 percent reduction by
2050. Fees or taxes on the emission of greenhouse gases are regarded by economists
as an economically efficient way to reduce emissions, which can help to slow the pace of
global warming and rising sea-levels, while also providing revenue.

Under this option, a tax would be collected by electric, gas, and heating oil companies
and would be assessed on energy from each provider according to the carbon intensity of
their energy mix. Customers could lower their tax by using less energy or choosing a less
socially costly source of energy. The city’s ability to collect the tax from a few points in the
energy delivery chain with existing collection processes would reduce overhead costs and
simplify compliance.

This option, which would institute an initial charge equivalent to $2 per ton, rising to $10
per ton over five years, would generate $307 million annually at the full rate, and cover
emissions associated with electricity, natural gas, steam, and heating oil use. In New
York, a $10 per ton carbon tax would add approximately 0.3 cents per kilowatt hour, or
around 2 percent, to the residential cost of electricity, less than half the rate of some
recently imposed local carbon taxes. IBO’s estimate assumes that emissions would
decline 10 percent in the short run. In the long run, these declines would likely be larger,
as building efficiency increases and the market demands cleaner sources of electricity.

In order to alleviate equity issues if the city, with state approval, imposed such a tax,
consideration would have to be given to how to protect low-income households. As an
alternative to exempting low-income households, a carbon dividend credit could be
refunded based on the revenue generated from the carbon tax. IBO assumes that each
household—regardless of income—would receive an equal share of the dividend, which
would ensure that families are not unduly burdened, but leave in place incentives to
reduce energy use. Instituting a dividend would reduce the new revenue from $307
million to $162 million per year, with the balance refunded to households.

ProponENnTs MIGHT ARGUE that charging a tax on each OPPONENTS MIGHT ARGUE that the fee may encourage
ton of carbon emitted would force consumers to businesses to relocate to jurisdictions with lower
acknowledge the cost of energy use and therefore energy prices or that carbon intensive power would

influence consumer behavior. The revenue could be still be generated due to demand outside the city.
used to prepare New York City for the costs of climate  They also might be concerned about costs to low-

change or other priorities including reductions in income families that are nonetheless high energy
other taxes. They could point to popular carbon consumers. Opponents could argue that eventual
taxes in Boulder, Colorado and British Columbia that regulation on the state or federal level could affect
have led to emission reductions and stable revenue New York City's tax as emissions would be subject
streams while appropriately pricing a resource with to multiple regulatory authorities.

large social costs.
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Revenue Option

OPTION:

Impose a 75 Percent Excise Tax on E-Cigarettes

Revenue: $38 million annually

Sales of electronic nicotine delivery systems (ENDS)—often sold as electronic cigarettes

or vaporizers—have ballooned since their introduction to the U.S. market in 2007. ENDS
devices heat liquid nicotine to allow users to ingest it through vapor, rather than smoke.
ENDS products come in two major categories: small disposable and reusable e-cigarettes
that look very similar to conventional combustible cigarettes and larger vaporizers that
come in many shapes and sizes and are filled with liquid nicotine. The use of e-cigarettes is
increasing rapidly, driven by their perceived lower health risk as compared with combustible
cigarettes, their declining price, and their convenience. While the long-term health impact of
e-cigarette use is not known, they are currently seen as safer than conventional cigarettes.

The federal government does not yet regulate e-cigarettes, but over 40 states have
implemented various policies governing their sale and use. New York State bans retailers
from selling e-cigarettes to minors and New York City bans e-cigarette use in all public
spaces in which conventional cigarette use is also banned. In 2013, Minnesota became
the first state to tax e-cigarettes, with North Carolina following in 2014. At least 22

states and numerous municipalities have proposed legislation to tax ENDS products in
2015. Unlike conventional cigarettes, which come in a standard form of 20 cigarettes

to a pack and are subject to an excise (unit) tax on each pack, ENDS products are not
sold in a consistent form. Most ENDS excise tax proposals take one of two forms: a tax
proportional to either the wholesale or retail product price or a tax proportional to the
amount of nicotine in the product, with the former the most common. Minnesota law
defines e-cigarettes and liquid nicotine as tobacco products and taxes them at 95 percent
of their wholesale price; estimated revenue from this levy was $5.3 million in Minnesota’s
2014 fiscal year. North Carolina taxes ENDS products by the amount of liquid nicotine
they contain at a rate of 5 cents per milliliter. Given the variety of nicotine concentrations
and products for sale, a tax proportional to price would be much simpler to implement.

In 2013, a proposal was introduced in the New York State legislature to define “electronic
cigarette cartridges” and liquid nicotine as “other tobacco products” and impose a tax

on them at rates of 75 percent of the wholesale price; a 2014 proposal would have
imposed a 95 percent tax. If New York City were to implement a 75 percent wholesale tax
on ENDS products, which requires state approval, revenue could amount to $38 million
annually. This figure takes into account forecast growth in the ENDS market, a decline in
consumption attributable to the increased cost, and a relatively low rate of compliance
given the large number of ENDS sales online.

PropoNENTs MiGHT ARGUE that excise taxes on combustible
cigarettes have long functioned to both dissuade
people from smoking and to generate revenue. A tax
on ENDS would function to further discourage people
from ingesting nicotine and would offset a small part
of the continuing decline in cigarette tax revenue. They
might further argue that the safety of ENDS remains
unknown and that we should discourage their use until
they are proven safe.

OrproneNnTs MiGHT ARGUE that ENDS are helping people

to quit smoking combustible cigarettes and their use
should be encouraged. They could also say that an
excise tax would more heavily impact in-person sales
and that it would not fully capture online sales, placing
a greater burden on small convenience stores and
“vape shops.” Opponents could also point out the
inconsistency of taxing ENDS while not taxing nicotine
patches and gums, which are also nicotine delivery
systems, albeit solely used for quitting smoking.

Last Updated December 2015
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Revenue Option

OPTION:

Legalize and Extend Sales Tax to Marijuana

Revenue: $25 million in the first year

Currently, marijuana use in the state of New York is legal only for medicinal purposes, with a
strict set of health conditions—including cancer, multiple sclerosis, and spinal cord injuries—
for which medical professionals can prescribe its use. Prescribed medical marijuana is
subject to a 7 percent New York State excise tax, but consistent with the tax treatment of
other medicinal products (both prescribed and over the counter) it is not subject to either the

city or state sales tax.

This option would legalize the sale and use of marijuana for recreational use and extend the
city’s 4.5 percent sales tax to recreational sales. Implementation would require that the state
Legislature first legalize recreational marijuana sales and then permit New York City to tax
local retail sales. Such legjslation was introduced in January 2015 which would 1) legalize
the possession and consumption of marijuana for those ages 18 and up in New York State,
2) establish a state excise tax, and 3) authorize localities to impose a sales tax of upto 5

percent of retail sales.

Since January 1, 2014, when marijuana sales for recreational purposes became legal in
Colorado, the volume of recreational sales in the state and the resulting excise and sales tax
revenue have increased steadily, as cultivation, processing, and retailing capacity expanded.
Using data on that state’s tax revenue from marijuana sales and adjusting it for the size of the
New York market and for price differences, IBO estimates that a 4.5 percent tax on legal retail
sales would bring in approximately $25 million in the first year of legalization and $40 million
in the second year, with the potential for revenue to increase in future years.

PropoNENTS MIGHT ARGUE that in addition to expanding
the sales tax base and increasing revenue, the
legalization of marijuana for recreational use would
avoid stigmatizing as criminals individuals arrested for
marijuana, which can hurt their employment potential
for many years into the future. They might also argue
that the legalization will save the city on the costs of
arresting, prosecuting, and incarcerating those who
possess or distribute marijuana. They might advocate
dedicating a portion of the additional tax revenue

to substance abuse programs, which in turn would
lower health costs and crime rates and have other
positive spillover effects. Proponents may also argue
that legalization would stimulate the city’'s economy
by boosting tourism, particularly if nearby states do
not follow New York’s lead. They might contend that
cannabis sold through legal means would be less
risky in terms of its potential to contain other harmful
ingredients and have augmented THC content.

They could also note that a total of eight states and
Washington, D.C., have approved legalization.

OpPoNENTS MIGHT ARGUE that given the well-established
black market that exists in the city, much of the
distribution of recreational marijuana would likely
remain untaxed after legalization, limiting the
potential for new city revenue. They might also

argue that since marijuana sales remain unlawful

at the federal level, breaking from conformity would
create barriers to implementation. Opponents might
further argue that the legalization of marijuana would
have social costs, including an increase in traffic
accidents and fatalities. Finally, they might argue
that with legalization, it will be hard to limit permitted
recreational use to adults, risking greater drug use
among young people.
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Revenue Option

OPTION:

Include Live Theatrical Performances, Movie Theater
Tickets, & Other Amusements in the Sales Tax Base

Revenue: $86 million annually

Currently, state and local sales taxes are levied on ticket sales to amusement parks
featuring rides and games and to spectator sports such as professional baseball and
basketball games. But sales of tickets to live dramatic or musical performances, movies,
and admission to sports recreation facilities where the patron is a participant (such as
bowling alleys and pool halls) are exempt from New York City’s 4.5 percent sales tax,
New York State’s 4.0 percent sales tax, and the 0.375 percent Metropolitan Commuter
Transportation District sales tax. IBO estimates that in 2014 these businesses generated
just under $2.0 billion in revenue, nearly $1.4 billion of which was attributable to

Broadway ticket sales.

If the sales of tickets to live theatrical performances, movies, and other amusements
were added to the city’s tax base, the city would gain an estimated $86 million in

sales tax revenue, assuming that Broadway ticket sales—by far the largest contributor

to the estimated revenue generated by amusements in New York City—do not decline
significantly in future years. Because New York City’s sales tax base is established in state
law, such a change would require legislation by Albany.

PropoNENTS MIGHT ARGUE that the current sales tax
exemptions provide an unfair advantage to some
forms of entertainment over others, such as untaxed
opera tickets over taxed admissions to hockey
games. In addition, they may argue that a large
share of the additional sales tax would be paid by
tourists, who make up the majority of Broadway show
theatergoers, as opposed to New York City residents.
Proponents may also contend that the tax will have
relatively little impact on the quantity and price of
theater tickets sold to visitors because Broadway
shows are a major tourist attraction for which there
are few substitutes.

OrroNENTS MIGHT ARGUE that that subjecting currently
exempt amusements to the sales tax would hurt
sales of some local amusements more than others.
For example, while sales of Broadway tickets may be
relatively unaffected by the introduction of a sales
tax on ticket sales, sales of movie theater tickets
may decline as more residents substitute a movie
streamed over the Internet for a night out at the
cinema. In addition, fewer ticket sales for live musical
and theatrical performances as well as movies may
also reduce demand for complementary goods

and services such as meals at city restaurants and
shopping at retail stores. Opponents may also point
out that this option would break conformity with the
state in terms of sales tax base, unless Albany also
adds these activities to the state sales tax base (as
well as the tax base for the Metropolitan Commuter
Transportation District tax).
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Revenue Option

OPTION:

Tax Laundering, Dry Cleaning,

and Similar Services

Revenue: $48 million annually

Receipts from dry cleaning, laundering, tailoring, shoe repairing, and shoe shining

services are not currently subject to city and state sales taxes. This option would lift the
city exemption, broadening the sales tax base to include these services. It would result
in additional New York City sales tax revenue of approximately $48 million annually and

would require state legislation.

ProronENTs MiGHT ARGUE that laundering, tailoring,

shoe repair, and similar services should not be
treated differently from other goods and services
that are presently being taxed. They might further
argue that services make up a growing share of

total consumption. Broadening the sales tax base to
include more services would help the city maintain
sales tax revenue and also decrease the economic
inefficiency created by differences in tax treatment.
In addition, the bulk of the new taxes would be paid
by more affluent consumers who use such services
more frequently and have a greater ability to pay. The
city’s commitment to a cleaner environment, which

is reflected in the various city policies that regulate
laundering and dry-cleaning services, further justifies
inclusion of these services in the sales tax base.

OppPoNENTS MIGHT ARGUE that laundering, tailoring, shoe
repair, and similar services are generally provided
by the self-employed and small businesses, and
these operators may not have the facility to record,
collect, and transmit the tax. They could also
argue that bringing those services into the sales
tax base would increase the incentive for hotels
and restaurants—which together account for a
sizable portion of the demand for laundering and
dry cleaning services—to do their own laundry and
dry cleaning (vertical integration), in turn reducing
the revenue of the small businesses that formerly
provided these services. Finally, they might also
point out that, even without vertical integration, a
portion of the additional cost associated with the
tax may be shifted to the consumer through an
increase in the price of the service.
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Revenue Option

OPTION:

Tax Sugar-Sweetened Beverages

Revenue: $244 million annually

New York City residents consume over 404 million gallons of sugar-sweetened beverages
each year. These products—including soda, energy drinks and fruit beverages—have

little nutritional value, but extensive marketing and low costs have made them popular
consumer choices. Scientific evidence suggests that drinking such beverages can
increase the risk of obesity and related conditions like diabetes, heart disease, stroke,
arthritis, and cancer. Many New Yorkers already suffer from these conditions: 33 percent
of adults are overweight and another 23 percent are obese.

A tax on sugar-sweetened beverages, which would require state approval, could
discourage consumption of high calorie drinks and raise revenue. An excise tax of half
a cent per ounce levied on beverages with any added caloric sweetener could generate
$244.2 million in revenue for the city, equivalent to 16 percent of the Department of
Health and Mental Hygiene’s total budget. Diet beverages or those sweetened with
noncaloric sugar substitutes would not be subject to the tax.

Unlike many other food and beverage items, soft drinks are already subject to the
combined New York State and local sales tax of 8.875 percent, or about 13 cents per
20-ounce bottle. That amount may be too low to affect consumption. The proposed excise
tax would increase the cost of beverages by an additional 7 percent on average, providing
more of an incentive for consumers to choose water, milk, or another unsweetened drink
for refreshment. In addition, the excise tax would discourage consumers from choosing
larger portions to maximize value, as the tax would be proportional to the size rather than

the price of a drink.

IBO’s revenue estimate is based on the assumption that the excise tax will decrease
consumption by approximately 6 percent. If the consumption of sugar-sweetened beverages
were to decline further, then the revenue generated by this option would also decrease.

PropoNENTS MIGHT ARGUE that soda is not necessary

for survival and offers no nutritional value. A tax-
induced price increase would encourage consumers
to substitute other beverages that have few if any
negative health consequences such as milk or

water. Mexico implemented a national tax on sugar-
sweetened beverages beginning in January 2014
and initial data has shown that consumption of these
drinks declined by 6 percent from 2014 to 2015.
Additionally, soda is associated with costly conditions
like obesity and diabetes that are often treated with
public funds through Medicaid. A 2008 poll of New
York State residents showed that 72 percent of those
surveyed were in favor of a tax on sugary beverages if
the revenue is used for obesity prevention and health
promotion programs.

OpPPONENTS MIGHT ARGUE that a tax on sugar-sweetened
beverages would disproportionately affect some
consumers and may not lead to weight reduction.
Such a tax is regressive, falling more heavily on
low-income consumers. In addition, soft drink
consumption is a relatively small part of the diet for
overweight people and food and drinks that serve as
substitutes for sugar-sweetened sodas may also be
highly caloric, reducing the tax’s impact on weight
loss. Furthermore, it would adversely affect local
retailers and producers who will see sales and/or
profits fall as consumption declines. In March 2015,
Berkeley, California implemented a one cent per
ounce tax on sugar-sweetened beverages and initial
reports show that only a portion of the tax has been
passed along to consumers.
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