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The Articles u Tax Rates

It’s a well known investment aphorism that the 
easiest way to make money is to keep what 
you have already earned by avoiding taxes 
and profligate spending. So, if you aren’t filing 
a tax certiorari by the March 1st deadline for 
apartments and commercial property (March 
15th for 1-3 family homes), you are passing up 

your best opportunity for savings each year.

New York City’s politicians take great pride in not raising tax 
rates and letting bracket creep raise your taxes instead. When 
assessments are increased, the taxes collected climb whether or 
not the rate rises. Mayor de Blasio was pressed on the issue by 
Politico New York when he presented his Fiscal 2017 Financial Plan 
and acknowledged that tax bills will go up but emphasized that the 
rate itself will not.

“I assure you, go talk to any homeowner and they will tell you they 
approve of that,” he added about the flat rate, apparently believing 
that taxpayers are idiots who won’t notice paying more.

In fact, Class 2 tax levies on existing buildings rose about 6% in 
fiscal 2016, despite slightly lower rates, and are projected to go up 
a bit more in July.

Prior years have been just as bad, as shown in the table below 
from the Finance Department’s 2015 Annual Report:

By fiscal 2015, property taxes on class 2 had more than tripled 
since 1996, and were up 85% from 2005. By now, of course, they 

have more than doubled since 2005.

The City uses the income and expense reports that buildings must 
file to calculate market values and assessments. Essentially, they 
are looking to take about one third of gross rents. By comparison, 
most other major cities are content with 4 or 5 percent. The only 
City that takes as big a share as New York is Detroit, and that 
is largely because values there crashed faster than its city budget 
shrank.

Nothing about this is unique to the current administration, or even 
City government. When employment picks up and income tax 
revenue increases, the State and Federal governments are happy 
to spend more without having to raise rates either. Politicians 
never seem to think of lowering rates and keeping spending under 
control instead. You give them more, they spend more. It’s the 
nature of the beast.

The difference with property taxes is that assessment values are 
really more subjective than W2 income. That is why smart owners 
and managers just keep filing those assessment appeals every year.

Assessments can be reduced for many reasons, and you never 
know which argument will work. Sometimes, the simple 
description of the property is wrong. There have been cases 
where a building was listed on government records as having an 
elevator when it didn’t; an extra floor that didn’t exist; or a retail 
component where there was none. Or, the assessors could have 
made a mistake about the type of neighborhood the building is in. 
They assign neighborhood ratings and then calculate how much 
income the building should theoretically have. If you don’t, they 
assume you should, and assess commensurately. There may be 
legitimate reasons for lower income than they have projected, 
such as unusual but necessary repair expenses.

There is generally no penalty for an unsuccessful appeal, and the 
process is somewhat arbitrary. So, if you’d buy a lottery ticket, this 
is a surer bet.
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A popular topic of discussion in 2015 was the use 
of LLCs, off-shore corporations, partnerships and 
various other entities which foreign nationals use 
to acquire New York City luxury apartments. Lost 
in this discussion was the legitimate use of various 
different entities in properly planning for the tax 
implications pertaining to foreign nationals and 

shielding individuals from potential liability. That being said, it has 
always been surprising that one could structure these transactions 
while completely concealing the identity of the beneficial owner 
from the IRS, federal government, and state and city authorities. 

Starting in March, the U.S. Treasury Department is going to require 
that regardless of the number of entities being used in structuring a 
transaction, all individual owners who own a 25% interest or more 
in any of these entities, must disclose their identities. If an LLC is the 
sole entity involved in the transaction, then all of the members of 
the LLC must be disclosed. The Treasury is mandating this for all 
residential transactions (not applicable to commercial transactions) 
in New York and Miami-Dade County which have a purchase price 
exceeding $3 million or exceeding $1 million respectively. This 
program is going to essentially be a trial period for the Treasury to 
determine whether the suspicions of money laundering that have 
recently been publicized are actually legitimate. The program is set 
to expire on August 27, 2016. 

Since this news has been released, there has been an uproar in 
the market on how this can adversely affect the market, which has 
become largely dependent on foreign capital, and what the next 
steps will be. It would be surprising if the Treasury actually does 
not renew or revamp the program come August. In representing 
hundreds of foreign nationals in my career, I can fortunately say I 
have never been suspicious of any money-laundering activities 
from our clients. While most of our clients have utilized LLCs and 
off-shore corporations for tax planning purposes and to limit their 
exposure to liability, we have certainly had clients who wanted to 
use an LLC to preserve their anonymity. Every transaction that takes 
place in New York City is recorded on the City’s website, known as 
ACRIS. Several buyers do not want the whole world to be able to 
access a website and know where they live or how much they paid 
for their property. I think few people would take issue with such a 
sentiment being viewed as reasonable. However, it would certainly 
be a red flag if a buyer was only apprehensive about the Treasury 
Department knowing what property they own. 

The most common structures we utilize entail foreign nationals 
individually being the member(s) of an LLC, or the foreign nationals 
being shareholders of an off-shore corporation that is the sole 

member of the LLC. In the first instance, the IRS would know the 
identity of the individuals if they rent out the property and file a tax 
return. The reason is that they would file an individual tax return, 
as the LLC is treated as a disregarded entity for tax purposes. If the 
property is not rented out and receives no income, then there is no 
need for the individuals to notify the IRS or any other government 
agency of their identity. The off-shore corporation is most 
commonly utilized to mitigate the risk of estate tax in the event any 
of the shareholders pass away. It can also be utilized to preserve the 
anonymity of the individual owners even in the event the property is 
rented out and receives income, as a corporate tax return is filed as 
opposed to an individual tax return. Even the IRS will not know the 
identity of all of the shareholders. 

As transactions take place under this new policy, we will certainly 
see several creative ways to avoid this disclosure, which should 
be met with extreme levels of caution. The Treasury has put the 
onus on title insurance companies to obtain the identity of all of the 
individuals. When confronted with an investor who desires to avoid 
this requirement, you must ask yourself, why would the individual 
be so apprehensive for only the Treasury to know their identity. 
Keep in mind that the Treasury’s list is not going to be available on 
the internet in the same manner as ACRIS. The Treasury’s initiative 
should actually be viewed as a positive one given that money 
laundering is not something we want taking place in our market 
and, with licensed professionals being involved in transactions such 
as brokers, lawyers, mortgage brokers and title insurance agents, 
we do not want to be at risk of being involved in any illegal activity 
without even having the slight inclination same was taking place. 
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