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INTRODUCTION
The Committee on Economic Development, chaired by Council Member Karen Koslowitz, will hold an oversight hearing entitled: “Industrial and Commercial Abatement Program: Where are we five years later?” Parties invited to provide testimony at the hearing include representatives of the New York City Department of Finance, the Office of the New York City Comptroller, the New York City Economic Development Corporation, the New York City Independent Budget Office, the Partnership for New York City, the Fiscal Policy Institute, Good Jobs New York and other interested parties.

BACKGROUND

New York City furthers its economic development objectives primarily through the provision of tax benefits, offered as incentives for private companies to start, expand or relocate businesses within city boundaries. The City’s largest source of economic development tax benefit expenditures (reductions in tax liability through either tax abatements or exemptions) is the Industrial and Commercial Incentive Program (ICIP).
 ICIP began in 1984 to encourage the commercial and industrial development in low-development activity areas of the City.  The programs tax exemptions and abatements are conveyed “as-of-right”, not subject to political or bureaucratic judgment.  In 2008, the legislature allowed the ICIP program to sunset. Though the program no longer accepts applications from new businesses seeking ICIP benefits, previously awarded ICIP benefits were not affected by the program’s expiration.  As a result, the $512 million
 in ICIP tax expenditures conveyed in 2008 has grown to more than $662 million in 2013.
  
Coinciding with the sunset of ICIP, the legislature created the Industrial and Commercial Abatement Program (ICAP) as a replacement.
  In contrast to the continuing tax benefits conveyed through ICIP, ICAP, for fiscal year 2012, conveyed only $5.1 million dollars in tax abatements.

For years prior to the creation of ICAP, 
 ICIP was beleaguered by years of scrutiny and criticisms concerning the program’s eligibility requirements, benefit levels, use by retail and utility companies and the length of its benefit periods. In 2007, the Mayor’s Office and the New York City Economic Development Corporation released a study detailing necessary changes to the program, including changing the term of program benefits and increasing the ability of the program to provide incentives to development.
 In 2008, a report by the Manhattan Borough President’s Office further detailed criticisms and solutions to the program including curbing the eligibility of retail businesses and utilities to benefit from the program and to change the program benefits from tax exemptions to tax abatements.

ICAP is expected to generate significant industrial and commercial development at a lower cost to the City than under the now-expired ICIP program.

DIFFERENCES BETWEEN ICIP and ICAP
Tax Abatement


The ICAP offers tax abatement, while ICIP offered a tax exemption. “An exemption is a reduction of taxable assessed value (like the standard deduction on income taxes) applied before tax liability is calculated, while an abatement is an offset against a property tax bill (like a tax credit on income taxes).”


The value of the ICAP abatement is more fixed than the ICIP exemption because it is determined by the initial tax rate (set in the year prior to the issuance of the first building permit) and does not get adjusted in future years to reflect changes in the tax rate. This will minimize some of the fluctuation in tax benefit expenditures seen under ICIP.

Boundary Commission and Special Areas


Under ICIP, “special areas” received a 25-year ICIP benefit for commercial construction. “Regular areas” of New York City received a 15-year benefit. The Boundary Commission, which last met in the 1990’s, is charged with designating “special areas” north of 96th Street in Manhattan and in the other four boroughs. The ICAP program requires the Boundary Commission to meet every five years to review “special area” boundaries and left intact the then existing “special areas” for the Boundary Commission’s consideration.  If ever the Boundary Commission does not meet for five years, benefits in “special areas” are reduce to the 15-year benefit received in “regular areas” of the city.
 
Retail Space Limitations 


ICAP reduces the 25-year benefit for projects that use more than 10 percent of the space for retail activity such as dry cleaners, retail banking and food services, but excludes hotels.  Non-retail construction, and up to 10 percent of retail construction, would be eligible for the 25-year benefit schedule, while retail space in excess of 10 percent would be eligible for a shortened 15-year benefit.”

 


This benefit is further limited to 5 percent for commercial renovation between Murray Street and 59th Street.  Analyst also expected these changes to generate substantial savings to the city.

Utilities Ineligible


Initially, under ICAP, utilities were expressly excluded from tax abatement benefits. Under ICIP, exemptions for utilities made up 19 percent of ICIP expenditures in 2008 for just 31 exemptions. “The Economic Development Corporation’s estimate of additional tax revenue due to removing utilities from ICIP was $762 million (present value) from 2008 to 2028. The present value of excluding utilities from the program over the next 20 years would save the city from $344 million to $1.2 billion.”
 However, as of May 2011, ICAP benefits were made eligible for “peaking units”, a particular type of electricity generating facility that provides electrical power within the city during periods of high power demand   Otherwise, ICAP benefits remain unavailable for utility applicants.

Midtown Manhattan


ICAP reduced the commercial renovation benefit in Manhattan between Murray Street and 59th Street, by two years, from 12 to 10 years, for a savings of $3.6 million (present value of savings from 2009 to 2028).
 

Standardized Calculation of the Abatement Base


ICAP standardized the method for determining the value of the abatement. Since construction or renovation generally lasts a few years, it is necessary to divide the 
increase in assessed value during construction into two parts: 1) market value growth that would have happened without the improvements, which is not abated, and 2) growth due to physical improvements, which is abated.


Under ICIP, assessors retained discretion in dividing the increase in value into the two parts. Under ICAP, a formula was instituted for making that determination. ICAP sets 15 percent as the increase in assessed value during construction or renovation that results from market appreciation and is therefore, not included in the calculation of the abatement base. It follows that the abatement base is defined as the difference between the post-construction or renovation tax liability (using the initial tax rate equal to the tax rate in the first year of the abatement) and 115 percent of the pre-construction tax liability. This change limits assessor discretion and is predictable, but may overestimate or underestimate the actual appreciation depending on market conditions.
 

Effect of Changes


Each year under ICIP, New York City added new projects, and, with older exemptions phasing out more slowly than new exemptions were added, the total cost to the city in foregone tax revenue rose sharply. At creation, the legislature and Administration assumed that if the boundaries for the special areas remain unchanged, that the cost of the program would decline, and that there would be a reduced cost in foregone tax revenue, but such reduction would not be fully realized for many years.

CONCLUSION

The Committee seeks testimony demonstrating whether economic development throughout the city has benefited from the ICAP program and whether additional changes to the program are necessary to maximize ICAP’s potential to incentive businesses to build within City boundaries. 
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