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Oversight:  Extending Empire Zone Benefits to Greater Numbers of Small Businesses
INTRODUCTION

On June 28, 2007, the Committee on Small Business and the Committee on Economic Development, chaired by Council Members David Yassky and Thomas White Jr. respectively, will hold an oversight hearing entitled: “Extending Empire Zone Benefits to Greater Numbers of Small Businesses.”  Those invited to testify include the New York City Department of Small Business Services, the Mayor’s Office of Industrial and Manufacturing Businesses, the Empire State Development Corporation and other small business advocates.  

BACKGROUND

History of Empire Zones 

Empire Zones are designated areas in the State that offer tax benefits and incentives to encourage economic development, business investment, and job creation.  Pursuant to State Law,
 the goal of the Empire Zone Program (“the Program”) is to create jobs and stimulate private investment in new or existing businesses in order to alleviate problems in impoverished areas of the State.
 To be eligible for zone designation, a sponsoring locality (city, county, village, or town) must meet certain criteria, many of which are measures of poverty, unemployment and economic distress.
  The Program is designed to stimulate economic growth by providing for tax incentives and utility discounts for private businesses that locate or expand within the Zone.
  


Currently, there are 82 designated Empire Zones in New York State, 11 of which are located in New York City.
  The Zones are geographically defined areas of up to two square miles.
 Though funded by the State, the Program’s administration is substantially a local function.  Once selected for Zone designation, a local governmental entity designates individuals to serve on the local Empire Zone Administrative Board (ZAB).
  The ZAB must contain six members and include representatives from a local business, a community organization, organized labor, a financial institution, a local educational institution and a resident of the community.
 Zone Administrative Boards are responsible for establishing goals, developing objectives to achieve the goals, establishing zone boundaries, and monitoring and evaluating zone performance.  The Commissioner of New York City’s Department of Small Business Services (SBS) serves as the Chairman of the Zone Administrative Board for each of the City’s zones and is responsible for overseeing the activities of the zones.
  That function in the City is currently delegated to the Mayor’s Office of Industrial and Manufacturing Businesses (IMB), which administers the Program locally and governs local certification.
 A zone coordinator administers the Program on a day-to-day basis, pursuant to a contract with New York State Department of Economic Development (DED) which administers the Program at the State level in conjunction with the Empire State Development Corporation (ESDC).  


To receive certain benefits, such as a sales tax refund, a business needs only to be located within the boundaries of a zone.  However, other benefits are dependent upon a business receiving “zone certification.”  This generally entails increasing, or at least maintaining, jobs and/or investing in a business.  To become certified, a business must submit an application to the zone’s certification officer documenting what projected job creation or investment will occur.  The ZAB and the State Department of Economic Development then jointly certify the application.  Once certified, a business can also receive additional benefits, such as a sales tax exemption, by applying for Qualified Empire Zone Enterprise (QEZE) status. To maintain QEZE status, a certified business must meet an annual employment test requirement.  


Most of the incentives and tax benefits are funded by the State.  However, localities are authorized to provide additional incentives, such as matching sales tax exemptions and real property tax abatements.  For example, New York City also offers the Industrial and Commercial Incentive Program (ICIP) that provides partial tax exemption for eligible industrial and commercial buildings which are constructed, modernized, rehabilitated, expanded, or otherwise physically improved so long as it is located outside of the central business district in Manhattan.




The following incentives are available to businesses taking part in the Program:
 
 Wage Tax Credit:
A $1,500 credit per employee for up to five consecutive years for hiring full-time employees in newly created jobs.  For employees in 'targeted groups', this credit equals $3,000 per year.  Credit increases $500 for wages over $40,000.

Investment Tax Credit:
A credit for the purchase of property and equipment related to production, R&D, and industrial waste treatment.  The credit is 10% under the corporate franchise tax and 8% for personal income tax.

Employment Incentive Credit:
A credit for creating new employment in a commercial/ industrial company to operate new property or equipment.  This credit equals 3% of the investment cost, and used consecutively with Investment Tax Credit (ITC), it is taken in each of the 3 years following the initial claiming of the ITC.

Tax Reduction Credit:
Based on number of jobs created, the company's assets in the Zone and income taxes owed by the company, QEZEs can receive a credit against business corporate taxes, personal income taxes, bank corporate taxes or insurance corporate taxes for 10 years.

Property Tax Credit:
QEZEs that own real property may receive a credit against business corporate taxes, personal income taxes, bank corporate taxes or insurance corporate taxes.  Unused credits are refundable in the year that they were earned. The credit is available for 10 years and is calculated based on the number of jobs created and the real property taxes paid on property in the Zone.  The company's eligibility is determined annually.

Sales Tax Exemption:
QEZEs may be exempt from the 4% NYS sales and use tax on tangible personal property and services exclusive to the operation of a QEZE.  Benefit period of 10 years.

Sales Tax Refund:
Purchases of building materials to be used in connection with commercial or industrial properties located in a Zone are eligible for a refund of NYS sales taxes.

Utility Discounts:
Discount rates for Empire Zone-certified businesses are available through KeySpan Energy's Business Incentives Rate up to 25% per billing cycle, and Verizon's monthly 5% discounts per billing cycle on local phone usage.

Zone Capital Credit:
A 25% tax credit, against personal or corporate taxes, is available for a direct equity investment into a zone-certified business, or for cash donations to approved community development projects within a Zone.

Statewide Zone Capital Credit Corporation Loan:
Low interest rate loan for Zone-certified businesses are available at 5% APR for the first 3 years and 7% for the remainder of term. Loans range from $3,000 to 300,000.
Regionally Significant Projects


In addition to being physically present in an Empire Zone, a business that is not within zone boundaries may also avail itself of zone benefits if it is designated as a Regionally Significant Project (RSP).
  The RSP program was created in 2005 by the State legislature in order to expand the reach of Empire Zone benefits without having to undergo the time consuming process of boundary revision.  Additional changes to the Program at that time included extending the program to June 30, 2011, the creation of additional zone designations for counties without them (including one in Chinatown), creating higher business certification standards to insure economic benefits to the State, shortening the benefit period from 15 years to 10 years, and modifying credit calculation formulas intended to intensify job and investment incentives for any zone deemed an “investment zone.”
 

The RSP projects throughout the City and State are composed of different industry categories, such as manufacturing, agribusiness, high technology, biotechnology, financial or insurance services and distribution.
 Each of these industries has various requirements regarding jobs and investment that must be met if they are to be certified as regionally significant.
 For a manufacturing business to be eligible, it must create 50 or more jobs within the municipal boundaries of where it is located.
 Agri-businesses, high technology and biotechnology firms must make a capital investment of at least $10 million and create 20 or more jobs, while a financial or insurance services firm must create 300 or more jobs within its municipal boundaries.
 

Aside from meeting the investment and job growth requirements, a company seeking a RSP certification must obtain sponsorship from the local ZAB.  Once the ZAB sponsors the company, oftentimes through the passage of a resolution, a local law must then be enacted, authorizing the City to formally apply to the State’s Commissioner of Economic Development and the State Empire Zone Designation Board to include the RSP as part of a specific Empire Zone.
 Since this new program has existed for approximately two years, the Committees feel that it is timely that the RSP program be examined with greater detail to determine its level of success up until this point in time.

CONCLUSION


The main objective of the Empire Zone Program is to attract and retain businesses by providing incentives, such as tax breaks.  In return, these businesses will add to the overall economic and workforce development.  The purpose of this hearing will be to examine the success of the Empire Zone Program and the role of the local partners in promoting and implementing this program.  Additionally, the Committees will examine the implementation of the RSP program in order to determine whether the program is working as intended, whether the administrative process in designating an RSP is too burdensome, whether companies or projects that would be eligible for such designation are taking part in the program, and what steps the City and State can take to ensure that the Program continues to fulfill its intended purpose in an efficient manner.







� See generally General Municipal Law Article 18-B.


� General Municipal Law §956.


� See NY CLS Gen Mun § 958 (a) (iii).


� See Empire Zones Website � HYPERLINK "http://www.empire.state.ny.us/Tax_and_Financial_Incentives/Empire_Zones/default.asp" ��http://www.empire.state.ny.us/Tax_and_Financial_Incentives/Empire_Zones/default.asp�. Accessed June 21, 2007.


�See State Department of Economic Development website, � HYPERLINK "http://www.nylovesbiz.com/Tax_and_Financial_Incentives/Empire_Zones/default.asp" ��http://www.nylovesbiz.com/Tax_and_Financial_Incentives/Empire_Zones/default.asp�. Accessed June 26, 2007; see also, SBS website, � HYPERLINK "http://www.nyc.gov/html/dof/html/property/property_tax_reduc_incentive.shtml" ��http://www.nyc.gov/html/dof/html/property/property_tax_reduc_incentive.shtml�. Accessed June 26, 2007. 


� See NY CLS Gen Mun § 958.


� See NY CLS Gen Mun § 963.


� NY CLS Gen Mun § 957 (d)


� See generally, NYC Administrative Code §22-701 –22-715. 


�See Mayor’s office of Industrial and Manufacturing Businesses, � HYPERLINK "http://www.nyc.gov/html/imb/html/help/help.shtml" ��http://www.nyc.gov/html/imb/html/help/help.shtml�. Accessed June 21, 2007.


� New York State Office of the Comptroller, South Jamaica Empire Zone, Report 2003 D-6, March 16, 2004 


�Information available at � HYPERLINK "http://www.nyc.gov/html/sbs/nycbiz/html/incentives/zone.shtml" ��http://www.nyc.gov/html/sbs/nycbiz/html/incentives/zone.shtml�. Accessed June 21, 2007.


� See NY CLS Gen Mun § 957 (d) (i). (“[A] regionally significant project may be located outside of the investment zone's distinct and separate contiguous areas, provided such significant project is located within the zone applicant's municipal boundaries.”).


� See Article, Ceretti, Anthony, KPMG, Area Development Online, “Empire-Building in New York,” October, 2005.


� Id.


� Id.


� See Empire Zones Website � HYPERLINK "http://www.empire.state.ny.us/Tax_and_Financial_Incentives/Empire_Zones/default.asp" �� http://www.nylovesbiz.com/Tax_and_Financial_Incentives/Empire_Zones/regional_projects.asp�. Accessed June 21, 2007.


� Id.


� See NY CLS Gen Mun § 961 (“A city, county (other than a county located wholly within a city), town or village may adopt a local law authorizing such municipal corporation to prepare and submit an application to the commissioner for designation of an area therein as an empire zone; and the adoption of such a local law by the municipal corporation within which the proposed empire zone is to be located shall be a prerequisite to the submission of an application for such designation.; see also NY CLS Gen Mun § 960 (a-1), (“The empire zones designation board may consider designating empire zone acreage for the following categories of regionally significant projects as set forth in section nine hundred fifty-seven of this article: agri-business or high tech or biotech business making a capital investment of ten million dollars and creating twenty or more jobs; or a financial or insurance services or distribution center creating three hundred or more jobs; or a clean energy research and development enterprise. Such consideration shall be upon application by the local zone administrative board and/or the commissioner.”).
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