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Introduction


On Monday, February 13, 2006, the Committee on Economic Development will hold an oversight hearing to discuss recent changes in New York State’s Empire Zone Program.  The Committee expects to hear testimony from the Department of Small Business Services and local empire zone coordinators to learn what impact recent legislative changes to the State’s Empire Zone Program will have on how the Program is administered here in the City and to learn what, is any, affect they will have on area economic development within the 11 designated Empire Zones within the City.  

Background on the Empire Zone Program


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 General Municipal Law §956 (GML), 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 here are 73 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 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.  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 Zone and the State 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
.  

New York State Office of the Comptroller’s Audit of the Empire Zone Program 

Findings – Report 2003-S-41 


An audit report issued by the Office of the New York State Comptroller in March 2004, found major weaknesses in the State’s ability to account for the Program’s effectiveness in meeting its legislative intent.  Based on a review of eight zones (all except for one were located upstate and not in New York City),  the Comptroller found that the State Department of Economic Development (DED) did not have a process to review the cost effectiveness  of the program; did not effectively monitor the performance of the individual zones and the certified businesses within these zones; and the information reported by the zones and businesses was not independently verified.  Because of such weak program accounting, and due to legal loopholes, many companies were found to be receiving program benefits without adequately providing the jobs and area investment for which the Program was intended
.     

According to the Report:

(  In the aggregate, the 375 businesses review by the Comptroller’s office had fallen short 

    of their job creation goals by 36 percent;

(  Twenty three percent of the 375 sampled businesses had actually reduced staffing;

(  Thirty-two reported receiving tax breaks that surpassed the benefits provided by the

    businesses by an aggregate of approximately $3.6 million in 2002.  The amounts per

    business averaged approximately $112,500.

(  Thirty-four businesses that reduced jobs also improperly claimed tax breaks totaling

    approximately $2.4 million; and

(  Six of the eight Empire Zones’ annual reports were either inaccurate and/or

    incomplete.  As a result, the number of jobs that were reported by some Zones as being

    created was overstated for failure to adjust for the number of jobs that were actually

    lost.


The report attributed these results to significant problems within the Program’s administration, monitoring and enforcement procedures.  Specifically the Report indicated that Zone Boards have not established adequate procedures to evaluate the Program’s effectiveness
.    

Recent Legislative Changes – April  2005


New business-tax provisions passed by the New York State Legislature in April 2005 are designed to strengthen program accountability with an eye toward helping the State to better realize the Program’s intended outcomes – jobs, investment and revenue.  

Changes to the Empire Zone Program became effective April 1, 2005.  They include:

(  Program extension to June 30, 2011. Companies certified after April 1, 2005 but before

    June 30, 2011 are eligible to receive a full 10-year benefit period.

( Additional zone designations for counties without them – three new Empire Zones will

   be designated for four years among the 11 counties that do not currently have a zone

   along with an additional zone in Chinatown, New York City (this zone has been

   officially designated).

( Higher business certification standards to insure economic benefits to the state.

(  A shortened benefit period; reduced from 15 years to 10 years at 100 percent (10 at

   100 percent with a 20 percent decline each year thereafter).

(  Modification of credit calculation formulas intended to intensify job and investment

    incentives for zones deemed “investment zones.”

(  Added flexibility for “regionally significant” projects, designed to make the program

    more competitive in capturing economic development projects.

( Cost benefit analysis required for businesses seeking certification in order to help

   ensure economic benefits to the local zone and the State. 

(  additional employment test required for businesses with zero base years with

    employment numbers of zero.


The new legislation distinguishes between existing and future zone designations as either an “investment zone” or a “development zone.”  All of the Zones in New York City are deemed “investment zones’ except for the North Shore Zone located in Staten Island which has been deemed a “development zone.”  The legislative intent of this distinction was to intensify job and investment incentives in industrial areas within urban and mature suburban locations.  These area designations are now called “investment zones
.”  


The type of zone that a company is in will affect credit calculation methods.  Businesses certified in an “investment zones” receive an enhanced wage tax credit of $2,000 for employees earning more than $40,000 annually.  In addition, businesses in an “investment zone” calculate the Real Property Tax Credit with a more generous method
.


Businesses certified in a “development zone” are subject to additional factors that make the calculation more stringent, although companies still have the potential to receive the full amount of property tax paid as a credit or refund for 10 years.  The “development zone” title is afforded to countywide designations that are found in more rural surroundings
.  


The recent State legislation also builds in greater flexibility to the Program by casting a wider net for potential economic development projects by designating “regionally significant projects.”   “Regionally significant projects” allow certification of an individual parcel of land outside of a zone boundary.  Such projects can be of a number of different business industry categories and are accompanied by requirements for new jobs and investment.  Such industry categories include: manufacturing, agribusiness, high technology, biotechnology, financial or insurance services, and distribution
.

Summary of Program Benefits

Brief summary of program benefits as of April 1, 2005:


Wage Tax Credit: Provides a five-year credit of $1,500 to $3,000 for each newly created job in a zone.  Credits can be taken for as much as 50 percent of the business’s state corporate franchise tax; unused credits can be carried forward.  A new business can request a refund of 50 percent of unused credits.  Unlike with most of the other credits in the program, businesses moving from within the state can get a credit for existing jobs moved into the zone, as long as the jobs were created after the zone parcel was designated.


Investment Tax Credit: Offers a 10 percent credit for an investment made by a corporation (8 percent for personal income taxpayers) in property and/or equipment within a zone.  Property must be principally used for manufacturing, assembly, processing, or research and development, or for the buying and selling of securities by financial institutions primarily engaged in this function.  Unused credits can be carried forward and new businesses can request a refund of 50 percent of unused credits.


Employment Incentive Credit: This can be taken in addition to the ITC for companies that have increased employment to a level at least 101 percent of average employment previous to when the investment was made.  This credit is an additional 9 percent of the investment cost and is taken over three years.


Sales and Use Tax Refund:  This can be applied to the State portion of the sales tax (4 percent) for purchase of building materials that become part of the real property in a zone.


Qualified Empire Zone Enterprise (QEZE) Credits: Available for certified company that initially passes a new business test and each year passes an employment test which insures that the business exceeds the four-year average employment prior to certification. QEZE credits comprise the following three benefits:

1) Sales Tax Exemption:  Applies to all personal tangible property and services directly used by a certified EZ business.  The exemption is on the state portion of the sales tax and can be applied for all purchases to be used by an EZ-certified business.

2) Tax Reduction Credit: Through this credit, as additional jobs are created  

      and/or investments made, a company can reduce its corporate franchise tax

      liability to zero.  Unused credits cannot be carried forward or refunded.  

3)  Real Property Tax Credit/Refund: Credits are a function of jobs created and/or

     investments made can be obtained as a cash refund for unused credits up to the

     amount of real property taxes paid or as payment in lieu of taxes (PILOT 

     payment).

Summary


Today’s hearing seeks shed light on how and if recent reforms to the Empire Zone Program will support the continued economic development of the impoverished areas of the City that are designated as Empire Zones.  In particular, the Committee seeks to understand how businesses within these Zones will be affected and to learn if these reforms will serve to produce more jobs and area investment.  In addition, the Committee seeks recommendations from zone administrators on how the Council can act to improve the State’s management and administration of the program.
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