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I
HEARING SUMMARY

The hearing is aimed at exploring changes in economic development policy under the Bloomberg Administration, and to increase understanding of how the City’s primary economic development agencies use available economic development incentives.  The Committee on Economic Development expects to receive testimony from representatives of the New York City Economic Development Corporation, the New York City Industrial Development Agency, the Department of Small Business Services, local development corporations, and economic development policy advocates.  


It has been reported that the Bloomberg Administration has reduced the use of the widely criticized corporate retention deals that characterized much of the Guiliani-era economic development policies, in which the City routinely gave away hundreds of millions of dollars in subsidies and tax breaks to companies threatening to leave New York City.   Most recently in the New York Observer Daniel Doctoroff, Deputy Mayor for Rebuilding and Economic Development, was quoted as saying, “we are not in the business of paying corporations to stay in New York City…We provide incentives for companies to grow in the city, for the building of a new building or for taking up additional space in certain circumstances.”
   In addition, recent improvements in the transparency of the role of the New York City Industrial Development Agency
, have also signaled a shift in policy. 
  

In light of recent recording breaking financial ‘windfall’ profits being reported by  many of the City’s Wall Street investment banking firms in 2006, the Committee’s review of current economic development incentives and subsidies is particularly timely.  Today’s hearing is expected to provide information about:  1) current economic development policies and incentives;  2) the outreach methods used by agencies to identify eligible companies/organizations for incentives; 3) the decision-making process undertaken in determining how incentives are granted and applied; 4) how compliance is monitored;  5) what penalties are in place and applied for non-compliance and/or default; and 6) how the impact of incentives are measured, i.e. the cost/benefit to tax-payers. 

II
ECONOMIC DEVELOPMENT INCENTIVES

The types of financial assistance programs that are provided to commercial/corporate firms, industrial companies, manufacturers, and nonprofit entities
 through the IDA ) (a subsidiary of EDC) include:

1) Sales tax exemptions – reduce the cost of new construction by exempting companies from payment of taxes on new equipment and on construction materials.

2) Tax exempt bonds – are used by the Industrial Development agency  (IDA.  IDA may also grant exemptions from mortgage recording and sales taxes, an abatement of real property taxes and energy costs.  The public cost of this assistance is in the form of foregone income tax revenue, since the interest income to holders of IDA bonds is tax-exempt, the interest rate for these bonds is lower than comparable commercial bonds.  As a result, IDA can charge a lower interest rate to borrowers than the borrower would otherwise pay to a commercial lender.  

3) Real Property Tax Exemptions or Abatements – real property taxes are often reduced and held stable through arrangements to make payments in lieu of taxes, referred to as “PILOT” payments.  These payments are typically less than what the standard property tax would have been.

4) Land Sales – EDC also assists firms through the direct negotiated sale of city-owned property.  These companies are able to bypass the auction process through which most buyers acquire city-owned property.  The sales price to corporations receiving this form of assistance is often substantially below market value.

5) Tax Credits and Tax Formula Changes – tax credits allow a company to deduct a certain amount of a specific kind of expense dollar for dollar from its income taxes.  Tax-formula changes also reduce the tax paid by corporations.

6) Utility Rate Reductions, Utility Tax Reduction or Exemptions and Inventory Tax Reduction or Exemptions – reduces the cost of operating.

7) Training Grants – reduces the cost of labor

8) Leases – EDC can grant firms long-term leases on city-owned property at below market rates.
,

III
IDA SELECTION CONSIDERATIONS

All IDA benefits are discretionary. Firms seeking financial assistance must submit an application to the IDA under one of its programs and receive approval for benefits from the IDA Board of Directors. IDA must ascertain that a project would not proceed, or would proceed in a substantially reduced form, without incentives. Consideration is also given to the impact of the proposed project on New York City’s economy, including planned job creation and retention.
 


The specific terms of the IDA transactions are set forth in project and lease agreements. Discussions with a company begin with a detailed information request by IDA staff, followed by a rigorous staff review of the company’s proposed investment, its existing real estate situation, potential alternatives, and the qualitative and quantitative factors driving its location decision. An environmental review also is conducted. IDA staff also consider the number of full time jobs that the company will retain, recruit and/or create, the value of private-sector investment that will result from the project, and the fiscal impact (e.g. direct and indirect taxes) of the company’s investment and operations. In the case of bond financings, projects must comply with relevant federal regulations.


In the case of negotiated Commercial Tax Incentives
, staff determines the minimum level of assistance necessary to ensure a project’s financial feasibility (established through, e.g., maximum effective rent or threshold developer rate of return). That required level of assistance is compared to the incremental fiscal impact of the project, which must repay the City’s cost of incentives many times over if incentives are to be provided. If appropriate, an incentive offer is then developed to maximize the return on the City’s investment by assuring that the company performs in exchange for the incentives. This approach provides a significant return on the City’s investment, while reflecting the reality of operating a business, particularly a cyclical one, in an unpredictable economy.


Negotiated Commercial Tax Incentives may be provided for the maintenance of existing employment and operations, for the creation or relocation into the City of new jobs, or both. Recent Commercial Incentive agreements are structured so that most benefits are tied to future job growth. These growth benefits are made available on a per-job basis. The estimated per-employee tax revenue to the City from that prior year alone is always several times the total per-employee incentive.

IV
IDA PERFORMANCE MONITORING


IDA maintains ongoing monitoring of performance by requiring that beneficiaries of IDA agreements must submit employment and benefit reports each year. EDC staff performs site visits and conducts other follow-up activities to monitor compliance with IDA agreements.


Each Commercial Tax Incentive agreement provides for a required employment base that a company must maintain, subject to certain negotiated buffers, in order to avoid partial or full forfeiture and/or recapture benefits. The agreement may also provide for the maintenance of a company headquarters or of certain designated operations. IDA cannot require that a company maintain employment in New York City, it can merely exercise the forfeiture or recapture remedies provided for in the agreement.


During the term of a Commercial Tax Incentive agreement, if a company falls below its required employment commitment in any year, the total benefits allowed over the term of the agreement are reduced, and if it has already used more than the new total, it must repay the difference. If the reduction is large enough, the agreement is terminated, benefits are subject to recapture, with penalties, for relocation of employees, and in certain cases, operations, from New York City. If a company falls below its required employment commitment due to a relocation of jobs out of New York City or, if applicable, it relocates its headquarters or designated operations, it also faces recapture of benefits with penalties as well as forfeiture of future benefits.


IIP, SIIP Manufacturing Facility Bond and Not-for-Profit Bond Programs require a company to maintain its operations at the project location. If it moves to another location, its benefits are terminated. If the new location is within New York City, the company is not subject to recapture of realized benefits pursuant to a declining recapture schedule.


Projects utilizing tax-exempt financing through the IDA’s various Bond Programs
 are required by federal law to use the facilities and/or equipment financed with bonds as a qualifying project during the term of the bonds to preserve the tax-exempt status of the bonds.
”

V
IDA APPLICATION PROCESS
 

(  Informational meeting with staff and preliminary assessment of eligibility.

(  Application submission (must occur three weeks in advance of NYCIDA Board  

    meeting when Board action is required). 

(  New York Liberty Bond applicants must receive selection for the program by the City

    and State prior to NYCIDA Board action.

(  Empowerment Zone Facilities Bond applicants must be selected by the Upper   

    Manhattan Empowerment Zone or Bronx Overall Economic Development Corporation

   prior to Board action.

(  NYCIDA Public Hearing (NYCIDA's notice of hearing and proposed project

    description must be published 30 days in advance of hearing).

(  NYCIDA Board of Directors' Inducement. 

(  NYCIDA Board of Directors' Authorization (Inducement and Authorization approvals  

   can be sought at same meeting). 

Bond Program Transactions

(  Following NYCIDA Board Authorization, Mayor's sign-off pursuant to Tax Equity and

   Fiscal Responsibility Act ("TEFRA") is requested and typically obtained within two 

   weeks. 

(  New York Liberty Bond transactions must receive designation by the Mayor and the 

   Governor in addition to TEFRA sign-off. 

(  Empowerment Zone Facilities Bond transactions must receive Mayoral designation in

   addition to TEFRA sign-off.

(  Working group reviews bond and other transaction documents.

(  For public offerings, marketing the bonds to investors commences upon receipt of

    TEFRA sign-off. 

(  Closing - bonds sold and proceeds for project costs deposited in a trustee-held account. 

Small Industry Incentive/Industrial Incentive Program Transactions

(  Following NYCIDA Board Authorization, working group reviews documents needed

    to effect project and NYCIDA transaction.

(  Closing (NYCIDA transaction typically occurs simultaneously with closing on facility

    acquisition and financing). 

Application Selection Requirements

NYCIDA benefits are discretionary and requests are reviewed according to the following criteria:

(  Satisfaction of the NYCIDA's Not-for-Profit Financing Guidelines.

(  Private School Compliance Criteria will additionally apply to primary and secondary

    schools.

(  Eligibility of applicant and project under state law requirements and under NYCIDA's  

    Uniform Tax Exemption Policy.

(  Bond transactions must be eligible under the Internal Revenue Code for triple  

    tax-exempt financing. 

(  Need for NYCIDA assistance - see requirements for private companies and  

(  Not-for-profit organizations below.Applicant's ability to pay for proposed project 

  and to obtain financing commitments from third-party sources (must be  

  available as a condition to NYCIDA Board Authorization).

(  Ability of project location to absorb the traffic and other environmental impacts

   to be generated by the proposed project.

(  Environmental condition of project sites. 

Private Companies

Private Companies must demonstrate that the proposed project would not proceed in New York City without NYCIDA assistance. In addition, the project must retain or create jobs.  NYCIDA assistance must be requested prior to entering into project commitments unless existing commitments are contingent upon subject to NYCIDA assistance.  For the most part, triple tax-exempt bond proceeds may be used to reimburse project expenditures incurred no earlier than 60 days prior to NYCIDA Board of Directors Inducement.
Not-For-Profit Entities


Not-for-Profit Entities must satisfy NYCIDA's Not-for-Profit Financing Guidelines. Private School Compliance Criteria will also apply to primary and secondary schools. 

VI
PUBLIC POLICY CONCERNS WITH RESPECT TO ECONOMIC 
DEVELOPMENT INCENTIVES


The following issues have been raised by critics who call for reforms of the City’s 

economic development incentive policies.

(  Lack of Transparency and Poor Reporting Practices Affect the Ability to Effectively Monitor Compliance.  Despite the passage of economic development subsidy reporting legislation -- Local Law 69
 and Local Law 48
 --  is has been suggested by critics that it remains difficult to adequately determine if the City realizes a good return  on its investment.  This is in part due to problems with reporting data, as noted by the IBO in its review of LL69.  They found that LL69 did not provide “the information necessary to fully evaluate specific agreements or the [subsidy] policy in general.” 
  The IBO noted, “frequent and sometimes large discrepancies between the data available on internal reporting documents and the LL69 forms.” 
In addition, because neither LL69 nor LL48, provide data demonstrating compliance with the terms of agreements, there is no way for the public to tell if such agreements are being adhered to, or if they have in fact been cancelled.
   

(  Enforcement of Recapture Provisions.  Concerns about the adequacy of compliance reporting data have raised concerns about EDC’s ability to effectively enforce recapture provisions.   According to EDC, every contract with a company receiving public money incorporates recapture provisions that are designed to ensure that companies that fail to live up to their agreements must return all or part of their benefits received.  In some instances the recapture payment may include severe penalty payments.  While the City Council supports such accountability measures, it remains difficult to determine if these subsidies are in fact recaptured when terms are not met, because of the difficulties faced in effectively in monitoring compliance.
 

( Relocation Risks.   Threats of relocation have been the primary justification for the use of corporate retention subsidies.
 Critics of this policy have argued that efforts must be employed to better investigate corporate threats to move operations out of New York City.  In 1997, for example, Bear Stearns signed an agreement with EDC to keep 5,800 jobs in the City for 50 years in exchange for $45 million in tax breaks.  After the deal was announced, the company’s chief executive said that they had never considered any location outside the city.

(  Job Quality Standards.  Advocates for economic development policy reform have called for New York City to develop laws and/or implement policies that would tie economic development subsidies to requirements that companies pay their employees at  a living wage
.   For example, Minneapolis requires any firm benefiting from, $100,000 or more in city assistance in one year, to pay its employees a living wage. In some instances “wage floors” have been applied to specific geographic zones where subsidized businesses such as in the N/NE Portland (Oregon) Enterprise and Electronic Commerce Zone where employers receiving area-based property tax exemptions must pay at least 150% of the Oregon minimum wage to 85 percent or more of its employees.
   

VI
SUMMARY


We look forward to today’s testimony with the anticipation that witnesses will provide important information and solid recommendations to assist this Committee and the Council, in its efforts to effectively review our city’s economic development incentive policies.

� Schuerman, Mattew,“No, No, No.  Yes.  The Mayor ‘s Curious Evolution on Public Money for Private Real Estate”, The New York Observer  www.observer.com/20061211/20061211_Matthew_Schuerman


� See � HYPERLINK "http://www.nycedc.com/nycida" ��www.nycedc.com/nycida�, The Industrial Development Agency contracts with the Economic Development Corporation in accordance with New York State legislation, General Municipal Law Article 18A Title 2 Section 917, to carry out the financial end of its programs.  The IDA is empowered to issue tax-exempt bonds, authorize certain tax exemptions, and make other financial inducements.  It is also charged with monitoring the financial packages it gives out.  The IDA board meets once a month to review and approve proposed deals.  According to legal requirements, the IDA must issues a public announcement 30 days in advance of a public hearing on each item it is considering.    


� See Good Jobs New York, � HYPERLINK "http://www.goodjobsny.org" ��www.goodjobsny.org�, Board of the New York City Industrial Development Agency unanimously approve improved transparency policies on September 12, 2006 through the adoption of “Omnibus Resolution Relating to Practices and Procedures of New York City Industrial Development Agency,” organized under Article 18-A of the New York State General Municipal Law to serve the five boroughs of New York City.  The IDA assists companies and not-for-profit organizations to undertake capital expansions and to support their ability to become more competitive by locating within New York City or expanding their existing New York City operations. The mission of IDA is to encourage economic development throughout the five boroughs, and to assist in the retention of existing jobs and the creation and attraction of new ones.


The IDA has a fifteen member voluntary board with members from each borough. � The President of the New York City Economic Development Corporation (EDC) serves as the Chairman of the IDA.  The IDA Board of Directors must approve all projects and the IDA files annual reports on its activities with the New York State Comptroller.  The IDA administrative functions and human resources are staffed by EDC through contract.


� A local development corporation called the New York City Capital Resource Corporation (CRC) was recently created to provide not for profit organizations that are undergoing an expansion or improving services to access low-cost tax-exempt financing.  Administered by EDC, CRC provides the Loan Enhanced Assistance Program (LEAP) to non-profits.  In addition, organizations can receive triple tax exempt bonds that are issued by the IDA for major capital projects which can be used to finance the construction, acquisition, renovations and equipping of facilities.  Transactions must comply with IDA’s Not-for Profit Guidelines.  See www.nycedc.com/nycida 


 


� “Full Disclosure: Assessing City Reporting on Business Retention Deals,” IBO Policy Brief, June 2001.


� “No More Secret Candy Store, “ Chapter 2, Good Jobs First, March 2002.


� Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 4.


� Id.


� In prior years, the primary focus of Commercial Tax Incentives was on retention of existing jobs. Over time, incentives were increasingly focused on growth jobs, but those additional jobs were not required to be maintained in the City after the incentives were provided. Current practice requires that when benefits are provided for job growth, the new jobs must be added to the required employment commitment. Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 4.


� Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 4.


� Id.


� Id.


� Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 5. 


� Id.


� Id.


� IDA tax exempt bond programs include: (a) Manufacturing Facilities Bond Program in which manufactures of tangible personal property developing or equipping facilities for their own use can access bond financing and real property, MRT and sales tax reductions (b) Not-For-Profit Bond Program in which a 501(c)(3) not-for –profit organization developing, purchasing or equipping facilities for its own use can access financing and MRT exemptions (c) Exempt Facilities Bond Program in which companies developing publicly owned airports, docks or wharves, or solid waste recycling facilities can access bond financing (d) Empowerment Zone Facilities Bond Program where developers of commercial and retail facilities, as well as other  types of facilities within the areas of Upper Manhattan and the South Bronx designated as Empowerment Zone, can access bond financing, but borrowers must, among other  requirements, commit to employ Empowerment Zone residents to be eligible for the program, and (e) Liberty Bond Program, where developers of commercial and retail facilities can access bond financing. Selection priority is given to facilities located within Lower Manhattan. Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 3.


� Annual Investment Projects Report Pursuant to Local Law 48 FY 2005, pg. 5.


� See www.nycedc.com/nycida/appro.html


� Id. 


� Local Law 69 was enacted in 1993.  The law was enacted to obtain information necessary to evaluate the effectiveness of incentive programs.  It requires EDC to issue an annual report covering any retention deals that provides tax benefits, loans and other financial arrangements with a value greater than 250,000, or that expected to result in the preservation of 25 or more jobs.  The report also includes EDC’s calculation of the cost of city assistance, the agency’s estimate of tax revenues maintained or newly generated because of this assistance, and the number of jobs retained and created.  See New York City Independent Budget Office Policy Brief, June 2001, “Full Disclosure? Assessing City Reporting on Business Retention Deals”


� Local Law 48 was enacted in 2005.  It requires EDC to submit to the New York City Council, the mayor, the city comptroller, the public advocate, and the borough presidents, an annual report, containing descriptive data on a slected group of EDC projects, the amounts of City assistance provided by EDC to the businesses involved in these projects, and estimates of the tax revenues generated by these projects.  For each project, data are provided for the life of the project, beginning in the year each project is initiated, except that for sales and development of leases of city-owned land, these data are provided only for the year in which the project is initiated and the seven years following.  See Annual Investment Projects Report Pursuant to Local Law 48, FY 2005, pg. 1.     


� “Know When to Fold ‘Em: Time to Walk Away form NYC’s “Corporate Retention” Game”, Good Jobs New York, February 2004, pg. 14.


� Id. 


� Id.


� Retention Deficit Disorder,” Center for an Urban Future, March 2002.


� The Committee acknowledges that the Administration’s current policy stance that subsidies are not provided to companies threatening to leave New York City -- except in the case of Lower Manhattan. 


 See The New York Observer  www.observer.com/20061211/20061211_Matthew_Schuerman     


� “Companies Getting Second helping of Tax Breaks,” New York Times, October 17, 1997. 


� insert new york city amount for living wage ???


� “Building in Good Jobs:  Linking Economic and Workforce Development with Real Estate-Led Economic Development, a National Scan”, Pratt Center for Community Development, New York City Employment and Training Coalition, pgs 25-26. 
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