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          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2                 CHAIRPERSON WHITE: The Economic

          3  Development Committee meeting on September 26 will

          4  be an oversight on City Empowerment Zones. My name

          5  is Thomas White, Jr. I'm the Chairman of the

          6  Committee and today's oversight hearing will focus

          7  on the Empire Zone and the 11 Empire Zones within

          8  the City of New York.

          9                 Empire zones are designated areas in

         10  the State that offer tax benefits and incentives to

         11  encourage economic development, business investment,

         12  and job creation. Pursuant to State Law, the goal of

         13  the Empire Zone Program is to create jobs and

         14  stimulate private investment in new or existing

         15  businesses in order to alleviate problems in

         16  impoverished areas of the State. The program is

         17  designated to stimulate economic growth by providing

         18  for tax incentives and utility discounts to private

         19  businesses that locate or expand within a designated

         20  Empire area.

         21                 Currently, there are 82 designated

         22  Empire Zones in New York State; 11 of which are

         23  located in New York City. Though funded by the

         24  State, the programs administration is substantially

         25  a local function. Once an area receives an Empire
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          2  Zone designation, the local government entity

          3  designates individuals to serve as the local Empire

          4  Zone Administrative Board, for short, ZAB, Z- A- B.

          5  A Zone Administrative Boards are responsible for

          6  establishing economic goals for their zones,

          7  developing objectives to achieve the goals and

          8  monitoring and evaluating zone performances.

          9                 The commission of New York City's

         10  Department of Small Business Services serves as the

         11  Chair of the Zone. Administrative board for each of

         12  the City's zones and is the responsibility for

         13  overseeing the activities of these zones. The day to

         14  day Empire Zones oversight functions in the City are

         15  currently delegated to the Mayor's Office of

         16  Industrial and Manufacturing Businesses (IMB), which

         17  is within the Department of Small Business Services

         18  and governs local certification for enhanced

         19  benefits.

         20                 A Zone Coordinator administers the

         21  Program on a day- to- day basis for each zone,

         22  pursuant to a contract with New York State

         23  Department of Economic Development which administers

         24  the program at the State level in conjunction with

         25  the Empire State Development Corporation. The
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          2  Committee is interested in learning the

          3  effectiveness of the program to date and how it is

          4  being administered in New York City.

          5                 I would like to thank the Department

          6  of Small Business Services, AT Kearny Incorporated,

          7  the Local Zone Administrators, residents, elected

          8  officials and advocates for testifying today and I

          9  look forward to a productive hearing on this

         10  important issue.

         11                 The first person I would like to call

         12  would be A.T. Kearny. I want to hear the report and

         13  let everybody hear the report. Jeffrey Piluso. Do

         14  you have any documentations? We would like to have

         15  them. Give them to the Sergeant- at- Arms. Proceed.

         16                 MR. PILUSO: I'm here to answer your

         17  questions, correct?

         18                 CHAIRPERSON WHITE: No, I thought you

         19  were giving a presentation based on the report.

         20                 MR. PILUSO: And I was told that there

         21  would be some questions for us.

         22                 CHAIRPERSON WHITE: Okay. In that

         23  case, let's let the local administrators give their

         24  testimony and then we might have some questions for

         25  you.
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          2                 MR. PILUSO: Okay. I'm happy to just

          3  give a quick brief overview on what we did if that

          4  will help.

          5                 CHAIRPERSON WHITE: Yes.

          6                 MR. PILUSO: Okay. We were approached

          7  via our membership and the partnership for New York

          8  City by Pat Foel (phonetic) by the Empire State

          9  Development Corp., looking for some help in going

         10  forward as he was taking over as Chairman of the

         11  Downstate Empire State Development Corp., in

         12  developing a strategy to really reinvigorate and

         13  revitalize the economic development community for

         14  the State of New York as part of Governor Spitzer's

         15  overall one New York theme that he discussed in his

         16  inaugural address.

         17                 We took this work on as part of a

         18  long legacy of pro- bono work that we have done both

         19  here in the City. Back after September 11, we did

         20  some work for the partnership of New York City

         21  evaluating impact on certain industries. We have

         22  also done some work in other communities where we

         23  have offices in Chicago, Los Angeles, Atlanta, et

         24  cetera. Going back, we are an 80 year- old firm and

         25  A. Thomas Kearny, the original founder of our firm,
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          2  was recruited by President Truman to work on a pro-

          3  bono basis on developing the martial plan after

          4  World War II. Doing this type of work for our

          5  communities that we work in and live in is just part

          6  of what we do as a firm as well as obviously the

          7  commercial work that we do for our clients.

          8                 We had a fully dedicated team for

          9  four months working on this project. The scope of

         10  which was to look at primarily where there were

         11  opportunities to revitalize the economic situation

         12  both upstate and downstate tying together the entire

         13  state as one New York, recognizing the divide that

         14  had occurred over years of prosperity downstate and

         15  upstate continuing to lag.

         16                 The primary focus of the report is

         17  illustrated in Chapter 2 of this report which

         18  discusses a number of assets that we identified and

         19  the number of liabilities that need to be overcome

         20  for the State in order to begin to turn the corner

         21  and tie the entire state together from an economic

         22  development perspective. It is not a policy

         23  statement. It is a set of recommended priorities on

         24  where the State should look to improve its economic

         25  development position. Looking at the programs in
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          2  Chapter 3, economic development programs such as

          3  Empire Zone, Centers of Excellence, NYSTAR,

          4  International Trade, Tourism and Travel, DEC

          5  Brownfields, was all secondary to our work, but

          6  equally important obviously. We were able to gain

          7  quite bit of perspective on these programs and made

          8  some recommendations in these programs as to how

          9  these programs have evolved over time, what the

         10  returns on these programs have been to the State

         11  from an economic development perspective and our

         12  general opinion on how they have evolved over time

         13  and where they are at today.

         14                 Chapter 4 of the report is more an

         15  organizational assessment of the Empire State

         16  Development Corporation and how they should organize

         17  themselves in order to enact and execute against the

         18  strategies prescribed in Chapter 2. And this is

         19  probably the least relevant to anything we are

         20  talking about today.

         21                 CHAIRPERSON WHITE: Thank you. The

         22  Kearny report describes the Empire Zone Program as

         23  the best example of good economic development

         24  intentions gone wrong. Do you share that overall

         25  assessment and if not, why not?
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          2                 MR. PILUSO: I do share that opinion.

          3  I am a co- writer and author of the report. And it

          4  was our findings that looking at the original

          5  intentions of the report and included in the report

          6  is the original statutory language from 1986, which

          7  states that this is for extremely impoverished, low-

          8  employment, declining employment, highly subsidized

          9  regions of the State in which there were ten in

         10  1986.

         11                 Over the last almost 20 years, the

         12  number of zones has increased almost ten- fold.

         13  There is over 80 zones now. The number of businesses

         14  that are part of the program now have increased

         15  almost 30 fold since 1993 when the number of

         16  businesses were even tracked. And the number of jobs

         17  that this program has enabled the creation of is

         18  under serious question because that information

         19  hasn't even been collected until 2001 and there is

         20  even a question about how that data is collected

         21  from the Empire State Development Corps.

         22  Perspective.

         23                 With all of that, we look at it at a

         24  very micro level and say this program costs the

         25  State about $600 million a year and New York has one
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          2  of the smallest job growth rates of any State in the

          3  union. What are we getting for our money is a

          4  question that really came to our mind. It has become

          5  an incredibly unwieldy and large program for the

          6  State to try and manage and the individual zone

          7  coordinators and zone administrative boards do have

          8  a lot of local authority. But the issue is, how

          9  these businesses can actually apply for benefits has

         10  become incredibly more complex.

         11                 You will see in our report, one of

         12  our findings was that in the State of New York, a

         13  nice little cottage industry of attorneys has grown

         14  up here because of the need to have attorneys help

         15  these small businesses, even figure out how to apply

         16  for Empire Zone credits. On top of that, we found

         17  lots of businesses that would most likely have come

         18  to the State and been part of an Empire Zone

         19  community without any tax incentives at all, but

         20  they received those tax benefits just because of the

         21  location that they are in, not the type of business

         22  that they are in.

         23                 All of that collectively, lead us to

         24  believe that over time along with a number of very

         25  publicly discussed issues around the shirt changing
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          2  rules where companies could just change their name

          3  and increased the benefits that they were getting.

          4  All of that is documented in an article that the

          5  Syracuse Standard, I guess, issued about six months

          6  ago now. I think all of that combined said this is a

          7  big unwieldy program that probably needs to be

          8  looked at. Some of the original intentions are very

          9  good. However, what it has become is not what it was

         10  originally sought out to be.

         11                 CHAIRPERSON WHITE: Okay. Another

         12  criticism of the Empire Zone Program in the report

         13  is that over the years, the program has grown in

         14  complexity which can serve as a deterrent to some

         15  companies from participating. How did you come to

         16  that view?

         17                 MR. PILUSO: Through anecdotal

         18  discussions with small businesses as well as with

         19  representatives from the Empire State Development

         20  Corporation that actually manages the program. Those

         21  anecdotes are obviously balanced by there is plenty

         22  of good stories about small businesses benefitting

         23  from the Empire Zones as well. But clearly, as the

         24  program has grown and the number of tax credits has

         25  grown in terms of the types of benefits that are
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          2  available, the investment tax credit, the wage tax

          3  credit, the QEZE credits, et cetera, it has just

          4  become a much more complex mechanism for a small

          5  business owner or proprietor to be able to

          6  understand without getting some legal help to take

          7  full advantage of.

          8                 CHAIRPERSON WHITE: If your analysis

          9  is correct on this point, has this complexity had an

         10  adverse impact on the Department's ability to

         11  administer the program and monitor the performance

         12  of the zones?

         13                 MR. PILUSO: Well, in our discussions

         14  with the folks in Albany, there are a number of

         15  pieces of administration of the program that are

         16  almost nonexistent, including the ability to truly

         17  identify opportunities to decertify companies

         18  because of their lack of compliance to their initial

         19  commitments in terms of job numbers. The rules

         20  around decertification are so nebulous that our

         21  understanding is that the choices typically to not

         22  decertify for fear of being sued rather than to just

         23  look at the face value of they are creating not jobs

         24  and saying we should decertify this particular

         25  business. That alone, is a big issue.
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          2                 I think also the fact that the actual

          3  number of jobs created hasn't been collected prior

          4  to 2001 is a big issue. There is a lot of money that

          5  has been spent over the past 15 years before 2001

          6  where we don't have any record of the number of jobs

          7  that were actually created in one central place that

          8  we can report on. I think the program has become

          9  unwieldy and it has become very large and complex

         10  and locally it can be managed for a particular zone.

         11  But for the State to be able to manage it as one

         12  large program, it has become very complex with lots

         13  of tentacles and lots of complexities to manage with

         14  a relatively small staff in Albany.

         15                 CHAIRPERSON WHITE: Do you believe

         16  that revisions made to the program over the years

         17  has made it more difficult for the zone

         18  administrators?

         19                 MR. PILUSO: I don't really have an

         20  opinion on that. We didn't really talk with any zone

         21  administrators.

         22                 CHAIRPERSON WHITE: As part of moving

         23  ahead, do you think part of resolving some of the

         24  issues would be require alteration of the program or

         25  more precise rules by the State?
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          2                 MR. PILUSO: I think alteration of the

          3  program is our recommendation. It is pretty clear in

          4  our report that we believe a full overhaul of the

          5  program where we recognize the benefit of tax

          6  abatement and we recognize the value of tax

          7  abatement to incent job creation. But the linkage of

          8  job creation to reducing poverty is not a very

          9  strong linkage. If the ultimate objective is to

         10  reduce poverty, there is lots of other potential

         11  better uses of money than just job creation and so

         12  the question would be, is there a second best or a

         13  better use even of the monies currently being spent

         14  in these communities rather than job creation on

         15  things like school, education, health care, et

         16  cetera. We did not investigate that. We didn't go

         17  into any detail analysis of what those opportunities

         18  might be other than to say we didn't necessarily see

         19  a strong linkage between job creation and poverty

         20  reduction.

         21                 CHAIRPERSON WHITE: Thank you. Council

         22  Member Vann.

         23                 COUNCIL MEMBER VANN: Thank you, Mr.

         24  Chairman. I was just sort of struck by your last

         25  statement. If the goal is to reduce poverty, is that
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          2  one of the goals of the creation for the Empire

          3  Zone?

          4                 MR. PILUSO: I believe it is.

          5                 COUNCIL MEMBER VANN: It would seem

          6  that one of the most fundamental critical ways to

          7  achieve that would be by creation of jobs. Right?

          8                 MR. PILUSO: Yes. But if those jobs

          9  are bolstered by economic subsidies that ultimately

         10  go away ten years later, then those jobs potentially

         11  go away ten years later unless those jobs are able

         12  to sustain themselves.

         13                 COUNCIL MEMBER VANN: We have not been

         14  able to determine that. Is that what you are saying?

         15                 MR. PILUSO: That's correct.

         16                 COUNCIL MEMBER VANN: Has there been a

         17  decrease in poverty in the neighborhoods where these

         18  Empire Zones exist?

         19                 MR. PILUSO: Well, there is 82 Empire

         20  Zones now.

         21                 COUNCIL MEMBER VANN: Let's deal with

         22  the 11 in New York City. I'm sorry.

         23                 MR. PILUSO: We did not do poverty

         24  level analysis and we did not look at the specific

         25  impact of the Empire Zones in any particular zone.
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          2  We were looking at it a State macro level.

          3                 COUNCIL MEMBER VANN: Right.

          4                 MR. PILUSO: So I can't answer your

          5  question.

          6                 COUNCIL MEMBER VANN: How else could

          7  we reduce poverty other than the creation of job and

          8  employment in New York?

          9                 MR. PILUSO: We stated in the report

         10  here, education, better schools, health care,

         11  obviously, and another number of ways. Again, that

         12  was not the focus of the report and not the focus of

         13  our analysis. It was just somewhat of an

         14  understanding of the fact that subsidized jobs

         15  eventually could go away when those subsidies go

         16  away after the Empire Zone Program depletes itself.

         17                 COUNCIL MEMBER VANN: You said there

         18  were no reports or reporting prior to 2001?

         19                 MR. PILUSO: That's correct.

         20                 COUNCIL MEMBER VANN: From 2001 to the

         21  present, there has been reporting?

         22                 MR. PILUSO: There has been some

         23  reporting. It is not clear how confident the Empire

         24  State Development Corp. Is in that reporting on a

         25  consolidated basis. But yes, there has been
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          2  reporting.

          3                 COUNCIL MEMBER VANN: Again, I haven't

          4  read your report. I just received it. You seem to be

          5  suggesting, what is the cost per year to maintain

          6  this program?

          7                 MR. PILUSO: Right now it is $600

          8  million.

          9                 COUNCIL MEMBER VANN: $600 million.

         10  Okay. For that $600 million, we are not able to

         11  evaluate what we are getting for it --

         12                 MR. PILUSO: That's correct.

         13                 COUNCIL MEMBER VANN: -- At this point

         14  in time. Really?

         15                 MR. PILUSO: Correct.

         16                 COUNCIL MEMBER VANN: Okay. If the

         17  State does not spend that $600 million, what would

         18  happen in your judgement?

         19                 MR. PILUSO: We really didn't do an

         20  analysis to determine a second best use of the money

         21  to be honest.

         22                 COUNCIL MEMBER VANN: Essentially,

         23  what do you recommend then?

         24                 MR. PILUSO: We recommend that the

         25  Empire State Development Corp. Relook at the
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          2  original intentions of the program and to establish

          3  tax abatement programs that are more aligned with

          4  those intentions as well as to evaluate the strategy

          5  that we have recommended here in Chapter 2, focusing

          6  on some specific sectors and industries within the

          7  State where the State has a significant set of

          8  assets that it can leverage. And to create

          9  public/private partnerships and to use that money to

         10  incent those public/private partnerships, not to

         11  sustain ongoing operations of businesses. But to

         12  create and incent private investment which

         13  ultimately grows the economy.

         14                 COUNCIL MEMBER VANN: Have you

         15  presented those recommendations to anyone in

         16  particular?

         17                 MR. PILUSO: They are in this report.

         18                 COUNCIL MEMBER VANN: In this report.

         19  Who ordered the report?

         20                 MR. PILUSO: The report was

         21  commissioned by the Empire State Development

         22  Corporation.

         23                 COUNCIL MEMBER VANN: They now have

         24  these --

         25                 MR. PILUSO: They have this report.

                                                            19

          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2  They were actively involved in helping us put it

          3  together.

          4                 COUNCIL MEMBER VANN: When did they

          5  receive the report?

          6                 MR. PILUSO: Late June, I believe,

          7  early July perhaps. You can find copies of the

          8  report on our website: Www.atkearny.com.

          9                 COUNCIL MEMBER VANN: Right.

         10                 MR. PILUSO: I believe you can also

         11  find a copy of the report on the Empire State

         12  Development Corps. Website.

         13                 COUNCIL MEMBER VANN: But there has

         14  not been time for response yet from the Empire State

         15  or they have not spoken?

         16                 MR. PILUSO: Not to my knowledge.

         17  Other than the initial press releases that we did

         18  when we issued the report in July.

         19                 COUNCIL MEMBER VANN: Thank you. Thank

         20  you, Mr. Chairman.

         21                 CHAIRPERSON WHITE: The report seems

         22  to be focused, has focused its attention on measures

         23  to spur economic development in areas other than the

         24  traditional manufacturing sector of the economy. It

         25  seems to forego concerns about the element of our
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          2  economy. Is that the correct reading of the report?

          3                 MR. PILUSO: To make sure I understand

          4  your question correctly, are you asking me do we

          5  recommend that they completely ignore manufacturing?

          6  If that's what you are asking, the answer is no. Can

          7  you confirm? Is that what you are asking?

          8                 CHAIRPERSON WHITE: No.

          9                 MR. PILUSO: Okay. What are you

         10  asking?

         11                 CHAIRPERSON WHITE: I'm asking, did

         12  you forego concerns about the elements of our

         13  economy to measure economic development in areas

         14  that the intent of the zone was for? Because in your

         15  opening statement in terms of the questioning, it

         16  was for high impoverished areas and areas where

         17  there was high unemployment. And then you said that,

         18  in your report, it appears to be in your opinion

         19  that it opened up a whole industry for lawyers to

         20  get involved for people who did not necessarily need

         21  that designation --

         22                 MR. PILUSO: Correct.

         23                 CHAIRPERSON WHITE: -- Or tax

         24  incentives to get involved in that which I think

         25  would take it away from a high impoverished area.
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          2                 MR. PILUSO: Well, yes, I think that

          3  is our ultimate opinion here is that the idea of

          4  floating empire zones and discontinuous empire zones

          5  and special type projects designations that exist

          6  now in the Empire Zone Program get away from the

          7  idea of helping an impoverished community and become

          8  more of how do you accommodate businesses in the

          9  State as a whole anywhere those businesses want to

         10  be. I think that's the issue.

         11                 CHAIRPERSON WHITE: Have you seen the

         12  State Comptroller's report that was completed in

         13  March of '04?

         14                 MR. PILUSO: I've seen a report on the

         15  Empire Zone the Comptroller did. I don't recall the

         16  date of it.

         17                 CHAIRPERSON WHITE: Well, I'll ask the

         18  question. In March '04, the Office of New York State

         19  Comptroller issued three reports on Empire Zones

         20  located in New York City, South Jamaica Queens, East

         21  Harlem, Manhattan, Northshore, Staten Island which

         22  found that the zones are poorly administered, keep

         23  inadequate records and do not hold firms that

         24  receive tax breaks accountable for actually

         25  producing jobs.
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          2                 MR. PILUSO: I'm not familiar with

          3  those specific reports. But I am familiar with

          4  themes similar to those that we have heard when

          5  talking to administrators of the program up in

          6  Albany.

          7                 CHAIRPERSON WHITE: Do you think that

          8  would be somewhat accurate?

          9                 MR. PILUSO: Yes.

         10                 CHAIRPERSON WHITE: I would just like

         11  to say for the record that Councilwoman James was

         12  here and we from time to time have conflicts in

         13  having two meetings at one time as well as

         14  Councilman Weprin, just for the record. I would like

         15  to, unless there are no further questions, I would

         16  like to thank you for -- one moment.

         17                 MR. PILUSO: Okay.

         18                 CHAIRPERSON WHITE: I would like to

         19  thank you very much for taking your time, Mr. --

         20                 MR. PILUSO: Piluso.

         21                 CHAIRPERSON WHITE: -- Piluso. And we

         22  appreciate it.

         23                 MR. PILUSO: Thank you very much.

         24                 CHAIRPERSON WHITE: We have two

         25  individuals from the Small Business Services for New
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          2  York City; Mr. Blackmon and Lee Miller. Welcome.

          3                 MR. BLACKMON: Thank you. Good morning

          4  Chairman White, Council Member Vann and members of

          5  the Committee on Economic Development. My name is

          6  Larry Scott Blackmon and I am the Deputy

          7  Commissioner for Intergovernmental Affairs and Chief

          8  of Staff at the New York City Department of Small

          9  Business Services. I am joined today with Lee

         10  Miller, who oversees the New York City Empire Zone

         11  Program with the Mayor's Office of Industrial and

         12  Manufacturing Businesses. We are pleased to testify

         13  before you today in regard to the status of New York

         14  City's Empire Zone Program.

         15                 As many of you know, the Empire Zone

         16  Program was created by the New York State

         17  Legislature in 1986 to benefit targeted areas that

         18  face sustained unemployment and poverty. The program

         19  is designed to stimulate private investment and job

         20  creation through a variety of State tax incentives,

         21  including wage tax credits, investment tax credits

         22  and real property tax credits. Our New York City

         23  businesses have benefited greatly from this program,

         24  collecting on average $50 million in State tax

         25  benefits each year.
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          2                 Since the Empire Zone Program was

          3  reauthorized in November 2006, with your support and

          4  the support of the City Council, we have certified

          5  109 companies. Over the next five years, these

          6  companies are projecting more than $487 million in

          7  private investment and the creation of more than

          8  3,000 jobs for New Yorkers. The purpose of the

          9  reauthorization of the Empire Zone Program was to

         10  comply with legislation passed by the State

         11  legislature in April of 2005. This legislation

         12  extended the program until June 30, 2011 and

         13  required that our Empire Zones were reconfigured to

         14  be comprised of no more than three distinct areas.

         15                 As mandated in Article 18B, Section

         16  958 of the General Municipal Law, the City's zone

         17  boundaries are linked to the location of eligible

         18  census tracts, which have a poverty rate of at least

         19  20 percent and unemployment rates of at least 1.25

         20  times the Statewide unemployment rate.

         21                 When reconfiguring the boundaries in

         22  2006, the City took the opportunity to leverage

         23  existing economic development programs such as the

         24  IBZ, the Industrial Business Zones. This helped the

         25  City to maximize our acreage to include new areas
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          2  such as Greenpoint- Williamsburg and

          3  Flatlands/Fairfield in Brooklyn; Zerega and Bathgate

          4  in the Bronx; and the JFK Industrial Corridor in

          5  Queens. The reconfiguration of the Empire Zones

          6  means that hundreds of new businesses will be able

          7  to benefit from this program going forward.

          8                 In order for a business to be

          9  certified for Empire Zone benefits, it must obtain a

         10  joint approval from both the City and the State. The

         11  City's business certification process is now

         12  conducted by local Zone Administrative Boards. Each

         13  of the City's 11 boards is comprised of

         14  representatives from City agencies, the respective

         15  Borough President's Office, the City Council, the

         16  Mayoral appointees from the local community. The

         17  Mayor's Office of Industrial and Manufacturing

         18  Businesses conducts quarterly Zone Administrative

         19  Board meetings, as well as educational workshops for

         20  the board on various features of the program.

         21                 Empire Zone Development Plans are the

         22  guiding documents for reviewing applications for

         23  zone certification. These development plans were

         24  revised after the reauthorization of the zones.

         25  There were approved by the local zone administrative
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          2  boards, and submitted to the State for their

          3  approval this part quarter. These plans detail the

          4  types of businesses that are targeted by the zone,

          5  as well as what would be deemed insufficient uses of

          6  zone benefits. They set out a cost- benefit analysis

          7  threshold of 15 to 1.

          8                 In cases where businesses do not meet

          9  these thresholds, they must provide to the Zone

         10  Administrative Board that reflects their positive

         11  contribution to the zone. This can be demonstrated

         12  to the board in a number of ways, such as documented

         13  plans to hire locally, the remediation of a

         14  Brownfield site or a commitment to paying a living

         15  wage as defined by New York City's Living Wage Law.

         16  Additionally, businesses that are creating 50 or

         17  more jobs are required to report back to the board

         18  on their hiring practices. Businesses that are

         19  approved locally are then sent to both the Empire

         20  State Development Corporation and the New York State

         21  Department of Labor for certification.

         22                 Now in the past few months, there has

         23  been some attention focused on the businesses that

         24  were certified under the New York State Empire Zone

         25  Program. While there are instances where certified
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          2  firms do not meet their job and investment targets,

          3  the Empire Zone Program, in New York City, we want

          4  to emphasize in New York City, has proved to be an

          5  important economic development tool for our

          6  businesses. For the most part, the businesses that

          7  are certified are small businesses such as Ice

          8  Stone, a manufacturer of eco- friendly countertops

          9  in the Brooklyn Navy Yard section of the North

         10  Brooklyn Empire Zone; BioSignal Group, a high- tech

         11  manufacturer of neuroscience equipment in East

         12  Brooklyn, to nearly 20 businesses at the new Hunts

         13  Point Fish Market in the Bronx.

         14                 One additional feature of the Empire

         15  Zone worth mentioning is Zone Capital Credits. Each

         16  zone has an allocation of State tax credits. These

         17  credits spur private investment in Empire Zones by

         18  lowering the State tax liability for those

         19  individuals or companies that contribute to not-

         20  for- profit organizations or certified businesses.

         21  Since November, our local Zone Administrative Board

         22  has designated four separate Zone Capital Credit

         23  eligible projects. This is one aspect of the program

         24  that we are working to utilize more aggressively and

         25  we look forward to working with the City Council in
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          2  identifying not- for- profits to allocate Zone

          3  Capital Credits to throughout New York City.

          4                 Thank you again for the opportunity

          5  to appear before you today. Lee and I are happy to

          6  answer any questions that you may have. We just want

          7  to emphasize that the upstate zones are different

          8  than New York City's zones. New York City zones are

          9  the largest contributor to the overall program. We

         10  have a number of our Zone Administrators who are

         11  here today in support of the program. We are happy

         12  to answer any questions that you have.

         13                 CHAIRPERSON WHITE: Thank you. First

         14  of all, let me recognize my colleague, Councilwoman

         15  Palma. Could you describe the administrative

         16  structure both as required by State law and as

         17  implemented by the Department for overseeing 11

         18  Empire Zones within the City and tell us whether you

         19  believe any changes in that structure are

         20  appropriate to improve oversight?

         21                 MS. MILLER: Sure. First off, I just

         22  want to say good morning, Councilman White and

         23  members of the Committee on Economic Development.

         24                 CHAIRPERSON WHITE: Good morning.

         25                 MS. MILLER: As for the administrative
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          2  structure, let me just go through an overview first.

          3  The Zone Administrators oversee the program. They

          4  are pounding the pavement, meeting with businesses

          5  in each of our City's 11 Empire Zones. They generate

          6  certification applications that come before a Zone

          7  Administrative Board. This Board is comprised of

          8  members of City agencies, the City Council members

          9  that are within the districts of the Empire Zone, as

         10  well as mayoral appointees. The City convenes these

         11  boards more regularly than most zones throughout the

         12  State. We convene quarterly meetings to review

         13  certification applications.

         14                 I'm there to oversee the overall

         15  process, the coordinators that are interacting, the

         16  businesses that are coming through as well as the

         17  drafting of Zone Development Plans to make sure that

         18  our plans our consistent with both State

         19  requirements and what we regard as important needs

         20  for the City such as the retention of industrial and

         21  manufacturing businesses.

         22                 CHAIRPERSON WHITE: For any changes

         23  that you would think that are appropriate, could you

         24  tell us whether State legislation or other non- City

         25  authorization would be necessary to implement the
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          2  program?

          3                 MR. BLACKMON: I'm sorry. Changes to

          4  the program or the structure?

          5                 CHAIRPERSON WHITE: On any structure.

          6  Do you think any changes would be appropriate?

          7                 MS. MILLER: There are a few new

          8  components to the program that I don't think New

          9  York City has been tapping into as much as possible

         10  that we could certainly use the support of City

         11  Council on. One of those is regionally significant

         12  projects would allows us to look at areas outside of

         13  the Empire Zone using very stringent requirements,

         14  of course, but looking at those projects where we

         15  could help incent certain types of activities.

         16  Another area as Larry mentioned that we need to be

         17  focusing on is Zone Capital Credits. Each zone in

         18  New York City has received an allocation of $2.5

         19  million in Zone Capital Credits to leverage outside

         20  private investment into the zone. We're only first

         21  beginning to identify not- for- profit organizations

         22  that can utilize these credits. Just to take a step

         23  back, regionally significant projects do require

         24  local law to be passed. That is something we

         25  certainly need the City Council support on.

                                                            31

          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2                 The last issue that we at New York

          3  City has struggled with is the issue of shift

          4  resolutions. This issue rests with the City Council.

          5  City Council has the ability to grant shift

          6  resolutions to businesses that wish to leave New

          7  York City and enter an Empire Zone outside of the

          8  City, but within New York State.

          9                 CHAIRPERSON WHITE: Why would we want

         10  to do that?

         11                 MS. MILLER: There are certain

         12  instances where a business may find that they cannot

         13  tap into the benefits here in New York City, number

         14  one, because they are outside an Empire Zone. Number

         15  two, we had visited manufacturers where they cannot

         16  find space in New York City. We don't believe that

         17  all manufacturing is viable here in New York. And we

         18  do meet with these businesses. We do space searches

         19  with them and we find that given their constraints,

         20  we can't help them.

         21                 However, there are incentives for

         22  them in the State and if we can keep them in the

         23  State, we would like do so. One other thing to keep

         24  in mind is that I get shift resolutions coming

         25  through my desk every day from businesses that are
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          2  coming into New York City. If we don't show

          3  reciprocity to other localities throughout the

          4  State, we are going to run into a problem where

          5  other localities aren't granting the shift

          6  resolutions. And I'd hate to see a business not come

          7  to New York City because another locality does not

          8  grant this shift.

          9                 CHAIRPERSON WHITE: I can agree you.

         10  But this appears to be just top heavy. It is not

         11  getting the full benefit of what the intention is. I

         12  haven't heard about the job creation. If you are

         13  talking about identifying these zones or in part of

         14  the State, one of the criteria is and you are

         15  talking about an investment of $600 million, I would

         16  like to know how many jobs or do you have the

         17  documentation, one the location of impoverished

         18  areas where these businesses are located. Two, the

         19  fact that they have indeed created jobs for the

         20  individuals who are living within that area.

         21                 MR. BLACKMON: We have that

         22  information. We would be happy to share that with

         23  you. I think it is important to stress that the

         24  Kearny report looks at a it from a macro level

         25  around the State and we recognize that there are
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          2  problems with the State's program. But in the City,

          3  this program is working. Since December 2006, we

          4  created well over 3,000 jobs with this program. That

          5  is in New York City alone. It is a program that

          6  while we recognize that there are issues and there

          7  have been issues, we have been trying to work to

          8  make the most out of the program and we feel that

          9  New York City's program is beneficial in terms of

         10  job creation.

         11                 CHAIRPERSON WHITE: How many shift

         12  resolutions are there?

         13                 MS. MILLER: Is your question how many

         14  shift resolutions do we see coming from outside of

         15  New York City?

         16                 CHAIRPERSON WHITE: Yes, and how many

         17  shift resolutions in terms of someone who has

         18  already establishing one zone and wants to move to

         19  another zone.

         20                 MS. MILLER: In my short time here as

         21  the Empire Zone's Program Coordinator, I've seen

         22  about four shift resolutions come through my desk

         23  from businesses locating to New York City from other

         24  localities. As far as I know, New York City has not

         25  granted a shift resolution.
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          2                 CHAIRPERSON WHITE: Could you describe

          3  the elements of this concept of how such a

          4  determination would be made and benefits made

          5  available in reference to the State legislator added

          6  the concept of the regional significant project

          7  which is an opportunity for a business to receive

          8  benefits even if not located within the Empire Zone?

          9                 MS. MILLER: The regionally

         10  significant projects are one of the newest features

         11  of the Empire Zone. We look at companies that are

         12  well positioned to grow outside of our designated 11

         13  Empire Zones. There are four different ways that a

         14  business can qualify as a regionally significant

         15  project. The first way is being a manufacturer; not

         16  only that you have to be a manufacturer creating

         17  more than 50 jobs over the next five years. The

         18  second is an agricultural high tech business or

         19  biotech company. Those type of businesses have to

         20  create 20 jobs and make an investment of over $10

         21  million.

         22                 The third is a financial insurance or

         23  distribution company. Those type of entities have to

         24  create more than 300 jobs. The last clearly defined

         25  category is a clean energy and research development
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          2  enterprise. There is also this other category which

          3  Empire State Development Corporation has set out. We

          4  are waiting to get further guidance from the State

          5  as to what that delineation will look like going

          6  forward. But as of now, that is the criteria.

          7                 CHAIRPERSON WHITE: Thank you. We've

          8  been joined as I said, my colleague Council Member

          9  Weprin. Council Member Vann.

         10                 COUNCIL MEMBER VANN: Thank you. I

         11  just seek clarification in terms of the number of

         12  jobs that have been created since the

         13  reauthorization in 2006. What is that?

         14                 MR. BLACKMON: The number, the actual

         15  number?

         16                 COUNCIL MEMBER VANN: Yes.

         17                 MR. BLACKMON: Three thousand one

         18  hundred seventy- one.

         19                 MS. MILLER: Just to add that, that

         20  3,000 number, those are jobs that are projected over

         21  the next five years. Of the businesses that we

         22  certified, those are their job projections.

         23                 MR. BLACKMON: Those are their

         24  projections for the next five years.

         25                 COUNCIL MEMBER VANN: Okay. Over the

                                                            36

          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2  next five years. Is there a number that has actually

          3  been created?

          4                 MS. MILLER: In the current year of

          5  certification? That is the number that I do track

          6  and I can follow up with you on that.

          7                 COUNCIL MEMBER VANN: Okay. So over

          8  3,000 jobs is projected over the next five years as

          9  well as the investment of $487 million. Right?

         10                 MS. MILLER: Correct. And the

         11  businesses submit business annual reports, the

         12  Empire State Development Corporation, we receive

         13  aggregated data. So we are looking each year to see

         14  that the job and investment projections are met with

         15  actual job creation.

         16                 COUNCIL MEMBER VANN: We are pleased

         17  with the progress that is being made by the

         18  investment of creation jobs by this particular

         19  program. We are happy with the results thus far?

         20                 MR. BLACKMON: We're happy, but we

         21  understand that we can do more. We are working to

         22  make the program even better. But yes, we are

         23  pleased today with the progress that we are making.

         24                 COUNCIL MEMBER VANN: The gentleman

         25  who testified who's firm that did the report, he
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          2  indicated that prior to 2001, there were no

          3  reporting. Is that true in the City as well?

          4                 MR. BLACKMON: I don't have that

          5  information. I would have to get back to you on that

          6  on what the process was for tracking the program

          7  prior to our arrival at the agency. We can follow up

          8  with you on that answer, but we don't have that

          9  today.

         10                 COUNCIL MEMBER VANN: Okay. Thank you.

         11                 CHAIRPERSON WHITE: You discussed the

         12  cost benefit analysis as part of the certification

         13  process. Please describe this analysis and tell us

         14  whether you believe that this is an effective

         15  mechanism for evaluating whether a company should be

         16  certified.

         17                 MS. MILLER: The cost benefit

         18  analysis, that's a new feature to the Empire Zone's

         19  program. It is basically an excel workbook where we

         20  look at the wages that these businesses are

         21  projecting, to pay out the benefits that they are

         22  projecting to pay out, the investments that they

         23  plan to make over the next five years. We ideally

         24  look for a cost benefit analysis ratio of 15 to 1.

         25  That means for every dollar that that business is
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          2  going to receive in State tax credits, we expect

          3  that they pay $15 out to the Zone in the form of

          4  wages, benefits and investment. We are looking

          5  closely at those projections. But numbers don't tell

          6  a whole story.

          7                 We wouldn't deny a business simply

          8  because they failed that 15 to 1 benchmark. We are

          9  also looking closely at other factors. For instance,

         10  does this business plan to hire locally? Does this

         11  business plan to pay a living wage or are they are

         12  going to be redeveloping a Brownfield site? This

         13  sort of analysis is what the Zone Administrative

         14  Boards do on a quarterly basis.

         15                 CHAIRPERSON WHITE: If my memory

         16  serves me correctly that the early part of this

         17  year, we had a meeting on the Empire Zones, and we

         18  were discussing job creation and we were discussing

         19  the reporting on the lack of reporting and what

         20  seems to have impeded certain reports. I understand

         21  that the administrators said that they were

         22  overworked in terms of paper and they needed, I

         23  think, an additional $30,000 in order to complete

         24  their jobs. Am I far off in my recollection?

         25                 MS. MILLER: Both administrative
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          2  funding and tracking are two issues that have

          3  persistently been at the forefront of the

          4  administration of this program. However, we have

          5  successfully attracted funding through the IDA to

          6  provide dedicated administrative funds to the

          7  program. It also will help to cross sell the Empire

          8  Zone's program with other incentive programs, namely

          9  the IDA programs. This is a step in the right

         10  direction. The administrators do a tremendous amount

         11  of work. I'm dealing with them every day. I see the

         12  good work that they are doing. And administrative

         13  funding coming out from the State is a near

         14  $330,000. We also match that with existing contracts

         15  like Industrial Business Zone contracts.

         16                 CHAIRPERSON WHITE: When can we expect

         17  to see definitely the job creation aspect of what's

         18  going on in the Empire Zones?

         19                 MS. MILLER: We're happy to follow up

         20  with you at any point to brief you on the aggregate

         21  data that comes out of the business annual reports

         22  as well as the data that the City is now tracking

         23  for the first time on job projections.

         24                 CHAIRPERSON WHITE: A comment made in

         25  the Kearny report was that the business may be
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          2  eligible for benefits even if that business would be

          3  profitable even without these such benefits. Should

          4  the profitability history of a business and the

          5  projection of feature profitability be an element of

          6  eligibility for Empire Zone benefits?

          7                 MS. MILLER: In terms of

          8  nonquantifiable benefits, I would say it is. For

          9  example, at a board meeting we would see that a

         10  business is saying that they are going to invest in

         11  a building and that's being factored into whether or

         12  not they should get certified. The Zone

         13  Administrative Board scrutinizes that figure and

         14  really looks at can this business purchase that

         15  building. Have they started to identify sites? We

         16  are looking at how attainable these business plans

         17  are and we are considering that in the process of

         18  certification.

         19                 CHAIRPERSON WHITE: Should the program

         20  be structured in a way that would permit Zone

         21  Administrators or the department to limit benefits

         22  for certain businesses or economic sectors if it was

         23  determined that such a business or sector is

         24  profitable and is likely to create more jobs and

         25  remain competitive without the benefits?

                                                            41

          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2                 MS. MILLER: I'm not sure of the

          3  answer to your question.

          4                 CHAIRPERSON WHITE: According to your

          5  report, there are businesses applying for these

          6  benefits --

          7                 MS. MILLER: Right.

          8                 CHAIRPERSON WHITE: -- That don't need

          9  them. They don't need them. They are going to be

         10  profitable anyway. And they are going to produce

         11  jobs anyway.

         12                 MS. MILLER: Right.

         13                 CHAIRPERSON WHITE: So what would be

         14  the purpose of us certifying them for the benefits.

         15                 MS. MILLER: We're trying not to. We

         16  actually have stated now Zone Development Plans that

         17  look at both the efficient and inefficient uses of

         18  distributing zone benefits. For instance, if we have

         19  a captive retail business that's relying on the

         20  local market, it is going to be there whether or not

         21  we give them incentives. We're not going to then

         22  certify them for Empire Zone benefits and we're

         23  happy to share these new Zone Development Plans with

         24  you as they are the guiding documents for

         25  certification now.
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          2                 CHAIRPERSON WHITE: Do we have

          3  businesses that do not need the benefits in the

          4  program?

          5                 MS. MILLER: I wouldn't be able to sit

          6  here and tell you that the tax incentives are

          7  pivotal for the job creation and investment for

          8  every company. But what I can say is that we are

          9  trying to channel those tax incentives to the best

         10  of our ability towards businesses that are at risk

         11  of leaving New York City or towards businesses that

         12  we regard as strategic for both the City and State

         13  as a whole.

         14                 CHAIRPERSON WHITE: If a business

         15  projected that it would create 50 jobs, 50 new jobs,

         16  and is found to have only created 25 new jobs, what

         17  effect would that have on the amount of program

         18  benefits received by that business?

         19                 MS. MILLER: Businesses only receive

         20  credits for the jobs and investments that they are

         21  actually creating and making. If a business projects

         22  to create 50 jobs, that doesn't translate into tax

         23  credits collected. They are only collect the tax

         24  credits for the 25 jobs they created. If they fall

         25  short of their investment and job projection targets
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          2  to a significant degree, we can look to decertifying

          3  that company. For the first time, we have included

          4  that language in our Zone Development Plans.

          5                 CHAIRPERSON WHITE: How is a

          6  businesses progress in meeting its projection for

          7  investment and job creation reported and monitored?

          8                 MS. MILLER: It is reported through

          9  Empire State Development Corporation through a

         10  mechanism called a business annual report. The zone

         11  coordinators spend quite a bit of time reaching out

         12  to each and every business that is certified to

         13  collect job and investment data to see what are they

         14  are actually doing now that they are eligible for

         15  these benefits.

         16                 CHAIRPERSON WHITE: Let me ask a

         17  question. To some degree, there is suppose to be job

         18  creation within based on the location and the

         19  criteria for the zone, for businesses to be located

         20  in an impoverished area with high unemployment. To

         21  get these benefits, they get ICIP benefits as well?

         22                 MS. MILLER: It depends on the company

         23  and their eligibility.

         24                 CHAIRPERSON WHITE: Is this permanent

         25  jobs? Because sometimes, I've heard, that a company
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          2  would hire someone, let's say as they are

          3  approaching their probationary period where they

          4  would qualify for a union (if that's involved), that

          5  they would be let go after five months and get

          6  another person from that community. They would still

          7  be within compliance with hiring someone from the

          8  community, but there would be no permanency in that

          9  job.

         10                 MS. MILLER: The Empire Zone's Program

         11  actually protects against that abuse. Thankfully, we

         12  submit all of our documentation to the Department of

         13  Labor and we are looking to see, is this a full-

         14  time equivalent position? Are they working more than

         15  six months of the taxable year? If not, then they

         16  would not be collecting that $1,500 wage tax credit.

         17                 CHAIRPERSON WHITE: Thank you. If a

         18  business has not meet its projection for investment

         19  and job creation and at what level would

         20  decertification of a business be considered?

         21                 MS. MILLER: As I had mentioned, the

         22  Development Plans were just redrafted. They were

         23  redrafted after the reauthorization of the Empire

         24  Zones which we were able to do with the City

         25  Council's support. The decertification language is
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          2  new and the development plans are pending State

          3  approval. This is a new aspect of the program that

          4  we are implementing. It is local authority that we

          5  have and will be able to report back to you on these

          6  local thresholds after the development plans are

          7  fully enacted.

          8                 CHAIRPERSON WHITE: So it would be

          9  safe to say no one has been decertified?

         10                 MS. MILLER: Oh, businesses have

         11  certainly been decertified by Empire State

         12  Development Corporation, but the Local Zone

         13  Administrative Board also have the authority to

         14  decertify firms or rather recommend the

         15  decertification of firms. This is a new element of

         16  responsibility to the Zone Administrative Boards

         17  that I am not able to report back to you yet.

         18                 CHAIRPERSON WHITE: Any of my

         19  colleagues have any questions? There being none, I

         20  would like to thank you very much for taking the

         21  time out to come before us. Thank you very much.

         22                 MR. BLACKMON: Thank you, Chairman.

         23                 CHAIRPERSON WHITE: From the Hunts

         24  Point Economic Development Corporation, Ms.

         25  Josephine Infante and Jeremie Sautter. Have a seat,
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          2  please.

          3                 MS. INFANTE: Good morning and thank

          4  you for having us.

          5                 CHAIRPERSON WHITE: Good morning.

          6                 MR. SAUTTER: Good morning. Good

          7  morning, Chairman White and members of the Economic

          8  Development Committee. My name is Jeremie Sautter. I

          9  am the Empire Zone Coordinator for both the Hunts

         10  Point and Zerega Industrial Zones in the Bronx and

         11  Director of the Economic Development Programs at the

         12  Hunts Point Economic Development Corporation for the

         13  last five years. Josephine Infante, here present,

         14  HPEDC Executive Director has asked me to elaborate

         15  on the success of our Empire Zone Program.

         16                 HPEDC has been locally administering

         17  the Empire Zone Program since 1994, and I have been

         18  myself Zone Coordinator for five years. We would

         19  like to state that the Empire Zone Program has been

         20  instrumental in turning around the Hunts Point

         21  economy, from a neglected area to a regional

         22  economic engine. Since 1994, when Hunts Point became

         23  an Empire Zone, Hunts Point has been experiencing a

         24  dramatic economic growth.

         25                 Since 2000, when Hunts Point became
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          2  the designated site for the relocation of the Fulton

          3  Fish Market, the growth accelerated. Hunts Point now

          4  has more than 200 companies certified in the Zone

          5  program. Hunts Point is the largest food

          6  distribution center in the United States and the

          7  Hunts Point Food Distribution Center services on a

          8  daily basis more than 20 million customers of the

          9  New York metropolitan area; delivering groceries,

         10  dairy products, meat, produce and fish to thousands

         11  of restaurants, bodegas, supermarkets, schools and

         12  hospitals.

         13                 The Hunts Point food industry is a

         14  very powerful catalyst for the creation of jobs. In

         15  fact, more than 10,000 jobs exist in Hunts Point at

         16  the more than 250 businesses distributing or

         17  manufacturing food. And these jobs in turn create

         18  thousands of additional jobs in industries that

         19  depend from the food distribution and manufacturing

         20  industry; restaurant workers, truck drivers, pallet

         21  suppliers, equipment manufacturers, et cetera.

         22                 The Hunts Point food industry also

         23  allows millions of New Yorkers originating from all

         24  parts of the world to enjoy a multitude of food

         25  suiting their varied ethnic tastes. Hunts Point is
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          2  also a sanctuary for manufacturing businesses; such

          3  as wood, plastics, metals, manufacturers. Often

          4  times, these jobs offer wages superior to $20 per

          5  hour, allowing workers to fully support their

          6  families. And jobs such as truck drivers, for

          7  example, give a worker a lifelong job security.

          8                 The Empire Zone Program has been and

          9  is a pillar of the growth of Hunts Point. From the

         10  time Hunts Point became designated as an Empire Zone

         11  in 1994, more than 200 businesses representing

         12  approximately 10,000 workers have taken advantage of

         13  the program, leveraging the creation of more than

         14  3,000 net new jobs and the infusion of more than

         15  $200 million into the local economy.

         16                 There are numerous examples of

         17  businesses that have used the tax incentives to

         18  dramatically expand their employment, creating

         19  thousands of job opportunities for low- income

         20  minority New Yorkers. In fact, Baldor Specialty

         21  Foods, a gourmet specialty foods distributor, went

         22  from 270 jobs in 2001 to 508 in 2005. Just Bagels, a

         23  bagel manufacturer, grew from 44 employees in 2001

         24  to 90 in 2006.

         25                 In 2006, the Hunts Point Empire Zone
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          2  was the number one Empire Zone in New York City for

          3  the number of newly zone certified businesses with

          4  close to 30 businesses joining the program. In 2005,

          5  Hunts Point was one of the leading zones Statewide

          6  with regard to net new job creation with more than

          7  500 net new jobs created. The exact number is 540.

          8  This is an actual number of job creation. This is

          9  not a projected. Lastly, Hunts Point companies are

         10  responsive to the State's request with more than 95

         11  percent of zone certified companies meeting their

         12  reporting requirements in 2006.

         13                 Some have accused the Empire Zone

         14  Program of failing to create jobs; but looking at

         15  our Zone, we can safely say that the opposite is

         16  true. New companies coming to Hunt Points seek the

         17  assistance of the Empire Zone Program, as it gives

         18  them the necessary extra push to make their job

         19  creation projections a reality. Some have also

         20  accused the Zone program of financially rewarding

         21  companies, even if they do not create jobs. But the

         22  program has reformed itself extensively in the last

         23  several years so that tax incentives can only be

         24  accessed if jobs are created, not just projected.

         25                 The program has also recently
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          2  introduced a Benefit- Cost- Analysis, which prevents

          3  businesses that do not generate a minimum return on

          4  the dollar to the State from becoming certified. In

          5  most instances, this minimum is $15 of benefits in

          6  terms of job wages and investments versus $1 of

          7  costs to the State in terms of tax benefits. Lastly,

          8  of all the economic incentives I administer at the

          9  City, State and Federal level, the Empire Zone

         10  Program has been the most powerful in terms of

         11  encouraging job creation.

         12                 The Empire Zone Program in Hunts

         13  Point is also fulfilling its promise to create

         14  substantial job opportunities for local residents.

         15  From 2005 to 2007, the Hunts Point Economic

         16  Development Corporation successfully administered

         17  the Hunts Point Works Pilot Program resulting in the

         18  placement of more than 1,300 job seekers. A

         19  substantial number of these placements were made at

         20  Empire Zone certified companies and more than 80

         21  percent of the placed job seekers were Bronx

         22  residents. Also, the unemployment rate in Hunts

         23  Point has decreased significantly. In 2000, the

         24  unemployment rate was 24 percent. Recently, we have

         25  witnessed a rate of 16 percent.
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          2                 In summary, we would like to ask the

          3  Economic Development Committee of the New York City

          4  Council to support the Empire Zone Program, which is

          5  critical to the retention and attraction of

          6  thousands of industrial and manufacturing

          7  businesses, which are the backbone of blue collar

          8  employment for hundreds of thousands of New Yorkers.

          9  The blue collar industry is an employment sanctuary

         10  for countless low- income, minority, immigrant New

         11  Yorkers and must be protected as such. Thank you for

         12  your attention.

         13                 CHAIRPERSON WHITE: Thank you. Can you

         14  describe the Hunts Point Works Pilot Program?

         15                 MS. INFANTE: The Pilot Program was

         16  designed with our input to really reach out to that

         17  base of unemployment category in Hunts Point and in

         18  the South Bronx. It was the first time there was a

         19  placed based employment program that was linked to

         20  our Empire Zone through our Industrial Business Zone

         21  Program and our Commercial Revitalization Program

         22  that we also administer. The beauty of it was that

         23  we could reach out specifically to the community

         24  itself in Hunts Point and the surrounding

         25  communities and what we would do on a regular basis

                                                            52

          1  COMMITTEE ON ECONOMIC DEVELOPMENT

          2  is go over our Empire Zone projections and call

          3  these companies to enforce the idea that we have

          4  qualified residents in the area. It worked

          5  beautifully. It was a pilot program that ended in

          6  June and it is going to be reopened now in March of

          7  next year. Perfect fit.

          8                 CHAIRPERSON WHITE: Thank you.

          9  Colleagues? The businesses have to produce an annual

         10  report?

         11                 MS. INFANTE: Yes.

         12                 CHAIRPERSON WHITE: Within that

         13  business annual report, is there any indication or

         14  documentation that states how many jobs were created

         15  or maintained within that report?

         16                 MS. INFANTE: Yes.

         17                 MR. SAUTTER: Yes, the business annual

         18  report allows us to exactly calculate the number of

         19  jobs that were created or lost during the year.

         20                 MS. INFANTE: The beauty of the report

         21  is that we just don't sell the program for the

         22  incentives. We just don't. But we monitor, we

         23  monitor that annual report will give us a way of

         24  actually looking at the growth. It really is a good

         25  indicator. If they are not after a certain time,
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          2  they can be decertified. This year, we had an

          3  excellent return because we work with these

          4  companies in other ways. Industrial zone for their

          5  needs in the area, the Empire Zone for incentives,

          6  the Empowerment Zone for incentives and the City

          7  itself with its incentives and now with the

          8  Workforce where we can actually pinpoint to

          9  available community people.

         10                 We have had the experience where we

         11  are helping a company with the Empire Zone or with

         12  Industrial Zone and then we ask them if they are

         13  looking for someone or they ask us and we refer them

         14  right to the Workforce One office which we had one

         15  and we're going to continue now. It is a perfect,

         16  perfect fit. It really is a full circle. That's what

         17  you call place based economic development.

         18                 CHAIRPERSON WHITE: Has any businesses

         19  in your Zone been decertified?

         20                 MR. SAUTTER: Yes, there has been a

         21  few for failure to provide the business annual

         22  report. Also, some businesses have moved out of the

         23  Zone or were out of business and therefore, have

         24  been decertified.

         25                 CHAIRPERSON WHITE: All right. I want
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          2  to thank you for taking time out to come before the

          3  Committee.

          4                 MS. INFANTE: Thank you, sir. Thank

          5  you very much.

          6                 MR. SAUTTER: Thank you.

          7                 CHAIRPERSON WHITE: Council Member

          8  Gerson has just joined us. I have Janet Henriquez

          9  from the Far Rockaway Empire Zone.

         10                 MS. HENRIQUEZ: Thank you. Good

         11  morning Members on the Committee of Economic

         12  Development. My name is Janet Henriquez and I am the

         13  Empire Zone Coordinator for the Far Rockaway

         14  Peninsula located in Southeast Queens, New York. We

         15  began certifying businesses in December of 2006 and

         16  have a very unique Empire Zone in that the Rockaway

         17  Peninsula does not have many manufacturing sites,

         18  but does have many vacant lots that over the past

         19  few years have received much attention.

         20                 We are also tailoring our Empire Zone

         21  to target more educational and retail businesses

         22  which have become an increasing need in the

         23  Rockaways due to major developments occurring on the

         24  Peninsula. Two such developments are Arverne By The

         25  Sea and Arverne East, which are developing
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          2  residential housing for over 10,000 families. These

          3  developments both have retail components. Arverne By

          4  The Sea is also building a recreational YMCA

          5  facility and an elementary school.

          6                 Another project is the Stark Mall,

          7  located on Mott Avenue in the downtown Far Rockaway

          8  shopping district. With over 300,000 square feet of

          9  retail development space, this area which is being

         10  developed by Shop- Co, will provide employment to

         11  many in the community and incentives for retail

         12  businesses looking to establish on the Peninsula.

         13                 With all the new development and

         14  revitalization projects coming into the Rockaway

         15  Peninsula, we have been very diligent in preserving

         16  not only small business, but also monitoring the

         17  benefits given to businesses that apply for Empire

         18  Zone Certification. One such manner in which we are

         19  doing this is by administering a Cost Benefit

         20  Analysis to all businesses that apply.

         21                 We have also customized our Rockaway

         22  Empire Zone Development Plan to fit our unique

         23  situation. It is advantageous that every Empire Zone

         24  was able to design their own plan since not every

         25  zone operates in the same way. The populations and
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          2  industries in each borough allow each zone

          3  coordinator to work with the different applications

          4  to see how they are contributing to each zone.

          5                 As a Zone Coordinator, it is my

          6  responsibility to scrutinize every detail and to

          7  make sure that certification is not given simply

          8  because a project is large, but because the entity

          9  is creating high quality jobs and generating

         10  significant levels of private investment. We will

         11  not support developers if they are not creating full

         12  time jobs in tandem with their investments. And if

         13  the developer is not bringing in the jobs, it is my

         14  responsibility to work with the individual

         15  businesses, retail and industrial alike, to make

         16  sure that they are aware of the benefits that may be

         17  available to them through the Empire Zone Program.

         18                 I thank you for the opportunity to

         19  testify before you today and I welcome any questions

         20  you may have.

         21                 CHAIRPERSON WHITE: You have in your

         22  testimony said that you have been very diligently

         23  preserving not only the small businesses but also

         24  monitoring the benefits given to businesses that

         25  apply for the Empire Zone certification. How do you
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          2  do that?

          3                 MS. HENRIQUEZ: We educate the

          4  businesses on what incentives are out there. Not all

          5  businesses are going to get every incentive being an

          6  Empire Zone business. But we also work with their

          7  accountants and educate their accountants on what

          8  could be possible because they work with their

          9  accountant all the time. So the accountant is able

         10  to translate how the savings will work for the

         11  business.

         12                 CHAIRPERSON WHITE: If the developer

         13  is not bringing in the jobs, you say it is your

         14  responsibility to work with the individual

         15  businesses, retail and industrial alike to make that

         16  they are aware of the benefits that may be available

         17  to them through the Empire Zone.

         18                 MS. HENRIQUEZ: Right. For example,

         19  Arverne By The Sea is one of the largest

         20  developments in the country. They are building

         21  housing. They have a retail corridor that is within

         22  that. Right now they are building a 65,000 square

         23  foot Stop and Go in that area. Obviously, Arverne By

         24  The Sea is not going to be hiring to people in the

         25  Stop and Go. What I would do is I would go directly
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          2  to the Stop and Go and educate them on what the

          3  businesses are eligible for as far as Empire Zone

          4  benefits and from there, create job growth.

          5                 CHAIRPERSON WHITE: Where is the

          6  location for that 65,000 square foot space?

          7                 MS. HENRIQUEZ: It is within Arverne

          8  By The Sea, it is about Beech 74th Street in the

          9  Rockaway Peninsula.

         10                 CHAIRPERSON WHITE: That's near

         11  Peninsula Hospital down in that area.

         12                 MS. HENRIQUEZ: Kind of, but not

         13  really. It is close to the other side.

         14                 CHAIRPERSON WHITE: The other side?

         15                 MS. HENRIQUEZ: Right.

         16                 CHAIRPERSON WHITE: There is a lot of

         17  growth going on in Far Rockaway.

         18                 MS. HENRIQUEZ: Yes, there is.

         19                 CHAIRPERSON WHITE: Particularly in

         20  housing development.

         21                 MS. HENRIQUEZ: Yes.

         22                 CHAIRPERSON WHITE: What about job

         23  growth for laborers in that area?

         24                 MS. HENRIQUEZ: We are actually

         25  looking at that. Right now, what RDRC is planning to
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          2  do just my local development agency is work with the

          3  carpenters union and other unions to train certain

          4  people to be able to do some of the labor jobs.

          5  Right now, the developers claim that since the

          6  person is not qualified to do electric or do certain

          7  carpentry, they can't hire them. What we are looking

          8  is helping them fill their administrative positions

          9  and also to educate people who are interested in

         10  those industries so that they can actually gain the

         11  skills to get hired.

         12                 CHAIRPERSON WHITE: I see. How many

         13  businesses are certified in your zone?

         14                 MS. HENRIQUEZ: In all, 30 since

         15  December 4.

         16                 CHAIRPERSON WHITE: How many jobs?

         17                 MS. HENRIQUEZ: That I can get to you

         18  because we have just put in the bars and once we get

         19  that report generated by Empire State Development, I

         20  will be able to bring you that information.

         21                 CHAIRPERSON WHITE: How long does it

         22  take to generate that report?

         23                 MS. HENRIQUEZ: They should be

         24  generating it shortly. We did get e- mails that they

         25  are working on that. As far as our position, we did
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          2  submit all the bars to the data base and that should

          3  be generated very soon.

          4                 CHAIRPERSON WHITE: Will you forward

          5  that to the Committee?

          6                 MS. HENRIQUEZ: Yes.

          7                 CHAIRPERSON WHITE: I want to thank

          8  you very much.

          9                 MS. HENRIQUEZ: Thank you.

         10                 CHAIRPERSON WHITE: One moment. I'm

         11  sorry. Council Member Palma.

         12                 COUNCIL MEMBER PALMA: The Chairman

         13  raised the question in terms of laborers that you

         14  said those companies are working with. You are just

         15  helping them fill their administrative positions.

         16                 MS. HENRIQUEZ: In other words, there

         17  may be laborers in the sense that they bring the

         18  wood to the place. They are not carpenters. They

         19  don't have the skill set to be an electricians and

         20  things like that. What happens is that though there

         21  are many positions open on the construction, we

         22  don't have within our community qualified people to

         23  fill those positions. What we are trying to do is

         24  close that gap by enrolling union representatives

         25  and things of that nature --
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          2                 COUNCIL MEMBER PALMA: Okay. That's

          3  what I wanted to hear. Thank you.

          4                 MS. HENRIQUEZ: Okay.

          5                 CHAIRPERSON WHITE: Thank you very

          6  much.

          7                 MS. HENRIQUEZ: Thank you.

          8                 CHAIRPERSON WHITE: What I am going to

          9  try and do is, if you don't mind, is have a panel of

         10  three. Bill Wilkins, Local Development Corporation

         11  East New York; Christopher Shepard and Leah

         12  Archibald. Please identify yourself.

         13                 MR. WILKINS: Good morning. I am Bill

         14  Wilkins, Industrial Development Director for the

         15  Local Development Corporation of East New York.

         16                 MS. ARCHIBALD: I'm Leah Archibald.

         17  I'm the Associate Director of the EWVIDCO, the East

         18  Williamsburg Valley Industrial Development

         19  Corporation.

         20                 MR. SHEPARD: I'm Chris Shepard. I am

         21  the Zone Coordinator and Business Development

         22  Manager for the Southwest Brooklyn Industrial

         23  Development Corporation.

         24                 CHAIRPERSON WHITE: Mr. Wilkins.

         25                 MR. WILKINS: I'll try to be as brief
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          2  as possible and also address some of the issues that

          3  you have brought up this morning. For the last six

          4  years, I have been working in the capacity of the

          5  Zone Coordinator in East New York, comprising East

          6  New York, Canarsie, Flatblush, and Brownsville. My

          7  area encompasses over 1,200 acres and most

          8  importantly, we have the distinguish of being the

          9  first designated zone in the Empire Zone's program.

         10                 The program, as you are well aware

         11  of, has gone through major transformations in the

         12  last several years and a significant amount of the

         13  burden has been placed on the administrators. About

         14  four years ago, our administrative funding was $3.3

         15  million and it was reduced to $2.3 million and we

         16  also added 17 zones. This created an across the

         17  board cut for every zone of 35 percent. As I stated,

         18  I started six years ago, my administrative funding

         19  was $63,000. This year, it is $29,300.

         20                 Currently, we are in the 2007/2008

         21  program year which started July 1 and we don't even

         22  know what the value of our contract is for this

         23  year. If we did have that number, we wouldn't even

         24  receive our first drawdown until maybe January or

         25  February. We had to create a development policy
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          2  about two years ago which is grown into what's been

          3  called today, a Development Plan. Right now, my

          4  Development Plan is 25 pages. Last year, we were

          5  required to do a Boundary Amendment, which is a very

          6  technical analysis to try to use our zone acreage

          7  intelligently. Sometimes, we have to bring in people

          8  with GIS skill sets and urban planners to do this.

          9  This is all on $29,300. It has been very difficult

         10  for us to function in our capacity.

         11                 Right now, we have been talking about

         12  the cost benefit analysis which is really simple,

         13  wages plus benefits plus investment. That is divided

         14  by the amount of tax incentives a company would

         15  receive. That ratio has to be 15 to 1 or 10 to 1. On

         16  the front side, you have an idea as to what the

         17  burden is going to be to the State. The number

         18  thrown out today is $600 million. A couple of years

         19  ago, the concern was the program was going to

         20  implode. A lot of that problem was because of IBM

         21  becoming certified and the hit to the State was over

         22  $100 million. That happened upstate for political

         23  reasons and peak skill.

         24                 The problem with the program has been

         25  really the legislation of how it has been written
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          2  and a lot of the corruption has really played

          3  upstate. Downstate we have hard working, mom and pop

          4  small family businesses that spend 70, 80 hours a

          5  week trying to make whatever widget they make and do

          6  it to the best of their ability and they do receive

          7  a degree of assistant from the State. When you have

          8  a program and you are managing over 100 companies

          9  and you only have an allocation of less than

         10  $30,000, what type of administrative as far as the

         11  report you are reading about in 2004, a lot of

         12  things are going to go by the way side because you

         13  just cannot do it.

         14                 I'd like to just close by saying the

         15  program has turned into a complex matrix of

         16  administrative functions which leaves little time

         17  for economic development. However, we are hopeful

         18  with the change in the administration, there is more

         19  of an emphasis and a sensitivity to micro projects

         20  and community based organizations instead of mega

         21  projects and venues to showcase professional sports.

         22                 MS. ARCHIBALD: I am also going to

         23  probably divert a bit from the remarks that I handed

         24  in since many of my colleagues have spoken before me

         25  have touched on some of the issues that I planned on
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          2  touching on. As I mentioned, my name is Leah

          3  Archibald and I am the Associate Director of EWVIDCO

          4  and I am the Administrator of the North

          5  Brooklyn/Brooklyn Navy Yard Empire Zone.

          6                 In recent months, the program has

          7  been criticized for a variety of reasons and I just

          8  want to take a couple of moments to address a couple

          9  of those key criticisms. One of the things the

         10  speaker from A.T. Kearny pointed out was that the

         11  Empire Zone is tracking job creation for job

         12  creation sake. I have to say, what's so bad about

         13  that. It is jobs. In New York City, the majority of

         14  the Empire Zones are very carefully drawn around

         15  manufacturing areas to encourage job growth in the

         16  industrial and manufacturing sector.

         17                 Manufacturing provides a wide variety

         18  of social and economic benefits. Jobs in the

         19  industrial sector have fewer barriers to entry such

         20  as English literacy and education requirements. The

         21  average production wage for a manufacturing job is

         22  much higher than similar jobs in retailing and

         23  restaurants. Finally, these jobs are better quality.

         24  Over half the manufacturing jobs in New York City

         25  have health coverage compared to 18 percent in the
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          2  food service industry and 38 percent in retailing.

          3                 A little bit about my zone in North

          4  Brooklyn. Industrial jobs pay an average of 73

          5  percent more than retail jobs in the neighborhood.

          6  Average industrial wages is $52,842 compared with

          7  $30,620 in local retailing. Although, the Zone's

          8  program has been criticized for favoring creation of

          9  new jobs, over creation of high quality jobs, I

         10  think it is safe to say that by and large, the New

         11  York City zones have worked to enact policies to

         12  ensure that zone benefits are trained at a sector

         13  providing quality employment for working class New

         14  Yorkers.

         15                 Another criticism that I heard

         16  earlier today is the complexity of the program. It

         17  is the tax code. It is by nature complex. In order

         18  to ensure that we are not giving gifts of public

         19  funds to companies, we need to enact a set of checks

         20  and balances to track how these investments are

         21  going. I agree, it is complex. As Bill outlined, we

         22  have a lot of work and paper chasing to do. But it

         23  is to ensure that the tax credits are going to firms

         24  that are genuinely either making investments or

         25  adding jobs.
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          2                 Another criticism of the program has

          3  been especially in the A.T. Kearny report has been

          4  that benefits flow to retail and other nontraded

          5  industries. And again, I want to go back to the fact

          6  that the majority of the New York City Empire Zones

          7  were drawn around manufacturing areas and many of

          8  our zones have zone development policies like my

          9  friends at Southwest Brooklyn; I'm not quite sure

         10  about East New York, that forbid certification of

         11  retail businesses, another way that we are working

         12  to deflect this criticism and provide good economic

         13  development benefit.

         14                 This summer, you no doubt read in

         15  many of the newspapers and heard on the radio that

         16  hundreds of letters were sent to New York State

         17  businesses for firms that failed to meet the

         18  original projections that they set forth in their

         19  original Empire Zone applications. The program was

         20  criticized essentially because I think that the

         21  authors and the journalists had a slight

         22  misunderstanding about how the program actually gets

         23  administered. It made it look like this program is

         24  giving away tax breaks to failed promises. That was

         25  pretty upsetting to all of us. As previous speakers
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          2  stated, if you don't make the investment or hire the

          3  people, you are not entitled to the tax credit.

          4  Every year, those zone certified firms file their

          5  business annual reports with us and they can only

          6  claim credits that correspond directly to the

          7  investment they made that calendar year. There is no

          8  investment, they don't get a reward.

          9                 In conclusion, EWVIDCO has

         10  administered the Empire Zone Program in North

         11  Brooklyn. We have got over 200 certified businesses

         12  whose total employment at this point is over 8,000

         13  individuals. In the last 12 months, our boundaries

         14  were revised to concentrate even more thoroughly on

         15  industrial and manufacturing businesses. In that

         16  time, an additional 14 firms have applied for

         17  certification projecting an investment of $27

         18  million in creation of another 372 new jobs over the

         19  next five years.

         20                 I think that although the program

         21  could be improved and there is a number of ways that

         22  we could work to do that, it is sound economic

         23  development policy, as the benefits are not realized

         24  until the investments are made. Despite the fact

         25  that the Kearny report found that the program is not
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          2  a recommended component of their proposed innovation

          3  economy, I think the New York City firms that

          4  receive zone benefits do frequently supply goods and

          5  services to New York City's export industries that

          6  are known for their innovation such as the arts,

          7  finance and real estate, and of course, tourism.

          8                 Finally, Empire Zone benefits are

          9  important to help retain foot loose businesses that

         10  can easily and more profitably defect to other

         11  nearby states. We support efforts to foster an

         12  innovation based economy throughout New York State,

         13  but believe that the Empire Zone Program can be a

         14  component of that if it is managed effectively.

         15                 MR. SHEPARD: I'm Chris Shepard.

         16  Again, I am the Zone Coordinator and Business

         17  Development Manager for the Southwest Brooklyn

         18  Industrial Development Corporation. Thanks for

         19  hearing me out this morning. Thanks to my colleagues

         20  for their terrific comments.

         21                 The Empire Zone Program is the

         22  State's only, well, not only, but most effective

         23  economic development tool to help attract and retain

         24  businesses and to reduce real estate speculation in

         25  intensely manufacturing based areas such as ours. It
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          2  is especially necessary in an urban economy where

          3  the cost of operating businesses is high. The

          4  businesses are in our area are food manufacturing,

          5  distributing food products to local restaurants.

          6                 The concrete manufacturers providing

          7  cement for construction projects throughout the City

          8  including the new World Trade Center site. There are

          9  steel manufacturers providing and assembling support

         10  beams for our buildings and schools. Coming up

         11  recently in the Brooklyn Army Terminal, we are going

         12  to have several more businesses coming in the

         13  medical industry and one of the ways we can get them

         14  in is with this economic development tool. Without

         15  these incentives, businesses are likely to move out

         16  of the City or more likely to move out of the City

         17  to Jersey or into Long Island, into Connecticut.

         18                 Transportation costs for those

         19  companies will go up as they service the City of New

         20  York. And this will, of course, result in higher

         21  costs of living for New York City residents and for

         22  businesses trying to do business. We are also in

         23  jeopardy, if the Zone's program doesn't work out, it

         24  would result as these companies leave, result in the

         25  loss of thousands of jobs. These jobs are typically
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          2  those that cater to low- educated individuals as

          3  well as those with low- angle skills. We have got

          4  lots of those in the area.

          5                 It is just a brief overview of the

          6  importance of the program. It is important for the

          7  City Council to understand that we have a major

          8  effort going on with the New York City Economic

          9  Development Corporation now going overseas, going to

         10  different states trying to recruit businesses to

         11  come to this City to do business because of our

         12  highly qualified potential employees, because of the

         13  market that is New York City and in order for them

         14  to make the case, they need programs like the Empire

         15  Zone Program; several of the incentives that are

         16  offered through the Department of Finance and the

         17  Department of Small Business Service. This is key.

         18                 I can tell you from personal

         19  experience anecdotally, I deal with this on a daily

         20  basis. I speak with businesses that have not

         21  converted their manufacturing buildings to office or

         22  residential because of the benefits that exist with

         23  the Empire Zone. I guess that's it.

         24                 CHAIRPERSON WHITE: I want to thank

         25  you for taking your time to come before the
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          2  Committee and give us your expertise on how the

          3  Zones are working and being administered to

          4  benefits. As outlined in the report, there is some

          5  alterations that probably could be made to stimulate

          6  and encourage more investment into our communities

          7  that provide more jobs which we really, really could

          8  use in areas where unemployment is high. We would be

          9  willing to work with you and work on your behalf to

         10  see that we shore up those areas that need to be

         11  shored up and to make the necessary alterations to

         12  improve the program so that we can move forward.

         13                 With that being said, I'd like to ask

         14  my colleague, Council Member Palma if she has any

         15  statement. There being none, I would like to thank

         16  you very much. I have a Michael Lee, Sharlynn Trasi

         17  and Mr. James Heyliger. Okay. What I am going to do

         18  right now is first of all thank everyone for

         19  participating in the hearing and the Economic

         20  Committee hearing of the 26th is adjourned.

         21                 (Hearing concluded at 12:09 p.m.)
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          9                 I, LORI SANTOMIERI, do hereby certify

         10  that the foregoing is a true and accurate transcript

         11  of the within proceeding.

         12                 I further certify that I am not

         13  related to any of the parties to this action by
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