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I. Introduction
On December 12, 2018, the Committee on Economic Development, chaired by Council Member Paul A. Vallone, held an oversight hearing entitled, “Amazon HQ2 – Stage 1: Exposing the Closed-Door Process.” This was the first oversight hearing of Amazon’s deal with the City of New York (the “City”) and the State of New York (the “State”) to establish its second headquarters in Long Island City, Queens. The Committee on Economic Development heard testimony from the New York City Economic Development Corporation (“NYCEDC”) and Amazon.com Services, Inc. (“Amazon”).
On January 30, 2019, the Committee of Finance, chaired by Council Member Daniel Dromm, will hold the Council’s second oversight hearing on Amazon’s deal, entitled “Amazon HQ2 – Stage 2: Does the Amazon Deal Deliver for New York City Residents?” At this hearing, the Council will conduct an in-depth review and evaluation of the economic and tax incentives offered to Amazon, as well as examine the citywide costs and impacts of the deal. The Committee on Finance has invited the Administration and Amazon to testify.
II. Background 
In September 2017, Amazon announced it was searching for a location for its second headquarters, a project called HQ2, with the promise of creating 50,000 new jobs over a span of ten years.
 A nationwide competition to lure the company ensued, with 238 cities across North America competing, including New York City.

In October 2017, the Empire State Development (“ESD”), on behalf of the State, submitted a package of four bids for four different regions around the state: Buffalo/Rochester, Syracuse/Utica/Mohawk Valley, Albany/Capital Region, and New York City/Long Island/Mid-

Hudson.
 According to public representations surrounding the bid, the Governor’s pitch for New York as a whole rested on its strength in key industries related to Amazon’s growth (tech, film, agriculture and food processing, logistics, aerospace, drone testing, and more), its $100 billion transportation infrastructure program, its skilled, educated, and diverse workforce, its robust and growing economy, and its commitment equitable economic progress.
 More specifically, the City proposed four business districts as potential sites for HQ2: Midtown West, Long Island City, the Brooklyn Tech Triangle, and Lower Manhattan.
 The City’s pitch focused on its large, educated workforce, the large number of Fortune 500 companies and startups located in the City, the high concentration of higher education institutions, diverse industry leaders, and strength in key industries related to Amazon’s growth such as tech, media, advertising, fashion, and advanced manufacturing.
 
In January 2018, Amazon released its short-list of 20 finalist cities for siting its second headquarters, including New York City.
 It conducted site visits and requested data from cities throughout the spring and summer of 2018, but little is known about the nature of the discussions with public officials, as all cities involved signed nondisclosure agreements and public officials tried to keep discussions secret.

On November 13, 2018, Amazon announced that it had selected Long Island City and Arlington, Virginia for its headquarters, splitting the 50,000 jobs equally between the two locations.
 It was also on this day that the parties released a non-binding Memorandum of Understanding (“MOU”) outlining certain understandings and agreements between the City, NYCEDC, ESD, and Amazon.

In New York City, Amazon promised to create at least 25,000 jobs by 2029, and up to 40,000 jobs by 2034, with an average annual salary of $150,000.
 It further promised to construct four million square feet of commercial space over ten years, with the possibility of expansion to eight million square feet over 15 years by spending up to $3.6 billion in capital investments.
 Officials estimate that the new headquarters will create an average of 1,300 direct construction jobs annually through 2033. Overall, officials estimate that the project will create more than 107,000 total direct and indirect jobs, generate over $14 billion in new tax revenue for the State, and a net of $13.5 billion in tax revenue for the City over the next 25 years,
 assuming Amazon hires the full 40,000 jobs and builds out the full eight million square feet of commercial space.
 
In return, Amazon will be eligible to receive at least $1.3 billion in as-of-right City tax incentives, up to $1.2 billion in State discretionary and up to $505 million in capital grant funds. Combined, this would total an approximate $3 billion financial incentive package for Amazon. While the value of as-of-right City tax incentives may end up being much higher,
  City and State officials have cited these numbers to argue the deal has a 9-to-1 return on investment.

III. Cost-Benefit Analysis 
NYCEDC, ESD, and a hired consultant conducted a cost-benefit analysis of locating Amazon’s second headquarters in New York City and issued reports, respectively.
 Combined, the reports formed the basis of the State and the City’s claims that the deal would provide a 9-to-1 return on investment.
 A closer review of the reports, however, reveals that they do not represent a comprehensive analysis of the universe of costs or benefits to the City because they are limited solely to an analysis of tax revenue versus tax abatement. 
NYCEDC’s analysis projects approximately $15.4 billion in new tax revenues as compared to $1.5 billion in incentive costs for the City over the following 25 years, yielding a net fiscal benefit of $13.9 billion.
 However, it should be noted that on the benefits side of the equation, NYCEDC’s tax revenue estimate was based on 40,000 new jobs, whereas the cost of expenditures assumed only 25,000 hires would be eligible for tax benefits.
 
In providing State-level estimates, ESD retained the Regional Economic Models, Inc. (“REMI”) to evaluate the potential economic and fiscal impacts. REMI estimated that the Amazon deal would lead to $8.96 billion in present value tax revenue over the span of a 25-year period, along with $1.4 billion in tax expenditures, to yield a 6:3:1 cost-benefit ratio for the State.
 While no total sum amount was included in the report, the Finance Division calculates that $8.96 billion in present value tax revenue would yield $14.1 billion in total revenue over the 25-year period. 
Accordingly, the $14.1 billion in additional tax revenue collected by the State with the $15.1 billion NYCEDC estimates for the City would yield over $27 billion in additional tax revenue, as compared to a combined $3 billion in financial incentives, for a reported cost-benefit ratio of 9:1. 
However, neither the NYCEDC analysis nor the ESD/REMI analysis accounted for the opportunity costs of either the expansion or the tax expenditures to be provided to Amazon. The reports also do not account for the higher costs for existing businesses and residents, or for the population inflow and infrastructure strain. As a result, the analyses that were released are more aptly described as revenue-incentive analyses than cost-benefit analyses and cannot serve as the ultimate examination of the true cost of the deal to the City (or the State) and further study and research is warranted.
 
IV. Fiscal Impact on the City’s Expense Budget
As alluded to above, the fiscal impacts of locating and operating Amazon’s HQ2 in Long Island City, Queens will inevitably come at a cost to the City beyond the amount of the tax expenditures, only some of which are already known publicly. First, is the cost to fund workforce development initiatives. As provided in the MOU, the City, ESD and Amazon have agreed to fund workforce development initiatives related to the project.
 Beginning in calendar year 2020, each party has agreed to make a $5 million initial investment, totaling $15 million, to fund various workforce development initiatives related to the deal.
 
Another currently identifiable fiscal impact is related to the cost of relocating staff of the Department of Education (“DOE”). Currently, the DOE houses approximately 1,000 staff members who work across different divisions of DOE, including the Office of Pupil Transportation, the Division of School Facilities and the Office of Food and Nutrition Services, at 44-36 Vernon Boulevard.
 Because that parcel will be part of the Amazon project site that will serve as HQ2, DOE will need to relocate those staff to an as-of-yet unidentified work site starting as early as 2022.
 In the coming years, DOE will need to identify a new location and begin to transition out of the space. 

In addition would be the cost of funding the City’s public school system. Amazon has agreed to house an intermediate school on or near its Long Island City campus, and provide internship and work-based opportunities for public high school students.
 Although the company has committed to providing a space for the school, the school will replace another school that had been previously proposed for the area. Additionally, the new school will likely not address the existing space constraints in the neighborhood. In Long Island City alone, schools that serve grades K-8 are at 102 percent capacity.
With the majority of the City’s overcrowded community school districts located in Queens, it’s unclear what the cost would be to fund the rapidly growing school system as a result of this deal.
  
Other fiscal impacts on the City’s expense budget that have not yet been quantified, but which can be reasonably anticipated, include the cost for funding critical infrastructure improvements in Queens, the cost of developing residential housing for the new workforce, and the cost for allocating additional resources for fire and public safety protection.
V. Tax Incentives Overview
City and State officials have identified four major financial incentives for which Amazon will qualify. The MOU that serves as the basis of the agreement, outlines only two tax with any specificity, both of which are run through the State. Those two programs, the Excelsior Jobs Program and a Capital Grant, are valued (and capped) in the MOU at a value of about $1.7 billion.
 The MOU also obligates the City and State to assist, as it would any applicant, with any as-of-right tax incentives for which Amazon would be eligible.
 This alludes to the two City run as-of-right tax incentive programs for which Amazon will likely be eligible. While initial press releases cited these programs as having a potential value of $1.3 billion, the value of these programs depends on the level of investment made, and unlike the State programs, are not capped. Therefore, the actual cost of these as-of-right benefits may be higher than initially cited.

The State incentives come from the Excelsior Jobs Program and ESD capital grant funds. Excelsior Jobs Program, a discretionary tax incentive program, offers a tax credit worth up to 6.85 percent of the annual salary for each new job created and a two percent credit for eligible investments.
 The schedule for Amazon’s Excelsior tax credits in the MOU is based on Amazon creating 25,000 new jobs and making capital investments of $2.3 billion over ten years.
 Amazon estimates that the Excelsior credit will equate to approximately $48,000 per job for 25,000 jobs with an average salary of $150,000.
 Pursuant to the MOU, Amazon committed to creating 25,000 jobs by June 30, 2028, and sustaining that employment level through January 1, 2029 in order to qualify for the Excelsior Jobs Program.
 The ESD capital grant, which is based on a schedule of grant disbursement that ties it to the same cumulative job creation and annual investment commitments as the Excelsior credits, will reimburse Amazon for capital costs associated with its office build out at $75 per square foot, up to a maximum of $480 million, and costs of site preparation and infrastructure improvements up to a maximum of $25 million, for a total of $505 million.

The two City tax incentives are as-of-right programs designed to encourage commercial development and job creation outside of Manhattan’s central business district: the Industrial and Commercial Abatement Program (“ICAP”) and the Relocation and Employment Assistance Program (“REAP”). Under ICAP, Amazon would be eligible for a property tax abatement that would partially and temporarily offset any increase in property taxes caused by construction.
 The initial press release cited this benefit having a value of $386 million,
 however since this tax break is a function of changes in property tax liabilities, Council Finance estimates the true cost may be as high as $830 million if Amazon constructs eight million square feet as potentially envisioned. Under REAP, eligible taxpayers can receive a $3,000 per-full-time-employee business tax credit for up to 12 years for locating in certain areas zoned for commercial or manufacturing revitalization (Amazon’s Long Island City Campus falls in the eligible zones).
 The City estimates that Amazon’s REAP benefits will be worth $897 million through 2038.
 That number only reflects a 25,000 job number, but if Amazon hires 40,000 jobs, the cost may be as high as $1.44 billion.
Finally, Amazon may also qualify for federal capital gains tax incentives by virtue of Long Island City’s location in a so-called “opportunity zone.” The federal Tax Cuts and Jobs Act of 2017 established tax benefits for private investors who invest in economically-distressed communities (known as an opportunity zones), designated as a low-income census tract with an individual poverty rate of at least 20 percent and median family income no greater than 80 percent of the area median.
 In 2018, the New York State designated a waterfront census tract within Amazon’s development sites as an opportunity zone, as well as several impoverished tracts in other areas of Long Island City, including the Queensbridge Houses.
 Under this tax incentive, Amazon and/or its investors may benefit from deferring and possibly reducing the amount of taxes to be paid on capital gains on its residential or commercial developments.

VI. City Tax Expenditures
A. Industrial and Commercial Abatement Program 

ICAP, administered by the New York City Department of Finance (“DOF”), provides a partial exemption from or abatements of property taxes for periods of up to 25 years for eligible industrial and commercial buildings.
 To qualify for a property tax abatement, industrial and commercial buildings must be constructed, modernized, rehabilitated, expanded, or otherwise physically improved.
 New commercial construction may be located anywhere in the City of New York with the exception of the area lying south of the center line of 96th Street in the borough of Manhattan.
 Commercial renovations may be located anywhere in the City except between 59th Street and 96th Street in the borough of Manhattan, which includes north side of 59th street and south side of 96th street).

For commercial construction properties, businesses must meet the minimum required expenditure of at least 30% of their taxable assessed value in the tax year with a taxable status date immediately preceding the issuance of the first building permit, or if no permit was required, the commencement of construction.
 For an industrial construction project, businesses must meet the minimum required expenditure of at least 40% of their taxable assessed value to be eligible for an additional abatement.
 Construction of any building or structure must be completed no later than five years from the date of issuance of the first building permit, or if no permit is required, from the start of construction.
 
As the tax break is a function of the change in tax liability caused by the construction, and the exact amount of construction is variable, with estimates between four million and eight million square feet, the exact value of ICAP to the deal is not set. The initial press release cited a value of $386 million,
 while a report provided by EDC to the City Council cited a ICAP benefit of $618 million.
 Council Finance, using the Citibank tower in Long Island City as a model, estimates that ICAP could be worth as much as $830 million to Amazon if the company builds out the full eight million square feet it included in the proposal.
Some of the property that is earmarked for the Amazon site are to remain in City control
 which mean those sites are technically not eligible for ICAP. However, the terms of the MOU require Amazon to make payments equivalent to what they would have paid in property taxes had they owned the property outright, including any tax abatements for which they would have been eligible. So, while Amazon will technically not receive ICAP on the City-owned sites, the negotiated MOU effectively does provide Amazon a benefit equal to ICAP on those sites.
B. Relocation and Employment Assistance Program 

Similar to ICAP, REAP is a program administered by DOF, which provides a refundable business tax credit for commercial and industrial businesses relocating to designated areas of New York City and making capital improvements to their space.
 To be eligible to receive the benefit, businesses must demonstrate that they have moved at least one employee from outside of New York City or below 96th Street in the Borough to Manhattan to a designed location above 96th Street or in one of the other four boroughs.
 
Under REAP, an annual credit of $3,000 may be granted per eligible employee, or “eligible aggregate employment share”, for relocating to an eligible location.
 Eligible taxpayers that meet this requirement may be able receive a credit for up to 12 years (beginning with the taxable year in which the business relocates).
 
To qualify for the tax credit, businesses must have conducted substantial business operations either outside New York City or below 96th Street in Manhattan for at least 24 consecutive months immediately before relocating to the eligible location.
 Eligible locations include nonresidential properties that have been either improved either by construction or renovation.
 A credit may not be provided for the relocation of any retail or hotel services in an eligible location.

Under REAP no eligible business, or special eligible business, may receive the tax credit until the premises in which it is claiming meets the requirements in the definition of “eligible premises,” and until it has obtained a certification of eligibility and an annual certification from DOF as to the number of eligible aggregate employment shares maintained by the business that qualify for obtaining a tax credit.
 The credit may be applied against the NYC General Corporation Tax, Banking Corporation Tax, Unincorporated Business Tax, and/or Utility Tax.

Using the schedule of job creation commitments associated with the Excelsior Job Program credits, the potential total REAP credit by 2039 is approximately $900 million, assuming the creation of 25,000 jobs.
 If Amazon creates 40,000 jobs, the total REAP credit could reach $1.44 billion.

VII. State Tax Expenditures and Grants
A. Excelsior Jobs Program
Enacted in 2010, the Excelsior Jobs Program is a New York State tax discretionary incentive that encourages businesses to expand in and relocate to New York while maintaining strict accountability standards to guarantee that businesses deliver on job and investment commitments.
 Firms in the program may qualify for four fully refundable tax credits.
  Businesses that are accepted into the program can receive these tax credits at the end of each calendar year for a period of up to ten years.
  To earn credits, businesses must first meet and maintain established job and investment thresholds outlined in the Program’s eligibility requirements, which are the following:
· Excelsior Jobs Tax Credit:  A credit of 6.85 percent of wages per net new job.

· Excelsior Investment Tax Credit:  A credit valued at two percent of qualified investments.

· Excelsior Research and Development Tax Credit:  A credit of 50 percent of the portion of the Federal Research and Development tax with up to six percent of the qualified research and development expenditures attributable to activities conducted in New York.

· Excelsior Real Property Tax Credit: A credit available to firms who either qualified as a regionally significant project or is located in an investment zone.

In order to be eligible under the Excelsior Jobs Program, the business must be operating predominantly in a strategic industry and meet the respective job requirements for that strategic industry or be a regionally significant project.
 A business is determined to be operating predominantly in a strategic industry, or as a regionally significant project, by the nature of the business activity at the location for the proposed project.
 
In addition to the other eligibility requirements, a business must be in substantial compliance with all worker protection and environmental laws and regulations, not owe past due state or local taxes, and must demonstrate that it has satisfied the job requirements for strategic industries or the job and investment requirements.
 
Pursuant to the MOU, Amazon has committed to employ, at minimum, 25,000 new, full-time, permanent employees at the project site by June 30, 2028, and make qualifying capital investments of $2.3 billion through 2028.
 New positions may not be filled by transferring employees from one of Amazon’s other New York State locations to the new headquarters.
 Amazon will be required to maintain a full-time permanent employee on the payroll for more than six months a year in order to qualify for the program’s benefits.
 In order to receive the benefits, Amazon will need to meet and maintain the employment commitments through January 1, 2029.
 

Amazon could potentially receive approximately $1.1 billion in job growth credits and $46 million in investment credits, totaling $1.2 billion.

B. Empire State Development Capital Grant

The $505 million capital grant will reimburse Amazon for capital costs associated with office buildout valued at $75 per square foot, not exceeding $480 million, and costs for a portion of site preparation and infrastructure improvements valued at $25 million, for a total of $505 million.
 The grant will be disbursed annually for a period of up to 15 years when the full investment milestone for each year has been achieved.
 
The incentive proposal includes a schedule of grant disbursement that ties to cumulative job creation and annual investment commitments for the Excelsior credits. According to the MOU, if Amazon creates 25,000 jobs by 2028, the capital grant can reach a maximum of $325 million.
 If job creation reaches 40,000 by 2033, an additional $180 million will be available, bringing the total disbursement value to $505 million.
  
The table provided below sets forth how grants funds will be disbursed, when grant funds will be subject to recapture and how Amazon can recover grant funds that have been recaptured, as provided in the MOU:

	Project Year
	Net New Jobs (Cumulative)
	Investment
	Disbursement

	2019
	700
	$64,512,000
	$33,400,000

	2020
	2,900
	$202,752,000
	$26,400,000

	2021
	5,900
	$276,480,000
	$36,000,000

	2022
	7,900
	$184,320,000
	$24,000,000

	2023
	11,900
	$368,640,000
	$48,000,000

	2024
	15,900
	$368,640,000
	$48,000,000

	2025
	17,900
	$184,320,000
	$24,000,000

	2026
	20,789
	$266,250,240
	$34,668,000

	2027
	23,150
	$217,589,760
	$28,332,000

	2028
	25,000
	$170,496,000
	$22,200,000

	2029
	26,500
	$138,240,000
	$18,000,000

	2030
	27,750
	$115,200,000
	$15,000,000

	2031
	31,750
	$368,640,000
	$48,000,000

	2032
	35,000
	$299,520,000
	$39,000,000

	2033
	40,000
	$460,800,000
	$60,000,000

	2034
	40,000
	0
	0

	2035
	40,000
	0
	0

	2036
	40,000
	0
	0


ESD will disburse grant funds provided that Amazon makes 100 percent of the required investment for the particular year, and achieves 85 percent of the net new jobs for the particular year.
 If Amazon fails to meet these requirements for any year, ESD will withhold grant funds until the disbursements requirements have been met.
 If the number of new jobs for any year is not met, ESD reserves the right to recapture the grant funds disbursed for the prior two years.

VIII. Federal Opportunity Zone Tax Incentives
A new set of federal tax incentives, known as the “opportunity zone” incentive under the Tax Cuts and Jobs Act of 2017, could boost returns on investments made by Amazon or private investors in residential or commercial developments to support Amazon's workforce and their families. Pursuant to the authorizing statute, state governors had the discretion to nominate a limited number of census tracts within their states that were either (a) low-income, as defined by statute, or (b) having no more than 125% of the median family income of contiguous low-income tract.
 Designations of qualified opportunity zones were finalized in summer 2018.
 

The opportunity zone provision offers tax benefits to investors with unrealized capital gains — gains in the value of investments, like stock, that the government hasn’t yet taxed because investors haven’t yet sold them.
 Under the provision, investors who sell such investments can defer the capital gains taxes that are otherwise due by rolling the amount of the gains into funds (known as opportunity zone funds) that would invest in opportunity zones.
 
Under the deal, Amazon could launch a qualified opportunity fund to finance its headquarters building or buildings using its own capital gains or raise capital from private investors. Financing any Amazon property on the proposed sites through such qualified opportunity fund would allow Amazon and/or its investors to defer and possibly reduce the amount of taxes to be paid on such capital gains.
 
The planned site for the Amazon HQ2 New York office, which is located within a designed opportunity zone, is provided in Figure 1 below.

[image: image2.emf]
IX. PILOT and Infrastructure Fund
In addition to the tax incentives, Amazon has agreed to make payments in lieu of taxes (“PILOT”) “in an amount equal to the real property taxes that would otherwise be due with respect to land and improvements if such property were not otherwise exempt from real property taxes, less the amount of any as-of-right real property tax abatements applicable to the property.”
 As prescribed in the MOU, each public development site leased by ESD to Amazon will be subject to a PILOT throughout the term of the lease.
  PILOTs on private development site leases; however, will be limited to the period ending upon the reconveyance of the site to Amazon or its designee, after the issuance of a temporary certificate of occupancy for improvements for those sites.

PILOTs are made to compensate local municipalities for some or all of the tax revenue that it loses because of the nature of the ownership or use of real property.
 PILOTs on real estate located in a redevelopment project area which, under a real property tax increment allocation redevelopment statute, are equal to an amount of tax that would have been collected on an increased assessed valuation of property after improvements.
 Manufacturing, industrial, and not-for-profit companies may receive property tax incentives through these types of agreements with government agencies.
 The New York City Industrial Development Agency and NYCEDC have the authority to issue these agreements for the City, and DOF calculates, bills and collects most PILOT payments.

In this deal, ESD will assign at least 50 percent of the PILOT from the public development sites to an Infrastructure Fund managed by NYCEDC, and the remainder to go into to the City’s general fund.
 Pursuant to the MOU, the Infrastructure Fund will not be subject to the City’s regular budget process, but allocated by the sole discretion of NYCEDC:

“shall be used to pay for any infrastructure improvements (including but not limited to streets, sidewalks, utility relocations, environmental remediation, public open space, transportation, schools and signage) outside of the Development Sites (but within a to-be-determined geographical area within Long Island City) and for such additional uses to be determined by NYCEDC on a discretionary basis after giving consideration to the recommendations of an Advisory Board to be appointed by the Public Parties.”

The PILOTs will be equal to the amount of taxes that would be due if the land were not tax exempt, minus the amount of any applicable as-of-right property tax abatements, such as those under ICAP.
 As a result, for the first 11 years the PILOT will be equivalent to the property tax due only on 115 percent of the initial assessed value of the property, excluding the assessed value of improvements Amazon makes.
 As ICAP phases out, the PILOT will increase to apply to the assessed value of the improvements made by Amazon.

X. Conclusion

At this hearing, the Committee looks forward to learning more about the details on the various tax incentives Amazon is expected to receive, and whether the deal, after being evaluated more comprehensively, stands to deliver to New York City residents. 
Appendix A
Does the Amazon Deal Deliver for New York City Residents? 
A Preliminary Equitable Growth Evaluation 
prepared by the New York City Council Finance Division
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