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SENATOR DeFRANCI SCO.  This is the
Fi nance Commttee, and the Investigations and
Government Operations Committee, and Carl Marcellino
and I will be chairing these hearings.

These hearings include today's in Al bany;
tomorrow i n Syracuse; Septenber 12th in Buffalo;
Cctober 3rd in Long Island, in Mneol a; and
New York City on Qctober 4th.

And the purpose is to get comments concerning
how the tax structure can be refornmed in the state
of New YorKk.

Now, we've nade sone strides in inproving the
tax climate in the state of New York, with tax
reductions for manufacturers; small businesses,
payi ng under the personal inconme tax; and for
m ddl e-cl ass taxpayers; as well as the property-tax
cap.

The cap is estimated to have saved
1.26 billion in school taxes alone, just in the
first two years. As the cap goes forward, the
savings will grow substantially greater.

However, we still have work to be done to
make our system conpetitive with other states.

The purpose of these hearings is to devel op

recommendati ons for the upcom ng budget cycle, since
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that's the nost |likely place that any of these
changes coul d ever happen, to provide the taxpayers
of New York with tax reform

The need for tax reformcries out when you
consi der the follow ng:

Qur tax codes is far too conpl ex.

The personal incone tax is 15 different
nodi fications to federal adjusted gross incone, and
45 different credits.

The corporate franchise tax is
5 nodifications to the federal "Ad," and 35 --
that's adjusted gross incone -- and 35 different
credits.

Most of these credits and nodifications are
designed to benefit a |limted nunber of taxpayers.

The average taxpayer cannot fill out his own
taxes without the assistance of a tax professional
or tax software.

Corporate franchise tax filings are sent to
the tax departnent in boxes, not envel opes.

New York has been determ ned to be the |east
busi ness-friendly of the 50 states by the
Tax Foundation, a nmenber of which will be testifying
t oday.

The nost inportant factor in attaining this
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50t h ranki ng was that New York is nunber one in
state and | ocal tax burden, and that's where the tax
cap al so was hel pful.

New Yor k has gai ned 110,500 private-sector
jobs in the last year -- that's June '12 to
June '13 -- however, that equals a rate of growth of
just 1.49 percent, which ranks 31st in the nation,
over one-half of 1 percent bel ow the national
aver age.

I n August 5th "Gannett News" article, it was
reported that New York had about 59,200 |ayoffs
bet ween January and July, 60 percent nore than the
sanme period | ast year.

According to Challenger, Gay & Christmas, a
Chi cago- based pl acenent firm these heavy cuts are,
in part, due to New York's core industries,
i ncluding the financial sector, cutting nore than
26, 500 j obs.

This is a sobering thought when one considers
t he heavy reliance New York has on tax revenues from
t he financial sector.

And |'ve got all other different types of
i ndications as to why these tax hearings are
necessary, and, it's not only upstate, it's al

t hroughout the state of New York
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However, there is sone glimer of hope,
nati onwi de. Many states are cutting taxes.

North Carolina just enacted a major
restructuring of both personal incone taxes,
corporate taxes, and sal es taxes;

| ndi ana cut personal income taxes, business
t axes, and repeal ed the inheritance tax;

Okl ahoma cut personal income taxes;

Virginia cut fuel taxes;

And | daho cut busi ness and personal - property
t axes;

Nort h Dakota cut personal incone taxes by
20 percent, fueled by an oil boomin that state;

Kansas cut personal incone taxes by up to
24 percent, and elimnated taxes on small busi nesses
payi ng under the personal incone tax.

So it can be done, but by other states doing
it, it puts us further and further behind.

So what we're going to do today, we have a
list of speakers, and I'mgoing to call on
Carl Marcellino also to speak, but | just wanted to
nmenti on, procedurally:

The way we've got it, is each speaker is
15 minutes for their remarks, plus comments. |It's

kind of tight, so, obviously, if we need additional
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time, but, please -- we'll provide it.

But, please, don't just read a singl e-spaced
8- page report, because it just doesn't -- it --
wel |, we've got the reports, the statenents, that
you gave us.

|"d really appreciate a nore
conversational -type di scussion here, so that we can
really get something out of these hearings for a
productive result.

So, with that said, I'mgoing to ask Carl if
he has any -- Carl Marcellino has any additional
coment s.

SENATOR MARCELLI NO  Thank you, John

A pl easure to be here.

It seens |ike everyplace you | ook, every tine
you turn around, New York is taxing somnething.
Everything in New York is taxed, including our
patience, and the limtation, and what my coll eague
John DeFranci sco was saying in his opening
remarks, is that we are in conpetition with the rest
of the states, especially the ones around us.

We are in conpetition with our friends to the
north in Canada, we are in conpetition with our
friends to the south, in Puerto Rico and the

Virgin Islands and ot her places, where busi nesses
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are |l ooking to go, people are |looking to take their
weal th, and nove it so that it doesn't get taxed.

Now, it's difficult to avoid the federal
i ncome tax wherever you go, but it's not that
difficult to avoid local taxes -- state and | ocal
t axes.

So if you go to a place that isn't taxed, it
doesn't have a state incone tax, or they've cut
their taxes, we are no | onger conpetitive.

We're creating jobs, that's true, but many of
those jobs are part tinme, they're not up to what
t hey once were, salaries are not the equival ent of
what they once were.

So in a sense, we're falling behind, and
we've got to find a way to make and keep New York
conpetitive so we don't | ose popul ations, so we
don't | ose our young people. They cone here, they
go to our colleges, they get a first-class great
educati onal background, and then | eave; take their
brains, take their ingenuity, and take their
di scoveries and creations, and nove to other places
where the climate is nore friendly, and perhaps even
the weather is a little nmore friendly.

But, we want to keep them here in New York

W want to keep New York nunber one, the
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Enpire State.
That's the purpose of this -- of these

heari ngs that John and | are hol ding throughout the

state, and a report will be issued at the end so
that we'll nmove ahead with recomrendati ons, so that
we can -- so our colleagues can have it and share it

and see it.

This is being videoed, and if anyone woul d
like to watch this again, you ve got to be sick,
but, if you want to watch this again, it will be
there, it will be provided for you, on the State
website, so you can see that, and hear it, in case
you mi ssed sonething that is inportant.

| anticipate fromthe | ook of the speakers,
that we're going to have sone interesting coments
and sonme very val uable conments, that will be made
here, and sone good ideas will come forward.

" m | ooking, and |I'm hoping to hear, creative
ideas. Not just, this is bad, this is bad, this is
bad, this is bad.

" m | ooking for some positive thought; sone
i deas that we can bring back to our coll eagues, and
t he Governor, so that we can work together, and as
John sai d, probably through the budget process, but

legislatively if necessary, to do it that way if we
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have to.

But the budget process, | think, is probably
the nore appropriate |ocation for stuff that we're
| ooking at in creating a new tax platform

So, with that, I'Il turn it back to John, and
we can introduce our fell ows.

SENATOR DeFRANCI SCO  kay, first we have
Senat or Liz Krueger, the ranking nenber on the
Senat e Finance Conmittee;

To nmy far right, Dave Val esky, a fell ow
Syracusan,

And Senat or Marchione fromthe North Country.

And barring anyone who really needs to nake
an opening statenent, | would like to get into the
testinmony at this point.

|, in advance, thank all the speakers. W' ve
got sonme great speakers with a | ot of great
knowl edge in this area, the first of which being,
E.J. McMahon, executive director of the
Enpire Center for New York policy.

E.J. McMAHON: Good norning, and thank you
very much, Senators DeFranci sco, Mrcellino,
Krueger, Val esky, and Marchi one.

Thank you very nuch for this opportunity.

| don't knowif you'd call this the best -- a
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better tine than any other to start --

SENATOR MARCELLINO E.J., can you bring that
m c closer, and nake sure it's on?

E.J. McMAHON. kay.

Is that any better?

SENATOR MARCELLI NO  Yes.

E.J. McMAHON. kay.

Senators, thank you for this opportunity.

| don't knowif |I'd say there's never been a
better tine for you to start |ooking at tax reform
but I think it's an opportune nonment, and | think
it's actually overdue, if you really get into the
sweepi ng structural issues associated with tax
reform

There's nmacroeconom c factors that also | end
t hensel ves to this.

And while | don't have an 8-page
si ngl e-spaced statenent fromwhich I'Il read
verbatim | do have a two-and-three-quarter-page
statement to which I will refer, to make sure
| don't miss sone points that | want to make.

|"ve also given you an article | wote for
t he "Al bany Governnment Law Review," that went into
sonme detail on the history of our personal incone

tax in particular, and on aspects of the tax changes
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enacted in 2011, for your reference.

As you know, Wall Street, which really has
been our cash cow for 20 years, in terns of nargina
revenue growh, is retrenching in an era of slower
econonmic growh in the new econony that we're faced
with.

Busi nesses are less willing to shoul der costs
t hey can avoid by noving el sewhere or investing
el sewhere

And | don't think I need to point out that
nost states can offer, in different ways, a
| ower - cost busi ness environnment than New York
especially when we're tal king about the downstate
regi on where the bul k of our econony is focused.

And while we have certain conpetitive
advant ages, as an -- that we offer economcally, as
a state, we can't sinply rely on those advantage and
ignore the high tax toll we inpose, on entrepreneurs
in particular.

Unfortunately, the State's enacted a series
of major tax increases since 2009, including, what
| think is inmportant to point out, is the |argest
single income tax increase since the 1960s.

Only a portion of that supposedly tenporary

i ncrease was rolled back by the tenporary changes
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you enacted in 2011.

And the net effect of the budget you just
enacted was to extend a net $5 billion in,
supposedl y, tenporary tax increases over the next
four fiscal years, up to 2 billion-plus a year, on
an annual basi s.

Meanwhi | e, despite | ast Decenber's
fiscal-cliff deal in Washington, tax policy on the
federal level is unsettled. | think we all need to
recogni ze that.

And when it is settled, it could be settled
in a direction that would be unsettling for
New Yor k.

| can't point out strongly enough that
Presi dent (bana wants to strict -- to pretty
severely curtail the deductibility of state and
| ocal income taxes for high-income payers, and that,
actual Iy, nost congressional Republicans are
inclined to go along with that idea. Many would
like to tightly cap item zed deductions, and there
is quite a bit of support for elimnating the
deduction for state and |ocal incone taxes.

That woul d hit New York harder, and
especially our tax base, in general, than any other

state -- any other single state.
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And in terns of total incone, it would --
only California would rival us.

| think we al so should recognize that our
| ast true structural tax reform dates back to 1987

And that since the enactnent of the 1995 Tax
Relief Act, which was -- would be CGeorge Pataki tax
cut, and our last significant broad-based tax cut.

The general drift of state tax policy has
been to toward targeted tax breaks.

The result is a tax code increasingly
cluttered with credits, deductions, and ot her
| oophol es driven nore by short-term policy goals and
political considerations than by the basic
principles of tax fairness, efficiency, sinplicity,
visibility, and last, but not |east,
conpetitiveness.

The epitonme of this tendency is the newy
enacted program known "as Start-Up NY," al so known
as "Tax-Free Ny."

The tax breaks offered through this program
will be mcrotargeted to coll ege canpuses and sites
near canpuses, necessarily entailing -- and let ne
stress, "necessarily,” under its own terns, it's
difficult to do it any other way -- a conpl ex

mul ti-step planning and application process,
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ultimately controlled out of the Executive Chanber.

If there's one positive thing that can be
said about Start-Up NY, is that it is so extrenme in
its targeting, and the tax benefits offered in those
m crotargeted areas are so large, that it really
calls attention to how far we've gone, in fact, gone
too far, in our efforts to very narrowmy offer tax
benefits to sone and not to all.

|"d respectfully suggest it's tine to turn
away fromtargeting, and to place a renewed enphasis
on devel oping a tax code designed to encourage al
busi nesses to cone to New York or to stay in
New Yor k, encouraging themto invest, hire, and grow
anywhere in New York that suits their purposes, and
as part of this change to reverse policies and
encour age sone econom cal ly successful New Yorkers

to take their capital el sewhere.

Now, | have sone reconmendations in three
areas. This is no neans neant -- by no nean neant
to be all-inclusive. 1It's sinply touching across

the surface of sone major thenmes that I would |ike
to lay out for you, and then we can di scuss.
Starting with the personal incone tax:
So as | alluded to earlier, in 2009, the

| egi sl ature and governor tenporarily raised our top
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rate from6.85 percent to 8.97 on rates as low -- on
i ncome then as | ow as $200, 000.

And | should point out that, in a case of
that increase, and in your subsequent extension of
the increase, the tax increases apply to all taxable
income. It was, essentially, a flat tax on al
i ncome, not just a marginal rate.

That makes it, for nost of the taxpayers
af fected, a higher tax than you'll find in sone
states with higher rates, such as New Jersey.

I n Decenber of 2011, a tenporary higher rate
of 8.82 percent was extended for three nore years on
income starting at a mllion for individuals and
2 mllion for couples, but it's continued to apply
as a flat tax on all taxable incone.

As part of the current budget, this increase,
which is a not-insignificant 29 percent tax
i ncrease, which is nearly $40,000 for couples
affected by it, was pushed out to 2017.

The tenporary changes of the past severa
years were added to a PIT code that's becone nore
conpl ex and opaque since the enactnent of the
Tax Relief Act of 1995.

For exanple: Qur tax formis now four-pages

long. It's twice as long as the Federal 1040 form
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And that doesn't include the extra paperwork
necessary to claimall of the income, tax credits,
that you cited in your opening statenment, Senator.

W need to nove in the opposite direction,
back to a sinpler, flatter tax structure.

And | woul d suggest three ways to go to
acconplish that:

First, immedi ately begin a phase out of the
so-called "mllionaire bracket" of 8.82 percent.

Commenci ng with the next budget, the rate
shoul d drop by a half a percentage point a year,
culmnating in a sunset at the end of tax year 2017.

A tax increase that's supposedly tenporary,
but is actually very significant, that,
theoretically, is going to expire all at once at the
end of some period of time, is something that is
built to be extended indefinitely.

You're creating a fiscal cliff for yourself
by doing that.

Two, pernmanently enact the tenporary
provision indexing to inflation, all tax brackets,
per sonal exenptions, and standards deducti ons.

The federal government, as you know, did that
over 30 years ago.

It's high time we did it pernmanently.
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Third, aimto achieve a sinpler, nore
efficient, and conpetitive tax structure by
broadeni ng the tax based to the extent possible,
reduci ng al | owabl e deducti ons whil e expandi ng
personal exenptions, and pulling down the narginal
rate to the extent that you can.

I"d like to now turn to a second subject that
| think has not gotten as nuch discussion as it
deserves, and that's our estate tax.

We're now one of only 19 states, a nunber
that's been dwi ndling, that continue to inpose
either an inheritance tax or an estate tax, or both,
and this is leaving us at a significant conpetitive
di sadvant age.

However you may feel about the estate tax,
sonmetimes referred to by as the so-called
"death tax," regardl ess of how you feel about that
as a tax policy, in general, or on the federal
| evel, the fact of the matter is now, that we are
part of a dwindling -- one of a dw ndling nunber of
states that still inpose it, and that's a
di sadvant age.

It's inposed at a rate of 16 percent on
estates valued at over $1 mllion. [It's

particularly harnful to owners of fam |y businesses
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and farns.

Renenber, that includes primary residences,
and even life insurance, so it's not that hard to
reach a mllion dollars.

Senat or DeFranci sco's proposed taking an
important first step in the right direction, by
rai sing the taxable threshold, from1l mllion, to
the federal level of 5 mllion.

And t he revenue inpact of that would be
negligible, and so | think it's an obvi ous step, but
| think we also need to go further.

The goal should be nothing | ess than a
phased-in elimnation of the estate tax, which, of
course, because it raises a billion dollars a year,
woul d have to be phased in.

Keep in mnd, however, that the revenue from
this tax is offset to a degree as yet unknown, by
ongoi ng econom ¢ and revenue | osses resulting from
encour agi ng sone hi gh-net-worth househol ds to nove
el sewhere, taking their incomes, their philanthropy,
and ot her economic activity with them

Wth a maximumrate of 7.1 percent, our
corporation franchise tax, on a statewide level, is
| oner than those of neighboring states.

However, it should be noted that that
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30-year-old Metropolitan Transit District surcharge
in the New York City region actually boosts this tax
to 8.3 percent throughout that region.

And in New York City, with the corporate tax
rate there, it's over -- a conbined federal, state,
and |l ocal rate of over 16 percent.

As you know, many busi nesses have a choi ce of
organi zing in ways that subject themto one tax or
t he ot her.

You' ve taken steps to allow small businesses
to file under the personal rate.

But | think that, to achieve true neutrality,
you want to align all of your rates, personal and
corporate, at the same |evel to avoid econom c
distortions, with the goal of reducing the statew de
tax to an absol ute m ni mum

When county and New York City rates are
i ncluded, turning to another subject, we al so have
one of the nation's highest sal es and use taxes.

By broadeni ng the taxable base for the sales
and use tax to include, for exanple, personal and
prof essi onal services now exenpt fromthe tax, you
coul d rai se enough revenue to put a dent in the
current rate, which, typically, is at |east

8 percent in nost parts of the state.
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In addition, if you assune enactnent of the
proposed federal "Main Street" |egislation, which
woul d clear the way for uniformtaxation of online
sales, if that happens, there's two things | would
suggest that need to be done:

First, is to direct the tax departnment to
report within the year on the anount of revenue --
added revenue this tax is generating.

Based on that finding, secondly, conmt
yourself to reducing the sales-tax rate by a like
anount; that is, if it raises $600 mllion in
revenue, or, about 5 percent of current tax
col l ections, you could reduce the rate by 20 basis

points on the state |evel, and encourage |ocal cuts

as wel | .

Now, again, these reconmendations are just a
start. |'ve just cut across the surface of sone
maj or tax themes, but, in the time left, |I'd be

happy to engage in a discussion of what sone of the
i mplications of these things are, and other ideas.
Thank you.
SENATOR DeFRANCI SCO.  Thank you.
Any questions?
SENATOR VALESKY: Yes, just one.
SENATOR DeFRANCI SCO  Senat or Val esky.
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SENATOR VALESKY: E.J., thanks for your
t esti nony.

I"'mfamliar with, certainly, nost of these
proposal s and thoughts that you've shared with us
t hi s norni ng.

|"'mless famliar with the -- your |ast
point, in regard to enactnent of the proposed
federal "Main Street" |egislation.

Are you -- when you say "assum ng enactnent,"”
how confident are you that the federal governnent is
going to do that?

|"mjust not that famliar with it.

E.J. MMAHON: |'m not how confident to be at
this stage.

For a while it was noving, and now it seens
uncl ear whether it is noving.

Your next speaker m ght have nore light to
shed on that.

SENATOR VALESKY: Ckay.

E.J. MMAHON: But, since it's definitely a
possibility, and a stronger possibility than it has
been at any point in the Internet Era, it is
sonmething to be aware of.

And | think that we -- the State shoul d

commt itself now, especially given our very high
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rates, to not sinply glomm ng onto the added revenue
and doi ng not hi ng.

It's an opportunity, if you have a one-tine
bunp-up, but a pernmanent bunp-up, in revenue
resulting fromthis.

It may not be quite as | arge as sone people
have inplied, but whatever it is, | think it's an
opportunity to begin whittling away at the rate,
which is quite high

SENATOR VALESKY: Ckay, thank you.

E.J. McMAHON: You're wel cone.

SENATOR DeFRANCI SCO.  Senat or Krueger.

SENATOR KRUEGER: Good norni ng, how are you?

E.J. McMAHON. Good norni ng.

SENATOR KRUEGER: As we have di scussed on any
nunber of tinmes, while we may have different
political ideologies, we cone full circle when it
comes to tax policy, very often

And | appreciate your analysis, and | find
nmyself in great agreenment with nuch of what you
pr oposed.

| wanted to junp back to your discussion of
two different ways to file taxes as a business in
New York, and the -- | forgot the termyou used,

| don't think you have it witten down, but the rea
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differentiations we see in how nmuch taxes are being
paid by whom and the -- | share your agreenent, the
probl ems when two busi nesses may, in fact be very
parallel in everything, except the taxes they pay.

Coul d you give us a couple of exanples?

E.J. MMAHON: To oversinplify -- at the risk
of greatly oversinplifying:

Two businesses, and it could be a service
busi ness or a manufacturing business, not tiny, but
call them"smallish," okay, enploying a couple of
hundred people. &Goss revenues of a few
mllion dollars a year.

For one reason or another, one of those
conpani es may be organi zed as a C corporation, fully
incorporated. It is Service Corporation, Inc.;

And the other may be a Subchapter S
corporation, organized as some sort of partnership
with some multiple personal owners.

And dependi ng on, especially their -- and
also their location in the state, they could be
subject to two different -- one would be subject to
Article 9-A, and the other could be subject to
personal incone tax.

Now, we've taken strides to kind of reduce

the differential -- any differential in the way we
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tax them but the ideal for tax reformis to sinply
treat them as alike as possible.

We do offer credits.

For instance, if they're a manufacturing
busi ness, and you're eligible for an investnment tax
credit, | believe you can claimthe tax credit
agai nst incone, both, as partners in a Sub S, and
as -- or as -- an Article 9-A C corp can use that
credit to reduce its tax burden.

So, there is a -- there are parallels there,
but to the extent there are any distortions, it's
just sonething to be aware of.

Li ke, when we tal k about reducing one rate or
the other rate, we need to be nore aware, up front,
of any differential we're opening or creating
between the two different rates.

So, for instance, right now, if we go

permanently to --

if we ever went permanently to an

income tax of close to 9 percent,

we woul d have

reopened the differential,

and, you never know,

perhaps created an incentive for sonmebody to think
har der about organi zing as a C corp.

One of the benefits of thinking and tal king
about tax reform is to think harder about, sort of,

general principles.
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And one general principle that you alluded to
is that, people engaged in the sane sort of economc
activity should be taxed to the -- to the greatest
extent possible, it's difficult to be perfect, at
the sane rate.

If you and | are doing the sanme thing and
maki ng the same incone fromthat thing, tax policy
shoul d be taxing us at the sanme rate.

And that was the point of that allusion.

| think, in the past, when we nade great
strides in reducing our income tax, we didn't take
account of what inpact that would have on how people
woul d organi ze.

And so, to a certain degree, we've kind of
caught up with it again. W're offering snaller
busi nesses the ability to file at a personal
incone-tax rate, for instance.

But, I"mjust saying that there will be a | ot
of tal k today about ways to reduce the corporate
incone tax, for instance, and restructure it.

That, in doing that, or in reducing the
personal income tax, we should be conscious of that
goal of horizontal equity of treating all of the
peopl e involved in the sane activity the same way.

SENATOR KRUEGER: A foll ow up on anot her
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statenent you nade, where you shifted a bit to the
| ocal tax issues.

There are proposals, | think fromlater
testifiers, about actually having different tax
rat es dependi ng on what county you're in in the
state, and reducing significantly sales tax, which
is, obviously, a significant inconme source for our
counties and our cities.

G ven the econom c problens our cities and
many of our counties find thenselves in, and | would
even argue on the verge of crisis, how do you see
dealing with the concerns about equity and bal ance
and tax policy with the demands that we are seeing
at the local level all over the state?

E.J. McMAHON: Well, if you're alluding --
are you alluding to the proposals for |ocal incone
tax -- for special |ocal inconme taxes, or --
variations?

SENATOR KRUEGER: No, | think a couple of the
of the other testifiers had already put out
statenents to the press, calling for reduced taxes
in certain counties.

E.J. McMAHON. Ckay.

SENATOR KRUEGER: And al so in reducing,

specifically, sales taxes.
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E.J. McMAHON:  Well, | nean, | haven't seen
all of those proposals in detail. | think I'maware
of sone of them but, | think that, to the extent
they're end -- at end of pronoting -- ainmed at

pronoting greater tax conpetitiveness in troubled
| ocalities, then, obviously, it would create sone
benefits.

| nmean, if you could -- if we're able to --
for instance, the idea behind reducing the rate at
| east a smdgen, if, for instance, nore revenue is
generated by the so-called "Main Street" tax, or the
revenue generated by broadening the base, if you
could, for instance, theoretically, generate a net
billion dollars nore in revenue by broadening the
sal es-tax base to sonme things that are not now
taxed, which would allow you to reduce the rate by a
certain anmount, say, up to a half a percentage
poi nt, you would be creating a simlar benefit,
al t hough, not conpletely evenly for localities
across the state, and giving themthe opportunity to
beconme nore conpetitive by reducing their rates;
and, so, it would actually ease the way for those
types of proposals.

If 1 understand those proposals correctly.

SENATOR KRUEGER: Thank you.
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E.J. MMAHON: You're wel cone.

SENATOR MARCELLI NO  Thank you for com ng,
and thank you for your testinony. It's very
interesting to see.

Just a broad question.

Senat or DeFranci sco nmentioned earlier that
certain -- sonme states have gone to a flat tax.

Shoul d New Yor k?

E.J. MMMAHON: |I'msorry, | didn't hear the
whol e questi on.

SENATOR MARCELLI NO. Sone states, as was
nmenti oned in Senator DeFrancisco' s opening
statenent, have already gone to a flat tax.

Shoul d New Yor k?

E.J. MMAHON: Well, | think a flatter tax
structure -- I'min the school of thought that
believes a flatter tax structure is a better tax
structure.

We had gone to a -- we had, post 1997, gone
to a flattish tax structure, or, less steeply
graduated than it used to be, but, nonetheless, with
a progress result.

By the way, 1'd like to point out here that,
in 1987, there was a very overwhel m ng bipartisan

consensus in favor of a flat tax in New York
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In fact, the Assenbly Denocrats proposed a
purer flat tax, and the Republicans in the Senate
proposed a nodi fied one.

So, this is -- this is sonething that has
been rai sed before in New York

When we col | apsed our bracket structure down
to few -- many fewer brackets than there had been
before, we were noving in that direction.

| think that you can create a tax structure
that is flat, or alnost flat, in terns of its rates,
while still having a progressive result in terns of
the distribution of the tax burden through the use
of | arger standard deductions and personal
exenpti ons.

| think we did that in New York

And, in fact, under our permanent code, as
was in effect with one brief -- one three-year
interruption before 2009, we already had a
progressive distribution of the tax burden, with a
relatively flat structure. Not necessarily purely
flat, but pretty flat.

And | do think it's a desirable thing to have
as broad a base and as flat a rate as possible.

| think that's the consensus of many, not

all, people in the tax field, that steeply --
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steeper marginal rates are a disincentive to
investnment, and to incone earning, in the
jurisdiction that inposes it.

SENATOR MARCELLI NO  You nentioned expandi ng
the state sales tax to cover personal and
pr of essi onal services.

Wul d that nean a greater burden on the
busi ness community, in the fact there's nore
conpanies are required to navigate the state
sal es-tax systenf

E.J. McMAHON: Well, it would -- it would if
you -- it would redistribute the tax burden to nore
busi nesses, and that's why it needs to be
consi dered, but, also, studied in nore detail.
There's a | ot here that would require further study.

Certainly, one of the problenms with -- one of
the problens with the sales tax, in general, that's
frequently overl ooked, is that the sales tax is
adm ni stered by the people who collect it, in
ef fect.

And it is always, to a certain extent, a
bur den.

But a consunption tax is, arguably,
especially if it's broader, is, in some ways, |ess

of a burden, or creates less of a distortion, than a
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heavi er reliance on inconme taxes, and that's why
t hey' ve al ways been part of the m x.

So the question is: |If we could | ower the
rate significantly, or at |east noticeably, on other
types of sales and business activities, would it be
worth the added i npact of having nore businesses
collect the tax on other things?

| think it's a question that you need to
exam ne.

There's so many nyriad aspects to this, that
it's hard to give a blanket answer, but there's no
guestion about it, if you have nore types of sales
subject to a sales and use tax, you have nore
busi nesses involved in collecting the sal es tax.

SENATOR MARCELLI NO  Sone have said that a
flat tax, you have to elimnate deductions that are
very popular right now. Charitable deductions, the
property-tax deductions, things like that.

| gather fromyour testinony, that you would
favor retaining sonme deductions in the systemif we
go flatter?

E.J. MMAHON: It depends.

This would require further study -- | have
not done, like, a detailed, thorough study of the

al ternatives
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Dependi ng on, al so, what your revenue target
is, and if you're willing to forgo, and how quickly
you're willing to forgo, the revenue you have rai sed
t hrough your tenporary tax increase.

But, |, certainly -- there's an argunent to
be made fromcurtailing a | ot of deductions, and how
that affects individuals depends on what you do with
ot her aspects of the tax code.

| f you do enough of a reduction in the rate,
a |l ot of people could realize no net increase, even
a small net savings, froma tax code that elim nated
many of the deductions they mght be eligible to
t ake.

In fact, one of the nost revol utionary
changes of the 1995 tax cut, followi ng up on the
earlier tax cut of 1987, and fulfilling it, and
going a little beyond it, was the expansion of the
standard deduction, which has resulted in a large --
much | arger nunber of New Yorkers taking the
standard -- finding it to their advantage to take
t he standard deduction, and not even having to use
t hose item zed deducti on.

At the nmonent, you're not allow ng your
hi ghest inconme taxpayers to claimnost of their

item zed deductions in sone categories, in any
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event.

So, | think that you need to think about how
many items -- you know, those are sone of the itens
that you need to think about.

I n ot her words:

How nany people actually are item zi ng now?

What deductions are they claimng?

And, how would they do if you conpletely
restructured the tax code?

For instance, if you could figure a way to
elimnate or phase out the so-called
"benefit recapture"; that is, the aspect of the tax
code that makes the code -- that makes the tax
rate -- the top rate a flat tax in several
cat egori es.

In fact, as | should have responded to you
earlier, we have a flat tax for sone people.

Everybody who earns over $150, 000 pays a fl at
tax; and people who earn over a mllion, starting
for individuals, pay another higher flat tax.

So you have -- you have, kind of, the worst
of all worlds: you have a graduated flat-tax rate
system starting for certain people in certain
i ncone | evel s.

You need to back away fromthat approach, in
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general, | think, and if you had a true flat tax,
all the other things you could mx and match into
that could result in no net-tax increase for the
vast majorly of taxpayers. They wouldn't be so --
they' re woul dn't be, quote/unquote, |osing sonething
even if the deduction was taken away.

SENATOR MARCELLI NO  Thank you very much

SENATOR DeFRANCI SCO | just have a few

First of all, the thing | hear nobst, and have
heard nost, since we indicated that we're going to
have these hearings, is, you know. W've been
cutting. W've been -- put up a -- we passed a tax
cap for property taxes. W can't afford to do any
nore tax cuts. W just can't afford to do it.

What woul d your response be to that?

E.J. McMAHON:  Well, first of all, the
probl em one reason you mght -- some people m ght
feel you can't, quote/unquote, afford to do nore tax
cuts, is that, actually, in the sense of what that

phrase "tax expenditures,” you've already spent a
| ot of nobney on targeted tax cuts.
You're committing over $400 mllion a year in
outright subsidies to the notion picture and
TV industry, including what you're paying, and | et

nme use that word advisedly, "paying” NBCto build a
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studio for the "Toni ght Show. "

| nmean, that's why -- that's one reason why
you don't have the noney to, quote/unquote, afford
br oad- based tax relief.

The problemnow is, that you' ve got so nany
targeted tax cuts soaking up so nuch capacity, in
terms of resources, that you may feel that, on the
margins, there's -- you can't, quote/unquote, afford
it, but I think you could afford nore if you undid a
ot of the targeted tax credits you' ve enacted.

And, also, in addition to the exercising
spendi ng restraint necessary to do broad -- and
devote yourself to broad-based tax cuts.

| think targeted tax cuts becone an excuse
and a distraction from doi ng broad-based tax relief.

SENATCR DeFRANCI SCO.  And | renenber that

same refrain during the Pataki Adm nistration, when

the last major tax cut in 1995 that you were -- in
1995, or '7, that you were tal king about -- | can't
remenber which year -- but, sonehow, the books still

bal anced after the major cut in rates.

You just spend less, | guess, is part of the
answer .

The second part of the answer is, what you

just nentioned: You can't have the best -- you
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can't have everyt hing.
So, we've got to think of a methodology as to
how we can approach this subject as a true
br oad- based tax cut.
And | want your thoughts on this nethodol ogy.
Should -- right now we're, according to the
Tax Foundation, we're, like, 50th, and nost of the
problemis our tax structure, or a good part of it.
Let's suppose that we wanted to aimto be
m dway. Gbviously, we're not going to be conpeting
wi th Texas next year, with no inconme taxes.
But, say we wanted to go m dway.
Wul d a net hodol ogy that makes sense, figure
out what the nunber is you need, |look at all the
di fferent categories, including deductions, like
Senator Marcellino tal ked about; | ook at whether

this "Main Street" tax cones in as a potenti al

source to fill that nunmber; and, in addition,
credits, like you just referred to, that you
can't -- and, presumably, if you have a fairer tax

structure, everybody benefits rather than the
favored few?

So is the nmethodol ogy of finding the
nunmber -- does it make sense to find the nunber that

you want to reach, and figure out how you arrive at
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t hat nunber ?

O do you have a better methodol ogy?

E.J. McMAHON: Well, in general, if you
wanted to even nove hal fway toward the national norm
for conbined state and | ocal taxes, you woul d have
to reduce taxes by billions of dollars.

| don't know the exact figure right now.

| think at one point | calculated it. It was
three or four billion dollars a few years ago.

Sonme big strides were nade in that direction
in the md-1990s, and then we retreated partway
fromsonme of those strides.

| think that it's a conbination of things.

| do think that there needs to be -- using
the old cliche, that the journey begins with a
single step, or at least a few steps, there needs to
be a conmtnent to broad-based tax relief, and to
doing it every year; to setting aside a certain
anount of noney in your financial plan, every year,
for broad-based tax relief, and only for broad-based
tax relief, and to start doing it.

And, again, for exanple: Wen you structure
a tenporary higher tax rate, so that it stays fully
in effect up to m dnight on Decenber 31st of a given

year, that is alnost -- there's alnost a
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self-fulfilling prophecy built into that.

You're going to find it very difficult to
just yank away a $2 billion tax cut all at once,
once you've spent up to that anount.

And that -- there is a weaning process that
needs to occur here; weaning yourself off that
revenue and rededicating that revenue, in a
mul ti-year sense, to tax relief.

So, | think the goal of |ooking at the
financi al plan, and through a conbination of
recl ai m ng revenue dedicated to targeted tax
credits, as you nentioned, the reclanation project,

and, al so, of suppressing spending, to the extent

necessary, to dedicate a few hundred mllion dollars
a year.

| suggested in -- at one point, it's a
half -- at least $500 million a year.

Two-fifty to five hundred, just to start
with, to phasing out, or a nove toward broad-based
tax cuts, would be a start.

Just phasing out the higher incone tax rate,
basically, would require at |least $500 mllion a
year to acconpli sh.

And, | think you need to do that; you need to

start nmoving in that direction, and continue noving
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in that direction, and to conpl ete.

When you were tal king about the '95 tax cut,
| was involved in that. And that was, literally,
one of those things about which they said it
coul dn't be done.

"Coul dn't be done, it was preposterous. How
can you propose a tax cut like that?"

Vell, it was done.

In fact, it was, quote/unquote, paid for by
spending restraint at that time, because, while the
econony ended up boom ng nationally, in the state
| evel, that was by no neans -- it was by no neans
clear that that was going to occur.

In fact, we weren't out of the woods well
into the second year, when there were calls to
repeal the tax cut.

So, that, | think shows the way.

That was a $4 1/2 billion tax cut.

And | think it shows how these things are
possible, if, once you've built it into the
financial plan, it's part of what you have to do and
what you have to deal wth.

SENATOR DeFRANCI SCO  Thank you very much.

SENATOR KRUEGER: A foll ow up question?

SENATOR DeFRANCI SCO A foll ow up question by
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Senat or Krueger.

SENATOR KRUEGER: Thank you.

You were tal king about the history in the
'90s, with the changes in tax policy, and you were
al so highlighting the tax expenditures that we
distributed in the state.

And so | want to just say on the record:
It's $7 billion a year in business tax expenditures
and deducti ons.

Did we have anywhere near that level in the
' 90s?

E.J. MMAHON: | don't know what the |evel
was exactly in the '90s. W've certainly done a
| ot since then.

| can think, offhand, of a half billion that
we did. It's a lot.

Sonme of that is -- a lot of that are tax
credits that were enacted before the '90s, though.

However, also, investnment tax credits, for
i nstance, date back to the late '70s,
early ' 80s.

SENATOR KRUEGER: And they've just grown at
enor nous rates.

E.J. MMAHON: Right.

| nmean -- but the point is, if you sinply
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reclaim however they're valued -- 7 billion,
5 billion, 4 billion -- however nuch you val ue --
however you attach a value to the so-called
"tax expenditures,” if you sinply take that noney
and plow it back into the budget and spend it, and
do nothing with broad-based rates, you're not
acconpl i shing anything, other than making us even
| ess conpetitive.

And if you were to, for instance, given al
of the business taxes we raise, if you took
$7 billion on -- and on a revenue-neutral basis,
said, W're going to, you know, cut state
business -- all state business taxes by $7 billion,
you woul d have a significant tax cut, obviously, on
the rate side.

And at least thinking in that direction, and
t hen beginning to think about the inplications of
some of the things involved in doing away with all
tax credits and exceptions, is at |east a
conversation that you ought to be having.

And | think the thing that needs to stop, is
that we've come down a road now, where every
di scussion of tax policy and of the -- and of,
guot e/ unquote, tax cuts focuses solely on targeted

tax cuts.
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How can we give a break to this group of
peopl e that we want to give a break to, or this
group of businesses?

W' ve ceased havi ng any di scussi on of
br oad- based tax policy in Al bany.

There's a lot of reasons to that. There's no
need to finger-point, but I think nobody will deny
that that's the case.

And it would be good to take stock, and stand
back, and start going in the opposite direction.

SENATOR KRUEGER: And what | was trying to
get the answer, and you gave it to nme, was, that,
yes, we could do an enornous anmount in inpacting
br oad- based tax policy, equity, and al so decrease
many burdens on businesses, if we dealt with
$7 billion, | hear you, not sinply taking it out of
the tax code and spending it --

E.J. MMAHON: Right.

SENATOR KRUEGER: -- but taking it out of the
tax code as is, and noving forward with a
br oad- based -- a broader-based, equitable, even tax
nodel , we could turn around tax policy in the state?

E.J. McMAHON: Well, for exanple: There is
talk now, and that one interesting idea that's been

tal ked about is, taking steps.
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There's a -- nowwe're in the mddle of
phasi ng down and reducing the rate on nmanufacturers.

You can argue both sides of that in terns of
tax policy, but it's -- there's a -- a strong case
could be made for it on some grounds.

One thing to point out is, there's a |ot of
tax credits and tax exenptions available to
manuf act urers.

The beauty of elimnating the corporate tax
on manufacturers, is that you also elinmnate all the
tax credits and exceptions, because who needs to
reduce their tax bill with an ITCif they're not
payi ng taxes on their net income to begin with?

So, that is sonething worth considering.

SENATOR KRUEGER: Thank you.

SENATOR DeFRANCI SCO  Thank you, very nuch.

We really appreciate it.

The next speaker is, Joe Henchman,
vice president of legal and state projects for the
Tax Foundati on.

Thank you for appearing.

JOE HENCHVAN:  Good norni ng.

Thank you, Senators.

Thank you for the opportunity to speak to you

t oday.
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| believe you' ve been provided with my ful
statenent, which goes through 20 states, on what
t hey' ve done this year.

|"mnot going to do that here for you, but,
certainly, if you have questions about any of them
we can go into it, but, I just want to hit some of
the highlights and the broader thenes of what we see
going on out in the states.

For those of you not famliar with the
Tax Foundation, we're a 76-year-old non-profit
organi zati on based in Washington, D.C , and our
purpose is to educate Anmericans about tax policies.

So, we put out a nunber of different studies
and reports and rankings on all matters of state tax
i ssues throughout the year.

So, we have reports on many of the subjects
that's al ready been raised so far this norning:
| ocal sales tax, local inconme tax, the Internet
sal es-tax issue in Washi ngton D.C

And on any of that stuff, |I'm happy to answer
any questions, or provide you with supplenmentary
materials, now or in the future.

And, of course, all of it's on our website,
avai l abl e for free, for downl oad, at

t axf oundat i on. org.
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One of the reports we put out every year is
our "State Business Tax Cinmate |Index," which
Senat or DeFranci sco referenced in his opening
st at enent .

This is a ook at 112 different aspects of
state tax policy, evaluating themfor whether they
conport with the principles of good tax policy; that
is, the idea that taxes should be sinple, neutral,
transparent, and stable.

And as was nentioned, New York is 50th out of
the 50 states on that "State Business Tax Cimate
| ndex. "

So there's -- you know, although it's
di sheartening to convey this news, it's also a --
represents a blueprint or a road map for
possibilities, because every itemon the |list where
New York scores nore poorly than its regiona
conpetitors, and conpetitors across the nation, it's
al so an opportunity for the State to | ook at.

And so, | believe, Senator Marcellino, you
had a question of, you know, "What would it take for
New York to get from50th to the m ddle of the
pack?" for instance.

And, you know, we're happy to have that

di scussion, and provi de i deas and suggesti ons.
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| would also pause it, that it may not be
necessary for New York to be 50th -- to be mddl e of
t he pack, because states conpete about all nunber of
t hi ngs, taxes just being one of those.

And, you know, |I'm fromthe Tax Foundati on,
but | freely concede that there are other things
that matter for individuals and entrepreneurs when
t hey make busi ness- and individual -1ocation
deci sions, and investment deci sions.

New York has all number of strengths conpared
to its other states, so, although the tax systemis
a weakness, and in some cases, an albatross, it's --
there's still a | ot of people doing business here,
and still a lot of people living here, because, for
many of them the virtues of being in New York
outwei gh those limtations and those restrictions.

So, it's finding that right balance for what
wor ks for New YorKk.

| f you had Texas's tax code, | don't think
New York could be stopped, but you don't need to
have Texas's tax code to be a successful state.

So with that said, let's talk about some of
t he i ssues going on across the country, and sone of
the reforns done so far this year.

| want to highlight three states in
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particular: Nebraska, North Carolina, and M chi gan.

And then, as | said, in your folders, and in
nmy testinony, | go through about another dozen and a
half states. And if you want to highlight any of
those, in questions, | can certainly do that.

Starting with Nebraska:

Nebraska has done what | would term an
"incremental approach.™

And every year, over the past five or
six years or so, they' ve honed in on what they've
consi dered one of the weakest, nore esoteric aspects
of their tax system and fixed it.

And, they've now done this every year, for
several years; and, so, at this point, the
ten weakest aspects of their tax system they fixed.

So, for instance, they've not allowed net
operating |loss carry-forwards, which is one of these
esoteric subjects that nake a | ot of people' s eyes
gl aze over when you talk about it, but, it was a
significant limtation on business activity and
busi ness i nvest ment .

So just to speak very briefly on it, of
course, we collect taxes on a cal endar-year basis,
and this isn't any rocket science involved in it.

It's just a matter of conveni ence, so people can
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know, when the tax year starts, and when the tax
year ends, and we just go based on that.

But, of course, business activity and, in
many cases, individual incone, don't always conport
to the tax year. Some busi nesses have good years
and bad years. |In sone years they pay a |ot of tax,
and sonme years they don't pay any tax at all,
because they didn't earn any profits.

Net operating |osses hel ps snooth that out,
and make sure that you're not overly penalized in
t he good years right after you' ve had bad years, and
so forth.

Nebraska didn't recogni ze that, and now t hey
do, and that's a great strength for their tax
system

And | can give you -- you know, | can go
through all of the other different things that
Nebraska did over the past several years, but, it
was a very effective increnental approach that's
been noticed by a | ot of the business conmunity.

Nebraska is a small state, |ess than
2 mllion people. They' ve got five Fortune 500
conpani es | ocated there. They' ve got big
i nvestnment. The unenploynent rate is probably the

nost jeal ous of the country -- in the country, for
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unenpl oynment rates.

And it's -- their big weakness is a cultural
bi as against living and working in the mdwest, in
Omaha. People certainly don't think of Qmha the
way they think of New York City, but, that's what
they' re struggling against, and having a better tax
systemis hel ping them overcone that.

They're not resting on their laurels either.

Earlier this year, the governor proposed a
very anbitious tax reform | ooking at taking out
sonme of the deductions in the sales tax, and using
that revenue to | ower individual and corporate
i ncone-tax rates.

It wasn't structured ideally, so the plan
didn't go far in the |legislature, but what the
| egislature did do, is set up a new conm ssion that
will be | ooking at what they can inplenment, and sone
nore wel | -t hought-out solutions for tax reform

And we're preparing a book, simlar to the
book with did in North Carolina, which I"l
reference shortly, which will be helpful -- help
advi se legislators on options they can take to
i nprove their tax system

Ski pping North Carolina for a mnute, | just

want to speak about M chi gan.
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M chigan is -- | bring up M chigan, because
t heir econom c-devel opment policies in the past have
been very simlar to what New York is pursuing in
econoni ¢ devel opnent today; that is, the idea, if
you have a very high tax system you have a very
burdensone tax system you have a very problematic
regul atory environnent.

And, in order to hel p busi nesses get around
to that, you offer a ot of targeted credits, and a
| ot of specific, either by geographic or by industry
type, favorable treatnent, to encourage a particul ar
i ndustry to grow.

And that's what M chigan did for many years,
and it led to a decaying state, because, if you
weren't one of those favored, politically connected
i ndustries or individuals, you were stuck paying
very high tax rates.

And | sonetinmes give the exanple, | live in
Washi ngton, D.C., and just north of us is Baltinore,
whi ch has a very nice nei ghborhood called the
"l nner Harbor."

| don't know whether any of you have ever
been there, a |lot of good restaurants and aquari uns,
and so forth,.

What the Inner Harbor is, is this tax policy
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in action.

The Inner Harbor is very nice, and part of
the reason it's very nice, is because nobody there
pays any property taxes. Property tax is conpletely
wai ved for everybody in the Inner Harbor.

And the rest of Baltinore, you pay 3 percent,
which, as far as property tax goes, is a very high
property tax.

So what you've seen is, the rest of Baltinore
decay, and devel opnents on the I nner Harbor and the
nei ghbor hoods surrounding it really start to grow.

And, you know, people focus on the
| nner Harbor, and how great and how fun and how nice
it is, but they don't see the cost happeni ng
el sewhere

And that's what you see with this kind of
di storted tax policy.

M chigan is that happening on a statew de
| evel, at least until the current governor and the
current legislature took office, and they resol ved
to stop a lot of that.

And it was nore of a neat-clever approach
than the scal pel that Nebraska took

M chi gan used to be one of the New York's

chi ef conpetitors for filmtax credits, for
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i nst ance.

M chi gan ended its program

And while they're not getting as many film
productions as they used to, they al so have hundreds
of mllions of dollars that used to be paid out to
t hese transient out-of-state industries that weren't
creating a |l ot of jobs or economc activity, and,

i nstead, used that for either tax reductions or for
other public priorities, which I think everybody in
M chigan is now of the viewthat that's a better
appr oach.

They al so had a | ot of scandal and m ssed
allocation in the filmoffice, which is something
we' ve seen in other states with extensive
filmtax-credits prograns.

So, it was kind of a |ong overdue nove.

And they did that, not just for filmcredits,
but for a lot of their econom c-devel opnment
i ncentives across the board.

M chigan al so had a very destructive type of
busi ness tax known as a "gross-receipts tax." They
nodi fied it a couple of ways.

It's, kind of, the worst aspects of a
gross-recei pts tax, coupled with the worst aspects

of a corporate incone tax, together, and then you
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had to calculate it a whol e bunch of different
nunber ways in order -- and then pay it.

Every econom c researcher, left or right,
Vi ews gross-recei pts taxes destructive to the
econony.

And we've got a |lot of papers on this.

| sometines describe it as "the tax that

brought down the Spani sh Enpire," because it did.

It's -- and it was doing a | ot of damage to
the state of Mchigan, and to its econony, and to
its future.

And, again, to the credit of the current
governor and the current |egislature, they got rid
of it, and they replaced it with a good
ol d-fashi oned corporate inconme tax, |ike the kind
t hat nost states have, which rai ses about the sane
anount of noney, but does it in an incredibly |ess
econoni cal ly costing manner.

And that's really what it cones down to,
because, | nean, we -- the two nain reports that we
put out, are the "State and Local Tax Burden's
Report" and the "State Business Tax Cinmate |Index,"
of which New York has the enviabl e position of being

wor st on bot h.

The burdens is the "how nmuch?" questi on.
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How nuch are you raising, how nmuch are you
col l ecting, and how nmuch are your residents paying
in state and | ocal taxes?

So, for instance, New Yorkers are paying, if
you just divide it out of, the total paynents,

di vi ded by people, $6,375 per capita in state and
| ocal taxes.

And that's the third highest in the country.

As a percent of incone, it's the first
hi ghest in the country, at 12.8 percent, and that's
a lot of paynent. That's a |ot of noney.

And that's just one aspect of it.

The ot her aspect of it is how you raise it.

Because you can rai se that noney in a way
that is intended to m nimze the econom c cost,
mnimze the distortions, mnimze the harmthat it
does to gromh and to econonic opportunity; or, you
can do it in a way that really damages the econony.

And, the Organization for Econom c
Cooperation and Devel opment in Europe, which is a
mul ti-national entity, kind of a think-tank, but
government - sponsored in -- and it's based in Paris,
t hey' ve surveyed the econom c research, and ki nd of
gi ven a thunbnail sketch

In terms of destructiveness to economnic
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growh, it goes: gross-receipts taxes, corporate
i ncone taxes, individual incone taxes, sales taxes,
and property taxes.

And even scholars on the left, if you really
hold them down, they'l|l admt, that, yes, corporate
i ncome taxes and individual inconme taxes, they do
nore harm for economc gromh -- |ong-term economc
growt h, broadly speaking, than sal es taxes and
property taxes.

Now, sonetines they'll say, that, you know,
it's maybe the wong kind of econom c grow h.

And, certainly, questions of fairness and
distribution are inportant to continue to consider
in these questions, but, that said, there is a trade
of f there, between conplexity of your tax system
and the distortions it causes in the econony, and
bad structures, and, econom c growth and
opportunity.

North Carolina did maybe the -- what | would
call the "Go-Big approach”; and that was driven, in
part, by significant changes in their |egislative
makeup.

The Republican Party in North Carolina gai ned
t he governorship and both houses of the |egislature

for the first tine since Reconstruction.
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So, they had a big long Iist of things that
they wanted to do, and one of themwas tax reform
And |ike many tax bills, like many pieces of
| egislation, it changed quite a bit over the
| egi slative process. It got better, and then it got
worse, and then it got great, and then it got
terrible, and then what they passed, ultimately, was
not so bad.

So, just to give you a thunbnail sketch of

The -- prior to the reform Nebraska had a
nunber of different tax rates.

The top one was 7.75 percent on income over
$60, 000, which was the highest in the region, and,
actually, fairly high nationally;

They had a corporate tax rate in excess of,
| think it was |like 6.9 percent. Very high sales
t ax;

And heavy dependence on incentives. They
offered a lot of incentives to try to get the tech
i ndustry there, to try to get banking there, but
were running into a |l ot of problens of retaining
tal ent, because of the high incone taxes. Running
into problens of grow ng beyond those sectors,

because of the high tax rates.
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And, so, they |l ooked to resolve all of that,
and -- instead, and do their best to clear out a |ot
of the credits and deductions, and use that to pay
down | ower rates -- pay down the rates.

So their top individual tax rate is com ng
down. Their top corporate tax rate is going to cone
down.

And if -- they have a trigger, so if revenue
exceeds the estinmates that they have, then the
corporate rate drops even further.

And that's been an approach that | think
Nebraska is considering doing too, just because it's
ki nd of one of these new innovative things.

Sonetimes they say there's nothing new in tax
policy, but, I'musually proven wong on that every
year.

They're al so studying, |ooking at reform ng
their franchise tax and sal es tax.

And this is maybe a good place to transition
into the overall trends that we're seeing at the
state |l evel, one of which being sales-tax reform

Sal es taxes, for the nost part, canme about as
an emergency nmeasure in the G eat Depression.

And so there -- npbst states, essentially,

nodel their sales tax off of M ssissippi, which was
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the first state to adopt a sal es tax.

And sales tax is, for the nbost part, tax-only
goods, because that's what our econony was in the
1930s. 70 percent of our econony at the tinme was
the sale of goods. Sale of services was very
nodest .

Today, that's fli pped.

We're increasingly a -- we're certainly a
servi ce-based econony now, and increasingly becom ng
an al nost - excl usively serviced econony.

Servi ces now nmake up about 70 percent of
consunption in the United States. Goods, |ess than
30 percent.

But, our sales taxes, for the nost part, have
not kept up.

So, as late as the 1970s, sales taxes applied
to 60 or 70 percent of what people bought and sol d.

Today it's less; today it's about a third.

And in New York, it's less than 30 percent.

So, of everything that New Yorkers buy and
sell, and, of course, the visitors, like ne, to
New York, buy and sell -- and |I'mdoing ny best to
buy what | can on ny brief visit here -- they --
only 30 percent of it, less than that, is subject to

t he sal es tax, which neans that which you do tax, to
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rai se same anount of revenue, has to be three tines
as hi gh.

And, you know, it's not that hard to go into
a list of sone of these things. It's not all, you
know, sweetheart deal s negotiated by powerfu
plutocrats. It's things |like groceries, and things
like clothing, which we all view as necessities, and
we all view as inportant, that everybody be able to
buy, but, they al so nake up a huge percentage of
what peopl e buy and sell.

And it's also one of the nore stable itens of
what peopl e buy and sell.

So when you take that out of the sal es-tax
base, it neans the rate on everything el se that you
do tax has to go up, and it al so nmeans your sales
tax is that much | ess vol atile.

Now, as that exanple suggests, reformng your
sal es tax, although, you can probably get nost
public-finance scholars to -- you know, if you got
five public-finance scholars of all across the
political spectrum and you said, "Design ne a sales

tax," what they're gonna conme up with is pretty
simlar: You tax all final sales of goods and
services, once, and only once, and you don't tax any

busi ness i nputs.
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Not because busi nesses are special treatnent,
but because, when you tax business inputs, that
nmeans you' re double taxing and triple taxing and
guadrupl e taxing sone itens, based on how frequently
t hey go through the production chain.

But, it's a political problem because,
peopl e |i ke having no tax on groceries, people like
having no tax on sales of their hone, people like
having no tax on the sale of clothing.

And | could run down the list of al
politically powerful, and all majoritarian views,
but, the sumtotal of it nmeans that you're
collecting a third as much in sal es-tax revenue than
you would be if you had a properly structured sal es
tax base; revenue that could be used for public
priorities, or, for reducing taxes in other areas,
such as inconme tax or corporate incone tax.

[Unintelligible] the corporate incone tax,
| will -- 1 have started making the prediction that
this is a tax on the way to extinction.

SENATOR KRUEGER: Sir, you can repeat that?

JOE HENCHVAN: "The corporate incone tax is a
tax on the way to extinction,” and let ne give you a
coupl e of reasons why | think that is.

One, a lot of states have nobved -- back in
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the day, in order to -- you have the probl em of
mul ti-state busi nesses, where a conpany is doing
busi ness all over the country.

And, so, when they have their aggregate
profit for the year, how do you divvy that up
anongst the states to -- subject to corporate incomne
tax?

And back in the 1950s and 1960s, all the
states agreed on a standard formula to use to divvy
up that incone so that everybody got their share.

Now we don't have that, you know, formul a.

lowa was the first to break off fromthe
pack, and as soon as they did, now everybody el se
wants to, kind of a prisoner's-dilemm thing.

And, so, every state is noving towards
doubl e-wei ghting their sales factor, exclusively
wei ghting their sales factor, on their corporate
income tax, as every state's trying to grab nore
than their fair share.

Well, we'll soon get to the point where
everybody -- every state has adopted this, so every
state has grabbed nore than their fair share, and
then we're just back to where we started, except,
busi nesses -- honegrown busi nesses that enploy a | ot

of people, that sell a lot of things, but do it
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outside the state, are, essentially, not paying
corporate incone tax within the state anynore.

And so the net result will be, every state
will be back to uniform but collecting a lot |ess
in corporate income tax because they' ve adopted
si ngl e-sal es factor.

And, so, you'll still have the tax, and
everybody will still be going through all of the
rigmarole of calculating it and estimating it, but
states won't be getting that much.

You al so have the rise of non-C business
forms, so states have all owed busi nesses to set up
as S corps or as LLCs or as partnerships, businesses
that, in the past, would have been C corporations,
but, today, are in these alternate business fornms,
where they get the benefit of perpetual |ife and
limted liability, and being able to sue and be sued
as an entity, but without having to pay corporate
i ncone tax.

Now, m nd you these, businesses are stil
paying tax. They're paying it under the individual
code rather than the corporate code, but, that also
nmeans that the corporate code |ooks a |lot |ess
successful than it did in the past. |It's raising

| ess revenue under that.
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And then, finally, there's also incentives.

The corporate code is usually the place where
busi nesses are handi ng out incentives, and that
does -- that reduces the take fromthat tax that
states -- states are doing that.

So, for instance, we just ran the nunber for
Nebraska, and for every dollar they're collecting in
corporate incone tax, they're giving sonewhere
bet ween 40 and 70 cents away in incentives.

And, you kind of reach the point of, why even
bother with this tax anynore if that's what you're
doing with it?

And so the approach that | think nost
public-finance scholars would recomend is, nove
away fromthat, by industry, by business approach,
and aimfor creating a business climate favorabl e
for all that all can take on even terns.

And that, | think, has been sonme of the
trends we' ve been seeing in sone of the nore
successful reforns so far this year, especially on
t he individual incone-tax and corporate income-tax
si de.

North Carolina's reformon the individual
income tax, although it |owered rates across the

board, it also took away a | ot of the deducti ons,
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and some of these were very controversial. People
Iike their home nortgage-interest deduction, because
they think they benefit fromit nore than they
actually do, which, you know, it's hard to convince
with a table of information about, WlIl, actually,
you only get, like, a -- you know, a $500 tax break
of f of this deduction, and you'd get way nore from
t he individual inconme-tax cut.

SENATOR DeFRANCI SCO  Excuse ne.

Coul d you | eave sone tinme for questions?

JOE HENCHVAN: Certainly. | apol ogi ze.

SENATOR DeFRANCI SCO  Okay, but, if there's
some -- | don't want you to -- cut you off at a
specific point, but if you' re at close to that
poi nt, keep the questions in mnd. Ckay?

JOE HENCHVAN: Certainly.

SENATOR DeFRANCI SCO.  Thanks.

JOE HENCHMAN:.  Thank you, Senator.

| apol ogi ze for that.

And, North Carolina, it was certainly
politically difficult to take that away in
North Carolina, but |egislators and the general
public were convinced that they would be better off
under the reformsystem w th reduced rates across

the board, even if it meant giving up sone of the
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deducti ons.

And that's kind of the overarching thenmes of
tax reformthat we've seen el sewhere.

So with that, Senator, thank you

SENATOR DeFRANCI SCO  Senat or Val esky.

SENATOR VALESKY: Thank you, M. Chairman.

Thank you, M. Henchman, for being here.

You' ve certainly provided a great deal of
information that you didn't even touch on, and we
appreciate that; and, so, | think it's always
instructive and hel pful to | ook at what other states
are doing; and, certainly, tax policy is no
different.

| just want to ask, just one question, and
it's simlar, if not the sane question that
Senat or DeFranci sco asked of E. J. McMahon, although,
froma different perspective.

Your tax fact and conparison sheet, which
you' ve published, | think, for a nunber of years,
50th state in ternms of state business-tax clinate,
first in terms of state and | ocal tax burdens.

The third item "Tax Freedom Day," My 6th
here in New York State, New York taxpayers worked
126 days into the year, until May 6th, to pay their

total tax bill.
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Incidentally, this is always on the news at
tax tinme. It's something | think that New Yorkers,
they're easy to understand that they've paid their
| ocal, state, and federal burden, and for the rest
of the year, they're earning their inconme and sal ary
for thensel ves.

So ny question is, you indicated that it is
18 days after National Tax Freedom Day, April 18th.

So, simlar to Senator DeFrancisco's
guestion, fromthe 50th burden, to somewhere in the
m ddl e of the pack, what would it take -- and you
may not have this, but if you could get it to us,
what would it take, in terns of a cost or economc
or fiscal inpact, to nove New York State, and
May 6th, to the National Tax Freedom Day of
April 18th?

What are we tal king about?

JOE HENCHVAN:  Sure.

So as you nentioned, "Tax Freedom Day" is the
conbi nati on of your federal tax burden, and what
New Yorkers are paying in federal incone tax and al
ot her federal taxes, as well as the state and | ocal
t ax burden.

So, state and |ocal tax burden, New York's

the highest in the country. 1've already given you
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t he nunbers on that, so, is kind of -- you know,
you're highest in the country on that, so, it
depends on where you want to be, and, you know, we
can work out the nunber on how far down you want to
go on that.

Wth respect to the federal incone tax,
that's primarily a feature of the high incones that
New Yor kers earn

Qur federal incone tax is highly progressive.
It -- it's -- alot of it is paid by very
hi gh-i ncone people, so when a state has a | ot of
hi gh-incone people, it's paying a lot in federal
i ncone tax.

And, so, that's a feature we see of a |ot of
t he northeastern states, higher incones than

average, that they're paying a |l ot of incone tax.

And, you know, | don't think this is news to
New Yor ker s. | mean, it's -- New Yorker -- New York
is a-- what sone call a "donor state." It's

sendi ng nore noney to Washington than it's getting
back.

And that's not because the New York
del egation isn't getting enough pork for New York
it's because New Yorkers have high incomes and we

have a progressive incone tax at the federal |evel.
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SENATOR DeFRANCI SCO  Can you actually
conput e what fiscal anpbunt we would need to find
either tax credits or additional revenue, or
whatever, to get to the -- like David asked for, the
aver age date?

JCE HENCHMAN:  For Federal, | don't have that
at ny fingertips, but | can certainly provide that.

For the state level, as | nentioned,
New Yor kers paying 6,375 per capita.

The U. S. average is 4,112.

So, the difference between those nunbers,
times the popul ation, would bring you to average on
t hat .

SENATOR DeFRANCI SCO  kay, thank you.

Anyone el se?

Senat or Mar chi one.

SENATOR MACHI ONE: M. Henchman, thank you
for being here.

JOE HENCHVAN:  Sure.

SENATOR MARCHI ONE:  You provided a great deal
of information to all of us.

But, | listened to your, you know, statenent
on how sonme states take increnmental changes, and --
to make their state better.

JOE HENCHVAN:  Yes.
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SENATOR MACHI ONE: Do you have suggestions on
what woul d be New York State's increnental ?

I f we | ooked at, increnmentally, trying to get
better, where would you focus on?

JOE HENCHVAN: That is a great question.

And, if that's sonething the Commttee would
be interested in, we can certainly put together sone
opti ons.

W -- in the "State Business Tax Cinmate
| ndex, " of which New York is 50th, again, that's the
eval uation of state tax structure, as | nentioned,
there's 112 different variables. And this would
i nvol ve us, kind of, going through each one and
seei ng what New York coul d i nprove.

We broadly categorized them by the type of
tax, so, New York has scores on the corporate incone
tax, the individual incone tax, the sales tax, the
unenpl oynent -i nsurance tax, and property tax.

And, New York is 50th on individual inconme
t ax;

45t h on unenpl oynment -i nsurance tax;

And 45th on property tax;

And then, corporate incone tax, 23rd, so,
maybe one of the better ones;

And, then, 38th on the sal es tax.
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So, my suggestion would be, since you're
bottom five, bottom six, on the individual incone
tax, unenploynment tax, property tax, those m ght be
key areas to focus on.

And we can certainly provide nore specifics
if that's something the Commttee is interested in.

And then, sales tax, not too far behind.

SENATOR MACHI ONE:  Thank you.

SENATOR DeFRANCI SCO.  Senat or Krueger.

SENATOR KRUEGER: Thank you very much.

So just to repeat in, | guess, layman's ternmns
for me, as | heard you testify:

Based on the research you' ve done around the
country, the targeted tax versus across-the-board,
sort of, nmore fair, equitable tax policies, you're
finding are not working in other states, and
New York is also suffering fromfalling heavily into
t hat category?

JOE HENCHVAN: That woul d be my contention.

|"mcertainly -- you can certainly find
peopl e that disagree with that; certainly, at |east
t he beneficiaries of those industries.

So, you know, if | was a representative of a
filmconpany that's the recipient of the New York

program |'d probably say it was a success, and a
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stel lar success, and that you should continue it,
and expand it, and increase the credit anounts, and
ever yt hi ng.

But | think, on the whole, |ooking at both
the seen benefits as well as the unseen costs, that
this is not an effective manner for econom c
devel opnent and | ong-term econom ¢ growt h.

And, you know, | don't want to bel abor the
poi nt of sone of the states out there, but, you
know, sonme of Plain states that people think very
lowy of, like South Dakota or Wom ng, or even
Texas, you know, Who would want to live there? Wo
woul d want to work there? the gains that these
states have nade in enploynent and in econom c
growt h over the past ten years have been
consi derabl e, and haven't yet really been docunented
and eval uated beyond just the statistics and the
nunbers.

And even a state like -- well, "Il just
| eave it right there.

SENATOR KRUEGER: And | appreciate that
you -- you said this up front, because you are the
Tax Foundation, and | read your materials, and you
poi nted out that you nmeasure, you know, the business

clinmat e based on the tax nunbers.




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

74

JOE HENCHMAN:  Yes.

SENATOR KRUEGER: But we know that taxes
aren't the only determ nation, either in business
success or business -- or reasons for businesses to
be there or grow.

| nmean, | know that many of the states who
fall much | ower on your tax nunbers, woul d,
literally, kill to have the business activity that
we have here in New York

So, knowi ng that, do you have an ability to,
| don't know, estimate, of all the different
determ nations that inpact businesses, com ng
somewher e, staying sonewhere, grow ng, how big a
determ nation is marginal tax rates?

JOE HENCHVAN: It's a very good questi on.

And there is kind of anecdotal evidence, and
there is academ c evidence, and then there's
statistical evidence, which is kind of uncertain as
to correlation and causati on.

But, your point is certainly a very inportant
one.

So, you know, for instance, what would it
take to -- how bad would have it to get for the
New Yor k Stock Exchange to nove out of New York?

It would have to, probably, get pretty bad.
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But, that -- for the -- not New York, but the
Chi cago Mercantile Exchange, it -- they did reach
that point, with Illinois's recent tax increases.
They were | ooking on noving out of the state, until
II'linois came through with a targeted incentive
package to keep themin the state, but -- just to
avoi d the negative publicity of the
Chi cago Mercantil e Exchange leaving IIl1linois.

But that is to say, that taxes do affect
t hi ngs.

I ncentives matter and taxes matter; precisely
to what extent | think is where the debate occurs.

There's very few people who say that, you
know, you can -- it doesn't matter, New York could
have a 50 percent incone tax, and you'll still have
all of the same business activity you have here.

And then there's al so sone people who say,
you know, if you raise the tax by one dollar,
everyone's going to | eave.

And the real truth is sonewhere in the
m ddl e.

We've put out a survey piece |ooking at al
of the academ c research on the question of taxes --
the rel ati onship between taxes and econom c grow h,

some 30 studies, "the study of studies," so to
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speak. And there's significant evidence in there
that marginal tax rates, particularly on the
corporate and individual incone tax, have a strong
ef fect on econom ¢ deci sions, and on econom c

gr owt h.

And, indeed, even the Center on Budget and
Policy Priorities, which is a -- left on the
political spectrum they conceded that the debates
at least mxed; that there's valid research on both
si des arguing the point.

So, | think that it's pretty strong evi dence
that there is a relationship

Part of it's a limtation of data.

So, for instance, if you were to nove from
one city to another, or one state to another, and
sonebody asked you, "Did you do it for tax reasons?"
wel |, nmaybe you did it because you had a better job
opportunity; or nmaybe you did it because of the cost
of living; or nmaybe you did it because of housing
prices.

And all of those things are not taxes, but
t hey can be influenced by taxes, and maybe directly
i nfluenced by taxes.

So, it's a bit difficult to answer the

guestion with any certainty.
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And that's -- | enjoy engaging in the debate
and in the discussion.

| think there's strong -- as | said, strong
evi dence that the taxes do affect econom c behavi or.

Precisely at what point, | think, varies by
person, and by comnpany.

SENATOR KRUEGER: Changi ng question: |'m of
the belief that we in the state underfund our
|ocalities: our towns, our cities, our counties.

And, they tell us that all the tine, and they
seemto be struggling very badly; although, there
are other cities around the country who al so face
t hese probl ens.

In New York, the only tax they control for
t hensel ves is the property tax.

Every other tax there is, through approval of
us, or noves to us, and then whether we send it back
to them is a separate question.

Have you | ooked, fromyour state-to-state
surveys, on other states' nodels, of helping to make
sure that their -- that their tax policies aren't
strangling their localities?

And what are the successful nodel s?

JCE HENCHVAN:  Sure.

Well, we've put out studies on, not just
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property taxes, but also |local inconme taxes and

| ocal sal es taxes.

And, somewhat counterintuitively -- and
| don't think we've ever put this to -- pen-to-paper
on this, but, sonewhat counterintuitively, | think

the nore struggling localities are the ones with
nore access to a diverse array of tax-revenue
sour ces.

The locality is -- they, essentially, depend
entirely on the property tax. They usually are the
ones that are able to provide services, and do so
cost-effectively and efficiently, and, have high --
you know, high marks fromtheir residents as doing a
good | ob.

And the localities that have a, you know,
share of the state sales tax or the |local sales tax,
and have share of the inconme tax, and have a bunch
of state aid and a bunch of federal aid, those are
the ones that usually always seemto be on the ropes
and struggling to provide services.

And |'m not sure why that is.

We've always -- and |'m going to say
sonmething that's very unpopular for the state of
New Yor k.

W' ve al ways been fans and defenders of the
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property tax as a revenue source, because, one of
the reasons we give, is that it helps to keep the
decisions local; that, if your |ocal governnent is
goi ng on a spending spree, and all they have is the
property tax they collect fromyou, it's very easy
to stop them from doi ng that.

But when you start mxing in state revenue
sources and state nmandates, and, the | ocal
government has to do this, even though it doesn't
make sense, and they have to pay this wage scale
because the State Capitol tells themto, and,
they're going to get this revenue whether the
citizens revolt or not, you get a disconnect between
| ocal decisions and what the |ocal government is
doing -- what the | ocal governnent is doing, and
what the local citizens want themto do.

And | think that's what causes the broader
probl em

So, what | mght |ook at for | ocal
governments in New York is, |look at what you and
Al bany require the | ocal governnents to do, and
whet her you require themto do it a particular way.

Certainly, that's the conplaint that |oca
| eaders, that |'ve spoken to in New York, are

sayi ng; that, you know, Al bany makes us to do this,
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and they make us do it this way.

And that's the real problem when they're not
conpl ai ni ng about fundi ng.

But, I wouldn't just |ook at, you know,
"How do we get nore State aid to | ocal governnents?"
because that doesn't necessarily solve a broader
problemof, if they're providing the wong services,
the wong way, for people.

SENATOR KRUEGER: But we capped their
property-tax ability in the state, so that --

JOE HENCHVAN: The grow h, yeah.

SENATOR KRUEGER: -- yeah, so that limts
their ability to do what you were just descri bing.

JOE HENCHVAN: | think you can -- does it
have a voter-override option?

So there's that, at |east.

SENATOR KRUEGER: Thank you.

SENATOR DeFRANCI SCO.  Thank you.

What -- | just want to get back to the
"met hodol ogy" issue, because this is difficult
stuff, to figure out what policies you want to
change, and how you want to effect things.

The net hodol ogy, for exanple, in
North Carolina, to determ ne what they're going to

do, was there a goal of where they -- the dollars
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they -- did they have to first determne the dollars
t hey woul d need, and then once -- to do an effective
tax cut, and then, look at the credits, |ook at the
deductions, | ook at other sources of revenue?

What was the net hodol ogy that was used?

O, what's the nmethodol ogy that's nost
effective for a legislature to use?

JOE HENCHVAN: | would like to say yes to
t hat question, but that wouldn't be truthful.

The answer was, that | think the legislators
and the governor canme in, know ng the current system
wasn't working, and not really sure why; so, kind of
bei ng open to changing things, but not really having
a firmidea on what they wanted to do beyond naki ng
it | ower.

And, you know, sone state senators and
state representatives are experts on the topic, and
t hey knew the tax code frontwards and backwards, but
| think, for the nost part, a lot of the
| egi slatures [sic], that was their know edge goi ng
into the debate, and going into the discussion.

So, a lot of input was gathered. W wote a
book on the subject of North Carolina' s tax system
and options to reformeverything, fromincrenental,

t o broad-reform approaches.
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O her think-tanks put out simlar naterial,
ot her organi zations put out position papers, and
| think that | that did a lot to kind of inform
t hi ngs.

North Carolina also had a body of previous
studies. They had, | think, seven previous
t ax-reform comm ssion reports that were on shel ves
gat hering dust.

And | woul d say they agreed on about
70 percent of the recomnmendations, between them
and, so, | think that al so provided a good corpus of
background of, Well, you know, we don't need anot her
study on this necessarily. WMybe we should just do
what the studies in the past have said.

And t he general approach was: W need to do
somet hi ng about the declining sal es-tax base, we
need to do sonet hi ng about our high incone-tax
rates, our franchise tax systemis broken, and the
corporate incone tax is not productive.

And t hose eventually transformed into
concrete policy ideas, that, as | nentioned, changed
al ong the way considerably, but, | think the overal
goal was to broaden the base, lower the rate, and
provi de a net-revenue reduction, but not a shocking

one. One that people would feel, but one that
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wasn't necessarily -- it wasn't just about cutting
rates and getting noney out; it was al so com ng up
with a better-structured tax system

SENATOR DeFRANCI SCO  kay, and, |astly,
| know the revenues, you have to find the noney
sonmepl ace. Ckay?

Hopefully, there will be a boomin the
econony, because of the national econonics is going
much better.

And, hopefully --

JOE HENCHVAN: California is inits 12th year
of budgeting, hoping for that.

[ Laught er. ]

SENATOR DeFRANCI SCO  Yes, yes.

But if it happened -- and if it happened,
hopefully, the boomwould go directly to sonme of
t hese cuts we've been tal king about.

But, the biggest rub, I would think, assum ng
that there is no such econom c boom and all of a
sudden, we're flush with cash, then, the only way to
adj ust these things, it seens, is to deal with the
deductions, the credits, and, change, and nake it
br oader - based, so that there's not just haves and
have-nots. There's, everybody is participating in

a fair, equitable way.
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These cuts -- these states that have done
sonme of these changes, | assune there was an outcry,
at |east at the beginning, that, we're losing this
deduction, we're losing this credit, we're |osing
this or we're losing that.

You gave M chigan as an exanpl e.

| -- what was the reaction of some of --
whether it's -- | know what the reaction of the film
i ndustry woul d be, but what about the average
Joe Citizen, and sone of these deductions that they
relied on, and they're not getting anynore?

JOE HENCHVAN:  Well, the key was, to nake the
case to themthat, that, the whole picture, at the
end of the day, was going to be nore beneficial to
them and to the econony as a whole, and to their
children, and so forth, than the current system
where, they got it -- you know, they got all of
t hese different deductions and credits, but everyone
el se had to pay very high rates.

And, beneficiaries -- sone of the
beneficiaries did not |ike that, of course, and,
opposed it, and resisted it.

But, for the nost part, | the case -- the
reason these were successful, and this is the

di fference between successful tax reforns and
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unsuccessful ones, is successfully making that case
to nost people.

And -- | nean, you're not going to get there
of fering, you know, a credit for this industry and a
credit for that industry. That's not going to get
you to the [unintelligible].

The way you do it is, by making the case for

what the state will ook |ike afterwards; what the
revenue picture will look Iike.
This is how the entire package -- not just

you | ose your nortgage interest deduction, but, the
whol e package, where, your sales tax rate goes down
and your income tax rate goes down, and this
econonm c growh is generated, what it |ooks |like at
the end of the day for you.

And so, North Carolina, for instance, had

a-- | mean, it was just sonething as sinple as

They had a tax cal cul ator on the caucus
website, where you could put in your incone, and you
see how your income will be changed under the
entirety of the tax provision.

Because, of course, people were getting
flyers, and saying, You' re going to | ose your

nort gage-i nterest deduction if this passes;
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Wer eas, they were making the case, Well,
that's true, but, you're also getting these other
benefits fromthis tax reform and you need to | ook
at it holistically.

And it can be a tough case to nake.

And, certainly, there's a |ot of special
interests interested in preventing legislators from
maki ng that case.

But | think, on the whole, not only it
wor ked, but it's beneficial for everybody, on the
whol e.

SENATOR DeFRANCI SCO  Thank you very much,
and thank you for com ng up from Washi ngt on

We really appreciate it.

JOE HENCHMVAN:  Thank you for the opportunity.

SENATOR DeFRANCI SCO  You mmy be getting sone
calls for nore information.

JOE HENCHVAN: Happy to take them

SENATOR KRUEGER: Thank you.

SENATOR DeFRANCI SCO  The next speaker is
fromthe Business Council of New York State,

Ken Pokal sky. He's the vice president of governnent
affairs.

KEN POKALSKY: Good nor ni ng.

SENATOR DeFRANCI SCO  Good nor ni ng.
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KEN POKALSKY: W appreciate this
opportunity.

The Senate's been -- had a | ongstandi ng
| eadership on tax and budget reforns in
New York State, so we appreciate you asking, and
appreci ate the opportunity to be here today.

We did submt long testinobny. You have it.
|"mnot going -- I"mcertainly not going to read it.
|"mgoing to touch on a handful of key issues,

t hough.

But, first, | just wanted to, in response to
sonme of the things already said today, | think, if
you haven't noticed yet, tax lawis very conpl ex,
and getting nore conplex every day, because of --
the types of transactions are becom ng nore conpl ex.

Just one exanple: Tal ki ng about extending
sales tax to services, think of the exanple of
cl oud- based -- a cl oud-based conputer programthat's
used in multiple states froma conpany based in
M chi gan.

Wiere is the sale -- "Were does the sales
happen?" woul d be the basis of where it gets taxed.

So it's very conplex, and a |ot of the stuff
is interrel ated.

In response to a conment -- when E.J. McMahon
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was tal ki ng about, or conparing, treatnment of C corp
i ncome versus S corp, the flip side of that is, the
nmoni es paid from-- to the shareholders of a C corp
as a dividend, conmes out of the taxable profits of
the business. |It's taxed at the corporate
franchise-tax level, and taxed at the PIT | evel when
it's received, in New York State, as ordinary

i ncone.

Conpare that to a Sub S, it has a very
nom nal tax paynment as the corporate entity, under
Article 90 of the franchise tax, but it's taxed
at -- it's nostly taxed at the PIT.

So just equalizing the rates that the incone
is subject to doesn't nean that the sane dollar of
inconme is treated the same way under -- as a C corp
and S corp.

My only point is, that these are -- there's a
| ot of interconnections here, and when you nove one
pi ece, you have to look at how it conpares to the --
make sure you're conparing apples to apples when
you're making -- or, trying to nmake reforns that are
intended to treat incone or an activity equitably or
simlarly under the tax |aw.

Wth that preanble, state business climates

obviously matter. They're influenced by a | ot of
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factors, including taxes, so an argue, taxes
definitely do nmatter.

Wen we talk to our nenbers, things that cone
up nost often

Cost of enpl oyer-provided health care, which,
in New York, is driven by state-coverage mandat es;

Cost of energy, which, actually, prices have
come down a little bit, due to factors beyond our
control

And, taxes; in particular, property taxes.

And when a business, particularly a
mul ti-state business, |ooks at where to nmake its
next capital investnment, the return on investnent is
inmportant, and it's influenced by these types of
factors.

So you definitely tax -- taxes on the margin
definitely matter in ternms of econom c devel oprent.

You al ready heard about the high |evel of
conbi ned state and |l ocal tax burden in
New York State.

Anal ysis that we've done is, if you | ook at
that overall burden, about 25 percent of al
St at e-i nposed taxes, and about 40 percent of
| ocal -i nposed taxes, primarily property and sal es

tax, are born by the business community, for a
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conmbi ned share, by our projections, about
34 percent.

And, by the way, if you did an
across-t he-board expansi on of sales tax to services,
t hat nunmber woul d go up because of the significant
use of services by business.

And, we woul d concur with the comment by the
Tax Foundation, that if there is a broadening of a
sales tax to services, it should be done at the
final sales, and not be a tax on business inputs,
because then you have a pyram di ng of the inpact of
t he tax.

And | ast thing, on the inpact issue, you
know, New York State's econom c perfornance,
particularly upstate, has been a great concern to
us.

Looki ng at just the recent history, fromthe
begi nni ng of the nost current econom c sl owdown, to
now, June 2013 is the last date | |ooked at,

New York State has done a fairly good job of
recovering. It's above its prerecession peak, but,
virtually, all that net job growth happened north
and west of the Tappan Zee Bri dge.

| f you look at the 52 upstate counties, from

2008 to today, we're still bel ow prerecession
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| evel s.

Mor eover, over the last -- since 1990, so,
the last 33 years, job creation in New York State
has been one-third the national rate: 7.2 percent
versus 22 percent.

If all New York State did was kept up with
national trends, we'd have produced nore than a
mllion new jobs. And that has tax-revenue
consequences as wel | .

The point being, we have a -- we think, an
econom c-clinmate issue.

W see it in our job performance, both, in
recent terms, particularly upstate, and for | ast
two generations, that New York State has been
| aggi ng behind the national.

And when, and if, national econom c growth
conmes, New York State cannot influence that.

What we can influence is the share of
nati onal econom c growh that conmes to
New York State and stays in New York State.

So we do think, business policy, that
busi ness climate-factors matter, taxes are an
i nportant part of business -- of business climte.

So, a couple of specifics of tax reform

We do support broad-based reforms, both, in
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terns of how taxes are collected, how returns are
filed, as well as tax rates.

The Busi ness Council generally supports a
noderni zati on of the state's basic business taxes
that was drafted by the tax departnent a couple
years ago.

It blends the bank tax into the Article 9-A
corporate franchise tax, nodernizes the tax. It
woul d reduce the entire net-incone base tax rate,
from7.1 to 6.5,

We woul d support further reductions to,
per haps, the 4 percent range.

It would sinplify conpliance for taxpayers
that currently have part of their business in two
very different parts of the tax code, which requires
four returns: state, and local -- or, state; bank;
and corporate franchise tax; New York City nultiple
t axes, because of the two articles.

Sinmplified rules for doing conbined reports.

When you're a nmulti-party corporate entity,
you have to -- you bring different entities, perhaps
unrel ated entities, into a single report.

New York State, right now, has an incredibly
conpl ex nine-step process to define -- to require

conbi nati on based on a term known as
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"significant intercorporate transactions."

This bill sinplifies the criteria for
conbi ned reports, to figure out what the taxpayer
is, to be subject to New York State corporate
franchi se tax.

We -- that bill would continue the
"single-sales factor” portion in the business
i ncome, a provision that gives a nore conpetitive
tax treatment to businesses that are subject to
New York State tax, that have significant enpl oynent
and capital in New York State

We support the elimnation of the alternative
m nimumtax, which is in that bill, which, frankly,
erodes -- well, one hand, we give tax credits; on
t he other hand, we take away the val ue of those tax
credits by inposing the AM.

The bill's not perfect.

There's sone provisions in there that have,
what we think, are unintended tax -- adverse-tax
i mpacts, including, in sone cases, subjecting a
busi ness to sane anount of business income to
taxation in nmultiple states.

But, in any case, it's a step forward; it's a
sinplification of our basic business taxes.

And we can provide the two Comrittees with
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our detailed discussion of its conmponents, because
it's about a hundred-piece under -- part -- piece of
| egi sl ation.

Turning, for a mnute, to the manufacturing
sector:

The inportant thing about manufacturing, and
this, for us, is particularly inportant upstate, you
hear a | ot of comrentary from business and from
| abor, and from others, about the erosion of the
m ddl e cl ass.

And in New York State, and particularly
upstate, you know, fromour view, what you're really
tal ki ng about is manufacturing.

New York State has | ost manufacturing -- the
manuf act uri ng enpl oynent nati onwi de, it's been on
a -- in a decline.

New York State, for the |ast 40 years, has
| ost manufacturing jobs at nore than double the
nati onal rate.

I n Upstate New York, the average
manuf acturing job, conpared to the average
non- manuf acturing private-sector job, pays, in
sal ary al one, about $16,000 nore a year.

These are incredibly val uabl e jobs.

And | would argue, in a lot of locations in
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Upstate New York, once gone, they're, virtually,
irreplaceable, and certainly irreplaceable at that
i ncone | evel .

These are inportant -- this is an inportant
conmponent, particularly in the upstate econony.

And we do support sonme of the existing
franchi se-tax conmponents that benefits this -- this
vital sector.

We supported this year, the reduction of the
mar gi nal rate for manufacturers, ultimtely, down to
just under 5 percent.

In 2019, we think that could be brought down
further.

We think there are sonme slight nodifications
necessary to what -- what a "manufacturing” is.

Wth diversification of conpanies, you see
busi nesses with significant manufacturing activity
in New York State, but it's not a majority of their
i ncone.

We think they should continue to be
consi dered manuf act uri ng.

And, again, to this issue of taxation of
busi ness income, as a C corp versus an S corp, we
woul d recommend maki ng correspondi ng reductions for

manuf act uri ng busi nesses taxabl e under the personal
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income tax for Sub S, partnerships, and LLGCs.

| mportantly, not everything we do that feels
like a tax is called a tax.

We definitely support an expedited phase out
of the so-called "18-A assessnent” on electric
power, which is a particular issue for
ener gy-i ntensi ve manufacturi ng.

And I'Il point out, while we have done sone
tax reformover the years, since New York State
repeal ed the gross-receipts tax on utilities, which,
at the tinme, was about a $150 m|lion tax reduction.
It took 5 years to get done in the |egislature.

It's hailed as a great step forward.

New York State has inposed nore than
a billion dollars a year, in different assessnents,
on the energy sector.

So we cut amllion -- 150 mllion in GRT.

We added a billion in 18-A, in SBC, RPS, et cetera.

It feels like a tax, we pay it like a tax;
it's not called "a tax."

So, we have to | ook at these other things the
State does that adds to the costs as well.

Moving away fromthe tax code, we have a
couple -- there's a nunber of things the State can

do in the way taxes are adm nistered, that,
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general |y speaking, don't cost noney, they don't
reduce taxes, but they make our lives easier, and
t hey woul d make the departnent's |life easier as
well, elimnating sonme of the friction costs in
t axati on.

A coupl e of exanpl es:

The corporate franchise tax, right now,
requires a first-quarter estinmated paynent of
40 percent of, basically, last year's -- |last year's
tax liability.

| f you had a significant non-recurring event,
you sold a subsidiary, you pay -- in effect, pay
estimated taxes on that in the first quarter of
every year, and wait a year, basically, to get it
back, when you true-up your actual tax liability,
and when you the file returns that go through audit.

Allowing for that estinmated paynent to be
based on projected revenues, rather than |last year's
revenues, is useful to the business; ultimately, it
provi des the sanme anount of revenues to the State.

The second exanple, cities and villages are
authorized to i npose gross-recei pts taxes on
utilities.

And by ny count, it was about 420 entities

that do so. These are all separately adm ni st ered.




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

98

It would be useful to the affected businesses
if this was a centrally adm nistered, centrally paid
tax, like we do for sales taxes collected, through
the tax departnment, not through 420 separate taxing
entities.

And there's others; things that are
adm ni strative, that produce the same revenues, but
t hey reduce costs.

And, quite frankly, sone of the reforns in
that Article 9-A bill | talked about, tend to
elimnate issues that we spend a |lot of time on
audi t.

Not having to fight as rmuch about the
conmbi nation of rules, for exanple, saves tine.

The last thing | want to tal k about, and then
|"d be happy to take any questions you have, is the
i ssue of tax credits.

| want to nmake a couple of general points.

There are a lot -- yes, there are a lot of --
a nunber of tax credits in Article 9-A and
Article 22, et cetera.

Only a handful of those have significant
costs attached to them so we're really talking,
| think, about the najor ones:

Enpire Zones, which is fading away; the film
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credit; the brownfield credit; the -- Excelsior is
now growi ng; and then the |ITC

Beyond that, | don't know that there's an
Article 9-A tax credit that costs nore than
$10 mllion a year, pointing, after first handful,
they really fade away.

So any focus should be limted to the --
| think, to the -- | think the real debate's on the
maj or ones.

Second, sonme acts -- sonme types of business
activities are far less influenced by tax factors
t han ot hers.

Busi nesses that are there exclusively serving
the local community probably aren't that influenced
by margi nal tax rates.

Certainly, not location in the state.
They're going to be | ocated around where their
busi nesses are.

On the other hand, sone other types of
activities, |like brownfield redevel opnment, are
heavily influenced; particularly in New York State,
the way our brownfield law is structured, are
heavily influenced by the financial incentives that
go along with that.

| woul d nake the sane case for things like
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the investnent tax credit, where manufacturers
serving a national -- a regional and national, and
even a worl dwi de market, certainly has |ocational
deci si ons.

And, thirdly, one thing that tax credits do
that tax reformusually can't do, is you have a nore
i mredi at e i npact.

Ceneral ly, when we have done broad-based tax
reform it's come in multiple-year steps.

Soneti mes, those steps are disruptive.

You do a tax -- a new tax -- targeted tax
credit today, you see sone imredi ate results.

And the final comment is, | think the
guestion that has to be asked of tax credits is,
Do they have a real effect?

Is it influencing something?

Are you giving a credit for sonething that
woul d happen anyway?

And even if there is an effect, is it
cost-effective?

Again, I'Il just use the filmcredit as an
exanpl e.

It's an expensive program no doubt.

I f you | ook at enploynent, New York City

enploynment in the filmindustry, it's up about
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20, 000 j obs since the beginning of the recession.

And, right now, it's about 50 percent of its
historic rate, if you | ook at what that industry
had, in terns of jobs, over the last 20 years,

So you could argue it's had an effect.

And the second question is, Wat's the
payback?

| think, if you gave enough tax credits to
al nost anything you, could nake it happen in
New York State.

| s there a bal ance between the benefit and

the tax expenditure?

| think we need -- if we're gonna to take a
serious look at tax cuts, | think you have to
have -- |l ook at both of those issues: Is it having

an effect? Is it worth it?

Senat or Krueger brought up a recent study
that said there's a -- you know, $7 billion in
conbi ned econoni c-devel opnent incentives.

What that report didn't say, is they were
| ooking at state, New York City, county-|evel, and
sonme city-level incentives.

That's $7 billion on a conbined, by ny count,
expenditure of about 225 billion, soit's alittle

bit |Iess than 3 percent of total expenditures.
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And that's just -- that's through a quick
anal ysi s.

So you've got to put it in the context.

Is it -- isit alarge -- it's a large
nunber, but it's a |arge nunber on al nost a
gquarter of a trillion dollars worth of budget.

And, second, it really -- it questioned
whet her sonme of these were inpactful and efficient.

It didn't answer the question.

| think sone are doc -- are argued -- are
denonstrably effective and cost-effective.

You know, | think the brownfield programis
bot h.

If you look at it, it's at least -- it's
al nrost a 9-to-1 payback, just |ooking at the capital
expenditures versus the tax credits, not counting,
you know, the benefits of jobs and secondary
i npacts.

So we do think there is a role for targeted
tax credits, including an investnent tax credit,
R&D credit, continuation of the brownfield credits.

You know, everything can be | ooked at,
everyt hing can be nade better, but we do think there
is arole for those in the state's tax policy.

And I"'mgoing to just briefly nake sone
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comments on the personal incone tax.

There's a lot of issues on how the income tax
i npacts business activity, both in terns of taxation
of business incone and how it inpacts enpl oyees,
particularly multi-state enpl oyees.

That, we're going to save for another day.

We're going to submit witten comments on
that to you before your hearing process is over.

But, two quick questions on the PIT.

First, you know, contrary to sone of the
conversation, when we're -- did the last, sort of,
three rounds of mllionaire's tax, New York State
has, continues to have, a fairly progressive
personal incone tax.

Probably anmong one of the nore progressive
taxes in New York State, through a nunber of
nmeasures, including our earned-inconme tax credit,
the | owest percent -- the | owest 40 percent of
t axpayers, measured by New York adjusted gross
i ncome, pay no income tax in New York State.

And as you go through every tranche of incone
classification, the next highest inconme tranche pays
a higher effective tax rate than the | ower one,
based on our running of the nunber.

So we have an effective tax rate, and we
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had -- I"msorry, a progressive tax rate, and we had
one prior to the adoption of the mllionaire' s tax.

Second, the incone tax does tax a significant
amount of business and busi ness incone.

There's about 100,000 nore S corps in
New York State than C corps, and that doesn't count
LLCs and partnershi ps.

There's a fair amount of businesses, and
busi ness inconme, that is -- that pays its primry
taxes, or, its incone taxes, to the State under the
PIT rather than the corporate franchise tax.

So we'll be following up with the Conmittees
on sone specific coments and anal ysis on the PIT.

So with that, 'l stop.

W' ve touched on sone ot her issues,
property-tax admnistration, sales-tax issues, in
our testinony.

But, with that, 1'd just like to stop, and
t ake what ever questions and conments you have.

SENATOR DeFRANCI SCO  Senat or Val esky.

SENATOR VALESKY: Thank you, M. Chairman.

Actual ly, not a question, but just an
announcenent, Ken, and |'mpretty sure you're
al ready aware of this, but, certainly, for others

who are here:
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We here, ny coll eagues on this panel, and,
certainly, all of us as legislators, hear fromyou
and the busi nesses you represent, about tax burdens,
certainly, but also about regul atory burden.

So | just want to rem nd everyone that | will
be, in ny role as Chair of the Commerce, Economc
Devel opnent, and Smal | Busi ness Commttee,
co-hosting a series of public hearings across the
state with Senator Marchione, Senator Gallivan, and
Senat or Carlucci, on business regulations, and will
be -- and the hearings will be industry-specific.

So | would just encourage, and invite you,
and others, to participate.

We've nade this, the schedule public --

" m | ooking at Scott up here.

W' ve nade that schedule public, and we'll be
| ooking to you for your feedback and input, on the
regul atory side, in addition to what you've provided
today in regard to the tax structure.

KEN POKALSKY: W plan on doi ng so.

SENATOR VALESKY: Ckay.

KEN POKALSKY: Look forward to it.

SENATOR VALESKY: Thank you.

SENATOR DeFRANCI SCO  Carl, any questions?

SENATOR MARCELLINO Ken, I'mglad to hear
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that you favor the extension of the brownfields
credits.

A |l ot of people have conpl ai ned that these
credits are too expensive and sonewhat unw el dy.

Do you agree?

KEN POKALSKY: Sonme have. | don't know if a
| ot have.

| know some have -- it's one of those things,
someone says it, and it gets repeated nultiple
times, it seens like it's being said often.

We had sone sharp criticisns of the
State Conptroller's report, that -- you know, when
they did their report, they said, Well, here's this
envi ronnment al renedi ati on program of rmuni ci pal
sites, paid for out of this pot; and here's the
brownfield program paid through tax credits; and
the first is a lot cheaper than the second.

But they really were conparing apples to
or anges.

In the ERP -- or, the EER-ERP averagi ng, they
| eft out the high outliers.

| f you took out the three | argest brownfield
projects, the average cost, you know, drops by under
a mllion dollars worth of tax credits.

And the nedian tax credit for a brownfield
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site is $200, 000.

You could certainly -- nost of the |arger
projects, in terns of consum ng the tax credits,
were what are called "conmercial residential
devel opnent . "

So there are adjustnments you coul d make.

W' ve al ready gone through at | east
two rounds of adjustnments on the tax-credit side, to
bring the redevel opnent credits nmore in line with
t he cost of the cleanup.

So we think it wasn't -- it's not that
expensive, at |east the average project is not that
expensi ve, conpared to other remedial projects in
t he state.

The other thing that the -- that particular
report really gave little consideration to, is what
t he econom c benefit was.

Is it creating jobs?

s it adding -- is it producing tax revenues
because of the project, et cetera?

W -- in looking just at the capital
expenditures at these projects, the payback to the
State is 8 to 1, without |ooking at these secondary
effects --

SENATOR MARCELLI NO. Say that agai n?
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What was the payback rate again?

KEN POKALSKY: |'m sorry?

SENATOR MARCELLI NO  You nentioned a payback
rate. | couldn't hear it.

KEN POKALSKY: Oh, the -- if you |look at the
val ue of the capital spent, both in cleanup and the
redevel opnent, versus the value of the tax credit,
that ratiois, | think, 85 to 1, give or take.

So it's -- and that's not counting any of the
secondary effects.

Thirdly, | think, in nost of these projects,
the ones that I'mfamliar with, these are sites
t hat maybe woul d have been redevel oped, soneday, but
nost hadn't been touched in 20 years.

In part, they were doabl e, because of sone of
the liability protections, sonme of the certainty as
to what the cleanup requirenments are, but also the
tax credits.

| will point out, you know, and it was one of
the interesting things, you see sonething presented
and | ack of follow up.

New York State, | think, has conpleted a
coupl e hundred brownfield projects.

Over the same period of tinme, where

Pennsyl vani a' s conpl eted a coupl e of thousand, and
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they offer, virtually, no tax credits.
So it's not just the tax-credit side of a

brownfield programthat determ nes whether it's
successful or not.

It's, what's the process, what's the
certainty of the process, both in ternms of the
outcone and the tinetable?

You know, what is the -- what are the
envi ronnment al standards applicabl e?

VWhat are the liability protections
appl i cabl e?

So, you might able to make -- | woul d argue,
you coul d make the program nore effective by | ooking
at both sides; not just the tax-credit side, but the
substantive side of the programas well.

SENATOR MARCELLINO As you may know -- wel |,
you know, of course, brownfields was ny baby many
years ago, and we kept doing it.

It's coming to a point where it's got to be
renewed; that we're | ooking through to that again.

|'"d be happy to get sone recomendati ons from
you and your people, as to what nodifications you
t hink m ght work, how they m ght be done better, how
t he program m ght be nodifi ed.

Li ke, you can -- you know, you can talk to
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recommendat i ons, because, that program | think, is
an effective one, and can be nmade nuch nore
effective, as you point out.

KEN POKALSKY:  Sure.

SENATOR MARCELLINO. Question: The MIA tax,
|"mgoing to go out on a linb, |'m guessing you
favor the repeal? A total appeal?

KEN POKALSKY: | am-- |'massum ng you're
talking to the payroll tax, not the preexisting
sur charges?

SENATOR MARCELLI NO  Yeah.

KEN POKALSKY: It's a tax on jobs, it's a tax
on payroll; and as such, it strikes ne as a -- as
a-- it's not a great tax policy, as far as econonic
devel opnent is concer ned.

W -- the one -- we opposed it.

W believe, and | think others believe, there
are efficiencies to be achieved within the MA
structure, to offset sone of the necessary -- the
revenues that were otherw se necessary in the
payrol | tax.

|, my own, have an equation for you today
t hat says, repeal it --

SENATOR DeFRANCI SCO Your answer is "yes";
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right?

you're

Shoul d

policy.

KEN POKALSKY: |'m sorry?

SENATOR DeFRANCI SCO Your answer is, yes,
opposed to the payroll tax?

KEN POKALSKY: The question, though, is,
we just repeal it?

SENATOR DeFRANCI SCO  Oh --

KEN POKALSKY: M/ only answer is --
SENATOR DeFRANCI SCO  -- you don't know?
KEN POKALSKY: We do.

W didn't likeit. W think it's a bad

W think, to repeal it, you' d have to conme up

wi th, you know, some cost-savings, and other --

| assune sone ot her revenues.

pi eces

of the

We have not, you know, filled out the other
of that equation.

But, yes, we oppose the payroll tax.

We've gotten rid of -- we've elimnated sone

wor st aspects of it, by taking out, you know,

sonme sole proprietors and snmall business, but, it's

atax on -- it's a tax on having jobs in the region.

Sorry, sir.
SENATOR MARCELLINO  Thanks a |ot.
SENATOR DeFRANCI SCO  Thank you very much.
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Next speaker, Fiscal Policy Institute,
Frank Mauro, executive director.

| see by our clock, it's only 9:20, and he
was supposed to be on at 10:45, so we're way ahead
of schedul e.

[ Laught er. ]

FRANK MAURO It's still norning; so, good
nor ni ng.

Should | start?

SENATOR DeFRANCI SCO  Yes, pl ease.

FRANK MAURO  Ckay, thank you.

Thank you very nmuch for the opportunity to
speak to you this norning.

A thorough review of the tax systemis
certainly in order froma nunber of perspectives.

Back in Decenber of 2011, the Governor and
the legislative | eaders joined in calling for a
t hor ough review of the fairness of the tax system

And that's certainly one inportant basis for
eval uati ng the workings of any tax system including
New York's, but two other criteria, adequacy and
stability, are also inportant.

It is difficult to say that one of these
criteria -- fairness, adequacy, stability -- is nore

i nportant than the other two.
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Governors and | egislators have to try to
achieve all three objectives simnultaneously, so
that's not easy.

The result is, that making state tax policy
is adifficult balancing act.

In addition to these three traditional val ues
of high-equality tax systems, policynakers al so
yearn for a tax systemthat will encourage the
creation and retention of jobs and broadly shared
prosperity.

Sinmply put, this is easier said than done.

Just because a policynaker's heart is in the
right place doesn't nean that the policies that he
or she advances, sonetines successfully, will work
as i ntended.

Just think of the | egacy costs that
New York State was left with when it noved to
correct, and later when it noved to end, failed
prograns, |like the Job Incentive Award Program
which was elimnated in 1982, or the
Enpi re Zones Program whi ch was nore recently
el i m nat ed.

Hopeful ly, we have | earned fromthese
experiences and be will be careful before | aunching

new programs that can incur significant obligations
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with little to show for it.

We are on the verge of doing that right now,
unl ess we take a deep a breath and rethink the
Start-Up New York Program before |aunching it.

Once you start making commitments under these
progranms, you can't unwind them as you can see from
what' s happening with the Enpire Zones Program now.

The sane goes for the m ni num wage
rei nmbursenent credit that was enacted as part of the
2013- 14 budget agreenent, and which is scheduled to
take effect in January of 2014.

We have citations at the end of the paper of
this testinony, to our nore in-depth papers on both
of those tax credits, so | won't go into that now.

From the perspective of fam |y tax burdens,
pol i cymakers al so need to rethink the $350 famly
rebates before these checks are put in the mil.

If we have 410 million to spend on famly tax
relief in each of the next three years, wouldn't it
be better to focus on an effective formof relief
for those homeowners and renters who are nobst
over burdened by residential property taxes?

There are al so just numerous inequities in
t he program

| f your incone is under $40,000 a year, even
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if you have incone-tax liability, you get no tax
break, based on the reasoning, | guess, that nost
peopl e with incones bel ow $40, 000 don't have
income-tax liability.

But, if your inconme is between, forty, or as
hi gh as three hundred t housand, and you have
zero tax liability, you get the $350 credit.

So, it just doesn't nmke sense.

There are better ways to provide famly tax
relief.

It is good that you are having public
heari ngs in which organi zations, |ike ours, and
others that are speaking to you today, have a chance
to share ideas with your two Committees.

One of the things | realized, when the fell ow
fromthe Tax Foundati on was tal king, and tal ked
about the North Carolina debate, and nentioned the
Center on Budget and Policy Priorities, which is a
Washi ngton think-tank we work with a lot and is very
wel | -respected on tax policy, that they were part of
t he discussion and input in North Carolina, as was
t he Tax Foundation, but, we seemto have a nuch nore
one-sided |ine-up here.

So, we think it's inportant to reach out to

all the experts.
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It's also inportant to hear fromthe public,
because | think if these hearings were nore open to
the public, the one thing you would | earn, which I'm
sure that nost of you, in effect, know, is that the
tax that nost New Yorkers care about is the property
tax, and the need for property-tax relief.

And there are people throughout the state,
they're nore concentrated in the New York City
subur bs, who pay outrages portions of their incomne
in property taxes.

But if you conpare -- let's conpare
Long I sland and Syracuse.

In Long Island, a higher percentage of
famlies are paying an inordinate share of their
property tax in inconeg;

But, in Syracuse, just because the average
isn't that high doesn't nmean there aren't also lots
of famlies in Syracuse who are payi ng an inordinate
share of their income and property taxes.

The property tax is not a tax that applies to
peopl e equally on the basis of their ability to pay.

Because of losing a job or becom ng disabl ed,
there are people who continue to have property-tax
bills but don't have incone available to it.

And we think the nost targeted way to do this
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is a real-property circuit-break tax -- tax
circuit-breaker that provides relief based on the
i ndividual, and the individual famly and its
property taxes relative to its incone.

So | think it's inmportant that you have
foruns or hearings or town halls where it's open to
t he public, because there are people throughout this
state who have worked on the property-tax issue, and
who know what's going on at the grassroots.

It's also inportant to renmenber two
addi ti onal points:

First, both sides of governnment budgets, the
revenue side and the expenditure side, have an
i npact on the econony, and we sonetines forget that.

Basi cs such as education, infrastructure, the
| egal system fire protection, crime control, clean
water, the |list goes on and on, those are things
that the free market can't provide for itself, that
government does, but they allow for the free-narket
econony to flourish. Wthout them we don't have an
operati ng econony.

So you have to keep both sides of the budget
in mnd when you' re thinking about tax policy.

Second, and very related to that first point,

the state and | ocal systemis one system not two
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separate and i ndependent systens.

And what do we nean by that?

Each state decides for itself what it's going
to do directly, and what government responsibilities
it's going to delegate to | ocal governnents. And it
al so gives | ocal governnents certain tax sources,
and doesn't give themothers, and gives them aid.

So the State is really determ ning the
overal | structure.

And what's inmportant, is the overall state
and | ocal tax system not an individual tax here or
t here.

New York State's tax system |ike every
state's tax system is a conbination of some state
taxes and sone |ocal taxes, with sonme of those taxes
bei ng regressive, and others bei ng progressive.

The speaker for the Tax Foundation tal ked
about why they supported the property tax.

It brings stability to the mx, but it also
brings sone inequities, so you have that bal ancing
act you have to engage in, and you have to think
about the systemas a whol e.

Wiile it is interesting to exam ne the
di stributional inpact or fairness of individual

t axes, the rmuch nore inportant question is the
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fairness or distributional inpact of the state and
| ocal tax system as a whol e.

In New York, |ocal governnments are
responsi ble for raising a | arge share of the revenue
necessary to support needed public services, and
this places great pressure on the property-tax base.

In New York, the one |ocal governnment that
has a very broad revenue base is New York City.

It has a diverse revenue system

It has a progressive incone tax; it's got a
corporate incone tax; a bank tax; it's got al nbst an
endl ess list of taxes, but it's a nuch nore diverse
system so there's much | ess pressure on the
property tax in New York City.

So, one point that conmes to mind on this,
that I would disagree with the Tax Foundati on
speaker on, is, in New York, | don't think we have
t he experience that he has observed nationally, that
| ocal governments that rely only on the property tax
have the | east fiscal problens.

| think if we |ooked at the situation that
our cities face in New York, that New York City has
a much easier tine of balancing its budget than do
the upstate cities, which have, as their only

free-and-cl ear revenue source of any magnitude, the
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property tax, in which there's great pressure on the
property tax.

Wth the inposition by the State in 2011 of a
cap on local property-tax levies, it is nore
i nportant than ever for the state governnent to
honor its commitnents, to cover a reasonable share
of the cost of the central public services through
adequat e fundi ng of revenue sharing with
general - purpose | ocal governnments and adequate State
aid to school districts.

New York State, and every state, divides
responsibility for different services between itself
and its |local governnents.

So New York State gives certain service
responsibilities to | ocal governnents, |ike running
publ i ¢ school s and teachi ng mat h.

Now, that costs an anount per pupil, and
there are certain increnents for English-|anguage
| earni ng that goes on, and poverty, and ot her
t hings, but the big msnmatch, is that the prinmary
revenue source, the property tax, taxable val ues,
aren't by sone magic distributed in the sane
proportion anmong school districts as children.

Same thing with counties: some counties, like

Ful ton and Montgonery county, have | arger
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concentrations of poor people than they have of
t axabl e val ue.

And, so, you have trenmendous variety in
New York State in the effective property-tax rate
that's necessary to pay for the |ocal share of
Medi cai d costs.

So there are endl ess fiscal disparities.

The reason | nention this is because, one of
the responsibilities the State has, and it should
recogni ze and it should work on, is that, because of
the service responsibilities and revenue sources it
gives to |l ocal governnents, there are disparities
that exist that put many | ocal governnents in a
bi nd.

And in sone of the | ocal governnents that
have the nost difficult situation, have the | east
fiscal problens. Because they're very conscious of
their situation, they just sinply don't provide the
anenities that other places provide.

Just because sonebody doesn't have a fiscal
probl em doesn't nean they aren't being treated
unfairly.

The focus has to be on the fact that the --
what is the tax base that a locality has relative to

its service responsibilities?
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Di scussi ons about state -- and because of
this, discussions about state tax rates and tax
credits indirectly determ ne how nuch pressure is
pl aced on the property-tax base and whet her or not
| ocal governnents will be to able neet their service
responsi bilities.

Wiy is that?

Because the rates and credits, and everything
el se you said, at the state |level, determ nes how
much state revenue there is; and how nuch state
revenue there is determ nes how rmuch you're going to
be able to honor the traditional |egal commtnents
in revenue sharing and school aid; and that
determ nes what the pressure that renains on the
| ocal elected officials and the |ocal tax base.

So, you have to think about this as a state
and | ocal chall enge.

New York State has a progressive incone tax.
Not as progressive as it used to be.

When Nel son Rockefeller left office,

New York State had 14 brackets, going from 2 percent
to 15 percent.

And, for several of the years, at the end of
t he, Rockefeller, WIson, Admnistrations, and the

early carriers, there was 2 1/2 percent surcharge,
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so the top marginal rate was 15.3 -- effectively,
15. 375 percent.

Over tinme, there was a flattening out of the
bracket structure.

So between the begi nning of the
Kerry Adm nistration and the md-'90s, brackets were
elimnated fromthe bottomand the top.

The 2 and 3 percent brackets were elim nated,
so it started with 4 percent, and the top bracket
was 6. 85 percent.

So there were four brackets, all in a very
narrow range, from4 to 6.85 percent.

And you reached the top bracket in ternms of
t axabl e incone, for married couples at $40, 000 of
t axabl e i ncone, and, for single people, $20,000.

Now, it's not as bad as it sounds, because
that's -- it's bad, but not that bad, because that's
t axabl e income that's after deductions and
exenpti ons.

So that neans, a famly wth about $60, 000 of
total income has about 40,000 of taxable inconme, so
they're just beginning to get in that area where
they' re paying taxes at the top nmarginal rate.

It wasn't until 2003 that the |egislature

reached an agreenent on a tenporary three-year
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increase in the top rate. It did a tenporary
t hree-year increase again in 2009. And that's -- it
extended that now, through 2017.

So the tenporary top rates that have been in
pl ace since 2009, for 3 years, it was 8.97 percent,
and it's currently 8.82 percent.

You are -- given the mx of wtnesses you
have at the hearings, you'll obviously hear a | ot
about how that personal inconme-tax rate should be
| ess.

And what's the inplication?

The inplication is that, sonmehow, because of
us having a high income-tax rate, and havi ng
i ncreased the high -- the top marginal incone-tax
rate in 2009, that we | ost high-incone people.

And, so, there are various statistics that
are thrown around about mgration studies, whatever,
fromthe IRS,

But what you can | ook at, is the bottomline
i nformati on published by the IRS on the distribution
of taxpayers, by state, for years.

From 1997 t hrough 2001, they have data on
their website, breaking it down to increments up to
a mllion;

From 2002 until 2009, only up to 200, 000;
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But starting in 2010, 2010 and '11, the IRS
has published data again, showing the distribution
of taxpayers, by state, in inconme brackets, up to
and including a bracket of a mlIlion and above.

What does that show about New York State?

Over this 10-year period, from 2000 to 2010,
t he nunber of federal taxpayers with adjusted gross
i ncone above $1 mllion increased 17.1 percent
nationally; but, nationally, that increase was
38.9 percent.

In New York State, the anount of these
t axpayers' adjusted gross incone increased
20. 8 percent nationally, but 57.4 percent for
federal taxpayers from New York

In the "500,000 to a mllion" category, the
nunber of taxpayers grew 37 percent nationally;

41 percent in New York

In the "100,000 to 200, 000" category, it grew
faster at the national |evel.

But at those very high incone |evels, which
were the incone |evels that business groups warned
us woul d be depleted if New York increased its high
mar gi nal i ncome-tax rate, New York grew faster than
t he nation, not slower;

And for the mddle i ncome brackets, New York
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grew just a little bit slower than the nation,
commensurate with its sl ower popul ati on grow h;

And in no way provides any evidence of the
i nplication, because it's only an inplication, not a
conclusion, that the mgration data indicates that
New York is |osing income-generating taxpayers who
can al so generate jobs.

Wiy do | nention this?

Because | think, fromboth a fairness and an
econoni ¢ perspective, the best way to provide the
revenue, both for adequate services and for
property-tax relief, is through a progressive income
tax. And | think you have to weigh that.

And | think the progressive inconme tax is
good for the econony, not bad for it.

So | take issue with sone of the earlier
speakers on that.

Let nme just go quickly through the rensaining
portions of the testinmony, just focusing on the
t opi cs.

"New York State should not provide tax
subsi dies. "

Well, | tend to agree with sonme of the
earlier speakers who argue that we should try to

reduce tax subsidies, generally, so | agree with
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t hat .

But at the very least, we shouldn't provide
tax subsi dies for conpani es that outsource jobs, or
ot herwi se reduce enploynent in the state.

"Econom c-devel opnment tax breaks should only
go to businesses that create and maintain
good- payi ng jobs for the state.™

Take the state's investnment tax credit, for
exanple, it's pushed as sonmething that's going to
i ncrease enpl oynment, but there's no enpl oynent
tests.

So you could very easily, and I won't go into
the details now, nodify the investnent tax credit to
i ncrease the nunber of years for which the
enpl oyment incentive credit is based, so that firns
t hat reduce enploynment get |ess of a benefit, and
firms that increase enploynent get nore of a
benefit.

Next maj or category:

"Loophol es and tax breaks that allow | arge
multi-state and nulti-national corporations to pay
proportionately less in state incone taxes than
smal | busi nesses, should be fixed or elimnated, and
the integrity of the corporate alternate m ni mumtax

shoul d be restored so that large profitable




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

128

corporations are not able to reduce their tax
liability bel ow a reasonabl e percentage of net
i ncome. "

This is on pages 5 through -- 5 and 6.

And | go into detail about two things that
were touched on by earlier speakers.

The speaker fromthe Tax Foundation tal ked
about the nove away from a uniform nmethod of
apportionnment called the "three-factor fornmula.”

In the early 1950s, many busi nesses and
government officials got a nodel |aw adopted, the
“Uni form Di vision of Incone for Tax Purposes Act,"
t hat recommended that all states use the sanme
apportionment fornmula.

And, starting -- the speaker fromthe
Tax Foundation nentioned |Iowa, but New York really
began the march of nore -- of larger states doing
this, when in a special session in Decenber of 1975,
New York State broke away fromthe traditiona
t hree-factor formula and doubl e-wei ghted sal es, on
the theory that it would reward firnms that brought
wealth into the state by reducing their taxes; and
firms that benefited fromthe state, but didn't have
as nmuch property and payroll here, would pay nore.

Several years later, there was a tax-study
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commi ssion that had access to the tax data for doing
an anal ysi s.

And what it found out is, the deal in
Decenber of 1975, was that the State woul d increase
the corporate inconme tax rate by a percent.

| think it was, from9 to 10 percent.

And -- but to tenper that for the conpanies
that brought wealth into the state, it would adopt
doubl e- wei ghti ng of sales.

The study by the tax-study commission in the
early '80s found that the benefit to the firnms
that benefited fromthe doubl e-wei ghting of sales
wi ped out all of the revenue increase fromthe firns
that paid the higher rate.

So the doubl e-wei ghting of sal es gave a
revenue benefit to a small nunber of firms that was
greater than the tax increase that all the other
firms paid by the rate increase.

The -- it -- | couldn't tell if the
Tax Foundation supports the nove to single-sales
factor, or not.

G ven their integrity on sone tax-subsidy
i ssues, | wouldn't be surprised if they did not
favor this, but, they mght.

But, a lot of business groups, business
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organi zations, |like the Business Council, adamantly
support the nove to weighting on only sal es.

The trick is, that there's a federal |aw,
Publ i c Law 86-272, which says that a state can only
tax the -- a portion of the incone of a firmthat
sells goods if that firmhas a physical presence in
the state, has property or payroll in the state.
That, if it has only sales, it's not taxable at all.

So as busi ness groups have been | obbyi ng
state legislatures around the country, getting nore
and nore state legislatures to nove to
si ngl e-wei ghting of sales, or, at the very |east,
hi gher wei ghting of sales, it reduces the anmount of
the incone of multi-national corporations that's
t axabl e by any state.

But to show what creative and effective
| obbyi sts they are, they're sinmultaneously pushing
for sonething in Washington called "BATSA " the

Busi ness Activity Tax-Sinplification Act, which

woul d say, that, Well, you could have a little bit
of property and payroll in the state, and still not
be subject to taxation. -- creating a de mnims

standard, and, there are proposals to extend that
exenption to the sale of services as well as goods.

So it's a doubl e-squeeze that's going on
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CGetting the states to allocate income for corporate
i ncome-tax purposes nore on the basis of sales, and,
trying to get the federal |aw changed to nake it
harder for states to tax incone based only on sal es
apportionnent.

So, the states aren't taking action in the
interim and sonme of them are doing the things which
you'll -- is alittle hard to argue, on a fairness
per spective, but you can understand the frustration
of the states that, in recent tines, have noved to
gross-recei pts taxes as opposed to a corporate
i ncone tax.

The ot her thing that Ken Pokal sky, fromthe
Busi ness Council, nentioned, that | touch on in ny
testinmony, he said that the alternate mninmumtax
for corporations should be elim nated.

So why do we have an alternate m nimumtax?

It dates to 1987, when there was final action
in the legislature in 1987, on a corporate tax
reform based on six years of study of the type
you're proposing, to | ook at an overall review of
the tax system to |ook at the idea of broadening
the base, by elimnating credits and deductions, and
| onering the rate.

The original proposal was to | ower the rate,
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from1l0 to 7 percent, and to elinmnate a | arge
nunber of preferences.

What finally nade it through the |egislature
in 1987, was a proposal that didn't go as far, but
it did sone rate reduction. But the way it did sone
rate reduction, was by inposing the alternate
m ni mum t ax.

And to oversinplify, this is on page 6:

"The intended purpose of this set of changes
was to provide that a firmwould pay state taxes on
its income at 9 percent, with preferences; or
3.5 percent, w thout preferences.”

So the alternate minimumtax is actually a
form of broadening the base and | owering the rate.

It's providing a safety net under the
corporate income-tax system

In 1987, when this was enacted, the
Busi ness Council strongly supported the proposal.

Since then, as times have created the opening
to go further, they now ask for repealing the
alternate m ni numtax, which was an essential part
of the conprom se that allowed for the overall rate
reduction and sinplification that they supported in
1987.

Page 7:
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"Provisions of the law that allow
i nvest ment - managenent i nconme to be taxed |less than
wages or ot her business incone should be
elimnated.”

This is primarily an issue with the
New York City unincorporated business tax.

New York State should reduce the pressure
that it places on the |ocal property tax, by
i ncreasi ng revenue-sharing, and by increasing the
State's share of the cost of both education and
Medi cai d.

And our final point, on page 8:

"New York State should provide targeted tax
relief.”

Technically, the way to do this is called a
"real -property tax circuit-breaker."

New York State should provide targeted tax
relief to longtine residents for whom through no
fault of their own, property taxes on their primary
resi dences have becone an inordinate share of their
i ncone.

Thank you.
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SENATOR DeFRANCI SCO.  Senat or Krueger.

SENATOR KRUEGER: Thank you, Frank.

You, as usual, are offering us a dissertation
on what we should think about in tax policy, so
| want to thank you.

You were here, | believe, when | was asking,
| think, one or two of the previous testifiers about
t he inmpact of New York State having different nodels
for corporations who pay taxes -- the S, the C, the
LLC -- and the potential skew in the outcones of our
havi ng t hat policy.

What' s your opi nion about whether we ought to
be reform ng and going to a, you know, one-size
nodel ?

FRANK MAURO | think you should think about
it, and try.

| think there's an additional problemthat
you woul d be able to address in doing this.

We frequently tal k about the personal
i ncome-tax systemin terns of adjusted gross-incone
cat egori es.

And the reason | know why | do that, is
‘cause all the data fromthe state and federa
government is published based on adjusted

gross-i ncone categori es.
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In some years, and this is also the sanme for
the federal data, the same tinme period | nentioned,
that, for '97 through 2001 this data is avail abl e,
and, again, for 2010 and '11, it's available, but
it's not available for 2002 through 2009.

In its breakdown of tax returns, by state, by
adj ust ed gross-incone categories, for the tw nost
recent years, and for those earlier years, but not
for the previous eight, the IRS and the State Tax
Department doesn't do this for any years. It just
does adjusted gross-inconme categories, and it does
adj usted gross-incone categories, primrily, in any
detail, for only returns with tax liability.

What the I RS has avail able for sone years, is
a category of AD of a dollar or less, or, break
even or |ess.

And, so, you have | oads of taxpayers who have
negati ve AG because of paper |osses; not real
| osses, but paper |osses, from depreciation, from
creative partnership investnents, froma whole
vari ety of things.

So, | don't renenber the nunbers in detail,
but they are inpressive.

When you | ook at 2010 and 2011, and you | ook

at that category of a dollar or less of AQ,




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

136

i ncl udi ng people with negative AG, you find, for
New York State, for exanple, the -- and | don't
remenber this nunber exactly, it's sonmething in the
hundred and sixty to a hundred and ei ghty thousand
dol | ar range, that the average A@ of New York

t axpayers in the one-dollar-or-less A is a hundred
and six -- a negative a hundred sixty to a negative
a hundred and ei ghty thousand.

Now, there's not many poor people who are
maki ng up that average, but because there are sone
poor people who probably have zero inconme, but file
for certain benefits, but, you can't really have
zero income and get the earned inconme tax credit.

SENATOR KRUEGER: You have to have wages.

FRANK MAURO  You need that earnings.

So it's probably -- it's probably even very
f ew poor people who are in the AG category of a
dollar or less, or for sone years called "break even
or less."

So, | think that -- and then there's a
br eakdown.

And, so, in those categories where you see
t he big negatives, are business or farminconme are
bi g negatives, and partnership and S-corporation

di stributions are big negatives.




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

137

So | think that one of the problens that the
exi sting system of taxing unincorporated busi nesses
have, is, while a business owner can pay him or
herself a salary, and that salary is taxable |ike
anybody el se's wages, it gets conbined with the
Schedul e C bottom |ine, which can be negative, and
negati ve enough to make the entire return negative
in terns of AG.

So | think there are -- you know, while the
Busi ness Council has called for looking into this,
| think there are sonme things that -- sonme business
peopl e, maybe not their nmenbers, benefit from
greatly, that could be exposed.

So | think that there are a | ot of ways that
we haven't really scratched the surface of, and --
by which really high-incone people have no or
negative tax liability.

SENATOR KRUEGER: Thank you.

|"mvery interested in anything nore anyone
can share with ne about that.

SENATOR MARCELLI NO  Frank, the question that
| asked of sonebody el se before, it was E.J., the
progressive tax we have now, should we replace it
with a flat tax, as sone states seemto be noving in

that direction?
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KEN POKALSKY: What woul d be the reason for
doing it?

SENATOR MARCELLI NO: Spread it out.

Fai r ness.

FRANK MAURO  Ckay.

Well, | would say no, if the argunent is on
fairness, because | would say, not all incone is
equal | y capabl e of paying taxes.

“Not all income is equally capable of paying

t axes, " what does that mean?
Thi nki ng back to macro -- basic introduction
to macroeconom cs, the consunption function, the
mar gi nal propensity to consune, that out of your
first -- I"'mgoing to sinplify -- out of your first
$30, 000 of incone, you probably have to spend,
virtually, all of it to |ive.

Qut of your [unintelligible] $30,000 of
i ncome, you probably don't have to spend any of
it -- out of it tolive. You can either invest it
or save it.

So what we have in the tax systemare
nmet hods, both, of shielding subsistence incone from
taxation, and taxing earlier increnents of incone at

a lower rate than hi gher incones.

So | believe in a progressive incone tax.
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| think you have enough taxes that are
al ready, not just a flat tax, but worse than a flat
tax, that you need to aneliorate.

It gets back to the argunent of, Do you care
about the fairness of the tax systemas a whole, or
an individual tax?

The tax that people want to nake flat is the
personal income tax, which is the one nost
progressive elenment of the tax system

But, the tax systemis made up of progressive
t axes and regressive taxes.

So, while the incone tax taxes a higher

portion of the income of a mllionaire than it --
well, a mllionaire who's paying taxes on their
income -- than of a | ower-inconme person, the

property tax, while the high-incone person m ght be
paying nore in property tax, they're al nost
certainly paying a snmaller percentage of their
income in property taxes than the m ddl e-i ncone
famly.

So, there's property tax, sales tax, excise
taxes; there are many el enents of the tax system
that are already regressive, that hit | ower-incone
peopl e and m ddl e-i ncone people at a

hi gher percentage of inconme basis than hi gh-incone
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peopl e.

So if you took and rmade the personal incomne
tax flat, made it a flat rate, that would nake the
tax system as a whole, nore regressive.

You know, | would think an interim-- if
you're interested in a flat tax, an interim goal
m ght be, to try to nake the tax system as a whol e,
flat. Try to make the state and | ocal system as a
whol e, flat, where you' re taking into consideration
the overall workings of the federal, state, and
| ocal tax system and | ooking at what people pay in
state and | ocal taxes, as a whole, of all kinds of
state and | ocal taxes, not just the incone tax.

Because if you nade the personal incone tax
flat, you would be naking the tax system as a
whol e, less fair.

SENATOR MARCELLINO So a circuit-breaker --

FRANK MAURO |s one way to do that.

SENATOR MARCELLINO -- placed exactly?

The circuit-breaker, if you elimnated
everything, lowered the rates, all deductions --
take out the deductions, |ower the rates, everybody
pays - -

FRANK MAURO Well, a circuit-breaker is a

way to use revenue fromthe inconme tax to reduce the
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property-tax burden on taxpayers that are
over bur dened.

So, if you don't have a progressive incone --
| nmean, one of the things | said several tinmes in ny
testi nony, one of the reasons for a progressive
income tax, is it gives you the revenue necessary to
provide relief to the property tax.

Now, sonebody will say, but there's no
guarantee you're going to do that.

And, so, | can't speak for you, but I would
like to see you use it for that purpose; that, use a
progressive incone tax to honor the conm tnents on
revenue sharing and school aid, and to fund a
realistic mddle-class circuit-breaker.

SENATOR MARCELLINO So if -- well, in line
with this, but, if we increase -- state |evel, we
increase aid to localities, we increase school aid,
we i ncrease, whatever, are we not just spreading the
t ax burden around?

Aren't we shifting the burden?

If the state takes on nore responsibility,
and then pays it back with increased aid, are we
shifting the burden on the statew de taxpayer?

O --

FRANK MAURO  Yes, yes, you are.
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In other words -- | nean, there's an irony.

You know, take Long Island, because
Long Island is higher, on average, in incone, but it
al so -- you know, we've done analysis, which | sent
to you, which divides the state into four areas:
Long Island, New York City, the metro north suburbs,
and the rest of the state.

And on average -- because, renenber | said in
my testinony, that while, on average, people on
Long Island pay a higher percentage of their incomne
in property taxes than people in Syracuse, it
doesn't nean that there aren't people in Syracuse;
they're just fewer and far -- further between, but
there's still a good nunber of themthat are paying
ridicul ous shares of their incone in property taxes.

So when we break the state into four regions,
using the mcrodata fromthe American Conmunity
survey, what we find is that, on average, on
Long Island is the highest property taxes, or, the
hi ghest percentage of incong;

Second highest in netro north;

Then very low in both upstate and in
New York City.

Property taxes in Upstate New York are, on

average, low, relative to incone, because hone
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val ues are very | ow.

So property taxes in Upstate New York, the
Governor frequently says: Well, 16 of the counties
in the United States with the highest property taxes
relative to hone value are in Upstate New York

Wel |, what about if you | ooked at the overal
cost of housing, both your nortgage and your
property taxes, and it would be anpong the greatest
bargains in the country.

So one of the reasons why property taxes are
very high relative to hone value in
Upstate New York, is that hone values are relatively
| ow.

So | think the real test of property-tax
burden is property tax relative to incone; the
residential property tax paid by the househol d
conpared to the inconme of the househol d.

And, it can't be done on an average basis.

Wiile |I'm saying that, on average,

Long Island is higher, that's not a reason to have a
tax policy that says we're going to provide a
special tax break for Long Island.

It's because there's a high concentration of
peopl e on Long Island, and we should treat people in

the whol e state the sane.
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And if we did provide this circuit-breaker,
and we increased the incone-tax rate to pay for it,
yes, on average, Long Island is going to contribute
nore than Western New York is going to contribute,
but Long Island is also going to benefit nore from
t he circuit-breaker.

SENATOR MARCELLINO | woul d appreciate that
anal ysis you were tal king about --

FRANK MAURO:  Yes.

SENATOR MARCELLINO  -- if you could send it
to us, please.

FRANK MAURO  Yeah.

Yeah, I'd like to talk to you about it.

SENATOR MARCELLI NO:  That woul d be great.

FRANK MAURO  Ckay, thank you.

SENATOR DeFRANCI SCO  Thank you very much.

FRANK MAURO  Ckay, thank you,

Senat or DeFranci sco.

SENATOR DeFRANCI SCO  Next speaker,

Bri an McMahon, executive director of New York State
Econom ¢ Devel oprment Counci | .

BRI AN McMAHON:  Good afternoon, Senators.

SENATCR DeFRANCI SCO.  Good afternoon.

BRI AN McMAHON: Thank you for the opportunity

to testify.
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| will be brief. A nunber of the issues that
| cover in ny testinony have been covered, and
| will certainly refer to that.

Qur nmenbers represent |oca
econoni c- devel opnent agenci es throughout the state,
as well as private-sector service providers to | oca
proj ects.

Taxes matter in econoni c devel opnent, and
New York's tax systemis too expensive, it's too
conplex, it's too unpredictable, and, it's too
unconpetitive.

And, because of our tax environnent, as well
as other factors, they have had an inpact on job
growh in New York State over the past severa
decades.

And | have provided a chart which shows
private-sector job growh in New York conpared to
the U S., by decade, beginning in 1940, and,
obviously, the state is lagging the rest of the
country by a |ot.

But if this chart conpared just upstate to
the rest of the country, the disparities would be
much greater.

I n surveys of conpany executives, and site

| ocation, consultants have identified the npst
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i mportant factors that influence where conpanies
will invest and build new facilities.

A safe business tax environnment is a top-five
factor.

In the -- inits 2012 survey,
"Area Devel opment Magazi ne" ranked taxes as the
fourth nost inportant consideration for businesses
when deciding where to | ocate new facilities, and
80 percent of those surveyed said that taxes were
either very inportant or inportant.

| can tell you, anecdotally, that tax burden
is a door-closer for econom c-devel opnent purposes.

It often prevents our nmenbers and our
partners at ESD from even getting the opportunity to
talk to conpany executives about the advantages of
bui | di ng projects and doi ng business in New York

This year, the Governor and the Legislature
created Start-Up NY Program which inplicitly
recogni zes the harnful inpact that New York high-tax
burden has on private-sector investnment and job
creation.

The program creates a tax-free environnment in
which to operate a business, while, we believe,
| everagi ng one of the state's nobst inportant

econoni c assets, its colleges and universities.
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But while progranms like Start-Up NY are
i mportant, New York will never shed its reputation
as a high-tax state until it commts to inplenenting
br oad- based busi ness tax cuts.

The key is to begin, and the goal should be
to becone tax-conpetitive, especially for New York's
manuf act uri ng sector.

And, Ken Pokal sky, fromthe Business Council,
referenced a nunber of statistics which shows, Kkind
of the multiplier effect that manufacturers have
conpared to other sectors.

There's a $16, 000 wage prem um for
manufacturing jobs. There is a 35 percent
mul tiplier effect.

So, for every dollar invested by a
manuf acture, another $1.35 cents is invested in
the -- in the econony.

So, to maintain and grow this high-wage,
hi gh val ue- added sector, we would urge the
Legi slature to consider phasing out the corporate
income tax for manufacturers.

Research conducted by the
Edward Lowe Foundati on shows that 80 percent of job
growt h comes from exi sting businesses that expand.

Consequently, manufacturers that are al ready
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here will account for nost of the future growth that
will occur in this sector.

However, nost of the state's
econoni c-devel opnent and tax-incentive prograns are
geared toward attracting new busi nesses to New York
and apply to new jobs or investnent.

Eli m nation of the corporate incone tax would
hel p retain New York's existing manufacturing base,
gi ve these enployers justification to expand here,
allow themto invest nore in technol ogically
advanced equi pnent and worker training, and
elimnate an inportant obstacle that prevents many
manuf acturers frominvesting in New York State.

For non-manufacturers, the State should
commt to significantly lowering tax rates over the
next five years, possibly by half; and at the sane
time, we think that a systematic review of the
ef ficiency of New York's lengthy list of tax
exenptions and tax credits for people and busi nesses
shoul d be conducted, with the goal of allocating
savi ngs toward broad-based tax cuts.

And one thing that | just want to enphasize,
| nean, econom c-devel opnent prograns that we use to
try to attract investnent by conpanies, either,

they're already here, or, they're comng in and
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we're trying to attract into the state, they're
i nportant because of how high our taxes are.

So, to the extent that we can reduce our tax
burden, these tax credits and tax incentives becone
| ess inportant.

And | would urge, that if such a review of
tax exenptions and tax credits is undertaken,
| would also | ook at the real -property tax
exenptions that exist in the real -property tax |aw.

| f you | ook at real -property -- or,
Section 400 through, | think, 800, in the
real -property tax law, there are
some- 165 real - property exenpti ons.

And | think those should be | ooked at as
well, and | think that that would add to revenue
that could be generated by | ocal governnents al so.

E.J. McMahon nentioned the estate tax.

We support either elimnating the estate tax
or pegging it to the federal threshold.

Carl Schramm who's the forner president and
CEO of the Kauffman Foundation, current university
prof essor at Syracuse University, proposed
elimnating the estate tax as part of a plan to
revitalize upstate.

We believe that elimnating the estate tax,
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or, as | said, pegging it to the federal threshold,
woul d be an incentive for ol der New Yorkers to stay
here with their famlies and grandchildren, friends,
and, with their noney.

They woul d buy cars here, shop here, go to
restaurants here, and, generally, add wealth back
into the communities they otherwise would |ikely
depart for nore tax-friendly states.

It's time to re-shore the wealth that | eaves
the state because of our unfriendly estate taxes.

The 2 percent real -property tax cap, which
was enacted three years ago, was intended to sl ow
the gromh rate of New York's nbst unconpetitive tax
by requiring local taxing jurisdiction to hold the
Iine on spending, by holding the |ine on their
revenue, or seeking perm ssion fromvoters to go
beyond the 2 percent threshol d.

But the cap has also allowed -- intended to
allowtax levies to rise, based on quantity change,
or new growth or significant additions or
i mprovenents to existing properties, due to econom c
devel opnent .

The additional new growh is to be factored
into the tax-levy gromh factor to determ ne the

anount of increase fromthe prior year that taxing




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

151

jurisdictions can increase their tax |evy.

Unfortunately, the new growh that is subject
to a paynent in lieu of tax agreenment or pilot is
excluded fromthe calculation for determning a
jurisdiction's tax-levy growth factor.

As a result, communities that are successfu
in attracting new econom ¢ growh, through
i ncentives provided by | DAs, for exanple, are
penal i zed.

Senat or O Mara has introduced |egislation
S3591, that would all ow changes in assessed val ue
for each property, under a pilot contract, to be
factored into the tax-levy growh factor.

And we woul d urge your consideration of that
| egi sl ation.

Let ne cl ose by maki ng one recomrendati on
related to New York's innovation econony.

Two years ago, New York allowed its prinmary
startup tax-incentive programto expire.

The Qualified Energi ng Technol ogy tax-credit
program provi ded i ncentives to both startup
busi nesses and i nvestors.

And since then, New York has adopted a nunber
of new prograns ained at facilitating tech-based

start ups.
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One inportant gap remains in New York's
startup toolkit: a tax credit to encourage angel
investors to fund startups.

We support, and woul d reconmend, adoption of
a significant credit that could be taken over
three years for seed equity investnents.

There are a nunber of ways you could cap it.

You could cap it at a maxi num anmount per
investor. You could also cap it on a total
st at ew de basi s.

We think that should be considered.

Wth that, there's another -- there are other
statistical background information, but, |I'd be
happy to answer your questions.

SENATOR DeFRANCI SCO  Thank you, but just one
poi nt you made, that, if you start |owering the
corporate tax rates, start |owering the manufacture
rates, there's less and |l ess a reason for sone of
these credits.

BRI AN McMAHON:  Correct.

SENATOR DeFRANCI SCO.  So, in other words,
there is a give-and-take, and the business conmunity
woul d, obviously, if their taxes are going down,
along the -- in a fair way anong all corporations,

there'd be sonme peopl e conpl ai ning, the ones that
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had the big tax credits, because for a practical --
as a practical matter, it will benefit nore people,
nor e conpani es.

Is that fair to say?

BRI AN McMAHON:  Yeah, | nean, | think that,
you know, elimnating a nunber of our tax credits,
| think, can be |ooked at.

We conpete every day, Senator, with states
t hat have nmuch |ower tax -- business tax rates and
tax burdens than we do, but that still offer
significant tax incentives.

To me, | think the key is to | ook those that
are the nost efficient, that are producing the
econoni ¢ outcones that we all want, and keep those,
and nmake decisions on the others.

And | think if we ook at all of them

| think we will find considerable savings, and we
will be able to apply themto broad-based tax
reducti on.

But, | nean, the other thing that | would say

too, is that there's an inpact.

| nmean, we're not recomrending this sinply to
| oner taxes for businesses; we're recomending this
to i ncrease econom c devel opnent for the state.

And we think that revenues will actually
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increase for the state if you |l ower taxes across the
board and make New York nore tax-conpetitive.

That happened in the '90s when we | owered the
personal income tax. Revenues went up, and they
went up, by the way, as a percentage of overal
t axes pai d.

SENATOR MARCELLINO  The tax credit on
brownfi el ds?

BRI AN McMAHON:  Strongly support it.

| agree with comrents that Kent Pokal sky
made; when you | ook at the cost of the program on
t he devel oprment credits, nost of the cost is
associated with a very small nunber of projects.

| think that if you look at the fornmula for
devel opnment tax credits, and nodify themin a fair
way, but still nake those credits meaningful, we
woul d support that.

But, | don't support, or we don't support,
maki ng brownfield cleanup credits as a right, but
not the devel opnment credits, or allocating the
responsibility for determ ning whether there will be
devel opnent credits throughout the Enpire State
devel opnent, as the Conptroller has recomended.

W think, let's -- if there's a cost issue we

have to address, and we think there is, we can
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address it, but, you will have fewer cleanups if
there's not a devel opnent at the other end.

SENATOR MARCELLI NO  Thank you

SENATOR DeFRANCI SCO  Thank you very much.

BRI AN McMAHON:  Thank you

SENATOR DeFRANCI SCO. M ke Durant,

New York State director of the National Federation
of I ndependent Busi nesses.

M KE DURANT: Good afternoon.

Thank you, Senators, for the tinely, and
| think pertinent topic of today's hearing, and for
inviting us to participate today.

"1l follow up Brian McMahon's met hodol ogy of
doing this, and try to keep the |ightning round
nmoving a little bit for all of you.

NFI B represents nearly 11,000 smal |
busi nesses in every corner of the state, fromsole
proprietors, to farmers, and nmanufacturers, and
retailers.

W represent a broad spectrum of busi nesses,
and the inportance of small business in the state's
econony cannot be under st at ed.

At nost recent count, there are approximately
1.5 mllion small businesses in New York which

enpl oy nore than 60 percent of New York's
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privat e-sect or workforce.

|"mnot going to go through the stats, but
we' ve heard them before: W're 50th in business-tax
climate. CQur state and local tax burden is
significant.

And | think our tax burden has been
adequately described as linked to nunerous fiscal
probl enms we're seeing at both the state and | ocal
| evel .

It has also led to a significant
out-mgration population in New York which has a
direct inpact on our state's revenue.

We have lost political clout in D.C., and
we're suffering froma, quote/unquote, "brain-drain"
that has put our current and future workforce in
peril.

Tax policy has a powerful ability to inpact
the trajectory of the econony.

Si mply, when you tax nore of sonething,
you're going to receive less of it.

There is a reward/ puni shnment or risk/reward
bal ance with tax policy.

The hi gher or nore you tax individuals,
statistics show there will be gradually fewer of

themto tax.
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The sane holds true for goods and servi ces,
with the effect the nore anplified when the effect
of being taxed is nobile.

The Covernor, when he took office, stated
that, quote, "New York has no future as the tax
capital of the nation.™

This recognition of the problemis the first
step in any rehabilitation exercise; however,
there's been little done that has fully and
conpr ehensi vel y addressed the problem

Political sinplicity has been trunping
publ i c-policy necessity.

The decades-|ong thene of addressing
| ow- hanging fruit or inplenmenting quick fixes have
not wor ked.

Initiatives, such as the recently enacted
Start-Up NY, are an acknow edgnment of New York's
hi gh-tax reputation, yet are used as a strategic
nmeans to acquire new econom c investnent.

The signature shortconmng of this policy
initiative is that it fails to address the
consi derabl e wei ght of our tax burden on existing
t axpayers and smal |l busi ness owners, which is why,
hopefully, we're here today.

As part of our testinony, NFIB has submtted
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a 10-poi nt conprehensi ve tax-reform agenda.

Wil e the cost-savings of this plan for snall
business is still being cal cul ated, our hope is that
these ideas are a starting point of a significant
di al ogue, from now t hrough the budget season in the
next | egislative session.

The focus of the majority of our agenda is on
t hose smal |l businesses with net incones of |ess than
$500, 000 annual ly.

This is done because the prototypical, or
nor mal , quot e/ unquote, NFIB nmenber has 7 to
10 enpl oyees, with an annual net income of around
$500, 000.

It's inperative for |awrakers and the
Adm ni stration also to include personal incone-tax
reductions with any corporate incone-tax reductions.

A mgjority of small businesses are set up as
pass-through entities. This neans that nany snall
busi ness owners pay their business tax through
personal incone tax.

A corporate-only approach, or a
per sonal -i ncome-tax-only approach, will not fully
capture the small business community of the state of
New York, and that tax reformwould fall flat.

Also included in our reformis:
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The use of regional and | ocal econom c
factors in the sal es-tax assessment process;

A three-tiered corporate tax cut for small
busi nesses with a net income of |ess than 500, 000
annual | y;

A personal incone-tax cut for small
busi nesses with ENI of |ess than
t hree hundred thousand dollars a year, with a nore
nodest cut to those between three hundred and
four hundred and fifty thousand per year.

As a slight change from what was submtted at
the end of | ast week, we recomrend an inmedi ate
repeal of 18- A assessnent.

We al so have tax cuts for small
manuf acturers, and another reform if not full
repeal of the MIA payroll tax.

Addressing our current tax issues is equally
as inportant as putting forth best |egislative and
adm ni strative practices, noving forward.

To that end, we are pushing for two
initiatives which would help pronote a nore bal anced
tax policy, noving forward.

This proposal would require fiscal notes on
any | egislation which would financially inpact small

busi ness and taxpayers, and we recommend a super




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

160

majority to inprove any future tax increases.

We nust al so acknow edge the integral role
our famly farns play in New York's present and
future econony, and address the threats they face.

Agriculture contributes billions to the
state's econony, and, currently, 23 percent of the
state's land area is used by farners.

Wt hout a cap on the annual - percent increase
for agriculture assessnments, many famly farms wl|
be forced to sell their land, permanently altering
t hi s val uabl e and necessary conponent of New York's
econony.

Currently, legislation capping the ag
assessnment i s pending the Governor's signature, and
NFI B strong urges himto do so.

Absent the Governor's approval, there mnust
continue to be productive dialogue in an effort to
reduce the fiscal property-tax burden on our famly
farns.

And, lastly, any discussion on conprehensive
tax reform must include mandate relief in our
property taxes.

NFI B strongly supported and advocated for the
property-tax cap, and thank you all for your

| eadership on that issue, but we nust continue the




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

161

di al ogue by pushing for mandate relief.

Qur position, always, was that reducing the
property-tax burden was a multi-faceted approach to
tax-cap plus mandate relief.

W' ve seen some with Tier 6, but we need to
see nore.

Qur state will never be truly open for
busi ness if we have schools in our conmunities
suffering fiscal peril heightened, even where they
are now, or goi ng bankrupt.

New York will never be a truly receptive for
new econoni c investnment if our tax policy is not
broadly and dramatical |y overhaul ed.

New York will never be truly an attractive
destination to invest or |live unless our tax burden
decr eases.

Qur proposal submtted today is sonewhat
narrow and focused, yet conprehensive in inpact.

Thi s exercise, we hope, |leads to nore
di scussions; we hope that these discussions turn
into action.

The Governor has, and continues to
acknowl edge, taxes are a deterrent to the -- to a
revitalization of our econony.

Lawmakers on both sides of the aisle in both
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Houses of the Legislature have continued to
hi ghl i ght the inportance of small business in both
the current and future state econony.

There's not anything that we have submtted
to you today that is easy.

|"msure that there is not a reformidea
subnmitted by any organi zation today that is
politically sinplistic, but the stats are there, the
facts are there, and the acknow edgnent is now
there, so let's, together, work to dramatically
reformour tax system

Thank you.

SENATOR DeFRANCI SCO.  Questions?

SENATOR MARCELLINO.  What's the NFIB position
on brownfields, tax credits?

M KE DURANT: Well, I'Il do this:

One, we're neutral on that.

We believe that, you know, our nmenbers are --
care about the environnent.

We believe that there's a lot of land that's
been negatively inpacted, that if receiving these
benefits coul d produce new econom c activity.

We al so | ook at the SECRA, the whol e process,
and we strongly encourage significant SECRA reform

so, our focus has been nore there than on the
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brownfield, but we've been neutral, and we take a
| ook at it each year.

SENATOR MARCELLI NO  You tal k about SECRA
reform

Do you have thoughts on this?

O -- well, you don't have to do it right
now, but, can you give us information on that --

M KE DURANT: | think if | was going to push
| awmakers to ook in a certain direction on this,
| would | ook at the tineliness, the length of tine
t hrough the process, and the cost that the business
has to pay goi ng through that.

It isa-- it inhibits activity, on the
outset, and seens to take, as we hear with a |lot of
regul atory-type things, a significant anmount of
tinme.

So | would | ook at doing what's best for the
environnment, what's best for economic activity, but
doing so in a stream ined fashion

SENATOR MARCELLI NO  What's your thought on
repealing the MIA tax for counties outside of
New York City?

M KE DURANT: Well, our position has al ways
been to |l ook at repealing it throughout the MIA

service area, so, we're fine with that.
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SENATOR MARCELLI NO  Thank you

SENATOR DeFRANCI SCO  Thank you very much.

The | ack of questions does not indicate a
| ack of interest.

M KE DURANT: Well, that's why | tried to
speak fast.

SENATOR DeFRANCI SCO  But havi ng presided
over nmany, many, many hearings, this happens in
every hearing.

M KE DURANT: No probl em

SENATOR DeFRANCI SCO  So, | appreciate the
i nformation.

We've got your witten material, and it's
very inportant.

Thank you.

M KE DURANT: Thank you.

SENATCR DeFRANCI SCO.  Julie Suarez, director
of public policy, New York State Farm Bureau.

JULI E SUAREZ: Thank you, good afternoon.

SENATCR DeFRANCI SCO.  Good afternoon.

JULIE SUAREZ: Again, ny nane is
Julie Suarez. | work for New York Farm Bureau.

And as you all know, New York Farm Bureau is
the state's |argest general agricultural advocacy

organi zation for our famly farnms in New York State.
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| wanted to thank you very much for including
our farmfamlies in this hearing today on tax
policy, because it is a topic that's of vital
i nportance to our nenbers.

O course, our nenbers, as M ke Durant
alluded to, tend to be land-rich and cash-poor, as
t he sayi ng goes; and so, by far, the biggest issue
that our famly farns face in New York, froma tax
perspective, is, in fact, the real -property taxes.

And to that end, | really wanted to thank the
Legi slature, the Senate's Leadership, the Assenbly's
Leadership, in passing the agricultural-assessnent
val uati on change, which will really help us correct
a systemic flaw in how the State's been val ui ng
farm and over the years.

So we just wanted to thank you for your work
this past session on that inportant topic.

New York Farm Bureau, as | said, has a very
long history in the state of New York, having just
recent cel ebrated our 100t h anniversary.

As such, we are perhaps uniquely concerned
about the viability of our state's agricultural
| and, but al nost even nore inportantly, the
viability of our state's farners thensel ves as

peopl e who are able to maintain the | and which we
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need to grow |l ocal food for all New Yorkers.

USDA statistics, in 2011, are painting sone
very interesting trends in New York State, and we're
gui te concerned about them

Wil e over the past 40 or 50 decades, you can
| ook at agricultural statistics and very easily say
nunbers of farners declined through tine as we've
gotten nore efficient. Ever since World War |1
every year, we seemto | ose nunbers of farmners.

What's new in the 2011 statistics, however,
is that, for the first time, we're seeing a loss in
the actual farm and used in New York State
specifically for food production.

W' ve seen | osses in every category of farms,
both small, nmedium and |arge, but, again, nost
significantly, is the fact that we're actually
starting to | ose farn and.

Wil e statistics don't tell us the cause,
gi ven our organization's long involvenent in
agriculture in New York, we can point to:

New York State's high cost of farm ng, what
| would refer to as a very robust regul atory
structure in New York State

Trends in land investnment that started with

the event of 9/11, and continued with the gl obal
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financial neltdown, when we saw a | ot of people in
the city try to park their noney, particularly in
Long Island and Hudson Val l ey farnl and, and take
that | and out of production;

G obal market forces;

And, of course, what we would point to as a
primary concern of ours, and the topic that | wanted
to tal k about today, is the average age of the
New York State farner.

And what we've seen through the statistics,
is that the increase in the age of farnmer, from
about 55 to, now, 57, is having a dramatic inpact,
and we woul d say probably influencing sone of the
gl oom er news that we've seen in 2011

Wiile it may seem strange to say we're going
to tal k about tax policies that relates to the
average age of our farmers, tax policy is vitally
inmportant if we're going to echo, and what
Senat or Marcellino had said earlier, if we're going
to make sure that we're capturing the next
generation and having them stay in New York

As you alluded to earlier, Senator, we have,
you know, excellent colleges in agriculture in
New York State, fromMrrisville, Cobleskill, and

our Cornell |and grant, but we have to make sure




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

168

that we capture those educated farmers, and give
themthe tools to actually stay on their |and and
take over that famly farm

To that end, in going to nmy testinony, we
want ed to agai n make four points:

The first point we wanted to nmake is that, of
course, nothing is certainin this life but death
and taxes, as the saying goes.

And in New York, what's different about our
famly farns, is that we have the $1 mllion
exenption fromthe state level. At the federa
| evel, the exenption fromthe estate taxes is
5 mllion.

But at the state | evel, when you're counting
the value of a farmestate, it's not just the |and
and your buildings; it's also the value of your
livestock. It's the value of your dairy cow It's
t he val ue of your actual bees, if you' re a honeybee
or an agriculturist farner.

So when we assess, and try to figure out what
the inmpact is of the estate tax in New York on our
famly farns' ability to transition to the next
generation, we're tal king about valuing a | ot of
assets, when our farmers frequently don't have the

actual ability to pay those estate taxes.




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

169

To give you a snapshot:

Farm Credit, which is the |argest |ending
institution to New York farners, recently rel eased a
report that indicated that, of farmers with an
estate valued at 2 mllion or nore, about half of
t hem woul d actually have to sell the famly farmin
order to afford the tax liability at a $1 mllion
t hr eshol d.

So that's a very strong concern to us in
New York agricul ture.

One of the points that we wanted to nake, is
that we certainly agree with E.J., and his point
about conpletely elimnating the estate tax woul d be
great, froma farm perspective, but froma realistic
perspective we al so, Senator DeFrancisco, strongly
support your | egislation which would make
New York State's estate tax threshold, from
1 mllion, to 5 mllion, again, consistent with the
federal |evel

Senator Ritchie as well has |egislation which
woul d do the sane thing, but for farnms only.

So those are two pieces of |egislation that
we, as an organi zation, strongly feel should be
adopted and acted upon as we go forward with our

concerns about tax policy.
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W' ve seen our nei ghboring conpetitors in the
states of Pennsylvania and Illinois recently acting
to address inheritance-tax issues on farnms, and
ot her busi nesses.

So, again, we'd urge the State of New York to
follow suit.

The second point | wanted to make, that al so
i mpacts -- or, gets at the transitional issues that
our farmers are facing right now, and that average
age of New York's farners, is that the fees that
New York State assesses on farnmers and busi nesses
can be quite extensive.

And while it may seemlike a snmall thing, one
of the issues that our nenbers are very strongly
concerned with is the LLC filing fee.

For our menbers, while a lot of people in the
nmedi a, and others, don't like to think about the
term"corporate farm" it has a very negative
connotation in the nedia, but from our perspective,
encouragi ng our nenbers to formcorporations is
probably going to be one of the best ways to
actually make sure that that farmis able to
transition to the next generation of either famly
or non-famly in ownership.

So many of our farns are using an LLC or a
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C corp form of ownership

The fee schedule for that can be anywhere
bet ween 15,000 -- excuse ne, 1,500 a year or 3,000 a
year, dependi ng upon the gross incone of the LLC

What's very difficult, froma farm
perspective, is that, frequently, farmers' incone
fluctuates dramatically fromyear to year

So in one year, if you're an apple farner,
and you had the disastrous apple year we had | ast
year, you may have to pay that fee, based -- in
| arge part, when the fee is cal cul ated, based on
your income |evel of the previous year.

So those fees becone very difficult for our
menbers, and we don't often know or have a true
sense of whether or not you're going to be paying a
$1,500 fee or a $3,000 fee, fromyear to year.

And that is a barrier to business pl anning,
and a barrier to our nenbers actually form ng that
i ncor poration.

The ot her point about the LLC fees that
| would Iike to make, is that nmany of our farnms are
very diversified. This is a great point about
New York agriculture, and it sets us aside from sone
of the traditional crop farns out in the m dwest.

And, so, if you have an apple farm-- | don't
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know why | keep picking on apple farns today -- but
if you have an apple farm with the father and the
not her owni ng the bul k of the apple orchard, then
you have a daughter running a farmdistillery, you
have a son-in-law who's doing the farm market part
of the operation, all those entities would have
different LLGCs.

So froma farm perspective, we're talking,
not just about paying one fee of either 1,500 or
3,000 a year, but multiple fees, depending upon the
structure of the farm

So when you add those together, that LLC fee
really places a significant burden on our nenbers.

What we woul d recommend is that, froma farm
perspective, you base that LLC fee on the net incomne
fromfarm ng, or, what they have to file federally,
t heir Schedul e F.

That would be a far fairer way, in our
opi nion, of addressing that issue, and helping to
encourage our nenbers to formthose LLCs, because,
agai n, when we | ook at the average age of the
farmer, we need to nmake sure our farners have al
the tools that they need in order to better plan,
for transitional purposes.

The third point that | wanted to make, and
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it's not necessarily correlated to retirenment issues
faced by many of our farms, but as our nenbers see,
and this is probably unique to agriculture, an
ongoing -- we would Iike to see an ongoi ng and
conscious effort for tax-policy tools to recognize

t oday' s neans and net hods of farm ng.

New York Farm Bureau has found it necessary,
and we really appreciate the Legislature and the
Governor's support for this over the years, but we
found it necessary to request legislation to
redirect tax-policy interpretation of statute, or
i nternal guidance of the Departnent of Tax and
Fi nance, as to what actually constitutes a
"fam |y farnm' today.

An exanple of this would be the | egislation
in 2011 that recogni zed commerci al equine
operations, and naple production, as legitimte
farm ng busi nesses; and, therefore, eligible to
receive the agricultural assessnent.

Ri ght now, we're going through an issue in
the Southern Tier of New York State, where we have
farmers who would like to do a practice called
"silvopasturing,” which may sound, again, this is
probably a little bit obscure, when other speakers

have been tal king about flat tax, but it's very
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i mportant to our menbers, which is, we have farners
who want to adopt a different practice of pasturing
animals in a wooded or narginal -1 and ar ea.

Tax Departnent decided, in an opinion of
counsel a few years ago, that that was not a valid
agricultural practice; and, therefore, that |and
woul d not be eligible -- fully eligible for
agricultural assessnent.

Again, that's an exanple of sonething that
we're trying to correct through | egislation, but
it's sonething that, quite frankly, we think that
t he Departnent of Agricultural Markets would
probably be better suited today to nmake those types
of determ nations, because they're nore up to date
about what constitutes "nodern farm ng operations”
t oday.

The fourth point that | wanted to nmake, is
that the nore time that our farms spend filling out
our paperwork, the less tinme they spend in their
fields producing food.

And, again, this nay seemlike a small point,
but sinple actions, as it relates to tax policy,

i ke stream ining and consolidating our tax forns
and deadlines, can really translate into thousands

of dollars saved at the farmlevel, in terns of the
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farmer's time, the accountant's tine, and
recor dkeepi ng requirenments.

Just as a concrete exanple: Farners utilize
three separate forns to receive the allowable tax
refund for the purchase of diesel fuel used in farm
producti on.

Those three forns are the FT-946, the AU 630
and t he FT-500.

So if you can imagine, you're trying to run
your business, and take advantage of a tax exenption
which you're allowed to have, and have been al |l owed
to have since the 1950s, you have to fill out
t hree separate pieces of paperwork in order to
achi eve that goal

So this is a point that we would like to see
addressed, and would really encourage the Cormittee
to consider, sone of these very sinple streamining
effects that would be inportant for our nmenbers, and
for our other businesses across the state as well.

And just in conclusion, | wanted to thank you
again for giving us the opportunity to offer sone
remarks.

And, again, thank you for all your work this

year in regard to the agricultural -assessnent issue.
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SENATOR DeFRANCI SCO.  Senat or Krueger.

SENATOR KRUEGER: Thank you, Julie,
appreci ate your testinony.

In the past, we've tal ked about the farm
property-tax assessments being an issue, but you
didn't testify about that today.

JULI E SUAREZ: Actually, that was ny
begi nni ng of nmy remarks, when | tal ked about the
passage of the agricultural -assessnent val uation cap
today: very inportant.

And | thank you for your support.

SENATOR KRUEGER  Ckay.

JULI E SUAREZ: That fornula is set at the
state level, so we needed to adjust it, and we hope
t he Governor signs it.

SENATOR KRUEGER: And you think that wll
then, in fact, address the concerns that the farners
have had?

JULI E SUAREZ: Qur tax rates will still be

significantly higher than those in other states, but

it will help slow the escalation.
To give you an exanple: 1In New York State
our farmers, in 2012, | believe it is, I'll have to

doubl e-check the year, paid an average of $26 per

acre for farm and.
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In property taxes, our neighboring state of
Ohio paid $11 in real -property taxes for their
farm and.

So while we believe that this |egislation
will help slow that increase, because it does cap
t he assessnent valuation, certainly, we still have
very high property taxes in New York State.

SENATOR KRUEGER: Thank you.

JULI E SUAREZ: Thank you.

SENATCR DeFRANCI SCO.  As far as the estate
tax, you nmentioned various things.

The estate consists of the high value of the
property, the cows, the nmachinery, everything el se
you have.

That al so applies to small businesses in
ot her areas too, whether it's farm ng, or anything
el se.

So, with that said, you definitely prefer ny
bill over Senator Ritchie's bill, because it applies
to everybody?

[ Laught er. ]

JULI E SUAREZ: | would never answer that
guestion, Senator.

SENATOR DeFRANCI SCO.  Ckay.

Al right, okay.




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

178

JULIE SUAREZ: W prefer any relief.

SENATOR DeFRANCI SCO. | didn't think you
woul d, but thank you very nuch

Thank you.

JULI E SUAREZ: Thank you.

SENATOR DeFRANCI SCO  Josh Reap, Enpire State
di rector of government affairs, Associated Buil ders
and Contractors.

JOSH REAP: Good afternoon, and thank you,
Senators, for the opportunity to conme down today and
tal k about the construction industry.

"1l try to keep ny -- nmy renmarks are on
paper, | know you already have those, so I'll try to
keep it brief today in the interest of tine.

But, the Associated Builders and Contractors
is a trade associ ation representing hundreds of
construction conpanies and related --

i ndustry-related farns across New York State.
There's several hundred nenbers.

And | talked to many of our contractors, to
kind of get a general feeling fromthe ABC
menber shi p about the taxes we pay, and where we can
| ook at reforms to, perhaps, spend our tax dollars
nore wi sely, and, perhaps, streamine things on the

front end of it in terns of tax coll ection.
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Chi ef anong our concerns for the state tax
structure is the taxes we pay on diesel and
gasol i ne.

Their original purpose was to supply funds to
build and maintain the state's safe infrastructure;
however, now they are absorbed into the General Fund
to pay for many ot her prograns.

Wt hout a properly funded plan to repair and
repl ace New York's aging road network, it's going be
very difficult to support growi ng sectors of the
econony, such as the expandi ng nanot echnol ogy
manufacturing here in New York State, as well as our
bl ossom ng agritourismand wi ne and beer industries.

So, really, in short, a lot of the tax
policies I"'mgoing to tal k about today are
applicable in such a way that they're going to
affect all other sectors of the econony.

| suspect, in relation to the diesel and
gasoline tax, many notorists probably already feel
like they're paying that noney and it's going toward
our infrastructure system

So what |'m encouragi ng you today, is to |ook
at, let's align reality with perception

As the Enpire State, we need infrastructure

systens to be in a position to support grow h.
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For a perfect exanple of how nmuch of a
challenge this is, | point to Route 28 in the
North Country, in the Adirondacks, that connects
Long Lake wi th Newconb, New York

This road is in such disrepair, it hasn't
been refilled since 1973.

| haven't been on this earth that long, "1l

adm t.

So, to go that long is very, very much
sonmething that -- that | was brought together -- it
wasn't brought to light until, really, there's a

viral YouTube video canpai gn that brought attention
to this problem

And | point this out, because it's the sort
of problemthat's growi ng and beconi ng nore
comonpl ace across New York State.

The | onger we defer the proper repair work,
the nore expensive it's going to becone to fix the
roads and bridges that we travel over today.

If this thoroughfare, and nmany others like it
in the state, do not receive the adequate attention
t hey need, our econony sinply can't grow.

So, again, the current practice of raiding
this infrastructure fund has left little of the

financial resources for the people of the




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

181

Departnment of Transportation and sone of the other
infrastructure authorities to work wth.

| applaud themfor the work that they're
doi ng, but what we really need is a dedicated fund.

Incidentally, a lot of this problemis
exacerbated by the all-too-frequent use of
gover nent - mandat ed proj ect |abor agreenents, which
have been, study after study, proven that the costs
drive up costs on public-work jobs and decrease
conpetition.

So I"'masking you to really | ook at
redirecting 100 percent of these field taxes back
into a general fund.

| realize doing that overnight is probably
very inpractical, and we have to look in reality,
but | ooking at a way to perhaps roll that back into
the -- that dedicated | ockbox, for |lack of better
term is something that | would highly reconmend
t hat we do.

Another tax | would like to bring to your
attention also relates to highway again: the hi ghway
use tax here in New York State.

Basically, it's dedicated for vehicles over a
certain weight and si ze.

The idea is, that they do nore inpact to our
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hi ghway system so they're taxed to help offset that
addi tional costs.

New York is only one of four states, that |'m
aware of, in this country that actually charges this
t ax.

For many years, the contractors and trucking
firms have been paying for the highway-use tax, with
t he revenue pl edged for paying for past borrow ng.

New York, again, with this tax, it's very
bur densone recor dkeepi ng for nmany of the
contractors. You're tal king countless hours for
accountants, accountability with guys in the shop to
mai ntain their records and their logs. This adds up
in ternms of manhours, |ost wages, going into sinple
conpl i ance;

Wereas, if you | ooked at alternatives here,
to maybe increasing certain assessnents el sewhere to
of fset that revenue | oss, that m ght be sonething to
consi der.

But, in general, this tax has not been
studied since it's been inplenmented, so | would
encourage you today to, perhaps, look at that tax in
nore detail, and try to find a way to, perhaps,
phase that out or |ook for alternative sources of

revenue.
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There are additional tax reforns that could
provide relief, |I feel, for a lot of our
constructi on conpani es.

Specifically, | would suggest that you | ook
at the income-tax system

A vast majority of our construction conpanies
today are structured as limted-liability
corporations or S corporations.

| know we've heard a | ot about these today,
so I'"ll just keep it brief.

But, basically, what | would suggest, is you
| ook at the way that these are structured.

A lot of these people who run these
construction conpani es, they're paying an extra on
t heir personal incone-tax return because of the
structure of the conpany today as an LLC or S corp;
but, yet, they don't -- they nmay not take anything
directly out of the business.

So when you | ook at that, along with our
progressive tax bracket, and the big junp,
specifically, fromTier 5to Tier 6, it takes a big
hit on the taxing liability of these conpanies,
which is a disincentive for a |lot of our
construction conpanies to hire nore enpl oyees, to

reinvestnment in the conpany, which is what affords
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t he opportunity and potential for job creation in
t he state.

So, those are the three biggest things that
my contractors have relayed to ne, and | hope that
they will provide sonme starting point for you in
your endeavor here to |look for reform ng tax policy.

And |, again, would like to thank every one
of you, Senators, for taking the time, and inviting
us to speak today.

SENATOR DeFRANCI SCO.  Thank you.

One questi on.

SENATOR MARCELLINO I n your written
statenent, you point out the fact that nost
construction conpanies are structured as LLCs or
S corporations.

Way, if they can get a better return?

JOSH REAP:  Sure.

| know some people mght think that they're,
per haps, sole proprietors, but that's an old system

LLCs have provided the best affordable tax
structure in New York State to capitalize upon to be
an effective business for our construction
compani es.

When |'mtal king about LLCs or S corps,

we're talking very small operations; primarily, a
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handful of owners, or perhaps just a handful of
enpl oyees, right up to your conpanies that enploy
several dozen people across the state.

SENATOR DeFRANCI SCO  kay, thank you.

JOSH REAP: Thank you.

SENATCOR DeFRANCI SCO.  For those who are
keepi ng score, the |last speaker, on behal f of
Manuf acturers Alliance, had anot her appoi ntnent.

He had submitted -- he has submtted witten
testinmony, that we all have, at |east everybody here
at the front desk

The next speaker is, Deb \Wrner,

vi ce president of public policy and governnmental --
government relations for the CenterState of -- for
Center St ate.

DEB WARNER: Thank you, Senat or.

SENATCR DeFRANCI SCO.  You're wel cone.

DEB WARNER: Thank you for the opportunity to
be here, and I'mglad -- we're very glad that you're
hol di ng the hearings, so we get the chance to have
i nput into what nmay be sone inportant tax policy in
t he year ahead.

CenterState CEO is a regional business and
econoni c- devel opnent organi zation, with

2,000 nmenbers in an area of 12 counties, from-- in
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central and northern New York, alnost to the
Pennsyl vani a bor der.

New York has nade inportant strides in the
| ast few years to inprove our business clinate.

And, we give credit to the Governor, to you
Senators, for work that you have done,
legislatively, to help with this.

W' ve seen sone pension reform cone through
that's going to help relieve the burden on | oca
governnents and property owners.

W' ve seen reforms com ng on workers' conp
and unenpl oynent insurance, and we've seen the
success of the regional econom c devel opnent counci
i nvestments taking root throughout the state.

We al so saw, in 2012, that the vast majority
of taxpayers, m ddle-incone households, in New York
are seeing | ower personal incone-tax rates than
t hey' ve seen in decades.

The property-tax cap is hel ping too.

And, we've actually seen now that New York
has the highest |evel of private-sector enploynent
it's had in a long tine.

On our future, and nore inmediately, the
progress on | nnovation Hot-Spots and the

opportunities that Start-Up NY may bring are
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prom si ng, and unprecedented new initiatives.

And, on-tinme budgets, with budget restraints,
t hank you again, Senators, has certainly nade room
for sone of these tax reductions.

Recently, you probably saw | ast week, that
Moody's raised its outlook to "positive" for
New York State, and, clearly, all of these things
have contributed to that.

But the reason we're here today is because we
need to do nore, and nore can be done, and we need
to make changes so that we can legitimtely change
our reputation away from bei ng the hi ghest-taxed
st at e.

We know t hat we have been successful in doing
that, together, when we've changed the m nds of site
sel ectors and corporate real -estate executives and
busi ness owners who know us all too well as the

hi ghest -t axed st ate.

In my testinmony -- in our testinony, you'l
see that there -- some of the problens that are
still lingering with our high property-tax rates.

And one of the initiatives that we need to
take a |l ook at, is keeping our proni ses.
W' ve seen sone things happen with policy,

where things that were to be sunset, things that
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were short-termgap-fillers, or one-shots, have not

nmet their natural dem se, and have been conti nued.
So, those things only hurt our credibility;

t hey i ncrease the business communities and busi ness

owners uncertainty. And when busi ness owners are

uncertain, they hesitate to nmake capital

i nvestments, and what happens, the worst-case

scenario, is they hang on to that revenue, they

don't make investnents, they don't expand their

busi nesses, and they may even, potentially, shut

down their businesses in New York

So, we know what -- New York State will never
be the | owest-taxed nation -- or, state in the
nati on, and we don't want to be. It's not about a

race to the bottom

We have great assets, and in order to really
capitalize on those assets, we need to inprove our
pol i ci es.

So, we need to be nore conpetitive; it's
about being conpetitive, particularly with the other
states in the northeast that are near us.

So, what would we ask you to do?

We'd ask you to think of some basic ground
rules as you formpolicy on taxes.

"Sinplicity."
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Busi nesses need to be able to understand tax
policy and regul ation, and they need to cal cul ate
their taxes.

As | talked to our nenbers, and | talked to
accountants and attorneys who represent themin
their tax works, it's amazing how nuch that they
have to spend just trying to conply with
New York State | aws.

And that lack of clarity costs the taxpayers;
it costs the businesses the tine and the effort that
they have to put in, and the consultants that they
have to hire; and it costs the State, because it's
nore conplicated to adm nister.

So a nore sinplified, straightforward tax
policy is a lot easier, and it's better savings for
t he businesses in the state.

Transparency is inportant too.

Tax | egislation should nake sense, it should
be open, it should be based on real data, on
verified information, with reasonabl e assunpti ons.

"A nore open process."

Per haps nore hearings, such as this, would
find a way to clarify, and nmake nore transparency
come to the system

Al so, predictability.
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This is sort of referring back to sonme of the
i ssues with things that have not sunset.

But, again, that uncertainty really
under mi nes our opportunities for econom c grow h.

It makes it hard for businesses to plan from
year to year, it's hard for the State to plan, and,
it also makes it difficult for businesses | ooking at
New York State, to cal cul ate what their tax exposure
woul d be in New York State, or what the val ue of
econoni c incentives woul d be, because they keep
changi ng.

So, a broad-based tax, that we would ask you
to take a | ook at, again.

And | know that there was sonething that was
under consideration earlier this year, is,
elimnating the 18-A assessnent on enerqgy.

That was one of those things that was due to
sunset, has got a three-year extension

We woul d urge you, when you return to session
at the beginning of the year, to take a | ook at
that, and nake it sunset, so that it's gone on
April 1st of 2014.

That will leave $3 billion nore circulating
i n our econony over the next three years.

And since it affects energy costs, and we
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still have sonme of the highest energy costs in the
nation, so, | think we'd get a double value for
getting rid of that.

So we woul d ask you to really chanpion
elimnating that assessnent.

You' ve heard a | ot about small businesses
t oday.

And, nost of our nenbers are small
busi nesses. You know that they're the net-job
gener at ors.

There's statistics in the witten testinony,
| won't go over.

And you did, earlier this year, produce a
package of proposals really targeting snall
busi nesses.

And we appl aud you for that, and hope that
you will take a look at that again in 2014.

Echoi ng, again, this issue of personal incone
tax and uni ncor porated busi nesses.

Qur top rate of 8.82 percent is a problemfor
uni ncor por at ed busi nesses. They hit that higher tax
rate because the business profits are treated as if
t hey are wages, so they are then subject to that
hi gher rate.

So we would urge you to find a way for them
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to escape that; to | ook at that inconme, separate
fromwages, treat it differently, so it doesn't bunp
busi nesses into that higher tax rate and it's not
removi ng nore revenue fromthe businesses.

| nvesting in our innovation econony, we
believe, is incredibly inportant to the future of
New York State, and to our region.

And we believe that there's nmuch nore the
State can do to reward innovation and invest in our
entrepreneurial ecosystem

We need effective prograns that provide us
with a pipeline of good conpanies, smart
entrepreneurs, but we have to have an appropriate
support systemfor them and access to capital is an
i nportant part of that.

We know, Senator DeFrancisco, that you well
under stand t hat.

We appreciate your support for Gants For
Growth, which is one of CenterState's prograns to
support innovative-applied research projects that
are between universities and industries.

Just to recap a little bit of how effective
t hat program has been:

Grants For Gowth has awarded 41 grants and

i nvestnents of over nore than $2 mllion, which has
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| everaged matchi ng funds of over 5 mllion in
foll owon funding of over 38 mllion.

| ndustry partners expect that to generate
679 jobs, with the potential to generate over
46 mllion in new revenue for our region.

The Technol ogy Garden i s another asset that
we have in the CenterState. |It's a physical place
and a progranmatic place, and we believe that our
experience running that for the |last few years has
gi ven us some experience, where we can suggest sone
further successful progranms and policies that you
m ght think about.

That -- it's a building, it has
33,000 square feet. There's 35 early-stage
busi nesses there, with 150 enpl oyees and a payr ol
of about 5 million, but it's a lot nore than a
physi cal space.

We have assisted nore than 500 entrepreneurs,
and nore than 9,000 peopl e have attended the
Technol ogy Garden, to participate in a very broad
range of prograns that we've had.

So, our experience is |eading us to make sone
suggestions to you today.

Angel tax credit, which you have heard

nmenti oned earlier, and we would again ask you to
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take a look at that. W think it's such a inportant
step that New York State can take to hel p our
i nnovati on econony.

And t hank you, Senator DeFrancisco, for
your | eadership in sponsoring that bill in the
Senat e.

This is really based on a programthat exists
in many other states. |It's been very successful in
other states, and it has really been critical in
t hose states, in hel ping busi nesses through that
very dangerous tine, fromwhen you' ve got an idea
and you're trying to | aunch a business, to the point
of where you're actually conmercial and generating
revenue.

And many busi nesses fail because they don't
have support throughout that system

So, in our testinony, we're suggesting how
t hat program m ght be structured, based on the
success and best practices we've seen in other
states, of a $7 mllion cap for the year.

| nvest nents, ranging from $100,000 to a
mllion per investor, with a 35 percent refundable
tax credit.

W sconsin, in particular, has had great

success with that. And when they put -- since their
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program has been put in place in 2005, they have
increased their investnments fourfold, and have
actually tripled the nunber of deals within their
st at e.

So we know this is a programthat really
wor ks.

Venture funding is another issue that is
critical for early-stage and startup busi nesses.

In our region, and across upstate, venture
and early-stage funding is very, very scarce, and
very inadequat e.

A startling nunber that we would share with
you today, is that the national average, per capita,
for venture funding and investnent is $933 per
person, per capita.

In upstate, that nunber is only $27. It is
just shockingly -- a shockingly desperate nunber.

So startups need this funding, but startups
al so follow the funding.

So what happens is, when a startup conpany
gets investnment, they get venture capital. The
venture capitalists want to keep an eye on the
conpany, they want a hand on the board, they want to
be invol ved i n managi ng t he conpany.

So, frequently, they then require the
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conpany, in exchange for that investnent, they go to
wherever the investnent is made, and it's usually
not com ng from Upstate New York, so, we |ose them
to New York City or California.

So, we've got lots of startups in our state,
and we've got a lot of startups in our region.

W' ve been able to build a pipeline, build
bridges with our universities, and take advantage of
t he research capacity we have, but we really need
this fund in place.

So, we're actually working with a group of
investors in our region to launch a $30 mllion
fund, and the goal of this fund is to attract
private investnent, devel op early-stage conpani es,
and create the next generation of industries in our
regi on.

In | ooking at econoni c-devel opnent
incentives, there are also sone things that we would
like to nmention to you today.

Sone of that is based on work that we're
doing with the Brookings Institute. W have two
maj or projects:

One is a netropolitan export initiative, to
doubl e the nunber of exports in our region, from

3.3 billion, to 6.6 billion, which should grow us
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18, 000 new j obs;

And, al so, a netropolitan business plan,
we' ve been working with themfor three years on this
very intensive collaboration.

So, I'd like to pass al ong sone suggestions
based on that.

New York State can do nore to encourage
strategic risk pronotion. W could nake special tax
benefits avail able for people who are | eaving
existing jobs to start businesses.

Econom ¢ incentives reshaped to enbrace that
operational intellectual capital and marking needs
of high-tech conpani es could bring significant
econonmic activity to our state.

Some qui ck bullets:

Create a tax credit for venture capital
i nvest nment .

Al ow for bond and public venture capital.

Grow an export-directed culture. This is
based on our Metropolitan Export Initiative.

Reduce obstacles and barriers to entry for
al | conpani es.

Support gl obally-oriented conpanies that are
maki ng strides to enter new markets or grow within

their existing international markets.
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Pl ease note, that statistics show that
export - based jobs, actually, are higher-paying jobs
t han non-export | obs.

And we believe New York needs a tax code to
i ncentivize conpanies to be nore globally engaged.

And perhaps the way to do that would be to
have sone stipulation or connection to Excel sior tax
credits.

Ext endi ng or expandi ng currently productive
and vi abl e progranms nmakes a | ot of sense.

For exanple, one of the things that was
all owed to sunset, was the facilities operations and
training credit for the Qualified Emerging
Technol ogy Conpani es.

We woul d hope that you could take a | ook at
that, and bring that back next year.

| DAs in our region are very effective.

We've got a great track record.

And we woul d ask that you reconsider bringing
back the ability to finance civic-facilities
projects to the | DAs.

We'd al so ask that you take a | ook at the
Excel sior tax credit program so that we can
prioritize some of those credits to go to nore

ur bani zed areas, to central cores, and di si nvested
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cities and vill ages.

Al so, another echo, you're going to hear
about wealth and peopl e | eavi ng New Yor k

And in the 2000s, New York State had one of
t he | argest exoduses of people with wealth, second
only to California, so, this is a real need that
needs to be addressed.

Est at e-tax reductions, | know others, you
heard -- have heard -- have spoken to you today
about estate-tax reduction.

And, | took a | ook at what the policies were
in other states.

30 states have no estate tax at all, and only
8 states begin to tax at a mllion dollars.

So, we would ask you to raise that threshold
to reflect the federal level of 5.25 mllion.

And there's two reasons for doing that:

Fam | y- owmned busi nesses are a mmj or
constituent of estates that m ght be subject to that
tax, And, in order to keep those businesses alive,
fromgeneration to generation, we need themto have
a |l esser tax reduction, and not be forced to have to
i qui date the business to conply with estate-tax
I aw.

So, it does drive wealth away.
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W know t hat we have nore and nore retirees
in New York, and we don't want to hear their
accountants telling themthat they need to do estate
pl anni ng out si de of New York

This al so applies to the top tier income-tax
| evel that we have, of 8.82 percent.

| think, if the State m ght take a | ook at
| owering that, but -- because, again, we're
unconpetitive, and it is driving people and their
funds out of New York State.

So, bringing down that top rate would be a
good thing for New York State to do.

Thank you again for your efforts to inprove
our business environment, through taxes and tax
policy.

And, we | ook forward to working with you in
2014.

SENATOR MARCELLINO I n your testinony --

t hank you for com ng, by the way.

In your testinony, witten, you tal k about
the fact that nost of the small businesses have
the -- they're Chapter S corporations, LLCs.

DEB WARNER:  Part ner shi ps.

Yeah.

SENATOR MARCELLINO | asked the sane
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guestion of the person before you:

Do you want us to find a way to treat their
i ncome separately, or differently, than just nere
wages?

They shoul d be given a special --

DEB WARNER: Right, don't treat the business
income as if it was wages, because nowit's treated
as wages.

SENATOR MARCELLI NO  Why not | ust
i ncor por at e?

Isn't that a way of avoiding --

DEB WARNER:  |'m not an accountant or a tax
attorney, but |I'msure that there are reasons why,
when they forned their businesses, and they went to
their attorneys and they went to their accountants,
and said, "Tell ne what to do," that was what they
were told to do.

| can get back -- that's a good question, and
| can -- | don't know a clear technical answer --

SENATOR MARCELLI NO:  Just a curiosity.

DEB WARNER:  No, it's a good answer -- that's
a good questi on.

SENATOR MARCELLI NO  Ckay.

Brownfield tax credits, what's your position

on that?
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DEB WARNER:  |'m sorry?

SENATOR MARCELLINO Brownfield tax credits,
t he extension thereof, what's your position?

DEB WARNER: | believe that the tax -- the
brownfield tax credits should be expanded and
conti nued.

We have so many brownfields in upstate,
especially in our netro areas. You know, they're a
heritage of our industrial history, and the credits
need to make sense so the devel opers wi |l address
t he projects.

SENATOR MARCELLI NO  Thank you

SENATOR DeFRANCI SCO.  Thank you, Deb.
| appreciate it.

DEB WARNER: Thank you, Senat or.

SENATOR DeFRANCI SCO Safe trip back to the
prom sed | and.

Next speaker, Brian Sanpson
Unshackl e Upst at e.

BRI AN SAMPSON:  Good afternoon, Senators, and
t hank you for the opportunity to sit here before you
t oday.

As you heard, ny name is Brian Sanpson. |'m
t he executive director of Unshackl e Upstate.

We're a pro-business, pro-taxpayer, education
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advocacy organi zation dedicated to the
revitalization of the upstate econony.

You have our testinony before you, and

| certainly won't go through that. | think it
explains itself, so I'll just go through sone of the
hi ghl i ght s.

But as you've heard here today,

New York State has a | ong reputation of being the
nation's highest-taxed state; and, unfortunately,
it's a reputation that is well deserved.

New York residents pay some of the highest
property, incone, and sales taxes in the
United States.

The State al so i nposes a host of other taxes
and fees that other states do not, one of which
you' ve heard today is the 18-A energy assessnent.

Because these taxes al so i npact busi nesses,
whet her directly or indirectly, New York is
regularly identified as having one of the worst
busi ness-tax climates in the nation.

Despite our high tax burden, many conpani es,
especially large ones, are attracted to the
New York City nmetropolitan area, due to such factors
as its large population and its proximty to

vall Street.
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But while the wealth-creating activities in
New York City's financial, business services, nedia,
and entertai nment industries appear to bear the
burden of that high tax structure, the |less
profitable manufacturing, agricultural, industries
t hat have | ong been the economc |ifebl ood of
Upstate New York, cannot.

In contrast, many |arge conpanies |located in
Upstate New York have sinply been unable to conpete
in the global econony, and as such, have left the
state al toget her.

The good news is that, this sunmmer, there's
been a great deal of attention paid to the upstate
econony. Everyone agrees to -- seens to agree on
one fundanmental point: The upstate econony is
| aggi ng, and it continues to struggle.

We appreci ate Governor Cuonp and the
Legislature's attention to the problem and your
commtment to naking it one of the highest
priorities.

We're al so supportive of the initiatives that
many of you have put into place.

The State's regional approach to economc
devel opnment has benefited upstate, so has the focus

on upstate tourism as well as initiatives to help
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the yogurt, beer, and wine industries, and we're
optimstic that the Start-Up NY programw || al so
bear fruit in the future

But what upstate really needs is to thrive --
tothrive is sinply nore fundanental: we need to be
econonmically conpetitive once again.

We need to acknow edge fromall -- an
acknow edgnent from Al bany that upstate is different
than the New York City netropolitan area.

W have two economies in the state of
New York. It's a reality.

Upstate New York needs broad-based tax
relief, and we need it today, not at some point in
the future, whether that be 12, 24, or 36 nonths.

W need it today.

That's why we are proposing the "New Era For
Upstate" plan.

The heart of the New Era programis
broad- based tax relief that will directly address
the problens of high taxes in Upstate New York

We're calling for four sinple points:

A 25 percent reduction in the inconme tax for
upstate residents nmaking | ess than $50,000 a year;

The elimnation of the corporate franchise

tax in upstate communities, to be phased in over
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four years;

A 50 percent reduction in the State's share
of the sales tax for certain counties, and those
counties are based on the 2010 census, that shows
the greatest population loss, as well as the
May 2013 unenpl oynent -i nsurance ranki ngs;

And, finally, the elimnation of the
18- A energy assessnent for our manufacturers in
upst at e.

This is not about providing tax relief for
the wealthy; it's about providing tax relief for
wor ki ng New Yorkers in those parts of the state that
have not been able to grow and create jobs.

This is not about tax breaks that are
designed to lure a particular conpany, such as a
chi p-fab conmpany, to a site -- or, to a sited
facility in the state of New York;

Nor does this plan offer industry-specific
tax breaks that are designed to grow a particul ar
segnent of the econony, such as the filmtax
credits.

It offers broad-based tax relief for current
enpl oyers and current taxpayers.

Qur proposal is nulti-faceted, conprehensive,

and a bold tax-relief plan.
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New Era For Upstate includes nearly a
billion dollars a year in targeted tax relief for
upstate taxpayers and busi nesses that desperately
need it.

It is our hope that throughout this next
year's budget process, both the Governor and the
Legislature will give serious consideration to the
New Era pl an.

| want to thank you for the opportunity to
speak with you today, and | would be happy to answer
any questions.

SENATOR DeFRANCI SCO  Any questions?

SENATOR MARCELLI NO:  No.

SENATOR KRUEGER:  Yes.

SENATOR DeFRANCI SCO  Onh, you've got one.

SENATCR KRUEGER: CGood afternoon.

BRI AN SAMPSON: Good afternoon

SENATOR KRUEGER: Thank you for your
t esti nony.

Define "upstate" for your tax proposals.

BRI AN SAMPSON:. Everyt hi ng outside the MIA;
so, it's 48 counties, about 40,000 square mles.

SENATOR KRUEGER: Since you're proposing a
phase out of the corporate franchise tax, and we've

heard quite a bit during the day from ot her people




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

208

who testified, about the conplications between

whet her you're an S corp, a C corp, an LLC, whether
you' re payi ng your corporate taxes through your PIT,
or not --

BRI AN SAMPSON:  Sure.

SENATOR KRUEGER: -- what do you think would
be the inpact of phasing out taxes for businesses
outside of the 12-county region that are
i ncorporated under a 9-A, but, you would be applying
the same current tax rate to all the other
busi nesses?

BRI AN SAMPSON: Right, we're looking at it
fromthe 9-A perspective, and | think it's
encapsulated in a pretty sinple approach.

Wall Street is [unintelligible] thriving,
main street is not.

Upstate New York is "main street.”

And you | ook at our businesses in
Upstate New York, they tend to be on the snaller
side; 10-, 15-, 25-enployee firns. They need the
hel p. Those conpani es are basically, as you heard
t oday, driven by entrepreneurs; people who want to
grow a business. They're there to make profit,
they're there to enploy people, and help their

conmuni ti es.
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If we could roll back their corporate
franchise tax, we'll be able to give them nore
assets that they can invest in nore jobs, maybe
i ncrease wages and benefits for their enployees, or,
go out and conpete with a new pi ece of technol ogy
that will draw in nore work for them and creating
nor e j obs.

SENATOR KRUEGER: So you -- so | do
understand, you're right, your proposal is to phase
out the tax for the | arger conpanies who tend to be
the corporate 9-A franchises; not the snaller
busi nesses - -

BRI AN SAMPSON: It can --

SENATOR KRUEGER: -- that tend to be the
ot her categories?

BRI AN SAMPSON: It can al so be those snaller
ones.

It depends on how they were incorporated.

And, again, as you heard from Deb Warner, it
depends on what they were told --

SENATOR KRUEGER: So, again, just to make
sure | understand:

At least in this proposal, for the phasing
out of the tax, we have 62 counties in the state.

So fifty would, within a few years, have no
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corporate franchise tax, and the remai ning twelve
woul d have whatever their current tax rate is.

How are you replacing the state revenue?

BRI AN SAMPSON: Wl |, one of the things we
think the State should do is devel op the
Marcel lus Shale. W do believe that New York State
can do a safe devel opnent of hydraulic fracturing.
That will bring i mense anounts of tax revenue to an
area of the state that desperately needs it, that
being the Southern Tier, but it will also bring
i ncredi bl e anbunts of revenue to the State as well.

That woul d be one of the things we think the
State shoul d do.

SENATOR KRUEGER: And your -- it's the sane
scenario for the incone tax, that it's the
50 counties that are not the 12 counties?

BRI AN SAMPSON:  Correct.

SENATOR KRUEGER: So you're -- if you have
i ncome bel ow 50,000 and you live in one of the
12 counties, you are sonehow | ess deserving of a tax
cut as a under-50, 000- a-year New Yorker?

BRI AN SAMPSON:. No, | don't think it's you're
| ess deservi ng.

| think it's a -- it's understanding the

realty that, when you | ook at mediumincone in the
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state of New York, upstate has sone of the | owest
rates.

Consi der, you know, when you | ook at
Manhat t an, Manhattan's nedian i nconme is 67, 000.
Nassau County is 92, 000.

When you | ook at Chautauqua County, it's
forty-two.

When you |l ook at St. Lawence, it's 42, 000.

We have a different economy. W have |ess
income to pay a high tax burden

It's giving those people that need it, a
break, until they can get on their feet.

And at sone point in the future, we may cone
back and say, This plan can be phased out. W' ve
recovered, we've created nore jobs, we're keeping
our popul ati on, our young people are com ng back.

But right now, Upstate New York is not
t hrivi ng.

SENATOR KRUEGER: But if your incone is bel ow
50, 000, because that's the number you used as your
cutoff, you're not less -- hmm let ne try to make
sure | say it right, because |I'mnot going to define
50, 000 and bel ow as poor.

But, if your income is below 50,000, you are,

actual ly, probably poorer if you're in
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New York City, because of the housing costs, than
you are in Chautauqua County.

So what would be the State's justification
for saying, people with X incone are not treated
equal |y under our income-tax law, it's a geographic
guestion, not an incone question, on an inconme tax?

BRI AN SAMPSON:  Yeah, and, Senator, 1'll be
honest with you.

Wen we -- we didn't enter into this plan

lightly. W struggled with, how do you bal ance that

argunent ?
But, | think this is an instance where it
will benefit the New York City nmetropolitan area to

have a vi brant Upstate New York. Less of the noney
fromNew York City will be spent in Upstate New York
t o bal ance budgets.

When that happens, the noney can stay in
New York City to benefit those residents there.

Ri ght now, they're subsidizing the upstate
econony, and | think if you ask themif they'd |ike
that, they'd say, no, they wouldn't.

A good upstate is healthy for a vibrant
New York City.

SENATOR KRUEGER: | conpletely agree, a good

upstate is healthy for the whole state, and for the
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New York 12-county region.

But, | can't agree with a concept of having a
different set of tax policies for different counties
in the state, under state law, just for the record.

BRI AN SAMPSON: Wl |, under state |aw, we
currently have different thresholds, even when you
|l ook at it fromthe perspective of the WC s | aw.

The WC s law has three different |evels, of
500,000, 1 1/2 mllion, and 3 mllion.

So the State, in sonme instances, already has
a policy where it is tiered.

SENATOR KRUEGER: Do you have any precedent
for tax policy, at the state |level, varying based on
t he county?

BRI AN SAMPSON:.  No, but the Start-Up NY
program just, in essence, created that, by having no
income tax for the people that are credited with
being in a startup zone.

SENATCR KRUEGER: And does Unshackl e New York
support the special tax-incentive prograns, such as
t hat new one, as a nodel that you support?

BRI AN SAMPSON:  Yeah, we did support the
Start-Up program W do believe it will be hel pful.

One of the points we did argue, though, is we

didn't think having a disparity in the incone tax
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was appropriate at the time; but it's passed now,
so, it exists.

SENATOR KRUEGER: Well, | actually didn't
support that one either, just for the record.

| f you're reducing the sal es-tax coll ection,
again, only in certain counties, are you al so
proposi ng the counties match that with a reduction
in their own sales tax?

BRI AN SAMPSON:  No.

No, the counties are [unintelligible], held
conpletely harmless in this approach

This would be the State forgoing its
sal es-tax collections, not the counties.

SENATOR KRUEGER: And have you done an
estinmate on what the revenue and total loss to the
State would be if your plan was inplenmented?

BRI AN SAMPSON:  It's about -- for 2014-2015,
it would be about $860 mllion.

But, again, we believe some of that could be
of fset by the devel opnent of the Marcellus Shal e,
and the revenues that would bring.

SENATOR KRUEGER: And | see you have a
Mar cel | us Shal e revenue proposal .

Is that a new tax you're proposing?

BRI AN SAMPSON: No, it would just based on
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the jobs that are created, and the sales tax that
are collected on the devel opnent of the shal e area.

SENATOR KRUEGER: Sal es tax on the gas?

BRI AN SAMPSON:  No, sales tax on hotel roons,
different things -- food -- as the workers woul d be
there, investing in those communiti es.

SENATOR KRUEGER: So you're proposing a plan
t hat reduces state revenue by, you said,
approximately 800 mllion? Did | hear you right?

BRI AN SAMPSON. 860 m | lion, yes.

SENATOR KRUEGER: 860 mllion?

BRI AN SAMPSON:  Yes.

SENATOR KRUEGER: Ckay, so -- so it would
reduce state revenue by 860 mllion, but you're
proposi ng that opening up fracking in the entire
Mar cel l us Shal e area woul d generate $78 mllion in
new econoni c activity, not that that would actually
be noney to the State?

BRI AN SAMPSON: It would just in this year;
just in 2014-2015.

But, if you look at the Manhattan Institute
and study that they did on the devel opnent of the
Marcel lus Shale, if you fully inplenented it, it
woul d be sonewhere between 15,000 and 18, 000 j obs.

Those are peopl e that are now payi ng hi gher
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i ncome taxes, because they're earning nore revenue.
They woul d be people frequenting the grocery stores,
the restaurants, the hardware stores; reinvesting

t hat noney back into the comunity.

That's the econom ¢ boomthat we think can
exi st with the Marcellus Shal e.

SENATOR KRUEGER: W m ght need anot her
heari ng on fracking --

BRI AN SAMPSON:  |'m sure we do.

SENATOR KRUEGER: -- al though, we've got
several, to actually disagree on the economc
anal ysis of the Manhattan Institute report.

BRI AN SAMPSON:  Sure.

SENATOR KRUEGER: | thank you for your
t esti nony.

BRI AN SAMPSON: Thank you

SENATOR DeFRANCI SCO  Senat or Val esky.

SENATOR VALESKY: Thank you,

Senat or DeFranci sco.

Thank you, Brian, for your presentation
today. It certainly gives us sone ideas to consider
as we head into the budget process on the 2014
| egi sl ative session.

One thing, | did want to follow up to a point

t hat Senat or Krueger was naking.
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And | look at that chart, and it rel ates
specifically to your proposal in regard to sal es-tax
relief?

BRI AN SAMPSON:  Yes.

SENATOR VALESKY: And, |'ll just take the
area of the state that | represent. | represent
parts of three counties.

One county is in both colums,

Madi son County; the other two counties are not,
Onondaga and Onei da county.

And ny concern, | guess would be, that, are
we not pitting counties in conpetition with each
other, at a tine when the general trend, both in
government, in terns of the decisions that we've
been nmaki ng over the |ast several years?

You | ook at the econonic devel opnent
councils, under the Governor's | eadership, have been
formed regionally.

| think if you | ook at the things that
private organi zations, Center State CEQ, for
exanpl e, based in Syracuse, covers, | don't know,
17, 18 counti es.

BRI AN SAMPSON:  Sure.

SENATOR VALESKY: -- and | think that concept

has been to devel op, and to do econom c devel opnent
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on a regional basis. Tourism for exanple, we
talk -- as opposed to county offices of tourism
we' re now tal king, the Adirondack, North Country,
and some of the things the Governor has taken

| eadership there.

So, maybe it's not so much a question, but
just a concern, that, by focusing on a county |evel,
is that -- I'"'mnot sure that conpetition is
necessarily what you want to see, is it?

BRI AN SAMPSON:  Well, first of all, | don't
think it's conpetition

Second point is, | would |love to have put al
48 counties up there, in Upstate New York -- what we
consi der "Upstate New York."

That's just -- that's too expensive.

So we went to an approach that | ooked at
popul ati on | oss and unenpl oynment, and those are the
counties that, arguably, need the nobst support right
now.

And, again, we're not proposing that this be
a plan that's done forever. |It's the shot in the
arm it's the tax relief, that Upstate New York
needs now, while we continue to get on our feet.

And once we're there, then it's a different

appr oach.
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SENATOR VALESKY: Yeah, and | agree with you,
| think all counties, to one degree or another,
certainly need assi stance.

|"mjust concerned that we not, in effect,
penal i ze the counties that are doing better than the
ones that are on that -- on that chart.

That's my only concern.

BRI AN SAMPSON.  Well, | can -- ny hone
county's not on the chart, so I'msure |'m not going
make a | ot of people back honme all that happy.

But, | understand your point, and we --
again, as | shared with Senator Krueger, we didn't
enter into this plan lightly. W put a |ot of
t hought behind it.

You don't want to pit counties agai nst each
ot her, you don't even want to pit an upstate region
agai nst a downstate region, because we are al
New Yor kers, but, the economc realities are, sone
of our counties are struggling nore than others.

SENATOR VALESKY: Ckay, thank you.

SENATOR MARCELLINO: | have just one
guesti on.

The --

BRI AN SAMPSON: To answer your question, | do

like the brownfield tax credits.
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[ Laught er. ]

SENATOR MARCELLINO |I"'mgetting predictable

That's not a good thing.
[ Laught er. ]

SENATOR MARCELLI NO: Ckay, that is ny
guestion, so | appreciate your answer.

BRI AN SAMPSON:. Back, when we originally
formed in 2006, one of first things we took on was
brownfi el d redevel opnent.

You know, as Deb Warner, from CenterState,
acknow edged, we have a nunber of brownfields in
Upstate New York, based on our manufacturing
| egaci es.

So, the nore that we can do to hel p devel op
t hose brownfields, the better it will be for
ever ybody.

SENATOR MARCELLI NO  Thank you

SENATOR DeFRANCI SCO. Have you gotten any
| egal opinion as to whether or not the state of
New York Legislature could actually do this
proposal , about different taxes for different
regi ons?

| " mtal ki ng about sal es tax.

BRI AN SAMPSON:  No, we haven't.

| nean, it's certainly a point that we can
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resear ch.
SENATOR DeFRANCI SCO Wwell, all I'm
suggesting is, | know you gave some exanpl es, where

di fferent regions have different rules.

And, I'mnot so sure | agree with those cases
ei t her.

But, | just think, if to enhance this, ny
first -- enhance your proposal, ny first question

is: Can we legally do it?

| kind of doubt it, but I would think that
you might want to check that out, because that's a
guestion that's gonna come up

Al right?

BRI AN SAMPSON:  Sure, happy to do so.

SENATOR DeFRANCI SCO.  And, good.

Thank you very nuch. | appreciate it.

BRI AN SAMPSON: Thank you

SENATOR DeFRANCI SCO  The | ast speaker,
Jessica Crawford, president of MedTech.

As | mentioned before, Manufacturers Alliance
of New York State has anot her neeting. He'l
submit -- he has submtted already.

Thank you for waiting patiently.

JESSI CA CRAWFORD:  Thank you.

SENATCR DeFRANCI SCO. We saved the featured
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speaker to the end.

JESSI CA CRAWFCRD:  |'m know |I'm | ast, so |
will try to be brief and efficient here.

SENATOR MARCELLI NO  You can save tine by
answering the "brownfiel ds" question.

[ Laught er. ]

SENATCR DeFRANCI SCO.  Yes, this is a -- this
has beconme a brownfield hearing.

JESSI CA CRAWFORD: So | -- | just, first,
want to thank you for the opportunity to speak to
you on behal f of MedTech Associ ati on.

For those of you who do not -- or are not
famliar with MedTech Association, it's a bionedica
trade association in New York State.

My nanme is Jessica Crawford, and | amthe
presi dent of MedTech Associ ati on.

W were initially established as an
Upstate New York industry resource for the
bi onedi cal comunity, founded by Welch Allyn,
Bristol - Meyers Squi bb, ConMed Cor poration

| think Senators DeFrancisco and Val esky
are very famliar with those conpanies.

And, we are now in our 10th year of
operation, and a statew de association with nmenber

conpanies -- nearly 100 nmenber conpanies all over




© 00 ~N oo o b~ w N P

N NN N NN P R PR R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

223

New York State.
So, | think the key thing to note here,
t hough, is that our industry is growing, and it is
one of the few industries growing in New York State,
and | think it has the potential to really return
econoni c rel evance to Upstate New York, as well as
providing a strong boost to the statew de econony.

Wil e not imune fromthe recession, our
i ndustry has certainly faired much better than the
overal | econony, grow ng jobs over the past decade
at a pace well above the national average.

And in a snapshot, for New York State, the
bi oned i ndustry enploys nearly 75,000 New York State
residents. These are know edge-based jobs with an
average salary of over $72,000. That's well above
the state and national average.

Qur menber conpani es spend, annual |y, about
$2.7 billion a year; invest nore than $1 billion a
year in research and devel opnent; and we export
products and services in excess of $1.1 billion a
year.

Wil e we are uni que, we have our own unique
set of chall enges, our startup conmpanies require
multi-mllion-dollar investnents with | ong

mat ur ati on peri ods.
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And, also, this dynam c regul atory
envi ronnment, nationally, globally, this, conbined
with a new device tax, is really stifling innovation
and forcing job cuts in many parts of the state.

The difficult business climate is really only
anplified here in New York State, as we've been
coined, and it's been found, that we're the worst --
has the worst tax climate in the country.

So, | do have a couple of policy
recommendations that | wanted to highlight, but
before | get to that, | think it's really inportant
to make you aware of what New York State --

New York State's conpetition is, what we're up
agai nst .

Wthin the | ast year al one, one of our nenber
conpani es, a |large nenber conpany, nore than
500 jobs, they relocated their corporate function,
cor porate headquarters, to Texas.

Anot her menber conpany, currently, is |ooking
to expand and grow 170 jobs; average sal ary, $60, 000
a year; full benefits. And, they're |looking --
they' re being courted heavily by Massachusetts.

So, other conpanies, they' re | ooking at
expanding their operations in Ireland and-the U K

So, like | said, our conpanies are grow ng,
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and the conpanies that | just nentioned are al
Upstate New York comnpani es.

So they're growi ng, but they're all | ooking
at growi ng outside of New York, and outside of
Upstate New YorKk.

So the bad news is, the conpetition is
fierce. It's national, it's gl obal

The good news, though, is that New York State
has all of necessary assets to continue to grow
i nnovation and hel p support these conpani es.

We have worl d-cl ass acadenmic institutions, A

significant amount of academic R&D. | think nost of
you know, second in -- second to California, in the
country;

A consi derabl e patents per capital;

And a significant nunber of Ph.D.s.

So, we have all of those assets.

Unfortunately, traditional tax incentives
t hat have been put in place to mtigate this
difficult business climate, |ike the Excel sior Jobs
Program or the new Innovation Hot-Spots Initiative,
they're msaligned with our industry and they're
tethered to job grow h.

And like | nentioned before, sone of our

conpani es, they have very large -- very long
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mat ur ati on peri ods.

And to give you two exanples, and they're two
extrenes, but:

SmartPill, a conmpany that was based in
Buf fal o, New York, nedical -devi ce conpany,
$60 mllion of investrment over 9 years. They only
grew to 14 j obs.

They came across sone rei nbursenent hurdl es,
couldn't raise nore noney. They were acquired by an
| sraeli conpany, and those jobs noved, and those
potential jobs that could have happened, if it were
to stay in New York, were noved to |srael

The ot her extrene, but another good exanpl e,
i s Regeneron, which is very -- you'll probably hear
nor e about Regeneron than SmartPill -- it took them
20 years, but after two decades, kind of hit a hone
run with a drug therapy, an eye-drug therapy. They
went from 600 jobs to over 2100 jobs in
New York State.

So, that's the potential, and you'd like to
see conpanies |like SmartPill get to that potenti al
and keep those jobs here in New York

Tax incentives that would hel p spur
i nnovation and hel p our conmpanies in New York State

include a refundable R&D tax credit available to
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conpani es operating at a | oss;

As well as an angel tax credit, to support
seed fundi ng, and hel p sone of our pron sing biomed
startups attract nore venture capital.

Wth respect to the refundabl e
resear ch- and- devel opnent tax credit, this would
specifically target the bionedical industry.

Potential nodels for a credit |ike this,
sonmething simlar to the federal nodel that's being
used today, a refundable R& tax credit;

O, there's a unique nodel in Massachusetts
that ties tax credits to the FDA user fees, and
that's been very successful in Massachusetts.

An angel tax credit is areally smart
investment -- a smart state investnent, since nore
than 10 percent of private-sector jobs cone from
vent ur e- backed conpani es, and venture-backed revenue
accounts for 20 percent -- 21 percent of U S. CDP

So, Arizona has a really great program It's
a state-backed program It covers 35 percent of
investnment for 3 years in conmpanies with fewer than
$10 million in assets.

So the key here is, our industry is grow ng;
however, | think true success will be neasured by

whet her we can keep that growth here in
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New York State and avoi d sonme of those jobs | eaving,
whether it's to Massachusetts or Texas or Arizona,
or another country. And that's happening today.

That growth is real, and the growh is --
it's -- you know, the growth is at our fingertips in
New York State, and | feel like this industry is
really the key -- key to that.

So if you can support that, we would
appreciate it.

| look forward to working with you on any of
t hose policy recomendations, or others. |'m open
to continuing that dialogue.

SENATOR DeFRANCI SCO.  Questions?

SENATOR KRUEGER: (One.

SENATOR DeFRANCI SCO.  Senat or Krueger.

SENATOR KRUEGER: Thank you.

Thanks for your testinony.

| will start off by saying, | actually don't
t hi nk we shoul d take taxpayers' noney and do
venture-fund or angel -fund investing, the
privat e-sect or nodel

But, in the private-sector, if sonebody
invests, either in a venture fund or in an
angel -type fund, they get a return, if, and when,

there's success.
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In the proposals you' re making, would the
state's taxpayers be shareholders in the business
and get the return?

JESSI CA CRAWFORD:  You know, that's an
i nteresting nodel .

That's not the nodel |'m proposing, but I
woul d be interested in | ooking at sonmething |ike
that. But, | haven't -- that wasn't what | was
initially proposing, but that's an interesting way
to look at it, and it's something |I would | ook nore
i nto.

SENATOR KRUEGER: So in your proposal, we tax
peopl e, and then we invest, in sone percent, sone
smal | percentage of conpani es who are out there on
the -- looking for investors?

JESSI CA CRAWFORD: It would be a tax credit
for, you know, an investor who's |ooking at, you
know, investing in a snmall biomedical conpany.

And what happens is, right now, because of a
| ot of econom c uncertainties, the regulatory
environnment, it's really stifling invest- -- it's
cutting back on investnents in the bionedical
comunity.

The life-science industry itself, because of

t he amount of noney it takes to invest -- like |
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said, $60 mllion over 9 years, and the company
still didn't survive -- it takes a |lot of nobney to
bring, you know, whether it's a drug therapy or a
device to market, and it could take, 20, 20-plus
years.

So, that's -- the goal is to provide an
incentive for nore people to invest in that startup,
t hose startup technol ogi es.

And in doing so, what we've seen in our other
states across the country, those types of credits,

t hose incentives, that helps attract nore capital,
nore investnent, into conpanies, and to the state.

Qur conpani es, typically, the nonies appear
to dry up sonewhat in New York State, they go to
California, they go to Massachusetts, to | ook for
i nvest ment s.

And t hen what happens is, those investors are
in Massachusetts and California, and those jobs go
to Massachusetts, California, other states.

So you'd |ike to see those conpani es grow
here. You' d like to see the investnents happen
her e.

SENATOR KRUEGER: And is there any research
that shows they go to California and Massachusetts

because of tax incentives for the investors?
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JESSI CA CRAWFCRD: | nvestors? Yeah, there
are -- | mean, there's certainly sonme data | can
share with you, to back that up

SENATOR KRUEGER: | woul d appreciate that.

Thank you.

Thank you.

SENATOR DeFRANCI SCO.  Thank you.

And, again, the lack of questions has nothing
to do with the lack of interest in what you had to
say. |It's just that everyone is, pretty nuch, w ped
out at this point in tine.

JESSI CA CRAWFORD: It's a | ong day.

No, | appreciate your tine.

SENATOR DeFRANCI SCO  But, thank you very
much for appeari ng.

JESSI CA CRAWFORD: Thank you.

SENATCR DeFRANCI SCO.  And this now cl oses the
first of five of our hearings.

Thank you all.

(Wher eupon, at approxinmately 2:01 p.m,
the public hearing held before the New York State
Senat e Standing Conmittee on Finance and the
New York State Senate Standing Conmittee on
| nvesti gati ons and Government Qperations

concl uded, and adj ourned.)




