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TITLE:
A Local Law to amend the administrative code of the city of New York, in relation to the review and evaluation of economic development tax expenditures, and to repeal chapter 29 of such code, relating to the establishment of the tax study commission
ADMINISTRATIVE CODE:
Amends chapter 29 of title 11 of the administrative code of the city of New York by repealing the existing chapter 29 and adding a new chapter 29 

BACKGROUND

The New York City Task Force on Economic Development Tax Expenditures (the “Task Force”) was created by the City Council to explore how the Council could improve its oversight responsibility of the City’s nearly $2.8 billion in economic development tax expenditures. With an eye towards fiscal responsibility, the Task Force set out to recommend a systematic process for evaluations of economic development tax expenditures to help the public and lawmakers better understand the impacts of these tax breaks. The Preconsidered Int. being considered by the Finance Committee embodies the recommendations of the Task Force for such process.

The Task Force consisted of ten members from diverse backgrounds, including elected officials, labor leaders, academics, developers, and financiers:

· Council Member Julissa Ferreras-Copeland, Chair

· Council Member Daniel Garodnick

· Michael Dardia

· Hector Figueroa

· Marilyn Marks Rubin

· Marvin Markus

· James Parrott

· Seth Pinsky

· Michael Simas

· Javier Valdes
In addition, there were three formal observers who monitored the meetings on behalf of their organizations:
· Francesco Brindisi, Office of Management and Budget

· Ronnie Lownestein, Independent Budget Office

· Karen Schlain, Department of Finance

The Task Force held its first meeting on January 29, 2015 and then held six additional meetings over the course of the subsequent 20 months. At those meetings, the Task Force members engaged in thorough discussion and debate and heard presentations from the City’s Economic Development Corporation and Department of Finance, as well as Pew Charitable Trusts, an organization that has been at the forefront of researching and shaping tax expenditure evaluation processes throughout the country. In addition, the Task Force investigated the components of a good evaluation and the institutional structures that states throughout the country are employing to determine which structure is best-suited for New York City given that much of the City’s tax policy is determined by New York State. Additionally, staff evaluated the Industrial and Commercial Abatement Program as a model to better understand the evaluation process.
The resulting recommendations represent the Task Force’s opinion on best practices for New York City’s specific needs and they are as follows:

1. Create a regular process to review tax expenditures.
The task force believes that this should include economic development tax expenditures and should be extended to all City tax expenditures, including those that apply to housing.  Are these investments worthwhile or the best way to achieve program goals?

2. Improve oversight of economic development tax programs.  

The City Council and the Mayor have limited control over many of these programs.  Most power rests with the Legislature and the Governor.  Therefore, a goal of the improved oversight is improved advocacy in Albany by the City and by a better informed public, ultimately leading to improved tax expenditure outcomes. 

3. The approach to tax expenditures should be broad and pragmatic. 

The City’s Department of Finance has adopted a broad definition of tax expenditures and has applied that definition in a pragmatic way.  It provides a good start to the programs to be reviewed.  However, reviews need not be limited to programs identified in the Department’s Annual Report on Tax Expenditures.

4. Select a group of tax expenditures for review annually. 

Provisions should be made to review all tax expenditures at least once every eight years.  

5. A committee of the City Council, such as the Finance Committee, should act as the oversight entity on this annual process.
The oversight entity, in consultation with the evaluator and the administering agencies, sets an agenda for the year’s evaluations, provides guidance on the goals of tax expenditures, and goals of City’s economic development policy to be used in the evaluations and provides questions for the evaluators to answer.  The oversight entity receives the evaluations and provides recommendations for action to the full Council.  The public should be provided an opportunity to review and comment on the agenda and to review and comment on the completed evaluation.

6. Evaluation questions should include both standardized benchmark questions as well as those specifically applicable to the tax expenditure to be evaluated.  It is important that the oversight committee pose questions to the evaluator reflective of the tax expenditure, the current City economic development policy, and the policy concerns of the City Council. However, to ensure a baseline understanding across all tax expenditures, certain questions should be a part of all evaluations:

· Does the legislative history suggest goals in addition to those prescribed by the committee?  What evidence is there of these goals?

· To what extent are the tax expenditure’s goals still relevant? How do they align with current economic development policy goals?

· What evidence exists to show that the tax program has contributed to achieving its goals? Where applicable, provide the methodology and assumptions used. 

· Are there recommendations for future evaluations of the program including feasible changes in data collection that would allow for better analysis?

7. The evaluator should have the technical expertise and resources to undertake the evaluation.  

Ideally, it should be an independent entity such as the City’s Independent Budget Office.   Evaluation is a part of tax administration and the evaluator should be provided with access to necessary tax information.  The entity should be subject to rules on privacy and security of information similar to those of administrative agencies.  If necessary, legislation should be sought to secure adequate access to information.    

8. The input of the administrating agencies should be sought by the oversight entity and the evaluator at all stages, since these agencies possess the expertise, experience and information necessary for good evaluations.
Their cooperation should be required. For economic development tax expenditures in New York City, these agencies are the Department of Finance and the Economic Development Corporation.   If evaluation is extended to other types of tax expenditures the cooperation of the Department of Housing Preservation and Development and other agencies will also be necessary.

9. All future legislation creating or extending tax expenditures should contain explicit statements of the program’s goals and metrics by which it should be measured. Additionally, such legislation should provide for the collection of data to assist in evaluating these expenditures.

10. New York State should create its own process for evaluating tax expenditures. 

Further details regarding these recommendations, the process by which they were developed, and additional information on the review and evaluation of economic development tax expenditures that will be systematized by the Preconsidered Int. are set forth in the Task Force’s final report entitled “Evaluating Economic Development Tax Expenditures,” which is attached to this committee report. 

PRECONSIDERED INT.

This Preconsidered Int. would set forth the procedure by which the Independent Budget Office (“IBO”) will review and evaluate economic development tax expenditures.


Section 1 of the Preconsidered Int. repeals a provision of the Administrative Code that established a tax study commission, which has expired.


Section 2 of the Preconsidered Int. requires IBO to conduct an ongoing review and evaluation of economic development tax expenditures in accordance with a schedule set forth by the Council in collaboration with IBO. The tax expenditures that will be reviewed and evaluated will be identified by the Council in collaboration with IBO. City agencies, including the Department of Finance or any entities contracting with the Department of Small Business Services to provide or administer economic development benefits will be required to cooperate with IBO and provide access to tax data and other information necessary for the review and evaluation.


Upon conclusion of each review and evaluation, IBO will submit to the Council and post on its website a report regarding the economic development tax expenditure examined. Such report shall include, a description of the data considered and the methodology and assumptions used in such review and evaluation, an analysis of the effectiveness of the tax expenditure, whether the tax expenditure is achieving its goals, whether those goals are still relevant, and recommendations for future evaluations.


Section 3 of the Preconsidered Int. provides that this legislation would take effect immediately.
Preconsidered Int. No.

By Council Member Ferreras-Copeland

A LOCAL LAW

To amend the administrative code of the city of New York, in relation to the review and evaluation of economic development tax expenditures, and to repeal chapter 29 of such code, relating to the establishment of the tax study commission

Be it enacted by the Council as follows:
Section 1. Chapter 29 of title 11 of the administrative code of the city of New York, as added by local law number 46 for the year 1986, is REPEALED.

§ 2. Title 11 of the administrative code of the city of New York is amended by adding a new chapter 29 to read as follows:

Chapter 29

TAX EXPENDITURE EVALUATION

Section 11-2901. Economic Development Tax Expenditure Evaluation. 

a. Definitions. For the purposes of this section only, the following definitions shall apply:

Economic development tax expenditure. The term “economic development tax expenditure” shall include, but not be limited to, any exclusion, exemption, abatement, credit or other benefit allowed against city tax liability that induces behavior directly related to producing business income or investment income.

Evaluator. The term “evaluator” shall mean the independent budget office.

b. Ongoing Evaluation. 

(1)  The evaluator shall, on an ongoing basis and in accordance with a schedule set forth by the council in collaboration with the evaluator, review and evaluate economic development tax expenditures identified by the council in collaboration with the evaluator. Pursuant to subdivision c of section 259 of the charter, agencies of the city, including the New York city department of finance and any entities under contract with the New York city department of small business services to provide or administer economic development benefits on behalf of the city shall cooperate with the evaluator and provide access to tax data and other information necessary for the evaluator to conduct its review and evaluation, as determined by the evaluator;

(2)  The evaluator shall submit a report to the council regarding each economic development tax expenditure reviewed and evaluated, which report shall include, but not be limited to, a description of the economic development tax expenditure reviewed and evaluated; the data considered and the methodology and assumptions used in conducting such review and evaluation; an analysis of the effectiveness of each economic development tax expenditure and whether it is achieving its goals; whether and to what extent the goals of such economic development tax expenditure are still relevant, including whether and how such goals align with current economic development policy goals; recommendations for future evaluations of such economic development tax expenditures including whether alternative methods of data collection would allow for better analysis, and such other information as may be requested by the council or that the evaluator deems relevant to such report. Upon submission to the council, the evaluator shall make each such report publicly available on its website.

§ 3. This local law takes effect immediately.
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