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THE COUNCIL

BRIEFING PAPER OF THE INFRASTRUCTURE DIVISION
COMMITTEE ON ECONOMIC DEVELOPMENT
Hon. Thomas White, Jr., Chair

December 18, 2008
Int. No. 848 – A Local Law to amend the administrative code of the City of New York, in relation to regionally significant projects and empire zones.

I
Introduction

On December 18, 2008, the Committee on Economic Development, chaired by Council Member Thomas White Jr., will hold a hearing on Int. No. 848 – A Local Law to amend the administrative code of the City of New York, in relation to regionally significant projects and empire zones.  (Int. No. 848 is annexed).  

II
Background  


In 1986 New York State established the Empire Zone Program (formerly known as the Economic Development Zone Program) through which a variety of tax benefits are offered to companies who move into or expand their operations within prescribed geographic areas known as Empire Zones. There are eleven (11) such zones in New York City. 


In 2005, the News York State Legislature enacted legislation that significantly restructured the Empire Zone Program.  This legislation created the concept of a “regionally significant project,” a business enterprise that could be associated with an Empire Zone so as to be eligible for benefits, although not physically located within a zone, if it is consistent with that Empire Zone’s business plan. In order to qualify different types of businesses would be expected to create a certain net number of new jobs.  A manufacturing company would have to have an estimate of creating 50 or more net new jobs.

The following incentives are available to businesses taking part in the Program:
 

Wage Tax Credit
Employee Wage Tax Credits are applied against a business's state tax liability. An Empire Zone employer, paying employees at least 135 percent of minimum wage, may be entitled to a $3,000 credit for targeted employees or $1,500 credit for all non-targeted employees. Both credits may be taken for up to five consecutive years, beginning with the first tax year in which Empire Zone wages are paid. An additional $500 credit is available in investment zones for jobs paying $40,000 or greater.

Targeted employee
A targeted employee is a New York State resident who receives Empire Zone wages and who is eligible under the federal Work Opportunity Tax Credit “WOTC” program, (the WOTC program was designed to promote the hiring of individuals who qualify as a member of a target group while simultaneously providing a federal tax credit to employers who hire these individuals) or is eligible for benefits under the Workforce Investment Act as a dislocated worker or a low-income individual, or has received public assistance benefits anytime within the previous two years (e.g. cash payments including Temporary Assistance to Needy Families (TANF), Safety Net, Medicaid, Food Stamps), or has income below the United States Commerce Department's established poverty level, or is a member of a family whose income is below poverty level or is an honorably discharged veteran from any branch of the United States Armed Forces.

Based on the number of jobs created, the company's assets in the Zone and income taxes owed by the company, Qualified Empire Zones Enterprises (QEZE) are eligible to receive the following tax credits and exemptions:

QEZE Sales Tax Exemptions: 

Qualified Empire Zone Enterprises (QEZEs) are granted a 10-year exemption from State sales tax on purchases of goods and services (including utility services) used predominantly in an Empire Zone.

QEZE Credit for Real Property Taxes: 

Qualified Empire Zone Enterprises are allowed a refundable credit against business or income tax equal to a percentage of real property taxes paid in the zone (effective for taxable years beginning on or after January 1, 2001).

QEZE Tax Reduction Credit:

Qualified Empire Zone Enterprises are allowed a credit against business or income tax equal to a percentage of taxes attributable to the zone enterprise (effective taxable years beginning on or after January 1, 2001).

EZ Wage Tax Credit: 

This credit is available for up to five consecutive years for companies hiring full-time employees in newly created jobs. For employees in special targeted groups, this credit equals $3,000 per year, with a credit of $1,500 per year effective 1/1/2001, for all other new hires.
EZ Investment Tax and Employment Incentive Credits: 

Businesses that create new jobs and make new investments in production, property and equipment may qualify for tax credits of up to 19% of the company's eligible investment.
New Business Refund: 

Businesses new to New York State are entitled to a 50% cash refund of unused EZ-WTC and ITC amounts. Other businesses may carry forward unused credits indefinitely.
Utility Rate Savings: 

Special reduced electric and gas rates may be available through investor-owned utilities in New York State. Businesses that locate or expand their operations in an EZ may receive significantly reduced rates.
Zone Capital Credit: 

A 25% tax credit against personal or corporate income taxes is available for contributing or purchasing shares in a zone capital corporation; or for a direct equity investment in a certified zone business; or for contributions to approved community development projects within an EZ. A Zone Capital Corporation is an entity incorporated for the purpose of raising funds through private and public grants, donations or investments, to be used in making investments in and loans to certified zone businesses to encourage the establishment or expansion of such businesses, thereby providing new job opportunities within an economic development zone.

Sales Tax Refund or Credit: 

Purchases of building materials to be used for commercial or industrial real property located in an EZ are eligible for a refund or credit of NYS sales taxes. A similar refund or

credit of local sales tax may also be available from the locality.
Real Property Tax Abatement: 

EZs may offer tax abatements from an increased assessment, with the abatement value based on improvements to real property for up to 10 years. This holds true for up to seven years at 100%, decreasing over the last three years of the exemption. 

Technical Assistance: 

Each local zone office is staffed with professionals qualified to assist businesses locating or expanding in an EZ.


Businesses which receive Empire Zone benefits and fail to meet their job creation projection may have their certification revoked pursuant to Title 5 of the New York Rules and Regulations, Part 11.9 (5 NYCRR 11.9).
III
Regionally Significant Project

According to General Municipal Law § 957(d)(i), a regionally significant project means, (1) a manufacturer projecting the creation of fifty or more jobs, (2) an agri-business or high tech or biotech business making a capital investment of ten million dollars and creating twenty or more jobs, (3) a financial or insurance services or distribution center creating three hundred or more jobs, (4) a clean energy research and development enterprise shall be eligible as a regionally significant project as determined by the local zone administrative board and the commissioner, and (5) other projects may be considered by the zone designation board.


Because it is a state-wide program, a broad array of commercial activities were identified for inclusion as types of businesses from which a “regionally significant project” could be designated. However, it is critical that such designations, if they are to be made, focus strategically on those types of businesses that best advance the intentions and goals of the Empire Zones Program and not companies and types of commercial activities that already receive the bulk of the City’s economic development benefits. Thus, it is anticipated that designations of “regionally significant projects” will be directed at those types of businesses that are most likely to promote economic development which will benefit the people who were intended to be assisted through the creation of Empire Zones.       


A manufacture is defined as a taxpayer which during the taxable year is principally engaged in the production of goods by manufacturing, processing, assembling, refining, mining, extracting, farming, agriculture, horticulture, floriculture, viticulture, or commercial fishing or a business engaged in emerging technologies pursuant to section 3201-e of the Public Authorities Law.


A business wishing to become a regionally significant project (RSP) must apply to a local Zone Administrative Board (ZAB) for a resolution by which the ZAB finds that the proposed RSP will create the requisite number of jobs, that the proposed RSP’s operations are consistent with the Zone’s business plan, and that the company is within New York City but is outside the boundaries of a designated zone.  Upon receipt of the resolution from the ZAB, the business must then submit an application package to the New York State Empire State Development Corporation (ESD) for a “determination of eligibility.”  


If the project is deemed eligible by ESD, there will be a formal application for designation of the proposed location as being within a Zone Administrative Board’s Empire Zone.  


The New York City Council must pass a local law permitting the business to make the formal application for designation to ESD.  If the proposed location is designated for a company, the company must complete the EZ-1 Application of Joint Certification as an Empire Zone Enterprise.

IV
Aesthetonics, Inc., d/b/a/ Remains Lighting

A. The Zone Administrative Board (ZAB) of the Brooklyn Navy Yard/ North Brooklyn Empire Zone passed a resolution on December 18, 2007 in which it reviewed the operations of a manufacturer and distributor of lighting fixtures, Aesthetonics, Inc., d/b/a Remains Lighting (Remains Lighting).  Remains Lighting will be located at 21-29 Belvidere Street, Brooklyn NY 11206.  The ZAB determined that Remains Lighting plans to create over 60 full-time positions over then next 5 years and projects a total investment of $4.3 million.  The ZAB agreed that making the Empire Zone benefits available to Remains Lighting would be “in the best interests of the Brooklyn Navy Yard/ North Brooklyn Empire Zone and the local community.”
 (A copy of that Resolution is annexed as Exhibit A). 


On July 2, 2008, the Director of the State Empire Zones Program issued a letter to the Department of Small Business Services (SBS) in which it determined that “…this project meets the eligibility requirement as a regionally significant project pursuant to §957(d) of the general municipal law.” That letter established a schedule for new net job creation that Remains Lighting must meet in order to maintain eligibility to receive benefits:

· By year end 2010

12.5 full-time equivalent positions

· By year end 2011

25  full-time equivalent positions

· By year end 2012

37.5 full-time equivalent positions

· By year end 2013

50 full-time equivalent positions.


In order for the State’s Empire Zone Designation Board to authorize the benefits, the local government must enact a local law authorizing such application. A bill to accomplish that, Int. No. 848, was introduced in the New York City Council.  

B. Remains Lighting reports that sales of their manufactured lighting have increased an average of more than 50% per year since the line’s inception in 1999. Increasing demand coupled with newly opened company showrooms in London, Los Angeles, Chicago, and Greenwich, Connecticut, has outpaced the company’s current manufacturing capacity.  In recent years, Remains Lighting’s staff required to manufacture and manage production has increased by half each year (two years ago, the Company employed 12 full-time staff devoted to making the line, increasing to 18 one year ago and to 26 in 2008).  

Staff has been told that moving to a larger site, closer to Remains Lighting’s Manhattan headquarters will accelerate production, design, and engineering processes. The spatial limitations of Remains Lighting’s current Rockland County site has made many technical manufacturing processes cost-prohibitive, leading the company to increase reliance on outside vendors for parts. This has resulted in higher costs and longer lead-times in delivery of products to clients.

Representations of Remains Lighting have reported that it intends to relocate its entire design and engineering staff to the new Brooklyn site to work alongside production staff, while also increasing its manufacturing capacity by hiring additional staff to perform previously outsourced jobs like sheet-metal work, spinning, tube-forming, CNC machining, polishing, plating, and  brazing.  It is anticipated that this in-house capacity will save Remains Lighting 10-15% in parts and transportation costs yearly. These savings, along with the additional capacity, will allow Remains Lighting to increase production on its current product line (high-end metal wall sconces, chandeliers, and lighting fixtures), take in custom work in far greater quantity, and expand its product categories to include lamps, mirrors, vases, candlesticks, and other decorative pieces. Remains Lighting believes that custom orders have the potential to add 15-20% to yearly product sales, while new product introductions help maintain and increase the overall annual sales growth rate.
The initial workforce that will occupy Remains Lighting’s new Brooklyn facility will be 36, which Remains Lighting projects will increase to 59 within one year of the move. Remains Lighting anticipates adding 15-17% to its payroll per year thereafter. At year five from a base of 36 employees, after the initial expansion year outlined above and provided current sales trends hold, Remains Lighting anticipates there will be 103 people on staff in the Brooklyn location.

The table below lists Remains Lighting’s expected employment growth by position with the expected salary range for each position: 
	Position
	Yr 1
	Yr 2
	Yr 3
	Yr 4
	Yr 5
	Current Sal Range

	Additional employees in existing positions:
	 
	 
	 
	 
	 
	 

	Polishing & Finishing Department
	6
	8
	10
	12
	15
	10– 25/hr

	Plating
	2
	3
	3
	4
	4
	10– 15/hr

	Brazing, Soldering and Welding
	2
	3
	4
	5
	6
	10– 18/hr

	Machining Department
	3
	4
	6
	8
	10
	10– 27/hr

	Assembly Department
	4
	5
	7
	10
	14
	10– 17/hr

	Packing & Crating
	2
	2
	3
	4
	5
	10– 15/hr

	Current salary range:
	 
	 
	 
	 
	 
	10– 27/hr

	
	
	
	
	
	
	

	New positions created at time of the move:
	
	
	
	
	
	

	Shipping & Inventory Trafficking (to clients and between showrooms)
	2
	2
	2
	3
	3
	10– 18/hr

	Quality Control
	1
	2
	3
	3
	4
	10– 18/hr

	Production Management
	1
	3
	4
	5
	6
	10– 27/hr

	 
	 
	 
	 
	 
	 
	 

	TOTAL NEW EMPLOYEES*
	23
	32
	42
	54
	67
	




It has been represented that all full-time employees at Remains Lighting are offered 
benefits including health, dental, paid-time-off (beginning after 3 months employment), and 401k participation after one year. 

C. Remains Lighting’s Environmental Policy and Sustainability Initiatives.

Remains Lighting has represented that they are undertaking certain environmental and sustainability initiatives with respect to this facility.  LEED-certification is being sought for the building located at 21-29 Belvidere Street, Brooklyn NY 11206.  A new roof has been designed for environmental sustainability. It is highly reflective in order to reduce the "heat island" effect of dark surfaces on an urban setting.  Remains Lighting has installed LEED-rated insulation as well to cut heating gas consumption. On top of the roofing material is a large section of cooling and insulating planted "green roof", and the balance of the roof will be covered in photovoltaic panels from which Remains Lighting will meet a portion of their electrical demand.  


Remains Lighting has designed a storm water retention system that will capture and store rainwater for use in irrigating the green roof and the garden which is being created to revert a portion of the parking lot to vegetation.  Remains Lighting also plans to lower their demand for water through the installation of water-saving toilets and faucets throughout the building.


With the help of the environmental consulting firm Bright Power, Inc., Remains Lighting designed the building’s lighting system for maximum efficiency using a combination of natural light and sophisticated sensors.  Remains Lighting installed a cooling system which consists of a system of ceiling fans and retractable awnings on thermostatic sensors that will reduce the heat load of the sun when it is necessary and move air for occupant comfort.  Through a consulting program offered by National Grid, Remains Lighting has been able to determine the best places to insulate and gain efficiencies. 


Remains Lighting’s manufacturing process will also adhere to their environmental goals through small and large changes.  New machinery purchases will have energy-saving variable speed drives, and Remains Lighting is retrofitting old machinery with those drives wherever possible. 

Though it is more complicated and expensive than traditional electroplating, Remains Lighting runs a "closed-loop" plating system with no discharges to municipal water sources.  Remains Lighting will promote the efficient use of raw materials to limit the impact of mining/refining/manufacturing these items (mainly metals and chemicals), and they promote this efficiency with a range of practices, from the complicated, like cleaning rinse-water with state of the art filtration, to the simple and obvious, like recycling scrap metal and reusing plastic bags and cardboard boxes. 

Remains Lighting will offer an incentive to their clients to specify re-used cartons and packing material and they will package most of their products with corn-starch “peanuts” and 100% recycled kraft and tissue paper with the space-efficient Geami packaging system.  This system expands flat rolls of paper into high quality protection for shipping.


Remains Lighting will manufacture locally as much as feasible, lessening the fuel consumption and pollution produced by transportation, and they buy wind power wherever available (currently for their flagship office/showroom/workshops and their Brooklyn factory). 


Remains Lighting has given up bottled water delivery and installed tap water filtration to minimize the external transportation, extraction, and pollution associated with delivery of water and production of plastic bottles. 
V
Update
On December 12, 2008, the Committee on Economic Development, chaired by Council Member Thomas White Jr., held a hearing on Int. No. 848 – A Local Law to amend the administrative code of the City of New York, in relation to regionally significant projects and empire zones.  

Int. No. 848

By Council Members Reyna, Comrie, James, Palma, White Jr., Yassky, Gerson and Martinez

..Title

A Local Law

To amend the administrative code of the city of New York, in relation to regionally significant projects and empire zones.

..Body

Be it enacted by the Council as follows:


Section 1.  Statement of legislative findings and intent.  Under Section 957(d)(i) of the General Municipal Law, certain business enterprises located outside the boundaries of an Empire Zone may still be eligible for Empire Zone benefits as a “regionally significant project” because the economic activity of such enterprise is of a nature that is encouraged by the State, and the Administrative Board of such Empire Zone authorizes the designation of such business as a regionally significant project.  The New York State Department of Economic Development and the North Brooklyn/Brooklyn Navy Yard Empire Zone Administrative Board have determined that Aesthetonics, Inc., a manufacturer and distributor of high-end traditional lighting fixtures, is projected to create 67 new jobs and has been provisionally approved for Empire Zones benefits as a regionally significant project under Section 957(d)(i) of the General Municipal Law.  

§2. Chapter 7 of title 22 of the administrative code of the city of New York is amended by adding new section 22-718 to read as follows:

§22–718  Authorization for the designation of a regionally significant project. a. Pursuant to the provisions of article 18-B of the general municipal law, a business enterprise may be designated as a regionally significant project if the criteria set forth in paragraph i of subdivision d of section 957 of such article are met.

 b.  By a resolution of the North Brooklyn/Brooklyn Navy Yard empire zone administrative board, dated December 18, 2007, such administrative board, in accordance with the provisions of article 18-B of the general municipal law, supported the designation of Aesthetonics, Inc., having federal employer identification number 113301966 and located at 21-29 Belvidere Street, in the borough of Brooklyn, as a regionally significant project. 

c. Pursuant to the provisions of article 18-B of the general municipal law, such regionally significant project shall be as set forth as follows: 

Aesthetonics, Inc., having federal employer identification number 113301966 and located at 21-29 Belvidere Street, also known as Block: 3135  Lot: 36, in the borough of Brooklyn.

§3.  This local law shall take effect immediately except that the commissioner of small business services shall take such actions as are necessary for the administration and implementation of this local law including, but not limited to, the promulgation of rules prior to such effective date.

LS 6040 Aesthetonics/Remains Lighting RSP

092308 11:05 a.m.
EXHIBIT A
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EXHIBIT B
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�Information available at � HYPERLINK "http://www.tax.state.ny.us/sbc/qeze.htm" ��http://www.tax.state.ny.us/sbc/qeze.htm�, Accessed December 9, 2008. 


� 5 NYCRR 10.2 (n).


� NYS Tax Law §14 (k) (1).


� December 18, 2007 Brooklyn Navy Yard/North Brooklyn Empire Zone Administrative Board Resolution Relating to Remains Lighting.


� Empire State Development letter to Commissioner Robert Walsh, New York City Department of Small Business Services, July 2, 2008(Attached as Exhibit B).
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