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          1  FINANCE JOINTLY WITH STATE AND FEDERAL LEGISLATION

          2                 ACTING CHAIRPERSON ADDABBO: Good

          3  morning, everyone. Welcome to the Committee on State

          4  and Federal Legislation. My name is Joe Addabbo,

          5  I'll be Acting Chair for today, and I want to thank

          6  Chairman Joel Rivera for allowing me to be the

          7  Acting Chair today.

          8                 And, again, good morning. We will be

          9  hearing today in two parts, first what was supposed

         10  to be at 9:30, so let me just change my opening

         11  statement a little bit, first we will be considering

         12  SLRs 144, 145, co-sponsored by Council Member James.

         13  We will then reconvene to consider resolution 1270,

         14  which pertains to the President's Advisory Panel on

         15  Federal Tax Reform.

         16                 At this point, I do want to welcome

         17  my colleagues who are here today. Starting from my

         18  right, we have Council Member Gentile, we have

         19  Council Member Weprin, Council Member McMahon,

         20  Council Member Baez and Council Member Tish James.

         21                 First we will be looking at two SLRs

         22  with regards to eminent domain reform. As you know,

         23  the proposed development project at the Atlantic

         24  Yards in Brooklyn raises many questions about the

         25  role of local government in developing housing,
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          2  encouraging commercial development, promoting

          3  economic growth in general.

          4                 As you probably also know, in a

          5  ruling that has been criticized from all ends of the

          6  political spectrum, the United States Supreme Court

          7  ruled this summer in the case of Kalo v. New London

          8  that the taking of property from one private owner

          9  to give to another by a local government in

         10  furtherance of economic development is permissible

         11  public use under the 5th Amendment of our

         12  Constitution.

         13                 However, the Court's ruling

         14  explicitly notes that states are free to impose

         15  restrictions on the use of eminent domain power by

         16  local authorities.

         17                 Accordingly, SLR 144, which refers to

         18  Senate Bill 5946 sponsored by Senator Flanigan,

         19  would require the preparation of a comprehensive

         20  Economic Development Plan for the use of eminent

         21  domain when the primary purpose is economic

         22  development and certain residential premises are to

         23  be acquired.

         24                 This legislation would also expand

         25  the time available to seek judicial review, require
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          2  when its full approval of the exercise of eminent

          3  domain power in such cases and create a temporary

          4  state commission to consider further eminent domain

          5  reforms.

          6                 SLR 145 which refers to Assembly Bill

          7  9043A and is introduced by the Committee members,

          8  Committee on Rules, is ordered differently but

          9  contains the same provisions as SLR 144, except for

         10  the creation of a temporary State Commission.

         11                 SLR 145 does not have language

         12  calling for the creation of such Commission.

         13                 Before I call a vote on both the SLR

         14  144 and 145, I would like to give Council Member

         15  Letitia James, the sponsor, an opportunity to make a

         16  few comments for the record.

         17                 Council Member James.

         18                 COUNCIL MEMBER JAMES: Thank you, Mr.

         19  Chairman. And thank you for the opportunity to speak

         20  before the Committee. And thank you for taking on

         21  this issue.

         22                 As most of you know, on June 23rd,

         23  2005, the United States Supreme Court majority made

         24  the worst ruling against private property rights, in

         25  my lifetime.
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          2                 The Court said that the government

          3  has the constitutional right under the Fifth

          4  Amendment to condemn property belonging to a private

          5  individual, to basically transfer it to another

          6  private person, as long as the government has a plan

          7  that justifies the eminent domain on the basis of

          8  economic development.

          9                 In the past the Fifth Amendment has

         10  strictly limited the use of eminent domain to the

         11  taking where it's for the public use. The expansion

         12  of eminent domain for the purposes of taking

         13  property for private purposes sets a very dangerous

         14  precedent.

         15                 In the words of Justice Saundra Day

         16  O'Connor, the dissenting voter, she basically said

         17  any property may now be taken for the benefit of

         18  another private property, but the fallout from this

         19  decision will not be random. The beneficiaries are

         20  likely to be those citizens with disproportionate

         21  influence and power in the political process,

         22  including large corporations and development firms.

         23                 In my district in Prospect Heights

         24  community, we are basically seeing all that.

         25                 In the Atlantic Yards Project, which
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          2  is more than just an arena, it's an arena plus 17

          3  buildings, and it involves the abuse of eminent

          4  domain. It's the taking of two to three City blocks

          5  where there is a significant number of home owners,

          6  commercial development, as well as manufacturing.

          7  And the developer has saw fit to claim these

          8  properties on the grounds that they would remove

          9  blight from the community, despite the fact that

         10  co-ops, condos and brownstones in the district are

         11  now selling for 1.1 and more.

         12                 This bill would basically ask that

         13  the Assembly move two pieces of legislation, which

         14  is sponsored in the Assembly by Assemblyman Brodsky,

         15  Richard Brodsky, as well as in the Senate, which is

         16  being sponsored by Senator Flanigan.

         17                 And Mr. Chairman, I would just like

         18  to briefly describe those two pieces of legislation.

         19                 The first, the bill which would

         20  basically increase the time frame by which a citizen

         21  may appeal the government's decision to take

         22  property, currently in New York State citizens only

         23  have 30 days to appeal a condemnation proceeding,

         24  and clearly this is too short a time period and the

         25  bill would expand that time frame.
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          2                 Secondly, the bill would also

          3  increase compensation to affected individuals.

          4  Clearly, compensation is the best deterrent in all

          5  condemnation proceedings.

          6                 Thirdly, it would provide some

          7  transparency in the process. Most individuals are

          8  kept in the dark. I do know that the Assembly and

          9  the Senate and the Governor just signed a piece of

         10  legislation last year, which would provide notice to

         11  condemners, but this bill would allow the process to

         12  go a little bit further and provide some

         13  transparency to the citizenry.

         14                 Fourth, it talks about the role of

         15  public authority's, and the fact that condemnation

         16  proceedings basically go through a quasi public

         17  authority without any oversight, ESDC, Empire State

         18  Development Corporation, and this bill would

         19  basically say that any condemnation would be subject

         20  to the local approval, and in New York City that

         21  local approval would be a ULURP procedure, the

         22  Uniform Land Review Procedure Act.

         23                 And lastly, the bill would redefine

         24  the definition of blight. Basically, again, the

         25  Supreme Court Decision Kalo would allow individuals,
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          2  private individuals, with a lot of influence and

          3  money to take buildings, as long as it is deemed

          4  blighted, and blighted is whatever the Legislature

          5  determines it to be.

          6                 And it's a very loose description.

          7  And this bill would set up a panel for the purposes

          8  of carefully considering the issues as it relates to

          9  the term blight.

         10                 So, Mr. Chairman, I would again urge

         11  this Committee to vote in support of these bills.

         12                 I recognize that eminent domain has

         13  been used for fabulous and wonderful projects in the

         14  City of New York, but I recognize it has to be

         15  limited again to public use and public use only and

         16  that we should not be transferring private property

         17  from one individual to another.

         18                 Thank you very much.

         19                 ACTING CHAIRPERSON ADDABBO: Thank

         20  you, Council Member James, and I commend your

         21  efforts on this issue.

         22                 We do have one witness signed up to

         23  vote, MarySol Rodriguez, for Partnerships for New

         24  York City. Please step forward.

         25                 MS. RODRIGUEZ: Hi. Good morning. In
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          2  the interest of time I'm not going to read my whole

          3  testimony, but I'm just going to make a few comments

          4  from it.

          5                 The Partnership for New York City

          6  which represents the City business leadership,

          7  welcomes the City Council exploration of the issues

          8  surrounding the use of eminent domain in support of

          9  local economic development.

         10                 We have a long history with public

         11  and private development program, which makes this a

         12  very important issue for us. That has produced

         13  affordable housing neighborhood renewal and economic

         14  development.

         15                 But as you're aware, the Supreme

         16  Court Decision in Kalo has triggered a tremendous

         17  reaction against the taking of private property for

         18  conveyance to another private owner.

         19                 Hopefully the Council's hearing will

         20  contribute to discussion of this issue at both the

         21  local and national level.

         22                 It is very important that

         23  representative of cities, such as yourselves, and

         24  states to understand the role of eminent domain in

         25  urban development have an opportunity to weigh in
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          2  before the United States Senate acts on national

          3  legislation or the State Legislature proceeds with

          4  bills being considered in response to the Kalo

          5  Decision.

          6                 As we said in last month's testimony

          7  before the State Assembly, the Partnership does

          8  support the creation of a temporary commission to

          9  review existing state and local eminent domain laws

         10  to ensure that they are effective and fair to

         11  individual property owners, as well as to the

         12  government's economic development objective.

         13                 We believe that New York City's

         14  experience with condemnation has enabled the

         15  government to contain speculation in prices and

         16  leverage limited public dollars.

         17                 More importantly, New York State laws

         18  provide for due process and just compensation.

         19                 New York City has an excellent

         20  eminent domain law that requires a finding of blight

         21  and for public review for the taking of private

         22  property.

         23                 As you know, in New York City, the

         24  public review process known as ULURP requires

         25  multiple hearings at several different layers of
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          2  government, including the approval here at the City

          3  Council.

          4                 Finally, the court has oversight to

          5  ensure that owners are justly compensated. Many will

          6  testify, and I guess I'm the only one testifying on

          7  eminent domain, for cutting back on eminent domain,

          8  reflecting a very immediate concern. The concerns

          9  may be legitimate with respect to individual

         10  projects, but should not be the basis for policy

         11  decisions that would limit the flexibility in State

         12  and local government to respond to changes in our

         13  national and global economy.

         14                 As always, the Partnership always

         15  stands willing and able to work with the Council

         16  members in exploring further issues surrounding this

         17  critical issue of eminent domain, and I thank you

         18  for this opportunity.

         19                 ACTING CHAIRPERSON ADDABBO: Thank

         20  you, Ms. Rodriguez.

         21                 MS. RODRIGUEZ: Thank you.

         22                 ACTING CHAIRPERSON ADDABBO: At this

         23  point are there any questions from my colleagues?

         24                 We have a question from Council

         25  Member McMahon.
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          2                 I also want to welcome our

          3  colleagues, Council Member Oddo, Council Member

          4  Sears, Council Member Felder.

          5                 COUNCIL MEMBER McMAHON: Good morning,

          6  Ms. Rodriguez, and thank you for your advocacy from

          7  the Partnership on this very important issue.

          8                 If you could just, I'm just trying to

          9  understand your position, because, you know, we have

         10  two bills in front of us, one is the Assembly

         11  version and one is the Senate version. The Senate

         12  version calls for the creation of a temporary

         13  commission.

         14                 MS. RODRIGUEZ: I think we do support

         15  the creation of a temporary commission. I think it's

         16  an issue that needs to be further explored.

         17                 I think one of our concerns is,

         18  there's a lot of immediate reaction as a result of

         19  Kalo's Decision and I think one of our major

         20  concerns is the steps that now the federal

         21  government is taking in terms of response to Kalo,

         22  and where like New York City laws, the general

         23  municipal laws does have a definition of blight and

         24  stuff like that that has worked for the City and the

         25  ULURP process on a national level, and some of the
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          2  bills that are before the house, the Brenner Bill

          3  (phonetic) and stuff does not necessarily identify

          4  blight and stuff. So, I think that it's important,

          5  as we support any efforts on the State level, to

          6  create the temporary commission and stuff like that.

          7                 It's also important to explore what's

          8  happening on a national level.

          9                 COUNCIL MEMBER McMAHON: Are there

         10  provisions in the Senate version that the

         11  Partnership opposes?

         12                 MS. RODRIGUEZ: Yes, and I don't have

         13  those specific details with me, I'm sorry. But we

         14  have prepared a memorandum in regards to the federal

         15  legislation. I'm sorry I didn't make copies

         16  available for you today, but certainly, I could have

         17  it forwarded it to you immediately.

         18                 COUNCIL MEMBER McMAHON: Thank you.

         19                 Thank you, Mr. Chairman.

         20                 ACTING CHAIRPERSON ADDABBO: Ms.

         21  Rodriguez, I think that's an important part of your

         22  testimony. If you can forward your -- again, the

         23  particular parts of the Senate bill that you are

         24  opposed to, that would be helpful. Thank you.

         25                 MS. RODRIGUEZ: Okay.
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          2                 ACTING CHAIRPERSON ADDABBO: Okay.

          3                 Council Member James.

          4                 COUNCIL MEMBER JAMES: Ms. Rodriguez,

          5  Robert Moses was head of the Triborough Bridge and

          6  Tunnel Authority. He used eminent domain to create

          7  Lincoln Center. He used eminent domain to create the

          8  Cross Bronx Expressway, the Triborough Bridge and

          9  Tunnel, and I recognize, not Robert Moses, but 42nd

         10  Street redevelopment was as a result of eminent

         11  domain, and I also recognize that Robert Moses was

         12  also responsible for Lincoln Center.

         13                 However, saying all of that, I also

         14  recognize that if Robert Moses would have had his

         15  way, we would not have had SoHO. SoHo would have

         16  been a group of towers that he had proposed.

         17                 In addition to that, he also proposed

         18  towers for the West Village.

         19                 Are you of the opinion that there

         20  should be some checks and balances against the

         21  Robert Moses types in New York City? And are you

         22  opposed to the City

         23  Council having ULURP authority, having eminent

         24  domain be subject to ULURP?

         25                 MS. RODRIGUEZ: We're not opposed to
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          2  eminent domain being subject to ULURP. In fact, I

          3  think that we support local control because we

          4  believe the current process does work very well for

          5  the City.

          6                 COUNCIL MEMBER JAMES: Do you oppose

          7  the idea, we have all of these quasi public

          8  authorities in the State of New York which operate

          9  without any checks and balance, and eminent domain

         10  is a process which is utilized by the ESDC, actually

         11  they're the condemner; would you oppose the Assembly

         12  having approval process and the State Senate having

         13  approval process on eminent domain?

         14                 MS. RODRIGUEZ: I think that's one of

         15  the weak link in the laws, and, again, we could give

         16  you more information, but I think one of the weak

         17  links and one of the major issues is this whole

         18  notion of friendly condemnation and we're looking to

         19  have a one-on-one meeting with you, Councilwoman. I

         20  know this is very important to further explore what

         21  we think may be that weak link in this whole

         22  argument.

         23                 COUNCIL MEMBER JAMES: And my last

         24  comment, Ms. Rodriguez, you recognize that eminent

         25  domain is now the urban renewal of the sixties and
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          2  seventies, which is often termed "urban renewal and

          3  Negro removal." You also recognize that eminent

          4  domain is now being used against poor people and

          5  particularly people of color throughout the State of

          6  New York and throughout the nation?

          7  Disproportionately?

          8                 MS. RODRIGUEZ: I think it's been used

          9  as a great revitalization tool. But again, I think

         10  there are issues given what the Kalo Decision has

         11  meant, that needs to be explored. And, again, we'll

         12  work any meetings with you, we'll work in further

         13  discussion. Thank you.

         14                 COUNCIL MEMBER JAMES: Thank you.

         15                 ACTING CHAIRPERSON ADDABBO: Thank you

         16  very much, Ms. Rodriguez, for your time and

         17  testimony.

         18                 MS. RODRIGUEZ: Thank you.

         19                 ACTING CHAIRPERSON ADDABBO: At this

         20  point I'm going to ask for a roll call of the

         21  Committee for voting on SLR 144 and 145, and as the

         22  Acting Chair I request of my Council members a vote

         23  in the affirmative. Thank you.

         24                 COUNCIL CLERK: Council Member

         25  Addabbo.
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          2                 ACTING CHAIRPERSON ADDABBO: Yes.

          3                 COUNCIL CLERK: Baez.

          4                 COUNCIL MEMBER BAEZ: Aye.

          5                 COUNCIL CLERK: McMahon.

          6                 COUNCIL MEMBER McMAHON: Just briefly

          7  to explain my vote, Mr. Chairman.

          8                 I vote yes on SLR 144 and I abstain

          9  on 145, simply because I want to stress that I think

         10  our existing state law on eminent domain was a

         11  result of a bipartisan commission that created it,

         12  and I think that as we move forward on this very

         13  important issue, it should be done by the Commission

         14  that's called for in SLR 144. Certainly out of

         15  respect for the sponsor of the resolution before us

         16  today, I would therefore abstain on SLR 145 and vote

         17  yes on SLR 144.

         18                 COUNCIL CLERK: Monserrate.

         19                 COUNCIL MEMBER MONSERRATE: Aye on

         20  all.

         21                 COUNCIL CLERK: Sears.

         22                 COUNCIL MEMBER SEARS: Permission to

         23  explain my vote, please?

         24                 I know I came a little bit late, but

         25  this commission to establish would be to explore all
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          2  the elements; will that commission be open to

          3  testimony? I don't know the answer to that. Will the

          4  commission be open to public testimony?

          5                 ACTING CHAIRPERSON ADDABBO: I believe

          6  it will.

          7                 COUNCIL MEMBER SEARS: It will?

          8                 ACTING CHAIRPERSON ADDABBO: Yes.

          9                 COUNCIL MEMBER SEARS: Okay, in that

         10  case I support that. Because as much as I support

         11  the eminent domain -- the arguments against it, I

         12  must call to everybody's mind that there are some

         13  schools that wouldn't exist today with our extreme

         14  overcrowding if eminent domain didn't take place.

         15                 So, with that, I believe there would

         16  be a fair hearing, I vote yes.

         17                 COUNCIL CLERK: Gentile.

         18                 COUNCIL MEMBER GENTILE: Aye on all.

         19                 COUNCIL CLERK: By a vote of six in

         20  the affirmative, zero in the negative and no

         21  abstentions, SLR 144 is adopted. By a vote of five

         22  in the affirmative, zero in the negative and one

         23  abstention, SLR 145 is adopted.

         24                 Council members, please sign the

         25  Committee reports. Thank you.
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          2                 ACTING CHAIRPERSON ADDABBO: I want to

          3  thank my colleagues.

          4                 Just to remind my colleagues from the

          5  State and Federal Legislation Committee, there will

          6  be another vote on Reso 1270.

          7                 As you may have heard, we have taken

          8  testimony about Resolution 1270, which would reject

          9  the proposals of the Presidents Advisory Panel on

         10  Federal Tax Reform, to eliminate the deductibility

         11  of State and local taxes, and replace the deduction

         12  for mortgage interest.

         13                 The resolution also calls upon the

         14  President and Congress to index the alternative

         15  minimum tax for inflation. Ending the deductibility

         16  of State and local taxes, as well as the

         17  deductibility of residential mortgage interest up to

         18  1.1 million would cost New York City businesses and

         19  residents almost $11 billion and worsen the

         20  effective balance of payments deficit of our City

         21  with Washington.

         22                 Again, remember, as City residents we

         23  give so much more back to our federal government

         24  than we get back in return. At this point, since

         25  this is a joint hearing with the Finance Committee,
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          2  I want to welcome and offer Council Member Dave

          3  Weprin, Chairman of our Finance Committee, for a

          4  statement.

          5                 CHAIRPERSON WEPRIN: Thank you, Acting

          6  Chairman Addabbo, for chairing this hearing with me

          7  today.

          8                 As the Chairman mentioned, the

          9  Finance Committee will be holding a joint hearing on

         10  Resolution 1270, which I am the prime sponsor of,

         11  along with Speaker Miller and Majority Leader Joel

         12  Rivera.

         13                 Specifically, this Resolution 1270

         14  calls for Congress to reject the proposals of the

         15  President's Advisory Panel on Federal Tax Reform to

         16  eliminate the deductibility of state and local taxes

         17  from federal, personal and corporate income tax and

         18  to replace a reduction for mortgage interest.

         19                 If passed, these proposals will cost

         20  New York City taxpayers billions of dollars. The

         21  deductibility of state and local taxes from federal

         22  tax currently keeps in the pockets of New York City

         23  residents and businesses $8.5 billion. Similarly,

         24  the proposal to eliminate the deductibility of

         25  residential mortgage interest up to $1.1 million
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          2  from federal taxes keeps another $2.2 billion in

          3  revenues from being sent to Washington coffers.

          4                 New York City already sends

          5  Washington $13 billion more each year than we get

          6  back in aid and services. And we're already grossly

          7  underfunded by the federal government in many areas,

          8  including Homeland Security and Medicaid.

          9                 And after all of this, the federal

         10  government wants to squeeze millions more from the

         11  pockets of overburdened New Yorkers.

         12                 This is simply unacceptable and the

         13  City Council will protect New Yorkers by maintaining

         14  the fight against these proposals.

         15                 We will shortly hear from the ranking

         16  Finance member of the House Ways and Means

         17  Committee, Congressman Charles Rangel, who is a very

         18  strong advocate in the fight against the President's

         19  proposal. I'm old enough to remember the eighties

         20  when President Reagan was President and Congressman

         21  Rangel was one of the leaders in putting together a

         22  bipartisan coalition to eliminate the proposal back

         23  then by President Reagan to eliminate the

         24  deductibility of State and local taxes, which would

         25  have devastated New York City and New York State.
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          2                 We got together on a bipartisan basis

          3  back then in the eighties, we defeated this

          4  proposal. Governor Cuomo took a major leadership

          5  role as Governor at the time, and I hope that we'll

          6  do the same this time.

          7                 We have a couple of witnesses before

          8  Congressman Rangel, but just bear with me a minute.

          9                 First we'll hear from Peter Faber

         10  from the Partnership for New York City.

         11                 MR. FABER: Thank you, Mr. Chairman.

         12                 My name is Peter Faber. I'm a lawyer,

         13  a partner at McDermott, Will and Emory (phonetic).

         14  I've chaired the American Bar and New York State Bar

         15  tax sections, and I'm currently a member of the

         16  Governor's Tax Reform Commission, appointed earlier

         17  this year.

         18                 I also Chair the Committee on

         19  Taxation of the New York City Partnership, and I'm

         20  here before you today on behalf of the Partnership.

         21                 We support those parts of the

         22  Resolution pertaining to the deductibility of State

         23  and local taxes, and the alternative minimum tax.

         24                 We've taken no position with respect

         25  to the home mortgage interest. We're not for or
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          2  against it, we just have not considered it yet.

          3                 Allowing a federal income tax

          4  deduction for State and local taxes has facilitated

          5  the ability of states and cities to raise money to

          6  finance their operation. It's part of the sharing of

          7  the tax burden between the federal government and

          8  state and local governments, and repealing

          9  deductibility would have set this very delicate

         10  balance, effectively shifting burdens from the

         11  federal government to the State and local

         12  governments. This should not be done at a time when

         13  the federal government is imposing mandated

         14  activities on State and local governments and not

         15  giving them the money to pay for them.

         16                 Property taxes are a major way of

         17  financing education. We need to educate our

         18  children. We're facing international confrontation

         19  from high-tech countries, and anything that makes it

         20  more expensive for the City of New York to impose

         21  property taxes, to educate our children, is going to

         22  badly damage the City.

         23                 This is a major issue for this City.

         24  Hundreds of thousands of people in the City deduct

         25  State and local taxes. I could tell you, as a lawyer
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          2  who has advised companies on locational decisions,

          3  that when my clients are thinking about where to

          4  expand, where to build a new plant, where to move,

          5  they're looking at taxes, and relevant taxes between

          6  New York and other jurisdictions, and we're always

          7  going to be a high-taxed jurisdiction, we know that,

          8  but the deductibility of State and local taxes has

          9  enabled us to narrow the gap between New York and

         10  other locations.

         11                 I can tell you that if we lose

         12  deductibility, it's going to be much harder for me

         13  to convince my clients to locate here.

         14                 Now, let me turn to the AMT, the

         15  Alternative Minimum Tax. Councilman Weprin has said

         16  he was old enough to remember the 1980s, I can do

         17  you one better, I'm old enough to remember the

         18  1960s, and I can remember when the AMT was first

         19  enacted. There was a lot of publicity about 200

         20  Americans paying no tax because of the extent to

         21  which they were able to claim deductions and

         22  credits.

         23                 Now, each deduction and credit was

         24  perfectly legitimate, no one was complaining that

         25  they were bad law, but in the aggregate, they

                                                            27

          1  FINANCE JOINTLY WITH STATE AND FEDERAL LEGISLATION

          2  enabled some people to totally avoid paying their

          3  fair share of taxes.

          4                 When Congress enacted the AMT to get

          5  at those 200 people, Congress did not see it as a

          6  tax on the middle class, but that's exactly what

          7  it's become.

          8                 There was an article in the New York

          9  Times on Sunday that brought this out in very vivid

         10  color. But we have a lot of middle class people in

         11  New York City who were paying the AMT, it hit 2.9

         12  million households in 2004, it's projected to hit 18

         13  million households in 2006, this is not what the AMT

         14  was intended to do, and we support the resolution of

         15  the Council that would restore the AMT to its

         16  initial objective, to tax the rich people who are

         17  not paying their fair share of tax, but not to

         18  impose a burden on middle class taxpayers.

         19                 That completes my statement. We have

         20  given you a more extended statement with more

         21  detail, but I would be happy to answer questions.

         22                 CHAIRPERSON WEPRIN: Thank you. We

         23  appreciate your coming down today to testify. I

         24  don't have any questions. Do any of my colleagues?

         25                 ACTING CHAIRPERSON ADDABBO: We have a
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          2  question from Council Member McMahon.

          3                 COUNCIL MEMBER McMAHON: Mr. Faber, I

          4  second Chairman Weprin's gratitude to you to come

          5  down and help us understand this very complicated

          6  issue. Your expertise is very valuable.

          7                 Why didn't the Partnership look at

          8  the home mortgage interest deduction?

          9                 MR. FABER: Yes, we have a lot of

         10  things that are in play, we just haven't focused on

         11  that yet.

         12                 We have obviously many members who

         13  are directly affected by it, but as an organization,

         14  we have not taken a position on that.

         15                 We may in the future, but we just

         16  haven't focused on it yet.

         17                 COUNCIL MEMBER McMAHON: Well, how

         18  about you as an individual and a tax attorney, and

         19  what do you think?

         20                 MR. FABER: Well, I think obviously

         21  anything that limits the home mortgage interest

         22  deduction adversely affects a location like the City

         23  that has many people who have to pay very high

         24  mortgage interest rates. Housing is expensive here

         25  so mortgages are high.
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          2                 I think anything that limits the

          3  ability of people to provide housing to get, to

          4  obtain housing for themselves, has got to have an

          5  adverse effect on the City.

          6                 COUNCIL MEMBER McMAHON: Is it correct

          7  it would be more onerous on people who live in a

          8  housing market that is more expensive?

          9                 MR. FABER: That's correct.

         10                 COUNCIL MEMBER McMAHON: And the same

         11  with the AMT, it really hurts more people in places

         12  like New York City and the outlying area, Washington

         13  and Boston and San Francisco where the incomes are

         14  higher because the cost of living is higher.

         15                 MR. FABER: That's correct. Absolutely

         16  correct.

         17                 COUNCIL MEMBER McMAHON: Well, let me

         18  ask you this now, under the AMT, the way it

         19  presently exists, do the rich people pay it or are

         20  they able to avoid it as well?

         21                 MR. FABER: No, there's kind of a myth

         22  that wealthy people don't pay taxes because they

         23  invest in tax shelters and they play games to avoid

         24  taxes. That really is a myth. My experience has been

         25  that wealthy people pay a lot of taxes, they pay
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          2  more taxes than other people do. And most of the

          3  advertised tax shelters frankly don't work.

          4                 And my experience has been that a lot

          5  of people, wealthy as well as others, pay the AMT

          6  and pay it all. There are no easy games that one can

          7  play. I wish that I could say that I had a magic

          8  secret here that could unlock the AMT and avoid the

          9  need to pay it, but I don't, nor does anyone else

         10  that I know.

         11                 COUNCIL MEMBER McMAHON: So, the AMT

         12  as it currently exists achieves its goal of taxing

         13  the richest of the rich. The problem is because of

         14  inflation and increases in salaries and all

         15  attendant to that, those who are included in the

         16  group have increased.

         17                 MR. FABER: Let me rephrase that a

         18  bit, if I might, Councilman.

         19                 The AMT was designed to ensure that

         20  everybody paid some tax. It was aimed primarily at

         21  wealthy people because they were the ones who were

         22  claiming bigger deductions and avoiding tax, and

         23  what has happened is that because of a failure to

         24  index it for inflation, the reach of the AMT is

         25  extended to a lot of people who Congress really
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          2  wasn't concerned about in 1969, and as a result it

          3  has started out as a tax to ensure that everyone,

          4  including the wealthy, paid their fair share of tax.

          5                 It has become a penalty tax on the

          6  middle class. It's totally lost it's original

          7  function.

          8                 COUNCIL MEMBER McMAHON: Thank you.

          9                 Thank you, Mr. Chairman.

         10                 ACTING CHAIRPERSON ADDABBO: Thank

         11  you, Council Member McMahon.

         12                 Council Member Sears.

         13                 COUNCIL MEMBER SEARS: Thank you, Mr.

         14  Chair.

         15                 Actually, most of what I was going to

         16  ask has been asked, except that there's just one

         17  follow-up. In light of some of the things that you

         18  have explained, and I don't think we've had a

         19  definition of what is very rich, and nor will I ask

         20  that at the moment because there are those who think

         21  people earning $100,000 a year are very rich. So, it

         22  all depends in the perspective of where things are.

         23                 In light of explanations you have, do

         24  you see within the time frame that your organization

         25  would consider having a position on this mortgage?
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          2  Because in the City of New York, and what is average

          3  for households and the cost of buying a co-op or a

          4  condo, let alone a single-family home is very

          5  expensive, and certainly that is important to

          6  affordable housing in the City of New York, it would

          7  seem that's a position that is very important to

          8  take as to whether that is supported or not by your

          9  association.

         10                 MR. FABER: I don't disagree, and I

         11  will take this back to the Partnership's management

         12  and suggest that we consider it.

         13                 I know the Real Estate Board has

         14  opposed the proposal, for example, and many of our

         15  members have opposed it and I will take it up with

         16  the management and see if we can take a position.

         17                 COUNCIL MEMBER SEARS: I think there's

         18  a lot that's gotten mixed into that, and why I may

         19  understand the opposition or for it, because there's

         20  a lot that's distorted in the City of New York when

         21  it comes to affordable housing and what mortgages

         22  are and how you pay for that.

         23                 Thank you very much.

         24                 MR. FABER: Thank you.

         25                 ACTING CHAIRPERSON ADDABBO: Thank
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          2  you, Council Member Sears.

          3                 While I still have a quorum of the

          4  State and Federal Legislation Committee members, I'm

          5  going to take a vote on Reso 1270 at this point.

          6                 This will be a vote just for State

          7  and Federal Committee members. Obviously the Finance

          8  Committee will still hear, obviously we will all

          9  hear the testimony, and then Finance Committee will

         10  have a vote at a later date. But at this point I'm

         11  going to call the roll for the State and Federal

         12  Legislation Committee here, members only. And,

         13  again, as Acting Chair, I request a vote in the

         14  affirmative. Thank you.

         15                 COUNCIL CLERK: Council Member

         16  Addabbo.

         17                 ACTING CHAIRPERSON ADDABBO: Yes.

         18                 COUNCIL CLERK: Baez.

         19                 COUNCIL MEMBER BAEZ: Aye.

         20                 COUNCIL CLERK: McMahon.

         21                 COUNCIL MEMBER McMAHON:

         22  Wholeheartedly and emphatically aye.

         23                 COUNCIL CLERK: Sears.

         24                 COUNCIL MEMBER SEARS: Aye.

         25                 COUNCIL CLERK: Gentile.
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          2                 COUNCIL MEMBER GENTILE: Absolutely,

          3  yes.

          4                 COUNCIL CLERK: By a vote of five in

          5  the affirmative, zero in the negative and no

          6  abstentions, proposed Resolution 1270-A is adopted

          7  by the State and Federal Legislation Committee.

          8                 CHAIRPERSON WEPRIN: Okay. We'll now

          9  hear from George Sweeting from the IBO, and then

         10  we're going to take a ten or 15-minute break after

         11  Mr. Sweeting, and we're going to have a press

         12  conference that everyone is invited to on the steps

         13  of City Hall with Congressman Charles Rangel, the

         14  ranking minority member of the House Ways and Means

         15  Committee, to be followed by Congressman Rangel's

         16  testimony right here in the Chamber immediately

         17  following that press conference.

         18                 Mr. Sweeting.

         19                 MR. SWEETING: Good morning. I'm

         20  joined by Michael Jacobs, who is IBO's senior

         21  economist handling personal income tax issues.

         22                 So, members of the two committees and

         23  chairs, thank you for inviting us to testify.

         24                 My testimony today, which is being

         25  distributed, concerns three points about the
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          2  President's Advisory Panel recommendations. First is

          3  that the panel's recommendations include many

          4  individual proposals which cannot be looked at in

          5  isolation. And, so, if we think about this, it's

          6  important to keep that in mind.

          7                 If you simultaneously eliminate the

          8  alternative minimum tax and the deduction for state

          9  and local income taxes, that would leave many New

         10  York City taxpayers, as a whole, New York City

         11  taxpayers as a whole, owing $1.4 billion more in

         12  2010.

         13                 We've done this analysis out for 2010

         14  because you have to look at at that point when a

         15  variety of changes that are already anticipated and

         16  scheduled take effect.

         17                 But the distribution of the impact of

         18  such a change varies greatly, depending on income.

         19  Very high income New Yorkers would generally owe

         20  more if you made both changes at the same time,

         21  while many with incomes between 50,000 and 250,000

         22  dollars would owe less tax with the two changes put

         23  in place.

         24                 The Resolution obviously talks about

         25  eliminating the AMT, the State and local deduction
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          2  and the mortgage interest deduction, but the

          3  advisory panels proposes many other changes in

          4  addition to these three, and a full evaluation of

          5  the impact of the recommendations on New Yorkers

          6  would require taking into account all of these

          7  changes.

          8                 You also need to account for the

          9  interaction between the changes before you can fully

         10  understand exactly what would happen.

         11                 It's also important to keep in mind

         12  that because the State and City income tax are

         13  closely tied to the federal tax, a full evaluation

         14  would also require a calculation of shifts in New

         15  Yorkers' tax, City and State tax liabilities. As the

         16  Advisory Panel's report was being released this

         17  fall, IBO published a report examining the impact of

         18  New York City taxpayers of simultaneously

         19  eliminating the AMT and the deduction for State and

         20  local taxes.

         21                 The AMT, as you heard a few minutes

         22  ago, was originally designed to address the concern

         23  that a small number of very high-income taxpayers

         24  managed to legally incur no income tax liability,

         25  but the AMT now ensnares over four percent of all US
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          2  taxpayers, and nearly eight percent, about 138,000

          3  filers in New York City.

          4                 Unless some very expensive changes

          5  are made, IBO estimates that one-third of New York

          6  taxpayers will pay the AMT by 2010, and that would

          7  be an additional cost which represents a loss to the

          8  City economy of $3 billion.

          9                 By then, most taxpayers with incomes

         10  over $15,000 would be paying the AMT.

         11                 New Yorkers have always been more

         12  likely to pay the AMT, because incomes tend to be

         13  higher here, and because New Yorkers face very high

         14  State and local taxes, which are not deductible

         15  under the AMT.

         16                 So, in other words, any taxpayer who

         17  is currently paying the AMT, or who will become an

         18  AMT payer over the next few years, has already lost

         19  State and local deductibility.

         20                 One explanation for the gradual

         21  expansion in the AMT is that since 1986, most

         22  elements of the regular income tax have been indexed

         23  for inflation, while the AMT exemptions and brackets

         24  are not.

         25                 Lack of indexing explains about
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          2  one-third of the expected expansion of the AMT

          3  between now and 2010. The rest is explained by the

          4  failure to permanently realign the AMT with the 2001

          5  and 2003 cuts in the regular income tax.

          6                 A study conducted by the City's

          7  Department of Finance estimated that this failure

          8  meant that for New York taxpayers as a whole, 12.1

          9  percent of the value of the tax cuts were lost to

         10  the AMT in 2003. So, 12.1 percent of the advertised

         11  benefit that New Yorkers were supposed to get from

         12  the 2003 Bush tax cut was actually grabbed back by

         13  the AMT because it pushed more people onto the AMT.

         14                 And that happened even with a

         15  temporary fix that partially adjusted the AMT with

         16  the 2003 tax laws.

         17                 The resolution under consideration

         18  today calls on Congress to reform the AMT by

         19  indexing it for inflation. While indexing alone

         20  would slow the increase in the AMT, it fails to

         21  address other problems.

         22                 Indexing would do nothing to roll

         23  back the recent increases in the number of taxpayers

         24  subject to the AMT.

         25                 In addition, if the State and local
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          2  deduction remains a tax preference, which is allowed

          3  under the AMT, then high tax areas such as New York

          4  will continue to be disproportionately affected.

          5                 Eliminating the AMT alone would

          6  benefit an estimated 775,000 City taxpayers who are

          7  expected to owe the AMT in 2010. Two-thirds of those

          8  savings of 2010 would flow to households with

          9  incomes between 50 and 250,000 dollars. Because

         10  eliminating the AMT is expensive for the federal

         11  treasury, the policy-makers are expected to look at

         12  other changes in the tax law to generate savings,

         13  and two obvious ones are eliminating expensive

         14  itemized deductions, such as State and local taxes

         15  and mortgage interest.

         16                 IBO estimates that if you simply

         17  eliminated state and local deduction with no other

         18  change in 2010, it would cost New York City

         19  taxpayers an additional $2.7 billion, with about 25

         20  percent of taxpayers facing higher taxes.

         21                 More than half of taxpayers with

         22  incomes between 250 and 500,000 would face an

         23  increase, and over 95 percent of those with incomes

         24  over 500,000 would pay more if deductibility were

         25  eliminated.
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          2                 The last group would pay 76 percent

          3  of the total additional tax. So, deductibility is

          4  mostly an issue for upper income and very high

          5  income households.

          6                 For those incomes between 50 and

          7  250,000, which increasingly in New York is middle,

          8  only about one-third would pay more without

          9  deductibility in 2010. That is because many of these

         10  taxpayers are already expected to lose deductibility

         11  under the AMT, as it makes its -- as it grows over

         12  the next few years.

         13                 If you did the two changes at the

         14  same time, eliminating the AMT and eliminating State

         15  and local deductibility, the impact is not simply

         16  the sum of the two separate impacts.

         17                 If the deduction were eliminated from

         18  the regular income tax, then fewer New Yorkers would

         19  be liable for the AMT, and therefore, fewer New

         20  Yorkers would benefit from abolishing the AMT.

         21                 Total federal taxes paid by New

         22  Yorkers in 2010 would be $1.4 billion higher than

         23  IBO's current forecast, if you did the two at the

         24  same time.

         25                 But the impact, again, would vary
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          2  greatly for different income groups. Most taxpayers

          3  with incomes under $50,000 would be unaffected by

          4  the changes, with only 12 percent paying more.

          5                 Taxpayers with incomes over 500,000

          6  would almost always pay more, because they benefit

          7  so much from the State and local deduction and

          8  relatively few of them pay the AMT.

          9                 The only group of taxpayers who would

         10  pay less federal taxes are those with incomes

         11  between 50 and 250,000. Many of this group would

         12  benefit from elimination of the AMT, and almost half

         13  would see their taxes decline.

         14                 A smaller portion of this group, for

         15  whom loss of deductibility outweighs the benefit of

         16  ending it, the AMT would pay more. So, it's a mix

         17  for the people in the middle.

         18                 The advisory panel's specific

         19  proposal to convert the mortgage interest deduction

         20  to a credit requires careful analysis to full assess

         21  its distributional impact in the effectiveness of

         22  adjustments that are intended to limit the

         23  disruption to existing home values.

         24                 IBO has not yet examined these

         25  issues. However, many analysts have pointed to
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          2  problem with the current mortgage interest deduction

          3  as a means of promoting home ownership.

          4                 As with all itemized deductions, the

          5  value of the benefit is greatest for high-income

          6  households paying higher marginal tax rates.

          7                 There are also equity concerns due to

          8  the lack of a compensating tax benefit offsetting

          9  the housing costs of renters. This last point is of

         10  particular importance in New York City with its

         11  disproportionately large share of renters.

         12                 So, thank you, and I would be happy

         13  to answer any questions.

         14                 CHAIRPERSON WEPRIN: Do my colleagues

         15  have any questions?

         16                 Okay, what I'd like to do is -- very

         17  quick?

         18                 COUNCIL MEMBER McMAHON: Very quick.

         19                 CHAIRPERSON WEPRIN: Okay, go ahead.

         20                 COUNCIL MEMBER McMAHON: Thank you for

         21  the IBO's input on that, gentlemen.

         22                 You say taxpayers with incomes over

         23  500,000 would almost always pay more because they

         24  benefit so much from the State and local taxes, and

         25  relatively few of them pay the AMT?
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          2                 From the testimony we heard before

          3  you, I thought the wealthy always pay the AMT?

          4                 MR. JACOBS: The wealthy, meaning

          5  people with incomes -- filers of incomes of over

          6  500,000 are less likely to pay the AMT than those

          7  with incomes from say 50,000 to 250,000, or 50,000

          8  to 500,000. It's not that the wealthy over 500,000

          9  don't pay federal income tax, their federal income

         10  tax under the regular system is higher than their

         11  possible AMT tax. Therefore, they don't owe the AMT.

         12  The middle class, the AMT calculation comes out to

         13  be higher than middle class broadly define the AMT

         14  calculation of liability comes out to be higher than

         15  the calculation of regular liability, and that's why

         16  someone called it a sort of stealth tax, but also

         17  like an additional tax for like the middle class.

         18                 CHAIRPERSON WEPRIN: Okay, thank you.

         19                 We've been joined by Council Member

         20  Albert Vann from Brooklyn, a member of the Finance

         21  Committee.

         22                 We're going to take a 15-minute

         23  recess and I invite all of my colleagues to join me

         24  and the Speaker and Congressman Rangel on the steps

         25  of City Hall for a press conference opposing
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          2  President Bush's proposal.

          3                 We're recessed for 15 minutes.

          4                 (Recess taken.)

          5                 CHAIRPERSON WEPRIN: The Finance

          6  Committee and the State and Federal Legislation

          7  Committee is back in session.

          8                 I'm David Weprin, Chair of the

          9  Committee.

         10                 We've been joined by Council Member

         11  Gale Brewer from Manhattan, Council Member Bill

         12  DeBlasio from Brooklyn, Council Member Helen Sears

         13  from Queens and Councilman Vincent Gentile from

         14  Brooklyn, and behind me, Council Member Robert

         15  Jackson from Manhattan.

         16                 We will now be hearing from the Dean

         17  of the New York Congressional Delegation,

         18  Congressman Charles Rangel. And, again, I'll just

         19  repeat that Congressman Rangel was the leader back

         20  in 1986, almost 20 years ago, the last time we had a

         21  major battle with the federal government during the

         22  Reagan Administration regarding the elimination of

         23  the deductibility of State and local taxes. And at

         24  that time I served actually as Deputy Superintendent

         25  of the State Banking Department in Governor Cuomo's
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          2  first term, and Governor Cuomo, I know was very

          3  instrumental in working with Congressman Rangel at

          4  the time in marshalling a bipartisan coalition which

          5  consisted of not only of bipartisan members of

          6  Congress and both United States Senators at the

          7  time, but also a united business and labor community

          8  in New York to fight together, and as Congressman

          9  Rangel had indicated to those of you that were at

         10  the press briefing earlier, although this proposal

         11  at this point has not gotten significant momentum,

         12  certainly it's very important and it's very good

         13  that the City Council is taking the initial step in

         14  passing this resolution, which I expect to pass at

         15  the next meeting, after a vote in Committee, and to

         16  kind of take the lead in bringing to the attention

         17  of all the powers that be that it is important to

         18  come together again, as we did in 1986.

         19                 I'm so delighted that Congressman

         20  Rangel has come here to City Hall because he is such

         21  an important player, not only in our City and State

         22  but nationally, as well.

         23                 Congressman Rangel, it's a great

         24  honor to have you here.

         25                 CONGRESSMAN RANGEL: Thank you, Mr.
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          2  Chairman, and Speaker Jackson, and my dear friends

          3  on the City Council.

          4                 I can't begin to tell you how

          5  important your leadership is on this issue. This

          6  goes beyond partisan politics. The deduction of

          7  local and state taxes is a tremendous item as

          8  relates to federal savings on the part of the

          9  federal government. This particular government that

         10  we have in Washington truly don't believe that any

         11  government, local or state, should be involved in

         12  social services. They believe privatization is the

         13  answer. So, therefore, if they can remove any

         14  incentives to allow people to have any lower tax

         15  rate because of the deduction, and allow mayors and

         16  governors to know that they can afford to provide

         17  the services, that's a part of the conservative

         18  climate which we work in.

         19                 Now, this is totally inconsistent

         20  with their theory that the federal government should

         21  not be involved in this service, but local and State

         22  government. You would think that if they wanted to

         23  get the federal government out of social services,

         24  they would provide incentives for people to

         25  substitute it. But it's worse than that. They don't
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          2  want the federal government to do it, and they don't

          3  want local government to do it. They are committed

          4  to private sector people doing it. And how do they

          5  sell this? They don't sell it on a question of

          6  compassion. They go to the lower-income states, that

          7  same of them are pitiful in what they give for

          8  education and social services, and say, you're

          9  paying for New Yorkers, Californians, New Jersey

         10  people, so how are we paying? You're paying because

         11  they're paying a lower amount of taxes, and you're

         12  paying for that type of thing. And, so, when they

         13  accuse us of class welfare, it's truly them that has

         14  an unconditional mandate to reduce resources of

         15  government so that the private sector ultimately can

         16  work it out in the free marketplace.

         17                 We have passed in the last several

         18  years trillions of dollars in tax cuts for the rich,

         19  and the rich has never, never campaigned for them.

         20  There is no scream and yell about high taxes, but

         21  the whole theory is to reduce the amount of money

         22  that is there so that we have tremendous deficits in

         23  Medicare, they're deducting the federal support of

         24  Medicaid, we've already transferred welfare to the

         25  states technically, and so at the end of the day,
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          2  even the do-gooders would like to say we'd like to

          3  do it, but guess what, we don't have the money to do

          4  it.

          5                 And, so, whenever you have any

          6  complex piece of legislation, especially the tax

          7  codes, which has thousands of so-called incentives

          8  or loopholes or deductions or credits, any effort to

          9  change any of these things will be causing a certain

         10  block of Americans to object to those codes. It's

         11  going to be a question of whose ox is being bored.

         12                 I am the author of The Empowerment

         13  Zone.  Those communities that don't have one say

         14  that Rangel has the biggest set of loopholes in the

         15  tax code that's ever been there, and that's the way

         16  I thought before I got one.

         17                 Now the incentives for people to

         18  come, for workers to be there, for buildings to be

         19  built and businesses to be supported, and so no

         20  matter how you look at it, a large number of people

         21  at the end of the day are not going to be happy with

         22  what we've got.

         23                 But I suggest to you, I don't think

         24  we're ever going to get tax reform as we know it.

         25  One, the AMT alone is going to cost over a trillion
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          2  dollars. And you cannot put this back into a code

          3  when these group of people, no matter what their

          4  income, never was intended to pay the tax that

          5  they're paying today.

          6                 I remind you that this was put into

          7  the code at a time where certain people in high

          8  income brackets were not paying any tax at all,

          9  because they had so many deductions that their

         10  secretaries were paying a higher tax than the CEOs,

         11  so they locked this into the code and the biggest

         12  mistake they made is that they did not take

         13  inflation into consideration.

         14                 So that these group of people through

         15  inflation have moved into the alternative minimum

         16  tax, and whether you think they should pay more tax

         17  or less tax is just unfair to have people get caught

         18  up as hostages just because of inflation.

         19                 So, therefore, it will have to be

         20  eliminated and they will have to be looking either

         21  to attack in charitable deductions, mortgage

         22  interest deductions, or their favorite target, as it

         23  was in '86, the deduction of local and State taxes.

         24                 So, what you are doing today is

         25  alerting New Yorkers, I hope Californians, New
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          2  Jersey and Michigan, to let their constituents know

          3  that you can vote republican if you want but there's

          4  a big bomb in there that's going to hurt not only

          5  the firms, but it's going to hurt the people from

          6  these industrialized states completely.

          7                 I conclude in saying the philosophy

          8  of the republicans have never been more evident than

          9  last week. You have never heard any of your

         10  constituents say that they're concerned that the

         11  deduction, the reduction in tax rate on capital

         12  gains, or the reduction in the rates of corporate

         13  dividends are in danger.

         14                 It doesn't expire until 2008. So, no

         15  one is running around asking you to write your

         16  Congressman or Congresswoman to extend it. But in

         17  order to make certain that their philosophy jets

         18  beyond 2008, they passed a $56 billion tax bill on

         19  Friday, 20 billion of it dedicated to these group of

         20  people; one, that only a fraction of one percent of

         21  Americans will benefit; two, you have to be a

         22  millionaire in order to get it; and three, it wasn't

         23  even threatened. Why would they do this?

         24                 And they put it into a bill that

         25  cannot be taken out by the Senate except through
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          2  discussion and reconciliation.

          3                 When the democrats said that we got a

          4  better idea, why don't you take a look at the people

          5  who would get a tremendous tax liability this year?

          6  Because the extension for the exemption of AMT

          7  expires this year. They then came back and put what

          8  we call on the suspension calendar, which is

          9  supposed to be non-controversial, there's

         10  non-controversial but it doesn't carry the weight of

         11  the House of Representatives.

         12                 When this bill, the AMT bill which

         13  cost $33 billion just for one-year exemption, gets

         14  to the senate, any senator can stand and object to

         15  unanimous consent. Incidentally, I hope that my full

         16  statement by unanimous consent gets included in the

         17  record.

         18                 Can you imagine not protecting the

         19  citizens that are caught in the AMT and protecting

         20  the people that have the tax cuts that will be good

         21  at least until 2008?

         22                 The question that you can't legislate

         23  but you have to watch, this week the House and

         24  Senate Conferees will be meeting; are they going to

         25  take a hundred billion dollar tax cut on the Senate
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          2  side? Are they going to take the AMT which they have

          3  in their bill? Or are they going to take the large

          4  $20 billion tax cut for corporate gains, I mean for

          5  capital gains and corporate dividends?

          6                 And, so, you can see it's a three-car

          7  Molly thing that the House sent both of them over

          8  knowing that they're going to drop one.

          9                 The tax system is not just for

         10  national defense and our budget. The interest that

         11  we are paying on the money that we are borrowing is

         12  going to be the highest amount of budget

         13  expenditures after you leave defense and health.

         14                 The rest of the discretionary

         15  programs have to fight the interest that we owe to

         16  foreigners.

         17                 One fellow in my committee said that

         18  if America was forced to defend Taiwan from the

         19  Chinese, we would have to borrow money from the

         20  Chinese in order to fight them.

         21                 And, so, while they're trying to

         22  starve the beast in terms of making certain that at

         23  the end of their period of time that they're in

         24  charge, that we're only involved in national defense

         25  and taxes for that, and the rest of it is in
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          2  privatization, our national security is seriously at

          3  risk with the concepts that they have in taxes and

          4  spending.

          5                 But let me conclude by again

          6  congratulating you, and I hope you find some way to

          7  get your message to New Yorkers and New York Staters

          8  so that once again we can provide the lead in

          9  educating the Congress that when the federal

         10  government fails to provide the services, you

         11  shouldn't penalize local and State governments that

         12  feel a moral imperative to tax their people in order

         13  to provide that service, and it's no big reward to

         14  say that it should be deductible since it has been

         15  since 1913.

         16                 So, I congratulate you, and I will be

         17  placing something in the record tomorrow, the

         18  Congressional Record, to ask other states similarly

         19  situated to join in with you in this educational

         20  process.

         21                 Thank you so much.

         22                 CHAIRPERSON WEPRIN: Thank you,

         23  Congressman. And we've been joined by some other

         24  colleagues, including some of our republican

         25  colleagues, so it is a bipartisan hearing. We have
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          2  our minority leader, Councilman Jim Oddo from Staten

          3  Island, we have Council Member Christine Quinn from

          4  Manhattan, we have Council Member Helen Sears from

          5  Queens, and I saw Councilman Dennis Gallagher from

          6  Queens in the back, and we've just been joined by

          7  Councilman Albert Vann from Brooklyn, who was here

          8  earlier.

          9                 CONGRESSMAN RANGEL: I might say that

         10  our delegation republicans and democrats are united

         11  in this effort to fight for the deductibility of

         12  local and State taxes.

         13                 CHAIRPERSON WEPRIN: That's great. And

         14  I will include your entire text of your testimony in

         15  the full record, and we will use it as a model.

         16                 You know, once again I want to thank

         17  you for your constant leadership. You're a living

         18  testament to opposition to term limits, in my

         19  opinion. Because I know you've served

         20  distinguishingly in the House for more than 30

         21  years, and thank God there has been no term limits

         22  at the federal level.

         23                 CONGRESSMAN RANGEL: I think that term

         24  limits was probably one of the dumbest things that I

         25  ever had heard of in politics. It really make
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          2  lobbyists and staffs historic memories as a

          3  substitute for the education and the experience that

          4  people have.

          5                 And while it may have taken 35 years

          6  for me to develop to the point that I am today, it

          7  would be impossible for me to see how when you made

          8  the investment in legislators to see what has worked

          9  and what has not worked, that you would have to go

         10  to a staff person as a new member and ask them what

         11  happened ten years ago. It's strange how the support

         12  and the monies came from the private sector. It was,

         13  as I recall, a political battle where people were

         14  pro and con, but the beneficiaries of less

         15  government became the biggest supporters.

         16                 So, I'm glad that you raised that,

         17  because I think that's a classic example of bad

         18  government.

         19                 CHAIRPERSON WEPRIN: Thank you. Thank

         20  you.

         21                 I've got a few questions, but I'm

         22  going to defer to my colleagues to see if they have

         23  any questions.

         24                 Any of my colleagues?

         25                 Council Member Oddo.
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          2                 COUNCIL MEMBER ODDO: Thank you, Mr.

          3  Chairman.

          4                 Congressman, I was going to start by

          5  asking you if you could give me an update of Vice

          6  President Chaney's health, but I figured that might

          7  go in the wrong direction, so I won't.

          8                 Regardless of the level of

          9  government, whether it is municipal or state, or the

         10  federal, the two sides of the ledger are the same,

         11  there's the revenue side and there's the expense

         12  side, and when you continue to spend, there's always

         13  this tension to create more revenue, and one of the

         14  ways is more taxes. And clearly in the City, we

         15  still have a structural imbalance, and although it's

         16  sort of masked by the wonderful run of the real

         17  estate market and Wall Street, the fact of the

         18  matter is we spend more than we take in.

         19                 I won't even venture to guess what's

         20  happening on the State, because that's an entity all

         21  to itself. But clearly, on the federal government,

         22  even under this republican administration, we're

         23  spending a tremendous amount of money and we're

         24  spending more than we have.

         25                 Are you concerned that one way or
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          2  another we're going to pay as New Yorkers, and that

          3  if it's not this animal, it will be something like

          4  it or something worse than it coming down the pike?

          5                 I mean, I share your concern about

          6  this and my colleagues, but there is a concern out

          7  there that you can't continue this dynamic, you

          8  can't continue the spending the way we're spending,

          9  and something's got to give somewhere.

         10                 So, are you concerned that if we beat

         11  down this particular endeavor, there is something

         12  worse than that in its wake?

         13                 CONGRESSMAN RANGEL: First of all,

         14  when you say that one way or the other New Yorkers

         15  are going to have to pay for the deficit, I agree

         16  with you. My problem, what we're discussing is are

         17  we going to pay more than our fair share?

         18                 All Americans are going to have to

         19  pay for this deficit. The deficit on paper doesn't

         20  even reflect the actual deficit. The $200 billion

         21  that we're spending on Iraq, $6 billion a month, is

         22  not even included in the deficit. They would say

         23  that those who support this type of spending, that

         24  we're going to grow out of it, and that it's just a

         25  small part of our gross national product, but
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          2  Councilman, I don't think any of us have a problem

          3  in New Yorkers paying their fair share. If it's

          4  equitable, it's across the board, and we're

          5  fortunate enough to have higher income people, then

          6  you pay accordingly.

          7                 But what we're talking about, when

          8  you single out progressive states that are taking

          9  away a lot of responsibility that used to be at the

         10  federal government, and those of us who believe that

         11  an educated kid, a healthy worker, is productive in

         12  the long run than keeping kids in jail, it doesn't

         13  help the economy. I think it's our national interest

         14  to invest in people.

         15                 So, with the Administration, there's

         16  no telling what they might come up with next, but I

         17  want to inherently add that, I don't think they're

         18  coming up with anything. There is no -- I really

         19  think the republican party's philosophy that it's as

         20  strong as -- starve the spending beast by reducing

         21  federal revenues, it's a minority of the republican

         22  party. As a matter of fact, in recent bills,

         23  including the tax bill and the budget bill, it was

         24  the moderates, the moderates in the republican side

         25  that prevented them from getting the votes that they
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          2  needed. And, so, if there's any good trend, it's

          3  that they've going just too far in reduction of

          4  expenditures for social services.

          5                 COUNCIL MEMBER ODDO: Let me just be

          6  clear, I'm not --

          7                 CONGRESSMAN RANGEL: What could come

          8  next? What could they possibly think of?

          9                 I mean, you say it's either this,

         10  that we take a look at the alternative that it could

         11  be worse? What could be worse?

         12                 COUNCIL MEMBER ODDO: Let me just be

         13  clear. I'm not advocating that New Yorkers pay more

         14  than their fair share. I think we already do that.

         15  What I'm saying is that as long as there's the

         16  dynamic of government on any level spending more

         17  than it takes in, there is going to be pressure to

         18  increase revenues. And my question was really if we

         19  beat back this, and I certainly hope we do, is it

         20  only avoiding the inevitable because you have to

         21  feed this monster that continues to eat tax dollars

         22  and eat revenue.

         23                 I guess my point is it's a

         24  back-handed way of saying don't we spend too much?

         25                 CONGRESSMAN RANGEL: Do you know that
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          2  there never has been a war that any civilized

          3  country that's been involved in, that we have

          4  reduced taxes?

          5                 That answers your question. How is it

          6  possible that you could spend a half a trillion

          7  dollars in the war, and reduce taxes by a trillion

          8  dollars and not expect an enlarged deficit? So,

          9  there's no economist, not even Greenspan, who says

         10  that you're going to have to pay for what you are

         11  doing. And this, listen, I have nothing against

         12  borrowing money, I tell you what I hate is paying

         13  interest and service charges. I just hate it. You

         14  know, so borrow the money, work your way out of it,

         15  but when half of your budget is paying interest,

         16  somebody, republican or democrat, ought to say stop.

         17                 So, when you say do we have to pay

         18  for it, we're not paying for it now. They say

         19  reduction of taxes causes economic growth, and if

         20  you take a look at the distribution table as to who

         21  really is making the money, it's not the people in

         22  Katrina, it's not the people from General Motors,

         23  it's not the people from American Airlines, we are

         24  making more money, but it's not distributed with any

         25  degree of equality. And the poorer people, the
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          2  poorer people, quite frankly, their biggest holdings

          3  are their housing and they want to hurt the

          4  deduction of interest.

          5                 I want to thank all of you. You know,

          6  we have members of Congress and people deliver these

          7  messages saying they have something more important

          8  to do, but Fox 5 isn't one of my favorites, but I

          9  have to go.

         10                 CHAIRPERSON WEPRIN: Can we have two

         11  more questions?

         12                 Two of my colleagues had a question,

         13  and then we'll try to get you out as quick as

         14  possible.

         15                 Council Member Gale Brewer.

         16                 COUNCIL MEMBER BREWER: Thank you very

         17  much.

         18                 CHAIRPERSON WEPRIN: Then Councilman

         19  DeBlasio after that.

         20                 COUNCIL MEMBER BREWER: And thank you,

         21  Congressman for being my Congressperson. It's an

         22  honor.

         23                 And then I see in the paper the list

         24  of cuts, Medicaid, TAP and so on, you see what the

         25  real agenda is. But my question, this is my
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          2  ignorance, the panel gets away with, I guess stating

          3  that this is for simplification, and of course,

          4  that's just such a lie. My question is the politics.

          5  I understand the New Jersey, California, New York,

          6  targeting the blue states, but why is it, this is

          7  again my ignorance, that none of the other, even

          8  though they're so-called red states, why don't any

          9  of them have any of the interest that we do? Why

         10  wouldn't they want to be part of your coalition,

         11  just for their self interests? Or are they so taken

         12  in by the republicans that they're not going to

         13  fight?

         14                 CONGRESSMAN RANGEL: You know, since I

         15  have been in Congress, I have asked people who

         16  represent poorer states, why can't we count on their

         17  support to protect their own constituents? And

         18  believe me, there is a politic there that religion,

         19  and republicanism is a substitute for their own self

         20  interest. But those people who supported the

         21  President's Prescription Drug Program, whether

         22  they're republican or democrats, are finding out it

         23  didn't work. Those people who believe that democrats

         24  were just big spenders and that they had their 401Ks

         25  and their qualified benefit programs are finding
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          2  out, hey, they're not respected as being

          3  republicans. And that is why so many moderate

          4  republicans have now got political strength that

          5  they never enjoyed in the past. It is a change

          6  taking place.

          7                 CHAIRPERSON WEPRIN: The last

          8  questioner, because the Congressman has to leave, is

          9  Councilman DeBlasio.

         10                 COUNCIL MEMBER DeBLASIO: Thank you,

         11  Mr. Chair. Very briefly.

         12                 Congressman, thank you for being

         13  here. I hope in 13 months you will have an

         14  opportunity to rejoin us as Chairman of the Ways and

         15  Means Committee, which I think every New Yorker

         16  would embrace, and that certainly looks promising.

         17                 Congressman, a simple matter. I'm

         18  Chairman of the General Welfare Committee, food

         19  stamps, hunger issues are under my purview and we've

         20  been very distressed at what's happened on the food

         21  stamp reductions.

         22                 Given what you just said a moment ago

         23  on some of the more moderate republicans having

         24  second thoughts, is there any practical way in which

         25  that cut might be rolled back?
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          2                 CONGRESSMAN RANGEL: No. There's some

          3  hope in the Senate -- I can tell you for the first

          4  time the spiritual community had really been very,

          5  very effective in what they've been able to do to

          6  even to get the close vote that we had in the House

          7  associated with this Councilman Vann.

          8                 They normally have been able to twist

          9  20 and 30 moderates to just go along against their

         10  conscience, but for the first time, the Jewish, the

         11  Catholic and the Protestant organizations really

         12  have impacted the House. Because of the length of

         13  terms that Senators enjoy, I don't know how

         14  effective they would be there, but as someone once

         15  said, the chickens are coming home to roost. It's

         16  not a political thing, they just thought it was

         17  their right to have help to go to college, foster

         18  care, and these things were just minority programs.

         19  Now more and more Americans are getting caught in

         20  this thing, and I really think it's turning. It's

         21  really turning.

         22                 Thank you so much.

         23                 COUNCIL MEMBER DeBLASIO: Thank you.

         24                 CHAIRPERSON WEPRIN: Thank you,

         25  Congressman.
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          2                 And we've been joined by Council

          3  Member Tish James from Brooklyn. Welcome.

          4                 The next witness is Candace Sandy

          5  from Congressman Meeks Office.

          6                 Good morning. The light has to be

          7  off, in order to be on. It's one of those City

          8  Council things.

          9                 MS. SANDY: Oh, okay. Whenever you're

         10  ready.

         11                 CHAIRPERSON WEPRIN: Sure. Go ahead.

         12                 MS. SANDY: Okay.

         13                 Good morning. My name is Candace

         14  Sandy. I am the Communications Director for

         15  Congressman Gregory Meeks, and he sends his humble

         16  apology for not being able to attend today's

         17  hearing, but has sent me in his place to read his

         18  testimony. And may I do so?

         19                 CHAIRPERSON WEPRIN: Absolutely.

         20                 MS. SANDY: Okay.

         21                 Good morning, Chairman Weprin, and

         22  Committee members. It is good to have this

         23  opportunity to voice my concerns in opposition to

         24  the recommendations for change to the tax code made

         25  by President Bush's Advisory Panel on Tax Reform.
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          2                 I would like to start by commending

          3  Chairman Weprin, Leader Rivera and Speaker Miller,

          4  for bringing attention to this important issue with

          5  the resolution rejecting the proposal of the

          6  Advisory Panel.

          7                 There are many disputable

          8  recommendations made by the panel, but I am most

          9  concerned with the proposed elimination of the

         10  deductibility of State and local taxes to be

         11  replaced with the reduction for mortgage interest.

         12                 I believe implementation of this

         13  recommendation would be fiscally disastrous for New

         14  York City.

         15                 The question of who benefits and who

         16  loses under these proposed reforms and the extension

         17  of current tax cuts, is of huge importance.

         18                 In 2005, Americans will pay about

         19  $2.1 trillion in combined federal taxes, including

         20  income, payroll and excise taxes, or about 16.8

         21  percent of gross domestic product.

         22                 The deduction of State and local

         23  taxes is the second largest itemized reduction

         24  claimed on federal tax returns. Only the deduction

         25  of home mortgage interest is larger.
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          2                 I mention these figures to emphasize

          3  the magnitude of the federal tax system and the

          4  profound impact that changes to it can have on the

          5  economy and individual taxpayer.

          6                 Based on our current income tax

          7  system, repeal of the deduction for state and local

          8  income taxes would amount to a tax increase for at

          9  least 45 million individuals at an average increase

         10  of $1,700.

         11                 To make matters worse, the repeal

         12  would increase the tax obligation of home owners and

         13  residents that live in states where they have an

         14  above average tax burden.

         15                 New York fits that criteria. There is

         16  not doubt that this change would hurt the residents

         17  of large urban cities, like New York City, that have

         18  a greater need for government services.

         19                 Millions of New York homeowners would

         20  be punished. The tax recommendations have come at a

         21  time when the majority party in Congress is

         22  particularly focused on making sure that Americans

         23  with incomes over $1 million hold onto their tax

         24  breaks, while doing nothing to ensure that

         25  middle-income Americans will have the relief from
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          2  unwieldy alternative minimum tax.

          3                 Outrageously, the House of

          4  Representatives has a tax bill that does not include

          5  AMT adjustments that would help restrain the impact

          6  of the tax.

          7                 In other words, we are looking at tax

          8  cuts for the rich paid for by everyone else.

          9                 This approach means higher taxes for

         10  19 million more people in 2006. Who are the biggest

         11  losers? Under this scheme, the biggest losers are

         12  middle class and working class families that have

         13  children and live in high tax areas.

         14                 In Washington, Republicans are

         15  determined to change the tax code and cut taxes. I

         16  know that there are differences in the way the two

         17  parties view taxes.

         18                 I also recognize that many times the

         19  divide between federal, state and local government

         20  results in limited conversation across

         21  jurisdictions.

         22                 I am here today, I should say, his

         23  Communications Director is here today, to share with

         24  you that he believes he must transcend party and

         25  government lines to push against tax policies and
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          2  plans that harm our constituents.

          3                 New is an attraction for workers and

          4  businesses worldwide. The benefits that stem from

          5  that draw and the distinctiveness and strength of

          6  the city should easily stimulate an economic engine

          7  that put families in a prosperous middle class.

          8                 Unfortunately, that has not been the

          9  fate of too many hard working New Yorkers.

         10                 Tax policies that benefit the wealthy

         11  while ensnaring the working and middle class only

         12  exacerbate that reality.

         13                 I must oppose that agenda of the

         14  current Presidential Administration and

         15  Congressional Majority because it is creating a

         16  greater divide between the haves and have-nots.

         17                 John F. Kennedy once said,"If a free

         18  society cannot help the many who are poor, it cannot

         19  save the few who are rich."

         20                 If we become too consumed with

         21  protecting the wealthy in our society, surely

         22  President Kennedy's statement will prove to be

         23  prophetic and we will all be worse off for it.

         24                 Okay, and the end.

         25                 CHAIRPERSON WEPRIN: Thank you very
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          2  much.

          3                 Thank Congressman Meeks for me.

          4  Because we know that Congressman Meeks is always

          5  there to support our efforts on issues of concern to

          6  the federal government and has appeared here many

          7  times, you know, over my tenure as head of the

          8  Finance Committee these last four years, and we

          9  appreciate his support on this legislation.

         10                 MS. SANDY: Thank you very much.

         11                 CHAIRPERSON WEPRIN: Council Member

         12  Sears, do you have any questions?

         13                 COUNCIL MEMBER SEARS: No.

         14                 CHAIRPERSON WEPRIN: Okay, thank you

         15  for coming.

         16                 Our next witness is Bob Capano from

         17  Congressman Vito Fossella's office. And I just want

         18  to state that for the record, that Congressman

         19  Fossella, and we'll hear momentarily, is in favor of

         20  our resolution as well, thereby providing bipartisan

         21  support in the New York Congressional Delegation.

         22                 MR. CAPANO: Yes, thank you very much.

         23                 And, first, let me say it's a

         24  pleasure to be here once again. I know they left,

         25  but to Brooklyn Council Members Oddo, Gentile,
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          2  DeBlasio, Vann --

          3                 CHAIRPERSON WEPRIN: Oddo is still

          4  here.

          5                 MR. CAPANO: Councilman Oddo, it

          6  certainly was a pleasure working with so many in my

          7  capacity as Director of Community Boards for Borough

          8  President Marty Markowitz, but now I am certainly

          9  pleased to be here as Director of Brooklyn

         10  Operations for Congressman Vito Fossella. And I'm

         11  certainly glad at the very end that Congressman

         12  Rangel did note that it was a bipartisan effort in

         13  fighting against these deductions.

         14                 So, just let me say a few things on

         15  behalf of Congressman Fossella, and say very

         16  clearly, eliminating either or both of these

         17  deductions would amount to a massive tax hike of

         18  thousands of dollars a year on middle- and

         19  low-income Americans. For that reason alone,

         20  Congressman Fossella cannot and will not support any

         21  proposal that eliminates these deductions.

         22                 While he supports tax reform efforts

         23  and is a strong proponent of enhancing incentives to

         24  encourage Americans to save and invest, there is no

         25  benefit whatsoever to the people of New York to
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          2  eliminate the deductions for state and local taxes

          3  and for mortgage interest.

          4                 I'd like to begin by speaking about

          5  the issue of State and local tax deductions. If this

          6  deduction is eliminated, New York would be the

          7  hardest-hit State in the nation, losing $37 billion

          8  a year in federal tax deductions, according to the

          9  IRS.

         10                 New York City residents could expect

         11  to see their IRS bills jump by 11 percent, or about

         12  $3.4 billion a year according to New York City

         13  Independent Budget Office.

         14                 More to the point, roughly 3.2

         15  million, mostly middle- and low-income households in

         16  New York, claim the deduction annually with an

         17  average family saving as much as $5,600 annually.

         18  Indeed, it is a major factor in alleviating the high

         19  tax burden imposed at the federal, state and local

         20  levels.

         21                 Furthermore, we are all too familiar

         22  with the basic problem of the tax code. It is simply

         23  out of control. It is so complex and longwinded that

         24  Americans now spend 6.42 billion hours on tax form

         25  and record keeping, time they could otherwise devote
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          2  to their families, hobbies or working a few more

          3  hours to boost their income. Sadly, not even tax

          4  experts truly understand the code.

          5                 More times than not, different

          6  preparers, including different IRS professionals,

          7  provide different answers to exact same questions.

          8  As a result, productivity is being lost on literally

          9  trillions of dollars of excessive tax liabilities,

         10  tax preparation cost, and lost man hours.

         11                 The deduction for State and local

         12  taxes has substantially eased this burden.

         13                 The relief from State and local taxes

         14  is of major importance. Speaking as a New Yorker,

         15  recovery from the twin economic punches of 9/11 and

         16  the recession was difficult enough. Fortunately, the

         17  deductions provided some cushion.

         18                 I know the Committee has expressed

         19  interest in the alternative minimum tax, and that

         20  Congressman is proud to report that the House of

         21  Representatives just last week passed legislation

         22  that extends for one year the increase in the levels

         23  of income that would be exempt from the AMT. And

         24  this, by the way, passed the House of

         25  Representatives by a vote of 414 to four. This
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          2  measure, if enacted into law, would shield 17

          3  million mostly middle-income Americans from the AMT,

          4  saving taxpayers a total of $31.5 billion.

          5                 Another bill I'd like to discuss is

          6  HR 703, the AMT Middle Class Fairness Act of 2005.

          7  The bill would allow those who would still fall

          8  subject to the AMT to be able to deduct their State

          9  and local taxes from the AMT. Regular taxpayers who

         10  itemize on their returns can claim a deduction for

         11  State and local tax, including property tax and

         12  State income tax. However, these deductions are not

         13  allowed under the AMT.

         14                 Moreover, residents of high tax

         15  states like New York are increasingly finding

         16  themselves subject to the AMT. HR 703 is certainly a

         17  step in the right direction, and the Congressman

         18  will continue to work closely on that bill.

         19                 The deduction for mortgage interest

         20  is also vital to ensuring long-term economic growth.

         21  Roughly 37.2 million taxpayers claimed this

         22  deduction in 2002, writing off $336.6 billion or

         23  about $9,000 per taxpayer according to MSN Money.

         24  The deduction represented about 37 percent of

         25  itemized deductions and generated slightly more
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          2  deductions than itemized deductions for deductible

          3  State and local taxes, and twice as much in

          4  deductions as charitable donations.

          5                 In addition, more than 60 percent of

          6  families who claimed a deduction have household

          7  incomes between 60,000 and $200,000, according to

          8  the IRS, making it an important tax-saving tool for

          9  many middle-income Americans. And certainly,

         10  Congressman Fossella was proud to stand with many of

         11  Brooklyn's homeowners a couple of months ago to

         12  state his opposition to this and that opposition

         13  still stands and will continue to stand.

         14                 A recent analysis by the National

         15  Association of Realtors found that altering this

         16  deduction could lead to a drop in home prices, as

         17  much as 15 percent. Such a decline would endanger

         18  the strength of the housing market, which many

         19  analysts believe help bolster the US economy from a

         20  much more serious and longer lasting recession in

         21  2002 and 2003.

         22                 Currently the only legislation

         23  supporting preserving the deduction is House

         24  Resolution 272. While I strongly support this

         25  resolution, the Congressman believes we must work on
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          2  a more substantive initiative to preserve this

          3  essential deduction.

          4                 Toward that end, Congressman Fossella

          5  has taken the lead in securing the support of 22

          6  members of the New York State Delegation to oppose

          7  any proposal that would eliminate the deduction of

          8  mortgage interest, and this was conveyed in a letter

          9  to Secretary Snow just last month.

         10                 All the arguments against eliminating

         11  this deduction pale in comparison to the fact that

         12  owning one's home is really part of the American

         13  dream. We currently have the highest rate of home

         14  ownership in our nation's history. As a result, we

         15  are strengthening communities and giving Americans a

         16  greater stake in the future of their neighborhoods.

         17                 The deductions for State and local

         18  taxes and for mortgage interest come as a saving

         19  grace to New York families that the Congressman

         20  represents in Both Brooklyn and Staten Island.

         21                 They help families have more of their

         22  hard-earned money and allow the American people

         23  decide how best to spend their money.

         24                 Come April 15th, Staten Island and

         25  Brooklyn residents, along with tens of millions of
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          2  Americans, utilize these deductions to turn a check

          3  to the government into a check from the government.

          4                 Reform of the Tax Code is a long

          5  delayed project of critical importance to our nation

          6  and the economy.

          7                 However, it will certainly not be an

          8  easy task. Congressman Fossella is pleased to be

          9  part of the debate and looks forward to continuing

         10  to work in Congress to ensure that any tax reform

         11  proposal is in the best interest of the people of

         12  New York. And, again, and let me just reiterate,

         13  this is certainly a bipartisan effort, the

         14  opposition to these deductions, as was evidenced by

         15  the House of representatives vote just last week by

         16  a vote of 414 to four.

         17                 Thank you very much for the

         18  opportunity to testify.

         19                 CHAIRPERSON WEPRIN: Thank you, Mr.

         20  Capano.

         21                 Council Member Gentile.

         22                 COUNCIL MEMBER GENTILE: Thank you,

         23  Mr. Capano, for representing the Congressman here

         24  today. And it's good to hear that Congressman

         25  Fossella is part of the debate, and that's good to
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          2  hear, and certainly the words that you spoke seem

          3  appropriate. The figures that you cite seem

          4  appropriate.

          5                 So, it appears that, as you said, it

          6  was a bipartisan effort. However, unlike the other

          7  members of Congress, or representatives that

          8  testified here today, Congressman Fossella, being a

          9  member of the republican party, I believe has a

         10  certain responsibility to the people of the City of

         11  New York, in addition to his own constituents, to do

         12  more in terms of advocating and being a catalyst

         13  within the republican party to stop these efforts

         14  before they get this far.

         15                 So, my question to you is, what

         16  efforts has Congressman Fossella taken within the

         17  White House and within his own party, to make sure

         18  that we don't have to deal with issues like this at

         19  this point where we have to -- where we have to

         20  mobilize forces across this country to fight our own

         21  federal government that proposes eliminating the

         22  deduction on mortgage interest, that the AMT creed

         23  has not been dealt with sufficiently, what has

         24  Congressman Fossella, as a member of the republican

         25  party, done within the White House or within his own
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          2  party?

          3                 MR. CAPANO: Well, when the

          4  Congressman first got wind that the Tax Commission

          5  was exploring this home interest, eliminating the

          6  home interest deduction, before it became public,

          7  when he first got wind of it, what he did

          8  immediately was he wrote a letter to the chairs of

          9  the Presidential Tax Commission and to the

         10  President, saying that he could not and would not

         11  support any proposal that included this home

         12  interest deduction. And that, Council Member

         13  Gentile, was the event I mentioned before, when

         14  earlier this summer the Congressman held a press

         15  conference in Bayridge with several local homeowners

         16  stating this opposition and putting the President

         17  and the Commission and his republican colleagues on

         18  notice that he would not support any tax proposal

         19  that would eliminate these deductions.

         20                 So, certainly his opinion is well

         21  known to the President and to his republican

         22  colleagues.

         23                 In addition, he has garnered the

         24  support of 22 members of the New York State

         25  Delegation and written that letter to Secretary
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          2  Snow. He can't put them in a choke hold and tell

          3  them to change their mind, but he certainly can

          4  advocate, and advocate loudly, and I think he has

          5  done a superb job of doing that, over the past

          6  several months even before, again, the Tax

          7  Commission proposals became public.

          8                 He let the cat out of the bag when he

          9  got a whiff that these deductions were going to be

         10  included. He spoke vocally, he spoke loudly, and he

         11  mobilized the community that this would not stand

         12  and he would not vote for any proposal that includes

         13  these deductions.

         14                 COUNCIL MEMBER GENTILE: And it's

         15  great to have community support and public support.

         16  Has he been able to achieve other republican support

         17  for his positions?

         18                 MR. CAPANO: Well, he's been working

         19  with the other republicans to share his opinion.

         20                 I mean, there has not been any -- I

         21  don't have any exact numbers for you, but certainly

         22  by his voice of saying, hey, I'm not going to

         23  support any of these deductions if they're included

         24  in the Tax Commission, I think that speaks volumes.

         25                 And in anything, and as Congressman
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          2  Rangel alluded to, you know, there are disagreements

          3  even among parties, and Congressman Fossella is part

          4  of that, and certainly he is going to try to urge

          5  his colleagues to go along with him and in his

          6  belief that these deductions would hurt New York

          7  City residents, New York State residents and all

          8  Americans, and he's going to continue to do that.

          9                 COUNCIL MEMBER GENTILE: You don't

         10  know of any coalition of republicans that he has

         11  coalesced, put together?

         12                 MR. CAPANO: I don't have any exact

         13  numbers, but I do know he's working consistently

         14  with his republican colleagues each and every day in

         15  DC to bring them along.

         16                 And just last week, one coalition, if

         17  you want to talk about, is just two weeks ago

         18  Congressman Fossella stood with Congressman Peter

         19  King, the Chairman of the Homeland Security

         20  Committee, outside of Fort Hamilton Army Base, to

         21  say that New York City is shortchanged in terror

         22  funds, and that the formula should be changed from a

         23  population-based to a threat-based. Certainly that

         24  brings in more money for New York City. So that I

         25  think is a big coalition, because the underlying
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          2  issue here is that New York State sends more money

          3  to Washington than it receives.

          4                 So, Congressman Fossella is working

          5  with Congressman King and others and is a part of

          6  that Coalition, if you will, to bring more money

          7  back on that security funding, and he'll certainly

          8  be part of a republican coalition, if you will, to

          9  try to make sure that these deductions are not taken

         10  away.

         11                 COUNCIL MEMBER GENTILE: Let me ask

         12  you, how did the Congressman vote on the $56 billion

         13  tax cut that was voted on last week, that does not

         14  include any benefit to those who are subject to AMT.

         15                 MR. CAPANO: You're talking about the

         16  deficit reduction package?

         17                 COUNCIL MEMBER GENTILE: $56 billion.

         18                 MR. CAPANO: The deficit reduction

         19  package, right.

         20                 He voted for that.

         21                 COUNCIL MEMBER GENTILE: He voted for

         22  it?

         23                 MR. CAPANO: He voted for that, and in

         24  that was included funding for New York City first

         25  responders, which is something that he fought for
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          2  very hard, and that was provisions for an energy

          3  plan, to reduce our dependency on foreign oil. But,

          4  again, I thought the biggest thing in there was he

          5  fought for that communications systems for 9/11

          6  responders, first responders.

          7                 COUNCIL MEMBER GENTILE: Let me finish

          8  with one last question, Mr. Chairman.

          9                 You mentioned that the House passed

         10  the alternative minimum tax legislation that

         11  increases, extends the increased levels of income

         12  for one year?

         13                 MR. CAPANO: Right.

         14                 COUNCIL MEMBER GENTILE: And I assume

         15  that the Congressman supported that. But you heard

         16  Congressman Rangel here say that when this

         17  legislation goes to the House, unlike the City

         18  Council where we have a one house body, legislature,

         19  you have two-house legislature in federal

         20  government.

         21                 MR. CAPANO: Right. I teach at St.

         22  Francis College, I knew that part.

         23                 COUNCIL MEMBER GENTILE: Okay, good.

         24                 And then when it goes to the Senate,

         25  the Congressman said that this legislation will not
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          2  go anywhere because of the procedural rules that he

          3  explained to us.

          4                 Given what Congressman Rangel said,

          5  what is it that Congressman Fossella can do within

          6  his party in the Senate to make sure that that

          7  doesn't happen?

          8                 MR. CAPANO: Well, I mean, you're

          9  right, it is going to the Senate. It's going to the

         10  Senate Conference Committee, and since it passed by

         11  such an overwhelming margin in the House, 414 to

         12  four, and I just spoke with our Washington, D.C.

         13  legislative staff before I came in here, their hope

         14  is to have it brought up and put back into it in the

         15  Conference Committee. Because as you know, the

         16  Conference Committee includes both Senators and

         17  members of the House of Representatives, so for

         18  something that passed 414 to four, I assure you

         19  those members of the House Delegation in the

         20  Conference Committee are going to do their darndest

         21  to get this included.

         22                 COUNCIL MEMBER GENTILE: Is he part of

         23  that Conference Committee?

         24                 MR. CAPANO: No.

         25                 COUNCIL MEMBER GENTILE: You're well
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          2  versed, sir.

          3                 I thank you, Mr. Chair.

          4                 MR. CAPANO: A pleasure. As always.

          5                 CHAIRPERSON WEPRIN: Thank you,

          6  Councilman.

          7                 Council Member Sears.

          8                 MR. CAPANO: I guess this is what I

          9  get for being the only republican here. But go

         10  ahead.

         11                 COUNCIL MEMBER SEARS: That's okay. It

         12  seems to be balanced anyway.

         13                 Just a quick --

         14                 CHAIRPERSON WEPRIN: Sure.

         15                 COUNCIL MEMBER SEARS: I have not

         16  heard, and I'm certain I didn't address it earlier

         17  with the previous speakers, was the extension of the

         18  dividend and the capital gains cuts. Mr. Chair, I'm

         19  not sure, does that expire this coming year? Are you

         20  aware of that? Are you familiar with that?

         21                 CHAIRPERSON WEPRIN: Counsel advises

         22  me that it does not.

         23                 COUNCIL MEMBER SEARS: It does not.

         24                 Do we know when it does, because --

         25                 CHAIRPERSON WEPRIN: '07 or '08. I
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          2  think '08.

          3                 COUNCIL MEMBER SEARS: Okay.

          4                 Then I don't have to ask that because

          5  it's not relevant at this time.

          6                 But I would hope that if it does, and

          7  we have resolutions, that that would be considered,

          8  because it's pretty absurd to think that only a very

          9  high income invests in the stock market when we have

         10  401Ks and other means for the average worker who

         11  does invest.

         12                 So, at that time I would hope that we

         13  would consider including that and whatever other

         14  proposals we have.

         15                 Thank you very much.

         16                 CHAIRPERSON WEPRIN: Thank you.

         17                 Councilman Oddo.

         18                 COUNCIL MEMBER ODDO: Yes, Mr. Chair,

         19  I just would like to get a comment on the record.

         20                 I just want to commend Mr. Capano for

         21  withstanding the cross examination of Congressman

         22  Fossella's record by Council Member Gentile. And

         23  while I understand the genesis of the questioning,

         24  and it's never too early to start a Congressional

         25  campaign, I think that it's ironic that in this
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          2  instance when the Congressional Delegation is

          3  actually emulating the City Council in its

          4  bipartisan spirit, that we've had, took 15 minutes

          5  of time to question to the degree that you were

          6  questioned, the Congressman's position.

          7                 Thank the Congressman for me for

          8  doing something that I like to do, and that's to say

          9  to my party when it's wrong, you are wrong, and to

         10  buck that party. That takes leadership, and I

         11  appreciate the Congressman's leadership on this

         12  issue.

         13                 MR. CAPANO: Thank you, Councilman.

         14                 CHAIRPERSON WEPRIN: Thank you.

         15                 The next witness is E.J. McMahon,

         16  from the Manhattan Institute for Policy Research.

         17                 MR. McMAHON: Good afternoon. Thank

         18  you very much.

         19                 CHAIRPERSON WEPRIN: I assume you're

         20  not the Ed McMahon that's going to hand out the big

         21  checks?

         22                 MR. McMAHON: No. I'm not Mike McMahon

         23  either, in case there's any confusion.

         24                 CHAIRPERSON WEPRIN: Okay.

         25                 MR. McMAHON: Good afternoon, and
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          2  thank you very much for the opportunity to testify,

          3  Chairman Weprin, Minority Leader Oddo and Council

          4  Member Sears and Gentile. Thank you very much for

          5  the opportunity.

          6                 I have my testimony, I'll try to

          7  summarize the high points.

          8                 To begin with, I want to commend your

          9  Committees, in particular, this Committee, in

         10  particular, for taking a timely step to recognize

         11  the vital importance to New York City of some

         12  potential changes in federal tax policy.

         13                 The resolution that is the subject of

         14  this hearing is necessarily limited in scope

         15  specifically to the recommendations of the

         16  President's Advisory Panel, I understand.

         17                 And while I find myself in partial

         18  agreement with the resolution, I also think that the

         19  Council probably needs to go further, in the

         20  interest of protecting the City's broader interest

         21  on the subject of federal taxes.

         22                 With last week's vote by the House of

         23  Representatives, both the House and the Senate have

         24  now approved separate similar bills, extending the

         25  provision that would prevent the expansion of the
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          2  alternative minimum tax for at least another year.

          3                 However, among other differences

          4  between the two houses, as has been noted, the

          5  Senate's tax cut package does not also include an

          6  extension of dividends and capital gains cuts that

          7  are scheduled to expire in 2008.

          8                 These tax cuts have played an

          9  important role in New York City's economic recovery

         10  over the last two years, and their continuation will

         11  be equally important to the City's economic future.

         12                 AMT relief, and favorable treatment

         13  of investment income, both should be regarded as

         14  pressing and immediate federal tax priorities for

         15  New York. Therefore, I would respectfully suggest

         16  that you amend your resolution to reflect these

         17  priorities.

         18                 As for the President's Tax Panel,

         19  I've got some more detailed remarks on it in my

         20  prepared remarks. Suffice to say, I agree with you

         21  the proposed reform plans that the Tax Panel has put

         22  on the table, at this point would not be a good deal

         23  for an unacceptably large number of taxpayers, not

         24  only here in New York City, but in the surrounding

         25  region, and in other high-cost, high-taxed states.

                                                            90

          1  FINANCE JOINTLY WITH STATE AND FEDERAL LEGISLATION

          2                 The positive aspect of the Tax

          3  Panel's recommendations, and there are some very

          4  interesting and provocative ideas in that report

          5  that I think you actually would find in isolation,

          6  worth angulation even on a local level, are

          7  nonetheless not enough to make up for the negatives

          8  of a big effective tax increase that would fall

          9  disproportionately on households here. Too many

         10  households here.

         11                 I won't dwell on the mortgage

         12  interest deduction, except to say that I think this

         13  change, again, if it was in isolation, would

         14  actually be far less unfair and damaging in New York

         15  than you might assume, in the way the Tax Panel has

         16  recommended it. But in the context of overall

         17  recommendations, again, I agree that it would

         18  exacerbate the tax burden shift to New York.

         19                 Last but not least, little needs to

         20  be said about the AMT. The problem that this poses

         21  to New Yorkers has been well documented, it's been

         22  discussed here. The AMT is a disgrace. Short of

         23  outright repeal, permanent indexing would be a good

         24  thing. A renewal of the one-year AMT patch, as it's

         25  called, which is what Congress has passed, is at a
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          2  minimum something that's essential for New York.

          3                 But I'd like to look at the broader

          4  issue. If the City Council means to seriously

          5  confront the implications for New York of changes in

          6  federal tax policy, which I think is a good thing,

          7  it's not enough to simply denounce some

          8  recommendations of the Tax Reform Panel, which is

          9  also a good thing.

         10                 Federal tax policy is very unsettled

         11  at the moment, probably more unsettled than it's

         12  been in quite some time, and it's likely to remain

         13  that way for a few years to come.

         14                 Virtually all of the major tax cuts

         15  enacted in 2001 are scheduled to expire at or before

         16  the end of the decade. Moreover, the looming federal

         17  deficits are generating pressure to roll back the

         18  tax cuts and we've heard allusions to that today

         19  from Congressman Rangel and others.

         20                 We obviously have a huge stake in the

         21  outcome of this issue.

         22                 As you weight the consequences of

         23  possible developments in Washington, I would urge

         24  you to move beyond the simple winners and losers

         25  approach to give more consideration to the broader
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          2  issues here.

          3                 The resolution on the table reflects

          4  your belief that certain tax policy changes

          5  suggested at the federal level would be bad for New

          6  York. Left unanswered is the question of what would

          7  be good for New York? What kind of federal tax

          8  reform will best promote the kind of sustained

          9  economic growth the City needs?

         10                 The answer I believe is clear from

         11  recent experience. And again, without getting into

         12  too many of the details, we've had a series of major

         13  federal tax cuts over the past five years. In 2001

         14  the so-called economic growth and tax relief

         15  reconciliation act, also known as EGTRRA, included

         16  across-the-board reductions in marginal rates,

         17  elimination of the so-called marriage penalty and

         18  big increases in the child credit and earned income

         19  credits, but the phase-in schedule of that original

         20  law was very slow, and the marginal rate reductions

         21  for everybody above the lowest level were not

         22  scheduled to take effect originally til 2006, til

         23  next year.

         24                 In 2003, we got a major expansion of

         25  those cuts. All of the rate reductions, and most of

                                                            93

          1  FINANCE JOINTLY WITH STATE AND FEDERAL LEGISLATION

          2  the other family tax and couple tax breaks were

          3  accelerated right into 2003 and became effective

          4  immediately, and then there were two added

          5  attractions in that package. There were significant

          6  preferential tax rates for investors, the 15 percent

          7  special rate on corporate dividend income, and a

          8  reduction of 50 to 25 percent in capital gains tax

          9  rates.

         10                 Taken together these have had

         11  tremendous, enormous benefits for New Yorkers. In

         12  our report last year we estimated City residents

         13  will save $16 billion or saved $16 billion during

         14  the first four years of the tax cut, and will save

         15  another $46 million from '05 through 2010.

         16                 In addition to the direct savings for

         17  individuals, the tax cuts brought significant

         18  indirect benefits to the City's economy, and I'm

         19  speaking particularly reductions in the dividends

         20  and capital gains tax rates contributed to the

         21  rebound and stock prices and the financial markets

         22  in 2003, and provided a shot in the arm for our very

         23  important financial sector.

         24                 The acceleration of the marginal rate

         25  cuts also offset the large temporary increases in
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          2  State and City income tax hikes. In fact, the

          3  temporary state and city income tax increases in

          4  particular took place and were reflected in

          5  withholding payments the very same week that the

          6  federal tax cut became affected.

          7                 That was a tremendous counterveiling

          8  effect. In fact, we dodged a bullet, in terms of the

          9  timing there, and it was, in effect a big favor to

         10  us, while clearly it wasn't intended that way.

         11                 It should be noted that in fact we

         12  probably gain jobs on a net basis and we have a

         13  model that shows that coming out of 2003 because of

         14  the federal tax cuts. Otherwise we would have lot

         15  them if the federal tax cut acceleration had not

         16  taken place that year.

         17                 And these economic gains could easily

         18  be reversed if, in the worst case scenario, federal

         19  tax rates on wage and investment income revert to

         20  their pre-2003 levels.

         21                 In the long term it would be in the

         22  best interest of New York and the nation as a whole

         23  to either make these tax cuts permanent, or replace

         24  them with a greatly simplified tax code that packs a

         25  stronger punch for sustained economic growth.
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          2                 Now, that's why, again, turning the

          3  spotlight to Washington and what's going on right

          4  now. As I said, the House last week passed its own

          5  AMT patch. As Congressman Rangel has mentioned, they

          6  also passed a separate bill, which included a

          7  two-year extension of the tax cut on dividends and

          8  capital gains.

          9                 The question has been raised, why do

         10  it now? It doesn't expire til 2008. Well, the reason

         11  is that in the horizon, the financial markets, for

         12  anybody whose got any staying power planned in the

         13  market, 2008 is just around the corner. It's a very

         14  good idea, the sooner you extend it, the better. In

         15  fact, making it permanent, period, would be an even

         16  better idea, but because of congressional accounting

         17  rules, the most they can see their way to do is two

         18  years at a time.

         19                 In closing I'd like to suggest that

         20  in terms of what's on the table in Washington this

         21  week, and I don't know if it's going to be addressed

         22  this week before Congress adjourns or recesses for

         23  the holidays or not, but Senator Schumer and Clinton

         24  should be urged as part of this resolution to back

         25  both an agreed upon AMT relief bill in both Houses,
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          2  at a minimum of the one-year patch, but also support

          3  the dividends tax and capital gains cuts that the

          4  House already passed, because they're good for New

          5  York and also good for the national economy.

          6                 In closing, I'd like to kind of

          7  attempt to put this overall issue in the context

          8  that the discussion has drifted toward, and that is

          9  the context talking about taxes as opposed to

         10  spending.

         11                 As I said, again, I think it's a very

         12  good thing that the Council is paying attention to

         13  federal tax policy, and sometimes it takes talk of

         14  eliminating the deduction to do that, it seems. But

         15  it's a good thing. It's important to the City. It's

         16  more customary for local government officials to

         17  show more interest in spending programs than tax

         18  policies, but this is a particularly shortsighted

         19  approach for New York.

         20                 After all, as a State, we get back

         21  only 80 cents in federal spending for every dollar

         22  we send. In other words, every buck we extract from

         23  Washington costs us $1.25. And that ratio, by the

         24  way, is about the worst on record. The Tax

         25  Foundation began measuring that about 25 years ago
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          2  and this is the worst it's ever been.

          3                 Now, that kind of disparity is what

          4  inspired the late Senator Daniel Patrick Moynihan to

          5  suggest a different approach, and I'd like to just

          6  quote a brief segment in closing from his final

          7  "Fisc Report," as it was called, a report that he

          8  initiated that would document the imbalance of

          9  payments between New York and Washington every year,

         10  and this was in 2000. And Senator Moynihan wrote the

         11  following:

         12                 "It's time to go beyond the arguments

         13  about Big Government and States Rights, and all

         14  that. After some 40 years in Washington, I attest

         15  that we get involved in too many miniature issues,

         16  such as school uniforms. This needs not be done from

         17  Washington. Can't be done effectively. It belongs to

         18  levels of government closer to the problems

         19  involved. This means those governments have to be

         20  solvent. For New York, this means keeping more of

         21  our money at home. This won't happen, however, until

         22  we break the century-long habit of preferring that

         23  the money go to Washington first."

         24                 Now he closed that segment by

         25  wondering "How did we become the state with the
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          2  second-highest poverty rate in the nation?" which

          3  I'd only say good question.

          4                 Looking beyond the immediately

          5  pending federal tax bills, if and when the federal

          6  tax reform debate ever really begins in earnest on a

          7  bipartisan basis, and I agree that bipartisanship

          8  has been sorely lacking, there's going to be no end

          9  of details to sort out and analyze. And you have a

         10  very solid staff in the City Council level and a

         11  resource in the IBO to help you in doing that, but

         12  the evidence is strong. I believe that a federal tax

         13  policy that carves out favorable treatment for

         14  savings and investment, that is a consumption-based

         15  tax, would be a win/win proposition for New York

         16  that would boost economic growth for the nation as a

         17  whole, and it would further boost the financial

         18  markets based here, strengthening the City's

         19  finances in the process.

         20                 With that, I thank you very much, and

         21  I would be happy to take any questions.

         22                 CHAIRPERSON WEPRIN: Thank you, Mr.

         23  McMahon. And thank you for your leadership on tax

         24  policy issues in the City.

         25                 This body and this Chairman don't
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          2  always agree with you on each and every issue, but

          3  we certainly respect your expertise and your

          4  knowledge, and I know you've come before the Finance

          5  Committee on a number of occasions during our budget

          6  process and other times, and we do appreciate your

          7  participation.

          8                 MR. McMAHON: Thank you.

          9                 CHAIRPERSON WEPRIN: Do any of my

         10  colleagues have any questions?

         11                 Thank you very much.

         12                 MR. McMAHON: Thank you.

         13                 CHAIRPERSON WEPRIN: Is there anybody

         14  else in the audience that would like to testify?

         15                 Going once, going twice, hearing

         16  none, this joint committee hearing of the Finance

         17  and State and Federal Legislation Committee is now

         18  adjourned.

         19                 (The following written testimony was

         20  read into the record.)

         21

         22

         23  Written Testimony Of:

         24  Charles B. Rangel

         25  Member of Congress
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          2

          3  Statement of Honorable Charles B. Rangel, member of

          4  Congress, before the Committees on Finance and State

          5  and Federal Legislation, Council of the City of New

          6  York

          7  December 12, 2005

          8

          9                 Thank you Chairman David Weprin and

         10  Chairman Joel Rivera, and distinguished members of

         11  the City Council for inviting me to address you on

         12  your proposed resolution addressing the proposals of

         13  the President's Advisory panel on Federal Tax Reform

         14  and the impact of the Alternative Minimum Tax.

         15

         16  Tax Reform

         17

         18                 For most Americans, tax reform is

         19  about fairness and simplification. But for the right

         20  wing ideologues who dominate tax policy in the Bush

         21  Administration, Congress, and lobbyist offices in

         22  Washington, the goals are different. They want to

         23  shift the tax burden from the wealthy to the middle

         24  class and put pressure on the federal government and

         25  states like New York to shrink critical public
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          2  services and investments.

          3                 Unfortunately, the recommendations by

          4  President Bush's Advisory Panel on Tax Reform to

          5  eliminate the federal income tax deduction for state

          6  and local taxes and to cap the deduction for home

          7  mortgage interest are a big step in that direction.

          8                 Opponents have long targeted the

          9  deduction for state and local taxes.

         10                 "Eliminating the deduction would

         11  facilitate lower tax rates and help control wasteful

         12  spending and high tax rates at the state and local

         13  levels," writes Daniel J. Mitchell of the right wing

         14  Heritage Foundation, who points out that large urban

         15  states like California, New York, and New Jersey get

         16  significant benefit from the provision.

         17                 "The whole point is to change

         18  governmental behavior by encouraging state tax cuts,

         19  contracting out and privatizing state services, and

         20  shrinking of the public sector," writes Bruce

         21  Bartlett, a conservative tax expert who served in

         22  the Reagan administration.

         23                 However, ever since the modern

         24  federal income tax was put in place in 1913,

         25  taxpayers have been able to deduct all or some of
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          2  their state and local taxes. The deduction supports

          3  a core principle of federalism: the states and their

          4  local governments must have stable and independent

          5  tax bases to carry out their duties in a federal

          6  system.

          7                 In addition, the state and local

          8  taxes Americans choose to pay to support public

          9  safety and schools reduce the amount of income

         10  available to pay federal taxes. In an income tax

         11  system based on "ability to pay," Congress has

         12  always honored that reality.

         13                 Eliminating the deduction for state

         14  and local taxes would be a radical break with

         15  tradition, common sense and fairness.

         16                 Eliminating the deduction for state

         17  and local taxes would be especially hard for states

         18  like California and New York. Under current law,

         19  millions of New York taxpayers who itemize on their

         20  federal tax returns are allowed to deduct the income

         21  and property taxes they pay to state and local

         22  governments. The Bush Tax Panel's proposal to

         23  eliminate this deduction would add ab average if

         24  $2,774 to each New Yorker's tax bill. This amounts

         25  to billions in new federal taxes that would leave
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          2  New York and end up in Washington, D.C. It is

          3  unlikely that much of that money would ever come

          4  back to our states in the form of federal services

          5  or investments.

          6                 Right now New York only gets back

          7  about 80 cents on every dollar it sends Washington.

          8  The reform proposals will just make the ratio worse.

          9  Eliminating the deduction for state and local taxes

         10  would amount to double taxation and a federal attack

         11  on the right of citizens in New York, and other

         12  states to decide for themselves what amount and type

         13  of taxes to pay to support public services in their

         14  communities. It would pile additional burdens on

         15  average citizens at a time when the primary services

         16  that state and local governments provide - education

         17  and health care - are more vital than ever in an

         18  increasingly competitive and uncertain global

         19  economy.

         20                 The Bush Tax Panel has also taken aim

         21  at states like New York with its proposal to cap the

         22  deduction for mortgage interest at a level below the

         23  median-priced home in these states.

         24                 The $411,704 cap is well below the

         25  New York Metropolitan Area's median home price.
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          2  Around the New York City area, the $411,704 cap

          3  would be well below the cost of housing for

          4  middle-class families. But a Texas family purchasing

          5  a median-priced house would still be able to deduct

          6  all their mortgage interest and would face no

          7  similar tax increase. That is unfair.

          8                 The Bush Tax Panel's proposals to

          9  eliminate the deduction for state and local taxes

         10  and cap the home mortgage interest deduction area a

         11  double-barreled blast aimed squarely at the middle

         12  class, and especially at states like California and

         13  New York, which are powerhouses of the American

         14  economy.

         15                 The elected leaders of New York and

         16  similarly situated states - including the mayors and

         17  governors and legislators - must quickly and

         18  strongly oppose the Tax Panel's ill-conceived

         19  proposals.

         20                 ALTERNATIVE MINIMUM TAX.

         21                 Under current law, individuals are

         22  required to pay the greater of the regular income

         23  tax or the alternative minimum tax (AMT). Under the

         24  AMT, the deduction for personal and dependent

         25  exemptions and State and local taxes are not
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          2  allowed. Instead, the AMT has a fairly large general

          3  exemption (currently, $58,000 for joint returns, and

          4  without legislation, falling to $45,000 next year.)

          5                 The 2001 Bush tax cut reduced regular

          6  income tax rates, but not minimum tax rates.

          7  Therefore, individuals on the minimum tax will not

          8  receive the full benefits of the Bush rate cuts.

          9                 The AMT disproportionately affects

         10  individuals in states like New York, Connecticut,

         11  and New Jersey, because of higher than average

         12  income levels, reflecting a higher cost of living,

         13  and significant state and local taxes. When states

         14  are ranked by the likelihood that their taxpayers

         15  will pay the AMT, New Jersey, New York, and

         16  Connecticut ranked first, second, and third,

         17  according to Internal Revenue Service data. In 2005,

         18  according to New York City Department of Finance,

         19  7.5 percent of all taxpayers in New York City were

         20  impacted by the AMT.

         21                 Without Congressional intervention

         22  next year, the AMT exemption will drop from $58,000

         23  for joint returns to $45,000. The number of

         24  individuals affected by the AMT nationwide would

         25  increase from approximately 3.5 million to 19
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          2  million. Among those affected, they

          3  disproportionately come from States like New York,

          4  New Jersey, and Connecticut. These taxpayers will

          5  face tax increases next year of up to $3,880 (the

          6  AMT rate of 26 percent applied to the $13,000 drop

          7  in the exclusion).

          8                 The Senate Finance Committee

          9  reconciliation bill extended the temporary increase

         10  in the AMT exemption, but the bill reported by the

         11  Committee on Ways and Means did not. None of the

         12  Republican Members on the Committee, from

         13  Connecticut (Nancy Johnson) or New York (Tom

         14  Reynolds), objected to the tax increases on their

         15  constituents.

         16                 It was not until the House

         17  Republicans realized that were going to be attacked

         18  for this failure did they come up with a separate

         19  bill to extend the $58,000 exemption.

         20                 Unfortunately, they did not include

         21  the extension in their Budget Reconciliation Tax

         22  bill. That means it may well be left out of the

         23  final tax bill in favor of the extension of the tax

         24  cuts for dividends and capitol gains.

         25                 The extension of the AMT exemption
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          2  helps those with incomes from $75,000 to about

          3  $250,000. Over 40% of the benefit of the dividend

          4  and capital gain cuts go to people with incomes over

          5  $1 million per year.

          6                 (Hearing concluded at 12:55 p.m.)
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          1

          2              CERTIFICATION

          3

          4

          5     STATE OF NEW YORK   )

          6     COUNTY OF NEW YORK  )

          7

          8

          9                 I, CINDY MILLELOT, a Certified

         10  Shorthand Reporter and Notary Public in and for the

         11  State of New York, do hereby certify that the

         12  foregoing is a true and accurate transcript of the

         13  within proceeding.

         14                 I further certify that I am not

         15  related to any of the parties to this action by

         16  blood or marriage, and that I am in no way

         17  interested in the outcome of this matter.

         18                 IN WITNESS WHEREOF, I have hereunto

         19  set my hand this 12th day of December 2005.

         20

         21

         22

         23

         24

                                   ---------------------

         25                          CINDY MILLELOT, CSR.
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