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         2               COUNCIL PRESIDENT VERNA:  Good morning,

         3    everyone.  I note the quarters are very, very

         4    tight, but you all know that we did have a flood

         5    last week in our chamber, so I am just going to ask

         6    everyone to please be very patient, and I think if

         7    we have cooperation, we can certainly go through

         8    the day without any interference.

         9               This is the Committee of the Whole of

        10    City Council.  I would ask Mr. McPherson to please

        11    read the title of the bills that we are considering

        12    today.

        13               MR. MCPHERSON:  Bill No. 020030, an

        14    ordinance amending Section 19-2604 of the

        15    Philadelphia Code relating to tax rates, credits

        16    and alternative tax computation for the

        17    business-privilege tax by reducing certain tax

        18    rates and by making technical amendments, all under

        19    certain terms and conditions.

        20               Bill No. 020035, an ordinance amending

        21    Chapter 19-1500 of the Philadelphia Code entitled

        22    "Wage and Net-Profits Tax," by decreasing the rates

        23    of the tax and by making technical amendments, all

        24    under certain terms and conditions.

        25               Bill No. 020092, an ordinance amending
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         2    Chapters 19-1500 of the Philadelphia Code, entitled

         3    "Wage and Net-Profits Tax," by decreasing the rates

         4    of the tax and by making technical amendments, all

         5    under certain terms and conditions.

         6               Bill No. 020116, an ordinance amending

         7    Chapter 19-2600 of the Philadelphia Code, entitled

         8    "Business-Privilege Taxes," by establishing a

         9    program under which a job-creation tax credit will

        10    be given to certain businesses creating new jobs in

        11    the City of Philadelphia, all under certain terms

        12    and conditions.

        13               Bill No. 020144, an ordinance amending

        14    Chapter 19-1500 of the Philadelphia Code, entitled

        15    "Wage and Net-Profits Tax," by decreasing the rates

        16    of the tax and by mistaking technical amendments

        17    all under certain terms and conditions.

        18               Bill No. 020145, an ordinance amending

        19    Chapter 19-1500 of the Philadelphia Code, entitled

        20    "Wage and Net-Profits Tax," by exempting low-income

        21    persons from said taxes, all under certain terms

        22    and conditions.

        23               Bill No. 020182, an ordinance amending

        24    Chapter 19-1500 of the Philadelphia Code, entitled

        25    "Wage and Net-Profits Taxes," by providing relief
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         2    from said taxes to certain low-income persons, all

         3    under certain terms and conditions.

         4               COUNCIL PRESIDENT VERNA:  Thank you.

         5               I see that there are people in the

         6    corridor.  There is some standing room in the empty

         7    room directly behind me, and they do have a loud

         8    speaker on back there, so anybody that feels as

         9    though they would like to hear the testimony are

        10    certainly more than welcome to go into the empty

        11    room.

        12               Our first witness today is Jonathan

        13    Saidel.  Mr. Saidel, the witness table is directly

        14    in the center of the room.

        15                  (Applause.)

        16               COUNCIL PRESIDENT VERNA:  Good morning.

        17               CONTROLLER SAIDEL:  Good morning,

        18    Council President.  Good morning to members of

        19    Council.  It's unfortune that you have to have this

        20    meeting here in 696, but it's always a pleasure to

        21    see democracy in action, which I think is -- what

        22    you see before you is a testament to the vitality

        23    of Philadelphia.

        24                  (Applause.)

        25               CONTROLLER SAIDEL:  I don't have a
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         2    prepared statement; I just wanted to talk to you as

         3    family.  You're going to hear from a number of

         4    speakers that will go over their analysis of why

         5    the tax bills that are before you are proper and

         6    will not destroy the vitality of Philadelphia.  I

         7    have been going over these numbers with you and

         8    your staff for, if not weeks, then months, and I

         9    will be available for the next few days to come

        10    back at a moment's notice to discuss any of the

        11    economic impacts that you wish to discuss.

        12               You and I have been involved in politics

        13    for a long period of time, and to the Democratic

        14    members of this City Council, I have endorsed you

        15    and supported you; and you, in turn, have endorsed

        16    me and supported me.  And to the Republican

        17    representatives, we have shown respect for each

        18    other.

        19               To me, this isn't a question between

        20    reducing taxes and closing a swimming pool.  As one

        21    of the elected officials of this city who has spent

        22    my lifetime here, the last thing that I would ever

        23    propose is something irresponsible, to close one

        24    pool or one library.  Without those libraries,

        25    without those pools, without a good public school
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         2    education, God knows where I would be, or my four

         3    children.

         4               See, I'm not running for mayor; I'm

         5    proud of being the Controller of Philadelphia and

         6    being elected and reelected four times.  So this is

         7    not about politics for me; this is about being 51

         8    years old and having four children that have grown

         9    up lived here and live here, because the two titles

        10    that matter to me more than anything in the world

        11    is "father" and "a Philadelphian."

        12               And as a father, I want my four children

        13    to stay here, and I want to be able to see them

        14    raise my grandchildren here.  I want to be able to

        15    see my grandchildren.  I want everyone to

        16    participate in the bright future here in the City

        17    of Philadelphia that all of us have had this great

        18    opportunity to be a part of.

        19               And as a Philadelphian, I want all of

        20    the children of the City of Philadelphia to stay

        21    here.  And I want more children to come back with

        22    their families to become a part of what we need to

        23    be a part of, and that is the revitalization of the

        24    neighborhoods of Philadelphia, the revitalization

        25    of our business community here in.
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         2               Now, the DiCicco-Nutter bill or the

         3    Nutter-DiCicco or the Marian Tasco bill, how ever

         4    you want to categorize this bill, it is not a

         5    choice between these bills and closing a library;

         6    it is about doing what we must do to be proactive

         7    for the people of this city and for the people that

         8    we need to come back here and raise their families.

         9               That doesn't mean that if we reduce

        10    taxes that people will flock here two days from

        11    now.  No, we've got to work on things like fixing

        12    our school systems, fixing the gas company, fixing

        13    our infrastructure, making sure that the unions

        14    that are represented here in the City of

        15    Philadelphia and that workforce have a decent wage

        16    and can live here and be a vital part of the future

        17    of the City.

        18               We need to do all of these things at the

        19    same time, but the reduction of taxes and showing

        20    the business community and the people of the

        21    Delaware Valley -- and, in essence, the people of

        22    this country -- that we mean business.  It's an

        23    integral part of what we need to do simultaneously

        24    as we move forward in this century.

        25               Now, I have told the Mayor that for his
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         2    blight program, I will give him as much time as he

         3    feels is necessary to make sure that the blight

         4    program is a success, 'cause we have to fix the

         5    housing.  And I have told the Mayor that I will

         6    work with him on the gas company's problems, if

         7    need be, 24 hours a day, 7 days a week to fix that

         8    gas company.

         9               And I have told Jim Nevels, even though

        10    I was against the State takeover of our school

        11    system, that the time has come to make sure that

        12    our school system works, because I'm a product of

        13    that public school system.

        14               Now, all of the things aside, all the

        15    Nutter-DiCicco bill does is cost $30 million a

        16    year, and in a $3 billion year budget, it's

        17    impossible for anybody to tell me you can't find a

        18    1 percent savings per year on $30 million,

        19    $30 million.  That's all it is, that's all it is.

        20                  (Applause.)

        21               CONTROLLER SAIDEL:  And I say this to

        22    the Mayor and his administration, and I say it to

        23    all members of Council:  I will work with you 24

        24    hours a day, 7 days a week to find those

        25    $30 million of revenue enhancements or expenditure
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         2    reductions so we can make this bill a reality

         3    during that Five-Year Plan.

         4               But this is not the Ten Commandments,

         5    nothing is infallible.  If, God forbid, there's a

         6    problem next year that is unforeseen, we can always

         7    change the law; nothing is locked in stone.  It is

         8    not the be-all and end-all and it is not the

         9    end-all.  It is bringing this city forward

        10    incrementally because that's what we are all about.

        11               All of us have run for office, I

        12    believe, because we care about the future of this

        13    city for ourselves and for our children and for our

        14    children not yet born.  That's why I'm running for

        15    Controller of Philadelphia, and I believe in my

        16    heart and soul that's why people of both political

        17    parties in this city run for office, is to save the

        18    town that they love.

        19               Now, I'll be around for the next few

        20    days, so anytime you want to talk to me, you want

        21    to bring me back, you just got to pick up a phone,

        22    and I will be here.  You've got a lot of people

        23    that want to talk.

        24               This is the greatest day for democracy

        25    that I have seen in a long period of time.
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         2                  (Applause.)

         3               CONTROLLER SAIDEL:  Let's open the books

         4    of Philadelphia open to the public.  Let us all

         5    examine it fairly and equitably and honestly to

         6    find ways to save money and still provide the vital

         7    services that are necessary for the people of

         8    Philadelphia.  We can do this.

         9               I would rather fight and die than wither

        10    on the vine and allow Harrisburg to come in here

        11    and tell us what we're doing every day of the week.

        12    Let us fight to make this city viable.

        13                  (Applause.)

        14               CONTROLLER SAIDEL:  I am very proud that

        15    I have supported everyone that I am looking at

        16    today.  Today and tomorrow, we can all make a

        17    difference, for at the end of our days, we can look

        18    back on our careers and know that we gave it the

        19    best we had for the greatest city in the world.

        20               God bless and have a wonderful two days.

        21                  (Applause.)

        22               COUNCIL PRESIDENT VERNA:  Thank you.

        23               At this time, the Chair recognizes

        24    Councilman Goode.

        25               Before Councilman Goode is recognized, I
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         2    would like to tell my colleagues, there is no way

         3    of my knowing whether you want to ask a question

         4    unless you simply raise your hands, and

         5    Mr. McPherson will keep a list of the people who

         6    want to be recognized.

         7               Councilman Goode.

         8               COUNCILMAN GOODE:  Thank you, Madam

         9    President.

        10               Good morning, Mr. Saidel.

        11               CONTROLLER SAIDEL:  Good morning.

        12               COUNCILMAN GOODE:  While you're here, I

        13    just wanted you to offer some brief testimony to

        14    020116, the new-jobs tax-credit bill.

        15               CONTROLLER SAIDEL:  Well, as you know --

        16    and, again, I want to thank you, Councilman Goode.

        17    I think that -- and you and I have talked about

        18    that bill before.  I think it is a wonderful step

        19    in the right direction.  I think that a yea vote on

        20    your bill is the beginning of increasing job

        21    opportunities in areas of Philadelphia, and I think

        22    revitalizing the City of Philadelphia in areas

        23    which have been depleted for a number of years.

        24               And I certainly think that all of

        25    Council should support your bill that you
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         2    cosponsored, and I thank you on behalf of myself

         3    and my four children and the people in Philadelphia

         4    for putting forth that bill.

         5               Thank you, Councilman.

         6                  (Applause.)

         7               COUNCIL PRESIDENT VERNA:  The Chair

         8    recognizes Councilwoman Brown.

         9               COUNCILWOMAN REYNOLDS BROWN:  Thank you.

        10    Good morning.

        11               I am not unlike all of us in this room

        12    who care about wage-tax reductions, and with the

        13    numerous faxes and letters and phone calls I've

        14    gotten in my office, it's real clear where the

        15    concern is on this issue.

        16               The one factor -- the one issue most

        17    important to me that has not been reflected in any

        18    of that correspondence is, what do we do about our

        19    schools?

        20               And so my question to you is, given the

        21    tenuous nature of our schools and the still-

        22    volatile and unpredictable funding picture that we

        23    are confronted with, and given the City's new

        24    commitment that we will contribute $45 million

        25    annually to the schools, how do we reconcile what
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         2    we know citizens want, which are wage-tax

         3    reductions, and what we know also drives residents

         4    from our city, which are poor schools?  How do we

         5    reconcile that?

         6               CONTROLLER SAIDEL:  I don't think

         7    that -- I don't think you can replace one with the

         8    other, and as I had said before, Councilwoman, we

         9    have to fix these problems simultaneously.

        10               I was not in favor of the takeover by

        11    the State, nor am I in favor of State intrusion

        12    into what would be a city of the first class

        13    prerogatives, but you the budget is based upon the

        14    additional expenses that you have just talked

        15    about.

        16               And I think, as I have said to Chairman

        17    Nevels, it's important for all of us to work

        18    together to revitalize our school system to see

        19    where they can cut and still give the supplies and

        20    security and teachers' wages and a variety of other

        21    things that are necessary.  I think we have to do

        22    them all at the same time.

        23               Obviously, taxes is not the only thing

        24    that we have to worry about, but we have to reduce

        25    taxes while we try to fix our public school system.
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         2               As I said, I'm a product of the public

         3    schools; my brother is, my sister, my parents, and

         4    my four children are.  And I think that we have a

         5    responsibility, a fundamental responsibility, to

         6    provide education for our young people.

         7               But I think we can do it all, and I

         8    think that we have to try to do it all; we at least

         9    have to try.  If we don't try, nothing will happen.

        10    If we try and there are unforeseen expenses, well,

        11    then we have to be adult enough to make those

        12    changes in the future.

        13               But today, I don't see those expenses

        14    getting in the way of what is really a

        15    reinstitution of the Rendell reductions that began

        16    in 1995.

        17               COUNCILWOMAN REYNOLDS BROWN:  Yes.

        18               CONTROLLER SAIDEL:  If we increase our

        19    revenue growth over 3.5 percent, then there's

        20    accelerated reductions.

        21               These bills are not dramatic.

        22    Councilman Goode's bill, I think, is very important

        23    for the future of Philadelphia, and certainly, the

        24    bill that you cosponsored is very important with

        25    the reorganization of the way we file City taxes.
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         2    All of these bills are very important as we move

         3    forward.

         4               But at the same time, we have to fix

         5    housing, we have to fix our school system.  We can

         6    do it all, because if we don't, then the next mayor

         7    of Philadelphia, Mayor Street, will end up being

         8    mayor of a city that is absolutely dependent upon

         9    Harrisburg for its future, and we have to move away

        10    from being a stepsister or a stepchild, and take

        11    control of our own destiny.

        12               I think that the bills in front of you

        13    and our looking at our school system realistically

        14    and all of the problems that we have realistically

        15    are all can come together if we just work together

        16    and get it done.

        17               COUNCILWOMAN REYNOLDS BROWN:  My second

        18    and final question is -- and the former

        19    administration started the practice of casting

        20    wage-tax reductions, not knowing what the economy

        21    would look like, and this administration has

        22    continued to some extent that policy.

        23               Do you believe that is good public

        24    policy?

        25               CONTROLLER SAIDEL:  You know, I think a



                                                                18

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    five-year plan is exactly what it is; it's an

         3    estimate.  Anything beyond two years is really an

         4    estimate.

         5               But you look at the five years, and we

         6    actually look at our government on a quarterly

         7    basis, which is mandated by State law.  And as we

         8    look at it on a quarterly basis, if there's a

         9    dramatic change and there's a dramatic problem in

        10    Philadelphia, then we have to be adult enough as

        11    the leaders of Philadelphia to make those changes.

        12               Nothing is locked in stone, but today,

        13    today, I do not believe that any of the bills that

        14    are before you for a vote up or down can't be voted

        15    on yea, and I think they'll have a positive impact

        16    on Philadelphia, and it is today that we have to

        17    worry about.

        18               If in two years, there's a problem, we

        19    can change things.  None of this is locked into

        20    stone.  It is not a choice between butter or eggs,

        21    it's not a choice between that; it is a choice

        22    between us doing the very best we can with all of

        23    the problems that we have and tackling all of those

        24    problems simultaneously and making the city a

        25    better place for all of us.
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         2               COUNCILWOMAN REYNOLDS BROWN:  Thank you.

         3               COUNCIL PRESIDENT VERNA:  Thank you.

         4               The Chair recognizes Councilman Ortiz.

         5               COUNCILMAN ORTIZ:  Mr. Saidel, there's

         6    another bill that affects low-income workers in the

         7    City of Philadelphia and that is really to

         8    eliminate the wage tax of those individuals, and

         9    that's Bill 82.  That also will have an impact, and

        10    it really brings the City of Philadelphia together

        11    where the State does not allow and has exempted

        12    low-income workers from the income tax.

        13               Do you support that bill?

        14               CONTROLLER SAIDEL:  Yes, I do, but I

        15    think that you have to look at that bill with

        16    careful analysis as to the other bills.

        17               COUNCILMAN ORTIZ:  Right.

        18               CONTROLLER SAIDEL:  When we estimated

        19    for Councilman Cohen the cost of it being between

        20    40 and $55 million, to me, that's a large chunk of

        21    money, but what it does show, the dramatic thing

        22    that it does show is the large percentage of

        23    working poor that pay wage taxes to our City

        24    Treasury.

        25               I would have been much happier if it
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         2    would have showed that the working poor only paid

         3    $5 million a year because it would have shown that

         4    we had reestablished our middle class and upper-

         5    middle class and brought businesses into

         6    Philadelphia.

         7               What that analysis showed of Councilman

         8    Cohen's bill is that we have a tremendous lopsided

         9    percentage of the working poor which have a

        10    tax-forgiveness program with the State and received

        11    an earned-income credit with the federal

        12    government.

        13               And it's a sad commentary on the

        14    economics of Philadelphia that 40 to $55 million a

        15    year of our wage-tax collections is paid for by

        16    those people that choice is between paying the wage

        17    tax or paying rent, paying the wage tax or paying

        18    for food, paying the wage tax or buying clothing

        19    for their children.  And that's what we have to

        20    change.

        21               COUNCILMAN ORTIZ:  But the community

        22    effect, what it shows really is that the greatest

        23    impact is the working class of Philadelphia that

        24    will receive the benefit.  This is not a corporate

        25    bill, this is not a bill to exempt taxes of
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         2    corporations.  This is really a tax bill for the

         3    working class of Philadelphia, both of them are.

         4               CONTROLLER SAIDEL:  But in order to pay

         5    a wage tax, you have to be working.

         6               COUNCILMAN ORTIZ:  That's right.

         7               CONTROLLER SAIDEL:  So --

         8               COUNCILMAN ORTIZ:  But it's not a

         9    corporation that -- because what, I think, the

        10    arguments that people are trying to look at, and

        11    when they say "a Republican tax," Republicans cut

        12    taxes for the rich; Democrats cut taxes for

        13    the working class.

        14               CONTROLLER SAIDEL:  We don't have enough

        15    rich people here to cut their taxes.

        16                  (Laughter.)

        17                  (Applause.)

        18               COUNCILMAN ORTIZ:  Thank you.  I'm just

        19    trying to make the comparison between --

        20               CONTROLLER SAIDEL:  I understand.

        21               COUNCILMAN ORTIZ:  -- the Bush tax cut

        22    that -- the 1 percent and the Nutter-DiCicco bill

        23    that cuts really at the working-class individuals

        24    in Philadelphia and the Cohen bill that goes down

        25    to the lower levels of the working class in
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         2    Philadelphia.

         3               Thank you.

         4               CONTROLLER SAIDEL:  My pleasure.

         5               COUNCIL PRESIDENT VERNA:  Thank you.

         6               At this time, the Chair recognizes

         7    Councilman Nutter.

         8               COUNCILMAN NUTTER:  Mr. Controller, let

         9    me just make sure I have a couple of basic details.

        10    You have been Controller for how long?

        11               CONTROLLER SAIDEL:  For 12 years.

        12               COUNCILMAN NUTTER:  And your Charter and

        13    statutory responsibility is to do what?

        14               CONTROLLER SAIDEL:  Is to examine the

        15    books and records and the boards and commissions of

        16    the City of Philadelphia and to make

        17    recommendations to try to run government in a

        18    fiscally-sound manner.

        19               COUNCILMAN NUTTER:  And the proposals

        20    that are in front of us today, specifically with

        21    regard to either Bill 92, Bill 30, Bill 182, and --

        22    Councilman Goode are you 144 -- 116?

        23               CONTROLLER SAIDEL:  116.

        24               COUNCILMAN NUTTER:  In your professional

        25    opinion, and as the elected and sworn Controller of
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         2    the City of Philadelphia, what is your opinion of

         3    these bills and their impact on the City of

         4    Philadelphia?

         5               CONTROLLER SAIDEL:  My opinion is that

         6    these bills are indispensable to the future

         7    economic vitality of Philadelphia, that they are

         8    not irresponsible, that they are based upon

         9    actuarially-sound presumptions and, I think, will

        10    have a benefit to our economic development of

        11    Philadelphia, and that if there are reductions in

        12    our expenditures that are necessary, or revenue

        13    enhancements, that we can do that.

        14               COUNCILMAN NUTTER:  Do you have any

        15    concern that the bills would be considered fiscally

        16    responsible?

        17               CONTROLLER SAIDEL:  I think the only

        18    thing irresponsible would be to allow this city to

        19    whither on the vine and become less of a wonderful

        20    place it is than we have today; I think that would

        21    be the height of irresponsibility.

        22               But I think that all of the bills that

        23    are presented before Council today, beginning with

        24    yours, Councilman Nutter, which I applaud you and

        25    Frank DiCicco and all of the cosponsors for putting
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         2    it forth, is absolutely on course and should be

         3    looked as the beginning of transform and not the

         4    ends of tax reform.

         5               COUNCILMAN NUTTER:  Would you take any

         6    action in your capacity as the elected and sworn

         7    controller that would in any way, shape, or form,

         8    in your professional opinion, damage the finances

         9    of the City or cause fiscal instability?

        10               CONTROLLER SAIDEL:  I think for those

        11    people that know me, after 12 years and being

        12    reelected last year, there isn't one time that I've

        13    ever lied, not one time that I've ever been

        14    irresponsible, and not one time that I haven't

        15    absolutely believed in the documentation and the

        16    statements that my office has made.

        17               And I stand by these bills and will work

        18    with the Mayor or his appointed representatives, as

        19    well as Council, to make sure that the bills that

        20    you pass today come to fruition and are merely the

        21    beginning of saving the City that you and I both

        22    love.

        23               COUNCILMAN NUTTER:  Lastly, your office

        24    has thoroughly reviewed the matters before us and

        25    is intimately familiar with the projections, at
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         2    least in terms of the possible cost of cutting

         3    taxes, and you're fully and consciously aware of

         4    those issues?

         5               CONTROLLER SAIDEL:  I have never been

         6    more confident in my life about bills that are

         7    before City Council.

         8               COUNCILMAN NUTTER:  Thank you very much.

         9               CONTROLLER SAIDEL:  My pleasure.

        10               COUNCIL PRESIDENT VERNA:  Thank you.

        11               The Chair recognizes Councilman DiCicco.

        12               COUNCILMAN DICICCO:  Thank you, Madam

        13    President.

        14               Good morning, Mr. Saidel.

        15               CONTROLLER SAIDEL:  Good morning,

        16    Councilman.

        17               COUNCILMAN DICICCO:  Following up on

        18    Councilman Nutter's line of questioning, we have

        19    been reducing taxes incrementally for the last

        20    seven years?

        21               CONTROLLER SAIDEL:  Since 1995, yes.

        22               COUNCILMAN DICICCO:  '95.  During that

        23    period of time, as the City Controller, have you

        24    noticed any negative effect as a result of those

        25    tax reductions?
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         2               CONTROLLER SAIDEL:  No, not at all.  In

         3    fact, since we have been reducing the taxes in

         4    Philadelphia, our total revenue growth has gone up

         5    about 19 to 22 percent.

         6               COUNCILMAN DICICCO:  And that's after

         7    what percentage of tax cumulatively over the

         8    seven-year period of the tax reduction?

         9               CONTROLLER SAIDEL:  It's dropped at

        10    about almost 1 percent.

        11               COUNCILMAN DICICCO:  So the 1 percent

        12    actually caused an increase in revenues.

        13               CONTROLLER SAIDEL:  Yes.  Well, there

        14    certainly is a direct correlation.

        15               COUNCILMAN DICICCO:  And you don't

        16    suspect that there will be any change in what has

        17    happened over the last seven years going forward?

        18               CONTROLLER SAIDEL:  No, I don't see any.

        19    If I had the shred of feeling that these bills were

        20    inadequate for the future of Philadelphia, then I

        21    would not support them.  No, what I have put out

        22    are tax analysis strategy, which is the basis for

        23    many of these bills.

        24               COUNCILMAN DICICCO:  And during that

        25    seven-year period that we've been experiencing that
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         2    incremental reduction, do you know of any

         3    recreation centers, City pools or libraries any or

         4    other projects which the people of this city depend

         5    on having to be closed?

         6               CONTROLLER SAIDEL:  No.  In fact, I

         7    remember doing an operational audit during that

         8    timeframe in which Mayor Rendell spent an

         9    inordinate amount of money in recreation to fix a

        10    number of the pools and to revitalize the community

        11    organizations that exist throughout the City of

        12    Philadelphia.

        13               COUNCILMAN DICICCO:  There have been a

        14    lot of numbers that have been tossed around from

        15    time to time as to what the City surplus is today.

        16    Could you give me in your opinion what you believe

        17    the City surplus is today?

        18               CONTROLLER SAIDEL:  I think it's a

        19    little over $300 million, if we use the same

        20    accounting numbers and accounting theories that we

        21    did the year before.  It is at 230 because the

        22    federal government and the national accounting

        23    associations changed the manner in which we

        24    recognize revenue, as far as whether it's 60, 90,

        25    or 120 days.
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         2               But there is certainly room to find the

         3    money that's necessary to allow the continuation of

         4    the deductions in wage taxes as well as Councilman

         5    Goode's and Councilwoman Brown's other bills, I

         6    think.

         7               COUNCILMAN DICICCO:  So in your opinion,

         8    you don't believe that if we go forward with this

         9    wage tax and Bill 92, this wage-tax reduction, that

        10    we're not going to get that $300 million, more or

        11    less, and just give it all back; we will still have

        12    some sort of a cushion, it's not going to really

        13    impact that surplus to the point where it would be

        14    flat-lined, bottom-lined?

        15               CONTROLLER SAIDEL:  No.  I think that

        16    what would be the height of irresponsibility would

        17    be is if the bills before you today, and after

        18    listening openly and honestly to the experts that

        19    are going to testify, as well as the people that

        20    are more important than the experts and myself,

        21    which is the people and the citizens of

        22    Philadelphia.  The height of irresponsibility would

        23    be not to continue to reducing the taxes in

        24    Philadelphia.

        25               COUNCILMAN DICICCO:  Thank you.
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         2               I just want to take this moment to thank

         3    you for all of the service you have given the City

         4    of Philadelphia.  I worked for you for a number of

         5    years.  Some people say that's how I got my job, by

         6    driving you around the City, but I know you feel

         7    very passionately about the City of Philadelphia,

         8    and we've all had our ups and downs, and through it

         9    all, you've weathered the storm, and I want to

        10    thank you for your contributions to this great

        11    city.

        12               CONTROLLER SAIDEL:  Thank you,

        13    Councilman.

        14                  (Applause.)

        15               COUNCIL PRESIDENT VERNA:  The Chair

        16    recognizes Councilman Kenney.

        17               COUNCILMAN KENNEY:  Good morning

        18    Jonathan.  Thank you for your testimony and for all

        19    of your hard work on this issue, 'cause I know that

        20    a lot of the analysis that was done that gave us

        21    the ability to move forward with this legislation

        22    was done by your very hard-working staff, very

        23    competent staff, and I want to thank you for them

        24    and the hard work that they do.

        25               Let's talk a little bit about the use of
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         2    surplus dollars for things like tax reduction.  The

         3    Administration would argue that the surplus is

         4    needed as a cushion for various economic-

         5    development project and things that they want to

         6    target to do economic development with and just to

         7    simply have a cushion for cushion's sake.

         8               Could you talk a little bit about the

         9    use of the surplus to do tax reduction.  I mean, is

        10    it a sound strategy --

        11               CONTROLLER SAIDEL:  I certainly --

        12               COUNCILMAN KENNEY:  -- to spend, I

        13    guess, spend some of the savings that we've

        14    accumulated to give back to people who helped

        15    create that surplus in the first place?  And what

        16    economic multiplier effect does that kind of

        17    strategy have on the future of the City?

        18               CONTROLLER SAIDEL:  Councilman, I think

        19    that the tax reduction is part of economic

        20    development.  You know, taxes are used for two

        21    things:  One, to raise revenue; and, two, to change

        22    people's behavior patterns.

        23               The reduction of taxes works the same

        24    way:  You reduce taxes, you change people's

        25    behavior patterns.  It gives them an additional
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         2    opportunity to say why they want to be in

         3    Philadelphia or not be in Philadelphia.

         4               And one of the problems we have with all

         5    the abatements that we give and the TIFs that we

         6    give and all these fancy terms we give is that

         7    there's inherent reason why people don't want to

         8    come to Philadelphia.  If we reduce taxes low

         9    enough, we don't have to give any incentives

        10    because the incentive already is that we have a

        11    broad-based tax reduction and we have an economic

        12    engine that creates opportunity for people to work

        13    here and move here and play here.

        14               COUNCILMAN KENNEY:  But does it make

        15    sense to use the surplus, to spend some of the

        16    surplus dollars in an effort to offer tax

        17    reduction?  Is that a good, sound investment that a

        18    portion of the surplus could be used to make in the

        19    future of the City?

        20               CONTROLLER SAIDEL:  I certainly so.  I

        21    think it's important that when you have a large

        22    enough surplus, that you have a Rainy Day Fund too,

        23    just in case.  There's no sense in having 300 as a

        24    surplus; if you're not going to utilize it, you'll

        25    end up having 400 some day or 250 some day, but
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         2    increasing the broad expanse of economic

         3    opportunities and employment opportunities in the

         4    City.

         5               COUNCILMAN KENNEY:  So that in the event

         6    that revenue enhancements and expenditure

         7    reductions could not be obtained -- could not be

         8    attained, which you think they could be --

         9               CONTROLLER SAIDEL:  Yes.

        10               COUNCILMAN KENNEY:  -- even the effect

        11    that they couldn't be, the surplus could still be

        12    utilized, or a portion of the surplus could be

        13    utilized to continue either the reinstatement of

        14    the Rendell tax cuts or the acceleration of

        15    additional tax cuts.

        16               CONTROLLER SAIDEL:  Oh, absolutely.  I

        17    think they all work hand-in-hand.  Obviously, no

        18    one wants to go down to a $10 million surplus

        19    because then there could be unforeseen

        20    circumstances, but the number that we're at today,

        21    even with the conservative revenue estimates and

        22    the Five-Year Plan and what is a liberal

        23    interpretation of our expenditures, which is a nice

        24    way of putting it, I think that there is a real

        25    opportunity for economic growth ways based upon the
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         2    tax bills that are before you today.

         3               COUNCILMAN KENNEY:  Do you also believe

         4    that the imposition of this discipline that Bill 92

         5    would impose upon this City government, do you

         6    believe that, both from an economic and from a

         7    political perspective, do you believe that the cuts

         8    would be found probably more in areas that people

         9    don't even realize we're spending on right now

        10    today, as opposed to what has been touted as doom

        11    and gloom -- rec centers, libraries, police

        12    officers, no bullets for the guns?  I mean,

        13    everything in the world has been talked about as a

        14    potential cut.

        15               But in the end, doesn't 92 impose a

        16    fiscal discipline on the City that's necessary to

        17    really change the way government does its business

        18    and not necessarily create a circumstance for

        19    politicians to make very difficult political

        20    choices like closing services -- or reducing

        21    services and closing facilities?

        22               CONTROLLER SAIDEL:  Yeah, I've always

        23    believed -- and, you know, I went through the early

        24    1990s, when the City was in dire straits.  What the

        25    PICA legislation did was force us how to do revenue
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         2    estimates and how to do the expenditures in a much

         3    more consistent manner, forced us to do a five-year

         4    plan, which I think has set up a basic discipline.

         5               But I'll tell you, you can find $100,000

         6    here, you can find $100,000 there, you can find

         7    $50,000 there, you could find a couple 100,000

         8    there and, you know, at the end of the day, you got

         9    some money.  At the end of the day, you got some

        10    money.

        11               And I think we have to be willing to

        12    accept that challenge and not merely look like we

        13    were different camps working against each other.

        14    We all represent the same people, the Mayor,

        15    myself, and you.

        16               COUNCILMAN KENNEY:  At the same time,

        17    accepting that challenge to impose fiscal

        18    discipline on ourselves, at the same time, the tax

        19    deductions, as most credible analysts have told us,

        20    will increase revenues.  So while we're changing

        21    the way in which we do government because we impose

        22    the discipline on ourselves, the tax deductions in

        23    themselves creates an economic engine to expand

        24    revenues.  I mean, it's almost -- you really can't

        25    lose.
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         2               CONTROLLER SAIDEL:  No, Councilman.

         3    When I said that we could find $30 million worth of

         4    revenue-enhancement or expense reductions, that is

         5    the worst-case scenario of there being no positive

         6    side to tax reductions.

         7               COUNCILMAN KENNEY:  So there's nothing

         8    wrong with finding $30 million in savings,

         9    regardless of whether we're doing tax cuts or not.

        10               CONTROLLER SAIDEL:  That's exactly

        11    right, but I wanted to paint the worst-case

        12    scenario.  We can still live with this tax decrease

        13    that everyone is proposing, with us having

        14    additional revenue, which I believe we are.  In the

        15    last number of months, our revenue -- actual

        16    revenues received have been higher than our

        17    estimates.  You know, that is something that we

        18    will also have.

        19               But putting that aside, even the

        20    worst-case scenario, I believe that in a $3 billion

        21    budget, we can find 1 percent savings.

        22               COUNCILMAN KENNEY:  Thank you.

        23               Thank you, Madam Chair.

        24               COUNCIL PRESIDENT VERNA:  Thank you.

        25               The Chair recognizes Councilman Mariano.
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         2               COUNCILMAN MARIANO:  Thank you, Madam

         3    President.

         4               Jonathan, explain to me -- 'cause I know

         5    you're a smart guy, all right? -- this CPA stuff

         6    'cause we're not all CPAs, supply-side, right?  The

         7    bond ratings of the City agency, right?  The City

         8    agencies have bond ratings.

         9               CONTROLLER SAIDEL:  No, the bonds have

        10    bond ratings.

        11               COUNCILMAN MARIANO:  I'm serious.

        12    Explain to me how the supply side -- half the time

        13    you think I'm kidding, I'm serious.  The supply

        14    side, explain to me how that works.  The question

        15    is, I am told that the bond rating agencies that

        16    rate our fiscal health will count on the estimates

        17    of the supply-side revenue against our total

        18    revenues.  If there is to be a supply-side effect

        19    of this Bill 92 or any other tax measures, where

        20    would that come from?  How does that work?

        21               CONTROLLER SAIDEL:  I don't know who

        22    wrote that.  I can only --

        23               COUNCILMAN MARIANO:  I think it was your

        24    mom.

        25               CONTROLLER SAIDEL:  Okay.
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         2               COUNCILMAN MARIANO:  She just called me.

         3               CONTROLLER SAIDEL:  Let me just explain

         4    something to you.

         5               COUNCILMAN MARIANO:  I love his mom;

         6    that wasn't a mocking, all right?

         7               CONTROLLER SAIDEL:  I appreciate that,

         8    Ricky.

         9                  (Laughter.)

        10               CONTROLLER SAIDEL:  My mom loves you,

        11    too.

        12               COUNCILMAN MARIANO:  Your dad does too.

        13               CONTROLLER SAIDEL:  He's waiting in the

        14    hallway for you.

        15               COUNCILMAN MARIANO:  I know.

        16               CONTROLLER SAIDEL:  All right. I don't

        17    believe that supply-side economics works on a

        18    national level because you can raise taxes, you

        19    know, on a national level, and people aren't going

        20    to move to Canada or Mexico.  I don't necessarily

        21    believe that supply-side economics can work at any

        22    level in the Commonwealth of Pennsylvania 'cause

        23    people just don't pick up and move to Jersey,

        24    Maryland, Virginia, and New York.

        25               But from this building, you can drive
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         2    ten minutes from here and be outside of

         3    Philadelphia and get all of the benefits of all of

         4    the wonderful culture that we have here, the

         5    ballgames, and a variety of other things, and still

         6    drive back.

         7               The supply side is that the world that

         8    we live in is very sensitive to tax reductions, and

         9    I believe that there will be a residual benefit to

        10    the reduction of taxes, especially during an

        11    economic downturn, because then taxes become one of

        12    the primary things that companies and people look

        13    at in relationship to the cost of either living in

        14    Philadelphia or living in the suburbs.

        15               I think eventually, the suburban

        16    counties will have to go to an income tax because

        17    they can no longer be real-estate tax-based, and as

        18    we incrementally reduce our taxes and they have to

        19    establish an income tax of some kind, then we will

        20    be on a par.

        21               While we do this, we should also fix our

        22    school system and our gas company and the myriad of

        23    other problems that we have and accept those

        24    challenges.

        25               But I think looking at a supply side at
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         2    the locale of Philadelphia makes sense

         3    economically.

         4               COUNCILMAN MARIANO:  Jonathan, in also

         5    looking at those other things, and you talked about

         6    before, about the gas company and things, would you

         7    support the use of the City Council Appropriations

         8    and Joint Finance Committee to possibly look at the

         9    sale of the airport or the Water Department, along

        10    those lines?  Do you think that would help us

        11    eventually get out of this?

        12               I mean, I think we all understand this

        13    wage tax is no good.  You know, no matter what side

        14    of the room you're sitting on here, if it becomes

        15    3 percent, above 3 percent, this 50-cents-a-week

        16    thing, you know, if it's just something that makes

        17    everybody feel good, you know, we can argue about

        18    that for these whole two days and maybe for two

        19    more weeks or two more months.

        20               And I understand all of that part, and I

        21    certainly understand the political aspect of this.

        22    But is this a way to fix this forever, possibly

        23    selling the airport?

        24               CONTROLLER SAIDEL:  Councilman, this has

        25    brought up years ago, as far as us selling off
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         2    assets.  I do not believe that the selling off of

         3    assets changes the fundamental problem that our

         4    government.  I think if you sell off the airport,

         5    if you sell off the gas company sell in and of

         6    itself, or if you sell off the Water Department,

         7    that may give you an infusion of some kind, but it

         8    really forestalls the inevitable decline of the

         9    City of Philadelphia.

        10               So I have never been one to assume that

        11    the selling of assets is the way to go.  It's like

        12    you had a house and you lose your job and you begin

        13    to sell off your car, you sell your furniture; in

        14    the end, you have to fix the fundamental problem

        15    that we all need to face, so I've never been an

        16    advocate of selling off large assets of the City.

        17               COUNCILMAN MARIANO:  Jonathan, my last

        18    question:  Help me understand this surplus, the

        19    City surplus and how a mayor, or whoever the mayor

        20    is, this mayor or any other mayor who works with a

        21    surplus, and the figure on that about, 8 percent.

        22    Could it be higher, could it be lower?

        23               I mean, of course, there has to be a

        24    surplus 'cause things might happen, like it might

        25    snow one year a lot, or it might not, like this
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         2    year.  Something might happen like what happened

         3    this September.

         4               Now, we're really trying to figure this

         5    all out, and these are all questions that, you

         6    know, like surplus.  What's a decent surplus for a

         7    mayor?  If you were a mayor, what surplus would you

         8    like to have?

         9               CONTROLLER SAIDEL:  Well, I'm not

        10    running for mayor; did I make that perfectly clear,

        11    sir?

        12               COUNCILMAN MARIANO:  You said that,

        13    yeah, and neither am I.

        14               CONTROLLER SAIDEL:  Good, good.

        15               COUNCILMAN MARIANO:  Not yet.  That's

        16    for you, not me.

        17               CONTROLLER SAIDEL:  Oh, all right.

        18    Please.

        19               You know, I can't tell you what would be

        20    a decent surplus.  I know $2 million is not a good

        21    surplus; I could tell you $800 million is too much

        22    money.

        23               COUNCILMAN MARIANO:  Jonathan, what

        24    percent is $2 million, though?

        25               CONTROLLER SAIDEL:  If there was a
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         2    $2 million surplus, we wouldn't be talking about

         3    this.  You know, if it's an $800 million surplus,

         4    we'd be talking about three times the cuts.  But I

         5    think that is always somewhere in between.

         6               But the key to understand about the

         7    legislation, the ordinances that are before you for

         8    passage, is that they're not the Ten Commandments.

         9    If, God forbid, there is a problem as we move

        10    forward as a city, then we have to be adult enough

        11    to change it, but I believe that today, today,

        12    these bills make sense, and that it will not affect

        13    us materially as to the services that are provided,

        14    it won't affect union negotiations, 'cause I've

        15    been involved in those, as you know, Councilman,

        16    for a number of years, and that we can move forward

        17    as a city and still reduce taxes as we grapple with

        18    the real problems that face the City.

        19               COUNCILMAN MARIANO:  Now, Jonathan, you

        20    brought up the union negotiations.  These bills

        21    will only affect in Fiscal Year '04, right?

        22               CONTROLLER SAIDEL:  Yeah, that --

        23               COUNCILMAN MARIANO:  So if do something

        24    today that could not be put off till September

        25    possibly or this week?
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         2               CONTROLLER SAIDEL:  I think there is no

         3    reason not to tell pass the bills now since it will

         4    be 16 months before they're effective.  They

         5    certainly won't affect the police and fire and the

         6    FOP negotiations.  You know, I doubt that it will

         7    ever affect it.

         8               COUNCILMAN MARIANO:  All right, thanks a

         9    lot, thank you.

        10               CONTROLLER SAIDEL:  My pleasure,

        11    Councilman.

        12               COUNCIL PRESIDENT VERNA:  Thank you.

        13               Next is Councilwoman Blackwell.

        14               COUNCILWOMAN BLACKWELL:  Good morning.

        15    We are very glad to have this discussion and that

        16    these hearings have come, because certainly it has

        17    been my concern from the beginning that we not have

        18    a fight of neighborhoods versus business, because

        19    in order to have a vibrant city, we have to have

        20    both and we have to work in concert.

        21               So I have absolutely been very, very

        22    concerned about the issue of neighborhood cuts and

        23    the issue of trying to bring businesses from

        24    outside of the City into the City, which certainly

        25    is the issue and, I think, the crux of the debate
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         2    of the City Council and any administration having

         3    the responsibility to protect the people who vote

         4    for us and the people within our borders.  And yet

         5    we do need what the business community brings in

         6    from without.

         7               Having said that, let me ask you,

         8    because we've been in various meetings, and I thank

         9    you for coming to my area, and we had a lot of

        10    discussions with regard to the land tax.  And you

        11    and I have had a lot of discussion.  My question to

        12    you is:  How does the land tax that you propose and

        13    support, how does that relate to the wage-tax

        14    issue?

        15               And as you know, the part of the debate

        16    there was that even to set up such a system could

        17    cost a lot of money, maybe 7 or 8 or $900 million.

        18    Part of the issue was trying to cross over to such

        19    a plan.

        20               But how does your land tax relate to all

        21    of this issue of wage tax and gross-receipts tax?

        22               CONTROLLER SAIDEL:  And I appreciate the

        23    opportunity, Majority Leader, for your going around

        24    with me throughout the West Philadelphia areas,

        25    which we did almost every night, to talk to
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         2    constituent groups in your area, and I'm proud to

         3    call you a friend.

         4               COUNCILWOMAN BLACKWELL:  Thank you.

         5               CONTROLLER SAIDEL:  When we came out

         6    with our tax analysis report, what was important to

         7    me was to put together topics that I felt

         8    collectively would have a major impact on

         9    Philadelphia.  But understanding the world as it

        10    exists, I wanted to make sure that each one of the

        11    chapters was severable and could be considered to

        12    be a bill unto themselves, and which I ended up

        13    working with Councilwoman Brown, Councilman Goode,

        14    and Mr. DiCicco and Mr. Nutter, which are severable

        15    bills than occurred from before.

        16               I think the land tax is well overdue in

        17    Philadelphia.  I think that the land-tax bill would

        18    actually enhance the Mayor's opportunity for blight

        19    removal since it would allow us to treat vacant

        20    ground, ground that is being held by large

        21    corporations as an investment pool, to force them

        22    to be taxed at what would be the best optimal use

        23    of that vacant ground, rather than being taxed at

        24    just a land value from going from 75 percent

        25    residential building and 25 percent land to 50/50
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         2    for building and for land.

         3               I think that would also help

         4    reinvigorate our neighborhoods and housing and also

         5    reinvigorate the Mayor's blight program.

         6               It is not one of the bills that's before

         7    you, but I always felt that it would be in a mix of

         8    trying to create opportunities for people to build

         9    real estate in Philadelphia as well as the

        10    reduction of taxes for employees and for businesses

        11    and a variety of other areas that that total

        12    package would have had a maximum impact if it was

        13    all done simultaneously.

        14               But you and I understand the politics of

        15    the world, and it's very rare that you're going to

        16    get everything done that you want at the same time.

        17               COUNCILWOMAN BLACKWELL:  Thank you

        18               I'll yield for now, Madam President.

        19               COUNCIL PRESIDENT VERNA:  Thank you.

        20               The Chair recognizes Councilman Clarke.

        21               COUNCILMAN CLARKE:  Thank you, Madam

        22    President.

        23               CONTROLLER SAIDEL:  You know, I said I

        24    would come back; I ain't going nowhere.

        25               COUNCILMAN CLARKE:  Good morning.
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         2               CONTROLLER SAIDEL:  Good morning.

         3               COUNCILMAN CLARKE:  First I'd like to

         4    thank you for the invitation for this morning's

         5    march.  You understand why I didn't show up, right?

         6               CONTROLLER SAIDEL:  I understand that,

         7    Councilman.

         8               COUNCILMAN CLARKE:  A couple of quick

         9    questions.  You did an analysis on the Five-Year

        10    Plan, there was a report issued by the Controller's

        11    Office.  Was that based on last year's Five-Year

        12    Plan, or was it on the current Five-Year Plan?

        13               CONTROLLER SAIDEL:  Last year's

        14    Five-Year Plan.

        15               COUNCILMAN CLARKE:  Last year's

        16    Five-Year Plan?  So there's a possibility, based on

        17    some things that have happened in the last year --

        18    the recession, September 11th -- that probably your

        19    analysis could probably be different if you were to

        20    look at the existing conditions today.

        21               CONTROLLER SAIDEL:  The Five-Year Plan

        22    is not locked in stone either, the same way that we

        23    have to accept responsibility and things change

        24    from year to year.  The same way that the bills

        25    before you not the Ten Commandments, the Five-Year
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         2    Plan is not the Ten Commandments.

         3               Anything beyond two years, to be quite

         4    realistic, is an assumption.  The fifth year is

         5    always a massive assumption.  If anybody would have

         6    told George Bush Senior that during the Clinton

         7    administration, there would be a trillion-and-a-

         8    half-dollar surplus, I doubt whether he would have

         9    believed it.  If anybody would have told Clinton

        10    that after he left office that the federal

        11    government would be in deficit, I don't think

        12    anybody would have believed it.

        13               But the five-year plans are put into

        14    place by PICA, by the PICA legislation, but they,

        15    in and of themselves, are merely estimates, and

        16    they have to be estimates within certain parameters

        17    set up by the legislation that the City has not

        18    violated.

        19               COUNCILMAN CLARKE:  Okay.  So my

        20    question:  If you had to do an analysis on the

        21    existing Five-Year Plan, with the existing

        22    conditions, that your analysis could be drastically

        23    different?

        24               CONTROLLER SAIDEL:  I don't necessarily

        25    know that my analysis would be dramatically
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         2    different.

         3               COUNCILMAN CLARKE:  Okay.  Earlier in

         4    your testimony, you referenced liberal

         5    expenditures.

         6               CONTROLLER SAIDEL:  Right.

         7               COUNCILMAN CLARKE:  Can you tell me what

         8    that is?  Are you talking about  municipal

         9    contracts or School District issues?

        10               CONTROLLER SAIDEL:  No, no.  When you

        11    look at the category of expenditures for fives

        12    years or for one or two years, when I became the

        13    Controller of Philadelphia, revenue enhancements

        14    were very large to meet a balanced budget, which

        15    were wrong.  Today, there is a lot of wiggle room

        16    within the expenditure side of our City government.

        17               That's not to say it's a bad thing,

        18    because I would much rather have expenses listed

        19    higher than normal than less than normal, but there

        20    is wiggle room within the expenditures.

        21               And as we move forward, we should

        22    analyze the budget and say, Maybe we didn't use

        23    $15 million worth of supplies, maybe we only used

        24    $13 million, maybe we only use $10 million.  But

        25    there is wiggle room.
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         2               And I'm more than happy to discuss that

         3    in a non-public way, but I think that there are

         4    opportunities within our budget to streamline it

         5    and to lower the estimated expenses that we might

         6    think we're going to have.

         7               COUNCILMAN CLARKE:  How do we have those

         8    discussions in a non-public way?

         9               CONTROLLER SAIDEL:  Well, then I will

        10    tell you, there's a lot of play in the expenses,

        11    and there's a lot of conservative estimates in the

        12    revenue contributions.

        13               COUNCILMAN CLARKE:  $290 million worth?

        14               CONTROLLER SAIDEL:  Well, I don't know

        15    what $290 million is, but there is a lot of money

        16    to be found, and I believe if you open up the books

        17    fairly and equitably, we can find $30 million of

        18    reductions, or revenue enhancements.  And if we

        19    can't --

        20               COUNCILMAN CLARKE:  Now, let's be clear

        21    what we're talking about:  We're talking about

        22    $290 million, right?

        23               CONTROLLER SAIDEL:  Well, I don't know

        24    what you're talking about; I'm talking about the

        25    bills that exist today.
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         2               I believe that these bills are not

         3    irresponsible, and I think that they can fit within

         4    the economic guide posts that we need as -- and I

         5    tell you that as the Controller of Philadelphia,

         6    and I have never, ever lied about anything that

         7    I've done as the Controller of Philadelphia, and I

         8    don't believe that anybody would ever say that I

         9    was irresponsible.

        10               I believe today that the bills before

        11    you are important for us to have economic vitality

        12    for the next number of years.

        13               COUNCILMAN CLARKE:  So we're not talking

        14    about the gross-receipts tax.

        15               CONTROLLER SAIDEL:  No, I think the

        16    gross-receipts tax is important too.

        17               COUNCILMAN CLARKE:  So we do the gross

        18    receipts, and we do the Bill 92, and that gets us

        19    to $290 million.

        20               CONTROLLER SAIDEL:  I'm not talking

        21    about the gross-receipts tax; he already

        22    incorporated that into his plan.

        23               COUNCILMAN CLARKE:  Okay, so you don't

        24    want to talk about the gross-receipts tax?

        25               CONTROLLER SAIDEL:  No.  The Mayor and I
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         2    are in agreement on the gross-receipts tax.

         3               COUNCILMAN CLARKE:  I just want it to be

         4    clear that we're not only talking about the

         5    wage-tax issue; we're also talking about the

         6    gross-receipts tax.

         7               CONTROLLER SAIDEL:  The Mayor, in his

         8    Five-Year Plan, says he found reductions for the

         9    gross- receipts tax to be applicable.  I think you

        10    can find an additional $30 million a year for the

        11    wage tax.

        12               COUNCILMAN CLARKE:  But that's only if

        13    you forego the wage-tax reduction.

        14               CONTROLLER SAIDEL:  No.

        15               COUNCILMAN CLARKE:  It is, that's true,

        16    Jonathan.  The Mayor has not said he can do both.

        17               CONTROLLER SAIDEL:  Look, the Mayor says

        18    he wants to do one, and that's his prerogative as

        19    the leader of the City of Philadelphia.

        20               I believe that you can do both.  I

        21    believe you can do the jobs tax credit that

        22    Councilman Goode does.  I think we have to.  Do not

        23    believe that this city will remain stagnant.  While

        24    the world passes us by, we will fall farther and

        25    farther behind.  That Five-Year Plan will be
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         2    meaningless if we don't try to bring people into

         3    Philadelphia, to bring citizens into Philadelphia,

         4    and to bring business into Philadelphia.

         5               Nothing remains stagnant.  That's why a

         6    five-year plan anything above two years means

         7    nothing, because the world never looks the same

         8    'cause every day, people are leaving, and those

         9    people that are leaving were part of the estimates

        10    of our revenue last year.

        11               COUNCILMAN CLARKE:  So my question,

        12    again, is:  Do you believe that there's

        13    $290 million in cuts that we can make?

        14               CONTROLLER SAIDEL:  I believe that the

        15    Mayor can find the cuts for his gross-receipts, and

        16    we can find additional cuts for the bills that are

        17    in front of you today.

        18               COUNCILMAN CLARKE:  $290 million

        19               CONTROLLER SAIDEL:  I said that we can

        20    find -- the Mayor has already found, in his

        21    Five-Year Plan, his reductions.  And all you're

        22    asking to do is find $30 million a year for the

        23    Nutter-DiCicco or the Tasco bill or how ever you

        24    want to phrase it.

        25               COUNCILMAN CLARKE:  That adds up to --
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         2               CONTROLLER SAIDEL:  It can add up to a

         3    billion.  The Mayor says he could find his money; I

         4    think you can find your money.

         5               COUNCILMAN CLARKE:  All right, I just

         6    want to be clear.  I mean, we're not simply talking

         7    about the wage tax; we're also talking about gross

         8    receipts.

         9               CONTROLLER SAIDEL:  Okay.

        10               COUNCILMAN CLARKE:  All right?

        11               You also referenced earlier suburban

        12    counties.  Is it your understanding that these same

        13    suburban counties, where there's substantial job

        14    growth, probably sooner or later will begin to have

        15    increased expenditures?

        16               CONTROLLER SAIDEL:  Yes.  It's my belief

        17    that -- when I grew up in Oxford Circle in

        18    Philadelphia, Montgomery was a farmland, Chester

        19    County was horse farms; South Jersey, when you

        20    drove down the Black Horse Pike or the White Horse

        21    Pike to Wildwood or to Atlantic City and a variety

        22    of places, all you saw was apple orchards.  There's

        23    over 700,000 people living in Montgomery County;

        24    it's twice the size of the City of Pittsburgh.

        25               Eventually, it will no longer be able to
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         2    sustain itself with a volunteer fire company.  What

         3    it then needs is a professional fire department.

         4    They can no longer sustain their budget based upon

         5    real-estate taxes because they're getting out of

         6    sight.

         7               So eventually, I believe that they're

         8    going to have to move forward and have an income

         9    tax of some kind, and I think that as we

        10    incrementally reduce our taxes, they will

        11    incrementally have to increase theirs to sustain

        12    their own way of life, and that we will some day be

        13    in the middle.  Now, that means we also have to fix

        14    our school system and a variety of other things

        15    that we're trying to tackle this year.

        16               Hopefully, the emotion that's in this

        17    room can be transferred to Harrisburg so that they

        18    don't come in and try to take over our government,

        19    but that they can have statewide tax reform in

        20    order to equitably fund our school system and a

        21    variety of other things, and hopefully, that will

        22    be the next level that we take this type of fight

        23    to collectively, all of us, to Harrisburg.

        24               But I think that eventually, the

        25    counties have no place else to go for money other
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         2    than from wage taxes.

         3               COUNCILMAN CLARKE:  All right.

         4    Jonathan, they've already started taking over our

         5    government.

         6               CONTROLLER SAIDEL:  Well, you know, I

         7    know that.  Let's try to stop it as much as

         8    possible.

         9               COUNCILMAN CLARKE:  All right, you'll

        10    come back?

        11               CONTROLLER SAIDEL:  Darrell, I'll be

        12    back every day you want me.

        13               COUNCILMAN CLARKE:  Okay.

        14               COUNCIL PRESIDENT VERNA:  The Controller

        15    has indicated that he will certainly make himself

        16    available.

        17               COUNCILMAN CLARKE:  Thank you.

        18               COUNCIL PRESIDENT VERNA:  And I would

        19    like to remind my colleagues that we have quite a

        20    lengthy list of witnesses, and several of them have

        21    other commitments this morning.  So in light of

        22    that, if anyone doesn't have any questions at this

        23    point in time or feels that they can hold their

        24    questions until he comes back later -- did you want

        25    to be recognized now, Councilwoman?
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         2               COUNCILWOMAN BLACKWELL:  (Inaudible,

         3    off-mic.)

         4               COUNCIL PRESIDENT VERNA:  Okay, fine.

         5               Everyone's willing to wait for the

         6    Controller to come back at another time.

         7               CONTROLLER SAIDEL:  Can I go?

         8               COUNCIL PRESIDENT VERNA:  However, I

         9    think you've made it eminently clear that as the

        10    financial watchdog for this city, you are saying

        11    unequivocally that if Bill No. 92 were passed,

        12    there would be no impact to City services, and at

        13    the same time, we can address the school and PGW

        14    problems, along with the upcoming contracts.

        15               CONTROLLER SAIDEL:  I am staking the

        16    life of my four children on it, and I absolutely

        17    believe it.

        18               COUNCIL PRESIDENT VERNA:  Fine, thank

        19    you.  And we will call you.

        20                  (Applause.)

        21               COUNCIL PRESIDENT VERNA:  Our next

        22    witness is Anne Rubin.

        23                  (Witness comes forward.)

        24               COUNCIL PRESIDENT VERNA:  Good morning.

        25               MS. RUBIN:  Good morning.  Thank you for
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         2    the opportunity to be in front of all of you again,

         3    as I've been here many times, and I want to thank

         4    for being here to hear the testimony; it shows your

         5    commitment to the City and how important this issue

         6    is.

         7               I am Anne Rubin, the President of

         8    Greater Philadelphia Association of Realtors.  I

         9    want you to understand that as Realtors, we are

        10    1099, which means we have no benefit personally

        11    from a wage-tax cut, but we strongly supports Bill

        12    92.

        13               We're clear that Philadelphia needs real

        14    tax reform in order to survive and to flourish.

        15    Philadelphia's many onerous taxes have directly

        16    contributed to the loss of production and

        17    businesses, and the City needs immediate and real

        18    tax reform in order to retain and attract people

        19    and industry back to Philadelphia.

        20               The Mayor's proposed budget addresses

        21    cutting the gross-receipts tax while freezing cuts

        22    in the wage tax.  We believe these taxes, as with

        23    all other oppressive taxes in the City, can be

        24    reduced simultaneously.  Reduction in the

        25    gross-receipts tax benefits the business community,



                                                                59

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    while cutting the wage tax benefits both residents

         3    and the businesses.

         4               For the first time in recent memory, the

         5    business and residential communities of

         6    Philadelphia are united on a tax issue.  There's a

         7    strong message here.

         8               The wage-tax cut reduction presented in

         9    Bill 92, while slight in appearance, sends the

        10    right message:  Philadelphia wants your business

        11    and wants you to live here.  By lowering the wage

        12    tax, Philadelphia will be perceived as being

        13    business-friendly and able to attract corporations

        14    that, until now, are not moving in the City.  And

        15    everyone knows when businesses move into a city,

        16    residents follow.

        17               As an association that advocates

        18    private-property rights and promote home ownership,

        19    we believe a reduction of the oppressive taxes like

        20    the wage, real-estate transfer tax, business-

        21    privilege tax, etc., etc., will give Philadelphia

        22    the opportunity to redefine itself as a

        23    business-friendly city and a place people want to

        24    live and raise their families.

        25               As a Realtor, one of the top three
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         2    reasons I hear from clients why they don't want to

         3    move to Philadelphia or stay in Philadelphia is the

         4    wage tax.  They could move across the county line,

         5    pay less tax, send their children to a safer

         6    school, and pay less car insurance.  These concerns

         7    need to be addressed if the City plans to survive.

         8               If we think that taxes aren't important

         9    to the residents.  I've heard that people will

        10    actually drive to Delaware to do their shopping to

        11    save taxes; don't think they won't buy their house

        12    somewhere else to save a wage tax if they don't

        13    work in the City of Philadelphia.  Many residents

        14    would remain in the City and continue to send their

        15    children to private schools if the tax strain was

        16    not so great.

        17               Opponents of Bill 92 will say that

        18    passing this legislation will negatively affect

        19    City services and City-employee contracts.  Let's

        20    look at history.  The wage tax was reduced in 1995

        21    through 2001 by a total of 8 percent.  Revenues

        22    from the reductions increased by 18.8 percent, and

        23    City services were not affected.  City employees

        24    were given their raises.  In fact, lowering the

        25    wage tax is also a pay raise.
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         2               Challengers of this legislation have

         3    said passage of this bill is fiscally

         4    irresponsible; I believe that maintaining the

         5    status quo on tax reform is fiscally irresponsible

         6    and morally bankrupt.

         7               The overwhelming number of people who

         8    have left the City in recent years clearly

         9    demonstrates the need for tax reform.  If this

        10    trend continues, what happens to the quality of

        11    life for those residents who are forced to stay?

        12               Every City Councilmember at one point or

        13    another has spoken the term "quality of life."

        14    Real tax reform is a quality-of-life issue.

        15    Cutting the wage tax, while simultaneously reducing

        16    the gross-receipts tax and other taxes, will

        17    stimulate economic growth and create stable

        18    neighborhoods.

        19               The issue of tax reform, especially

        20    wage-tax reduction, has been the focal point of

        21    this City Council for over the past few weeks.  One

        22    concern also is, how will this affect the City's

        23    budget and, therefore, our City services?  As City

        24    Councilmembers, one of your primary

        25    responsibilities should be to evaluate excessive
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         2    staffing and government spending, along with

         3    antiquated procedures and practices currently in

         4    place in our city that can, and should be,

         5    substituted with things like modern technology.

         6               Simply stated, there are plenty of ways

         7    the City government could trim its spending.  For

         8    example, in July of 1999, there were 43 people

         9    employed in the Mayor's Office; in July 2001, there

        10    are 58 employees in the same office.  Additionally,

        11    in July of 1999, the Managing Director's Office

        12    employed 71 people; and in July of 2001, it had a

        13    record of 112 employees.

        14               It becomes obvious that this city

        15    government should look at itself and its spending

        16    habits before it decides to raise taxes or dispute

        17    reducing its overbearing taxes.

        18               I look forward to the passage of Bill

        19    92, urge you to vote yes, despite the possibility

        20    of a mayoral veto.  Your commitment to the

        21    residential and business communities alike in

        22    Philadelphia should far outweigh any political

        23    affiliation.  Please commit yourself to serious tax

        24    reform in Philadelphia, and pledge your support to

        25    Bill 92 and vote against any veto the Mayor may
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         2    have.

         3               And, Councilwoman Blackwell, I'd like to

         4    thank you for your bill that you put forward, but

         5    I'd like to ask you to remove that from the table

         6    so that we can focus on one tax bill that will get

         7    us to where we need to be

         8               COUNCILWOMAN BLACKWELL:  Thank you

         9               MS. RUBIN:  Thank you.

        10                  (Applause.)

        11               COUNCIL PRESIDENT VERNA:  Are there any

        12    questions from members of Council?

        13                  (No questions.)

        14               COUNCIL PRESIDENT VERNA:  Thank you very

        15    much.

        16               MS. RUBIN:  Thank you.

        17                  (Applause.)

        18               COUNCIL PRESIDENT VERNA:  Mr. Sam Katz

        19    from Greater Philadelphia First.

        20                  (Witness comes forward.)

        21               COUNCIL PRESIDENT VERNA:  Good morning.

        22               MR. KATZ:  Good morning.  Thank you,

        23    Madam President, and thank you, members of this

        24    Council, for the opportunity to present the views

        25    of Greater Philadelphia First.
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         2               My name is Sam Katz, and I'm the Chief

         3    Executive Officer of GPF, which is a business and

         4    civic organization comprised of 53 of the region's

         5    major employers, including businesses located

         6    within the City, and suburban businesses that

         7    employ Philadelphia residents.

         8               GPF is proud to stand with thousands of

         9    Philadelphians saying forcefully and without

        10    reservation:  Pass bill 92 and continue to cut the

        11    wage tax.

        12                  (Applause.)

        13               MR. KATZ:  Council has a number of bills

        14    in front of it pertaining to the wage tax, and

        15    today, we urge you to focus exclusively on Bill 92,

        16    the only bill that provides the certainty of

        17    ongoing wage-tax reductions.  We respectfully

        18    request that Councilwoman Blackwell and her

        19    cosponsors withdraw Bill 144 to permit the

        20    attention and this chamber's decisions to focus

        21    solely on committing to wage-tax reduction.

        22               And, Councilwoman Blackwell, we thank

        23    you for your leadership on wage-tax reduction.  I

        24    just had the pleasure of standing next to your

        25    husband, former Councilman Blackwell, and was
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         2    reminded of the fact that at the end of the '80s,

         3    it was Councilman Blackwell and Councilman Street

         4    who put the brakes on further tax increases in

         5    Philadelphia.

         6               Council should not vote yes on two bills

         7    that offer inconsistent outcomes, thereby avoiding

         8    a principled stand that an issue of this

         9    significance deserves.  So today, GPF asks each

        10    member of this body, let the citizens who elected

        11    you to represent them know exactly where you stand

        12    on a guaranteed wage-tax reduction.

        13               Reducing the City wage is not a partisan

        14    issue; it is a Philadelphia issue.  Simply put,

        15    Philadelphia's economic competitiveness, its future

        16    growth and development, and its ability to become

        17    one of the nation's leading 21st-century economies

        18    depends on aggressive tax relief and tax-reform

        19    measures by providing for incremental wage-tax

        20    reductions with accelerated cuts if the economy

        21    improves.

        22               Bill 92 is neither radical, nor

        23    aggressive.  It does not fully address the more

        24    comprehensive need for the sharply lower taxes

        25    necessary to turn the City around, but continuing
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         2    an existing City policy of wage-tax reduction is a

         3    significant step in the right direction and shows

         4    that the City means business for job growth.

         5               Study after study confirms the

         6    tremendous drain of individuals, businesses, and

         7    jobs as a direct result of the City wage tax.  We

         8    are not simply losing out to Boston or Chicago or

         9    Seattle.  This City's major competition is right

        10    here in our own tri-state region.

        11               According to Fred Murphy at Temple's Fox

        12    School, a consulting or law firm that has to pay a

        13    premium to employees because of wage tax and that

        14    also pays business taxes can increase its profit

        15    significantly simply by moving to the other side of

        16    City Line Avenue.  That many have done so accounts

        17    for the real-estate discrepancy pointed out to this

        18    Council by Center City District's Paul Levy.

        19               Employers report that the wage tax

        20    imposes an increasingly insurmountable hurdle in

        21    attracting and retaining employees.  Often

        22    relocation is the choice that makes good business

        23    sense.

        24               And just take three examples involving

        25    members of our board.  Centacore started at the
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         2    West Philadelphia University City's Science Center

         3    and is currently booming in Malvern.  Merk, with

         4    its origins as Sharp & Dome, now has its

         5    headquarters in New Jersey.  Provident Mutual Life

         6    Insurance Company left Center City Philadelphia for

         7    Chester County's Great Valley Corporate Center.

         8               Many of these company's employees gave

         9    themselves an immediate pay raise by following

        10    their jobs and moving their families to the

        11    suburbs.

        12               That the City wage tax is not only the

        13    most regressive, but also the most detested tax in

        14    the region, is confirmed by the results of GPF's

        15    2001 poll.  A higher percentage of City residents

        16    proclaim that the wage tax is too high, 72 percent;

        17    then offered a similar assessment of the property

        18    tax, the State income tax, or the State sales tax.

        19    Seventy percent of all persons polled who work in

        20    the City called the wage tax either much too high

        21    or somewhat too high, as do 62 percent of suburban

        22    residents who work in the City.  Sixty-four percent

        23    of Center City residents believe that the tax

        24    structure encourages companies and individuals from

        25    moving into the region, and 81 percent cite
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         2    reforming local taxes as a top-priority issue over

         3    the next few years.

         4               It is undeniable that the City faces an

         5    increasing and disproportionate share of problems

         6    without the jobs or the tax base to alleviate them.

         7    Political and jurisdictional concerns have made

         8    regional intergovernmental solutions difficult and

         9    often impossible.

        10               More and more, Philadelphia has been

        11    forced to turn to the Commonwealth of Pennsylvania

        12    for help and with the takeover of Philadelphia

        13    public schools serving as only the most recent

        14    example.  The price for that help has been to chip

        15    away at local control.  Philadelphians shouldn't

        16    have to look to Harrisburg to cut the City wage

        17    tax, but it now seems clear that if this Council

        18    does not act, Harrisburg will.

        19               Predictions that the wage-tax reductions

        20    will threaten the delivery of essential City

        21    services are scare tactics that are belied by

        22    Philadelphia's history and the experience of other

        23    major cities.  According to data compiled by the

        24    City Controller's Office, Philadelphia cut the wage

        25    tax by 8 percent between fiscal years 1995 and
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         2    2001, and wage-tax revenues actually increased by

         3    19 percent.  The City was able to cut taxes and

         4    fund raises for the City workforce both in 1996 and

         5    2000.

         6               The City Controller has further

         7    documented $241 million in savings from recent

         8    audits, and has declared that even greater savings

         9    could be realized by implementing additional audit

        10    recommendations.

        11               We all know that the efficiency of City

        12    operations can be vastly improved by using more and

        13    better technology and by encouraging and rewarding

        14    City employers and managers who do more with less.

        15    Just as the private sector has been able to achieve

        16    consistent productivity gains, the City can too.

        17               Like a patient with a regiment of

        18    medicine and proper nutrition, the road to cutting

        19    taxes and spending does not have to be painful, and

        20    it is the only means to return to good health.  In

        21    fact, lowering taxes and spending went hand-in-hand

        22    with providing better services in Milwaukee and

        23    Indianapolis.  In those cities, workers received

        24    fair wage increases, productivity and services

        25    increased, and taxpayers still saved millions of
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         2    dollars.  There is no reason why that can't happen

         3    here.

         4               To be fair, uncompetitive taxes are not

         5    the only factors driving people away.  Unsafe and

         6    blighted neighborhoods and underperforming schools

         7    further contribute to that exodus and discourage

         8    others from coming here.  Yet Philadelphia

         9    continues to offer a great many powerful and

        10    unmatched assets:  Wonderfully diverse communities,

        11    affordability, magnificent cultural opportunities,

        12    world-class entertainment choices, and a location

        13    affording easy access to the United States and to

        14    the world.  In short, there are compelling reasons

        15    why Philadelphia should be a great place to live

        16    and work.

        17               Reducing the wage tax is essential to

        18    bringing people back.  Experts, such as the

        19    Pennsylvania Economy League, have projected that

        20    dramatic cuts in the wage tax would increase

        21    property values and raise the average salary of

        22    Philadelphia workers.  An estimated 162,000 jobs

        23    could be created by 2007 if taxes were reduced to

        24    3 percent.  Those jobs would be the life blood of

        25    the City in the globally-competitive 21st-century
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         2    market.

         3               Irrespective of your decision on wage-

         4    tax reduction, GPF urges this Council to begin a

         5    series of hearings and forums to hear from local

         6    and national experts about tested and proven

         7    strategies and methods of doing more with less.

         8    Our competitiveness as a city demands quality

         9    services for less cost, and we need to learn from

        10    our own past actions as well as those successfully

        11    implemented throughout the nation.

        12               It is time to stop denial and face up to

        13    the stark reality that passing Bill 92 is not a

        14    luxury, but a necessity.  It is hardly a radical

        15    step.

        16               Greater Philadelphia First and the many

        17    thousands of workers employed by its member

        18    companies will be looking closely at your vote on

        19    Bill 92.  We consider that vote a litmus test of

        20    your commitment to investing in the City's business

        21    climate, its future, and its image as a high-cost

        22    market.

        23               Thank you for the opportunity to present

        24    this statement.

        25               COUNCIL PRESIDENT VERNA:  Thank you.
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         2                  (Applause.)

         3               COUNCIL PRESIDENT VERNA:  The Chair

         4    recognizes Councilwoman Tasco.

         5               COUNCILWOMAN TASCO:  Good morning.

         6               MR. KATZ:  Good morning, Councilwoman.

         7               COUNCILWOMAN TASCO:  Thank you for your

         8    testimony.

         9               I believe that what we need is really

        10    statewide tax reform, and since your organization

        11    is somewhat of a regional organization, what roll

        12    can you play, or are you playing, in trying to

        13    provide leadership within the State legislature to

        14    address the whole issue of statewide tax reform,

        15    not only relative to income tax, but the issue of

        16    the school and how we fund our public schools?

        17               MR. KATZ:  Thank you for that question.

        18               Greater Philadelphia First is the first

        19    organization among the business groups to come out

        20    in favor of a shift from the property tax for

        21    public education finance to moving towards a

        22    statewide combination of taxes that would relieve

        23    the burdens on local governments.

        24               The impact on that for Philadelphia

        25    could be enormous.  Obviously, first and foremost,
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         2    the School District of Philadelphia relies heavily

         3    on the local property tax for a significant portion

         4    of its annual revenue.

         5               Were we able to replace a significant

         6    portion of that local property tax base by a

         7    transfer from the State under the basic

         8    constructional subsidy, the City would be free to

         9    pull back some of that property tax for use by the

        10    City, and that could have a tremendous impact on

        11    allowing us to further reduce the wage tax and

        12    truly to make it -- remove it as a hindrance to

        13    economic growth and job creation in Philadelphia.

        14               It's a tough issue, as you well know,

        15    Councilwoman Tasco.  In 1990, I think there was an

        16    attempt to get public approval in the Commonwealth

        17    of Pennsylvania for local tax reform that was badly

        18    beaten at the polls.

        19               We believe that this is an issue that is

        20    critical for the future of not only the education

        21    of children in Philadelphia but throughout the

        22    state, and we will continue to speak out and try to

        23    change public opinion in order to get a shift from

        24    property to a statewide tax base for education.

        25               COUNCILWOMAN TASCO:  Thank you very
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         2    much.

         3               COUNCIL PRESIDENT VERNA:  Thank you.

         4               The Chair recognizes Councilman Mariano.

         5               COUNCILMAN MARIANO:  Thank you, Council

         6    President.

         7               Sam, I'm going to ask you the same

         8    question I asked Saidel.  Would you support a joint

         9    Committee on Appropriations and Finance to look

        10    into the sale of municipal assets, such as the

        11    airport?  And I know you and I have talked a little

        12    bit about this last week -- the airport, the Water

        13    Department or -- if not sale, lease.

        14               MR. KATZ:  Councilman, you and I had a

        15    chance to discuss that a little bit on Friday, and

        16    basically, my views are a little different than

        17    Controller Saidel on that subject.  I think if

        18    Philadelphia had a plan, a five-year plan, to

        19    reduce the City wage tax to a number -- and I don't

        20    want to say what I think that number should be

        21    because, frankly, I don't know what that number

        22    should be.

        23               But from a psychological point of view,

        24    it should be a number that removes the wage tax as

        25    an issue with employers and residents as a reason



                                                                75

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    to leave or as a reason not to come.  And there are

         3    people like David Thornburg and Controller Saidel

         4    who are in a better position to tell what you that

         5    number is.

         6               But let's assume it's a big number.  And

         7    just for the sake of this discussion, let's assume

         8    it's to reduce the wage tax from 4.5 to 3 percent

         9    in over a five year-year period as a five-year

        10    plan.  You could calculate the loss revenue to the

        11    City; it would be dramatic.  And I would not argue

        12    that that loss revenue would not have a deleterious

        13    impact on our ability to provide services in the

        14    City.

        15               So in connection with a plan like that,

        16    I would want to know, for example that the

        17    Commonwealth of Pennsylvania was prepared to come

        18    to the table and help support prison costs or court

        19    costs.  And then, in addition, if there needed to

        20    be an asset divestiture such as the Aviation

        21    Department or the Water Department, that it was

        22    part and parcel of the strategy to get from us here

        23    to here so that we could stay here, and so that we

        24    are not only reducing our tax burden, but we are

        25    also going to be able to find a way to increase our
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         2    revenue.

         3               And the State has an interest.  A lot of

         4    businesses leave Philadelphia and a lot of

         5    residents Pennsylvania and they go across the

         6    river, and that's a loss to the State of New

         7    Jersey.

         8               So without saying yes or no to whether

         9    it's the Water Department or the Gas Works or some

        10    other entity, if asset sale and state financial

        11    support, coupled with dramatic decreases in City

        12    wage taxes were possible in a partnership with the

        13    State, similar to the partnership we now have with

        14    the State on the schools, I think that's something

        15    that would be worth exploring.

        16               COUNCILMAN MARIANO:  And, Sam, can I

        17    assume by what you just said that this tack is a

        18    start but, you know, to keep this the way that

        19    Rendell is a start, but it's surely not aggressive

        20    enough to accomplish what you want to accomplish,

        21    right?

        22               I mean, I don't think it was you, it

        23    might have been George Bochetto or maybe you, and I

        24    don't want to give George credit for something you

        25    thought or vice versa, but he wanted to totally do
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         2    away with the City wage tax, and he had a plan that

         3    he thought worked that he explained to me many

         4    times.  I think it was George, right?

         5               MR. KATZ:  Well, let me just keep this

         6    away from politics and simply say that in 1995, the

         7    City wage tax was 4.96 percent.  It's almost a half

         8    a point lower today, and that may not be a

         9    significant number to some people, but that put a

        10    lot of money back in a lot of people's pockets.

        11               Moving it to 4 percent from 4.96 percent

        12    is a big drop in the City wage tax, and if you can

        13    only do it incrementally, that's not a reason not

        14    to do it.

        15               COUNCILMAN MARIANO:  It's a reason to

        16    start, right?

        17               MR. KATZ:  Well, you already started it,

        18    and I commend this Council  I think in 1995,

        19    Council President Street led the fight for reducing

        20    the City wage tax, and I think it's a fight we

        21    should continue.

        22               COUNCILMAN MARIANO:  Thanks, Sam.

        23                  (Applause.)

        24               COUNCIL PRESIDENT VERNA:  The Chair

        25    recognizes Councilman Goode.
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         2               COUNCILMAN GOODE:  Thank you, Madam

         3    President.

         4               Good morning, Mr. Katz.

         5               MR. KATZ:  Good morning, Councilman.

         6               COUNCILMAN GOODE:  Let's say for the

         7    sake of argument that Bill 92 passes 11-5.  The

         8    Mayor can't wait to veto it, he vetoes it an hour

         9    after we pass it 11-5.  We know that the veto's

        10    going to be sustained by 5 people.  Let's say at

        11    the same time, Bill 144 passes 9-7.  Would you say

        12    the Mayor should sign or veto Bill 144?

        13               MR. KATZ:  Well, what I'm asking you to

        14    consider doing, Councilman, with all due respect

        15    and with the recognition that I'm not fully

        16    appreciative of the strategy and the mechanics of

        17    this chamber, is to not give the Mayor two bills,

        18    to give him one bill, and let's deal with that one

        19    bill.

        20               If that bill fails and the Council

        21    decides, for whatever reason, not to override a

        22    veto, then let's go back and see what other options

        23    might exist.  I'm not criticizing the other bill;

        24    I'm just saying that it would be, I think, clear to

        25    the public that the will of this City Council, with
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         2    11 votes, with a simple 9 being a majority, is that

         3    City Council is for continuing reduction of the

         4    wage tax, I leave it to you and to your leadership

         5    to figure out how to deal with it if that's not

         6    acceptable to the Mayor.

         7               COUNCILMAN GOODE:  I think I've figured

         8    it out; I'm voting for both bills.  I'm trying to

         9    figure out why you think that I shouldn't vote for

        10    Bill 144 and why you would think that the Mayor

        11    shouldn't sign it.

        12               MR. KATZ:  One bill would enable

        13    wage-tax reduction if a whole series of activities,

        14    events, circumstances, including some of which I

        15    would argue might be in the opinion of people, to

        16    continue wage-tax reduction.  The other bill is

        17    absolutely certain about the continuity of wage-tax

        18    reduction and the trigger for acceleration.

        19               COUNCILMAN GOODE:  I understand both

        20    bills.

        21               MR. KATZ:  I'm sure you do, and I

        22    respect that.

        23               COUNCILMAN GOODE:  I'm looking at the

        24    political realities, and the political realities

        25    are the Mayor wants to definitely veto 92.
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         2               MR. KATZ:  Well, I would urge the

         3    Mayor's allies on this Council to try to persuade

         4    him not to.

         5               COUNCILMAN GOODE:  Why wouldn't we also

         6    approve 144?

         7               MR. KATZ:  I would urge the people on

         8    this Council who have supported the Mayor, and I

         9    have spoken to several of them who have been loyal

        10    to the Mayor on various pieces of legislation, this

        11    is not a political issue; this is an economic

        12    issue.

        13               COUNCILMAN GOODE:  It's absolutely a

        14    political issue.

        15               MR. KATZ:  That's your judgment, sir.

        16               COUNCILMAN GOODE:  No, no, no, no,

        17    particularly because we are already going to cut

        18    taxes next year.

        19               MR. KATZ:  And we commend you for that.

        20               COUNCILMAN GOODE:  We are cutting taxes

        21    for the next fiscal year.

        22               MR. KATZ:  Well, this Council --

        23               COUNCILMAN GOODE:  We're talking about

        24    the year starting July 2003.  We have not yet made

        25    a decision on what we're going to do.  There are
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         2    several options before us, there are bills that we

         3    are asking today.  I'm saying, why wouldn't we also

         4    look at Bill 144?

         5               MR. KATZ:  That's your judgment.  Ours

         6    is that if you put a bill in front of the Mayor and

         7    you get the City Council behind it, preferably --

         8    and I hope including yourself and Councilwoman

         9    Blackwell, who is the sponsor of 142 -- that sends

        10    a very strong message to the residents of the City,

        11    to the leadership of the City that this City

        12    Council is in support of continuing wage-tax

        13    reductions, and I hope you will.

        14               COUNCILMAN GOODE:  So is it fair to say

        15    you want 92 or nothing?

        16               MR. KATZ:  I was here to say that -- I

        17    think my statement stands on its words, which is,

        18    we are urging you to pass Bill 92, and we

        19    respectfully request Councilwoman Blackwell to

        20    withdraw for the moment Bill 142.

        21                  (Applause.)

        22               COUNCILMAN GOODE:  Thank you, Madam

        23    President.

        24                  (Applause.)

        25               COUNCIL PRESIDENT VERNA:  The Chair
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         2    recognizes Councilwoman Brown.

         3               MR. KATZ:  I made a mistake, Madam

         4    President; it's Bill 144.  I apologize.

         5               COUNCILWOMAN REYNOLDS BROWN:  Good

         6    morning, Mr. Katz

         7               MR. KATZ:  Good morning, Councilwoman

         8    Reynolds Brown.

         9               COUNCILWOMAN REYNOLDS BROWN:  It's

        10    clear, as is evidenced in your remarks and

        11    responses to Councilman Goode that you understand

        12    and accept that all of us for wage-tax reductions.

        13               The question is:  How do we do this in a

        14    responsible manner?  And the critical question for

        15    me, as opposed to City Controller Jonathon Saidel,

        16    is how do we look to honor up this new obligation

        17    of $45 million to the School District?  And if

        18    we're talking about 2003 and beyond, given the

        19    highly unpredictable and tenuous nature of funding

        20    for the schools, how do we persue wage-tax

        21    reductions in a responsible way and honor up what I

        22    believe to be the number-one priority for this

        23    City, and that is the education of 219,000 kids.

        24               MR. KATZ:  Well, first of all,

        25    Councilwoman Brown, I think it's fair to say that
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         2    we stand behind you and this Council and commend

         3    you and support the fact that every member of this

         4    Council has been on record as favoring wage-tax

         5    reductions.  And for those of you who have been on

         6    the Council for six or seven years, you have voted

         7    for wage-tax reductions in every one of those six

         8    or seven years, and newer members like yourself and

         9    Councilman Goode have been supporting wage-tax

        10    reductions since you've arrived.

        11               I think that it's hard to always look

        12    back at history, but in 1992, when a new

        13    administration came into office, and the City faced

        14    a cumulative deficit going forward, in excess of a

        15    billion dollars, a combination of a new sales tax

        16    and the implementation of the Intergovernmental

        17    Cooperation Authority were not sufficient to

        18    restore fiscal health to the City.  It required

        19    some aggressive management changes by the

        20    Administration, by the City Manager's Office, and

        21    by the director and head of every single department

        22    of City government.

        23               The rallying cry at that time was that

        24    we were able to reduce spending without cutting

        25    services, and there are lots of examples and
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         2    demonstrated evidence of that skill and that

         3    leadership.  And I know that this Council and many

         4    of the members of this Council were a part of that

         5    effort, because we had no choice.

         6               And so I would urge you to go back and

         7    take a look at some of the strategies that were put

         8    in place here in the 1992 and '93 that were helpful

         9    in restoring the City's fiscal health.

        10               We are absolutely and unequivocally

        11    committed and support your decision to transfer

        12    $45 million of General Fund revenues to the School

        13    District of Philadelphia and to follow through on

        14    the commitment that the Mayor and the Governor made

        15    to bring fiscal health to the School District of

        16    Philadelphia.

        17               GPF supports that, GPF supported the

        18    Mayor's proposal for new stadiums, GPF supported

        19    the blight initiative, and GPF stands fully and arm

        20    in arm with Controller Saidel in believing that we

        21    can do that, and with sound management and

        22    creativity and with the leadership of the City

        23    government, which we know is there, to bring about

        24    the necessary spending controls that will enable us

        25    to keep the wage-tax cuts in place.
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         2                  (Applause.)

         3               COUNCILWOMAN REYNOLDS BROWN:  I thank

         4    you for that explanation.  In short, you're saying

         5    that we should be able to do both.

         6               MR. KATZ:  Well, we believe so, and we

         7    will support your efforts to do so.  And, like the

         8    Controller said, and I'm sure the Mayor will say,

         9    we're now talking about restoring wage-tax cuts to

        10    the second year of a five-year plan.  You have not

        11    yet voted on the budget for Fiscal 2004, and y ou

        12    won't have to until May 30th of 2003.

        13               I think what you're doing is, you're

        14    sending a powerful message to residents and to the

        15    business of Philadelphia that you're going to stay

        16    the course and reduce the wage tax.

        17                  (Applause.)

        18               COUNCILWOMAN REYNOLDS BROWN:  Finally,

        19    my second question to Mr. Saidel was putting

        20    wage-tax reductions, locking it in in cement

        21    through legislation; do you believe that that is

        22    good public policy?

        23               MR. KATZ:  I would prefer not to see

        24    that be the means by which we get the wage tax

        25    lowered.  I think every time the State takes
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         2    another step to usurp the home-rule powers of

         3    Philadelphia, it's not good for Philadelphia, and

         4    it further sets back the relationship between a

         5    city that desperately needs to have a good

         6    relationship with its state.

         7               But at the same time, the people who are

         8    elected to the legislature were elected by the same

         9    people who elected the people to City Council, and

        10    they are listening to their constituents, who are

        11    saying that wage taxes are too high and are forcing

        12    people out, and as would be the normal expectation

        13    of elected officials, they're going to try to

        14    respond to their constituents.

        15               COUNCILWOMAN REYNOLDS BROWN:  Very well,

        16    thank you, Mr. Katz.

        17               Thank you, Madam President.

        18               COUNCIL PRESIDENT VERNA:  Thank you.

        19               The Chair recognizes Councilman Clarke.

        20               COUNCILMAN CLARKE:  Good morning,

        21    Mr. Katz.

        22               MR. KATZ:  Councilman, how are you?

        23               COUNCILMAN CLARKE:  Good.  Just a couple

        24    of quick questions.

        25               Do you support the five-year strategy
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         2    for gross-receipts tax cuts?

         3               MR. KATZ:  Yes.

         4               COUNCILMAN CLARKE:  And you obviously

         5    support Bill 92.

         6               MR. KATZ:  Yes, sir.

         7               COUNCILMAN CLARKE:  Do you think that we

         8    can cut $290 million out of the budget and not

         9    affect services?

        10               MR. KATZ:  Yes, I do.

        11               COUNCILMAN CLARKE:  Okay, straight and

        12    simple.

        13               MR. KATZ:  That's $290 million over a

        14    five-year period.  You keep using that number as if

        15    it was a one-year cut, and I don't know that I

        16    think we could do it in one year.

        17               COUNCILMAN CLARKE:  No, I referenced the

        18    Five-Year Plan.

        19               MR. KATZ:  Yes, sir, I do believe we can

        20    do that.

        21               COUNCILMAN CLARKE:  Okay, thank you.

        22               COUNCIL PRESIDENT VERNA:  Thank you.

        23               Are there any other questions of this

        24    witness?

        25                  (No further questions.)
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         2               COUNCIL PRESIDENT VERNA:  Thank you very

         3    much.

         4               MR. KATZ:  Thank you, Madam President.

         5               MR. MCPHERSON:  The Administration is

         6    next:  Janice Davis, Jim Cuorato, and Rob Dubow.

         7                  (Witnesses come forward.)

         8               MR. MCPHERSON:  And could we add a third

         9    chair to the witness table, please.

        10               MS. DAVIS:  Good morning.  The Budget

        11    Director will testify first.

        12               COUNCIL PRESIDENT VERNA:  Do we have

        13    copies of your testimony, Mr. Dubow?

        14               MR. DUBOW:  The first piece of testimony

        15    we're giving --

        16               COUNCIL PRESIDENT VERNA:  I'm sorry, I

        17    didn't hear you.  Do we have copies of your

        18    testimony?

        19               MR. DUBOW:  No.  I'm really just giving

        20    you a short statement on Bill No. 020116 before our

        21    testimony on the wage-tax bills.

        22               COUNCIL PRESIDENT VERNA:  Do we have

        23    copies of testimony on the wage-tax bill?

        24               MR. DUBOW:  Yes.

        25               COUNCIL PRESIDENT VERNA:  Do you mind if
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         2    we have that circulated, please, while you're

         3    testifying?

         4               Okay, please proceed.

         5               MR. DUBOW:  The Street Administration

         6    strongly supports Bill No. 020116, which will

         7    provide a $1,000 tax credit for a job created by

         8    business expanding within or locating to

         9    Philadelphia.  The bill currently caps the total

        10    amount of tax credits approved in your

        11    (indiscernible) Program at 10 percent of all

        12    revenues collected by the City through the

        13    business-privilege tax during the previous year.

        14               After consultation with Councilman

        15    Goode's Office and the City Solicitor's Office, the

        16    Administration would like to make several technical

        17    amendments to the bill to make it consistent with

        18    the State legislation and to cap the City's total

        19    liability to 1 percent rather than 10 percent of

        20    business-privilege tax revenues in Year 1.

        21               Under a similar new-jobs tax-credit

        22    program at the State level, the total value of tax

        23    credits awarded in Philadelphia has varied widely

        24    from year to year; however, in sum, less than

        25    $2 million in credits have been offered in each
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         2    year of the program in Philadelphia County.

         3    Although a City program would likely have more

         4    credit applications, we believe capping the credits

         5    available at 1 percent of BPT revenues would still

         6    allow a significant number of credits to be issued,

         7    while acceptably limiting the fiscal impact to the

         8    City.

         9               Thank you for your consideration of my

        10    testimony, and we're available for any questions

        11    you might have.

        12               COUNCIL PRESIDENT VERNA:  Thank you.

        13               Does Councilman Goode have a copy of the

        14    amendments?

        15               COUNCILMAN GOODE:  (Nods head.)

        16               COUNCIL PRESIDENT VERNA:  Thank you.

        17               Good morning.

        18               MS. DAVIS:  Good morning, Council

        19    President Verna and members of Council, members of

        20    the committee.  I'm Janice Davis, Director of

        21    Finance of the City of Philadelphia.

        22               While the Street Administration welcomes

        23    the debate about the City's taxes, the debate has

        24    been cluttered with --

        25               COUNCIL PRESIDENT VERNA:  Miss Davis, do
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         2    we have copies of your testimony?

         3               MS. DAVIS:  Yes, ma'am.

         4               COUNCIL PRESIDENT VERNA:  Are they

         5    presently being circulated?  We were hoping to have

         6    them by last Thursday.  They are presently being

         7    circulated, so if you don't mind waiting a moment.

         8               All right, please proceed.

         9               MS. DAVIS:  While the Street

        10    Administration welcomes the debate has been

        11    cluttered by a focus on one tax, the wage tax, and

        12    has been distorted by inaccurate and misleading

        13    information about the City's ability to make

        14    dramatic cuts in its tax structure.

        15               The debate is healthy; however, the

        16    debate should be focused on how the City can

        17    enhance its competitive position within its

        18    resources without jeopardizing its hard-earned

        19    fiscal health or the quality of life in the "City

        20    of Neighborhoods."

        21               As I will discuss, the Administration

        22    supports responsible, targeted tax reductions;

        23    specifically, we favor accelerated reductions in

        24    the business-privilege tax and wage-tax cuts only

        25    if the City's finances are healthy enough to allow
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         2    the City to make those reductions and make

         3    essential investments in City services and in

         4    economic development.  As a result, I am testifying

         5    in support of Bill 020030 and 020035.

         6               In putting together the FY'03-FY'07

         7    Five-Year Plan, the Street Administration focused

         8    not only on taxes, but also on services, on

         9    education, on investment in our economy.  Without

        10    initiative like the Neighborhood Transformation

        11    Initiative, without the City's dramatically

        12    increased investment in its school system, and

        13    without the Administration's commitment to

        14    enhancing citizen services, the City will not be

        15    competitive, even if it slashes wage-tax rate in

        16    half.

        17               As the Pennsylvania Intragovernmental

        18    Cooperation Authority pointed out in its report on

        19    the City of Philadelphia's five-year financial plan

        20    for FY '97 through FY '01, improved service levels

        21    need to be addressed in conjunction with taxes.

        22    There would be serious negative consequences for

        23    our services if taxes were cut too deeply.

        24               When the City initially implemented the

        25    tax-cuts program in FY '96, it promised the
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         2    Pennsylvania Intergovernmental Authority that it

         3    would review those cuts each year to ensure that

         4    they were affordable.  In preparing the FY '03-'07

         5    budget, the City determined that it could not

         6    afford the same level of tax cuts as had been

         7    included in earlier plans.

         8               A number of increased costs, combined

         9    with the lingering impact of the nation's first

        10    recession in a decade, made the FY '03-'07

        11    Five-Year Plan a particularly difficult one.  In

        12    fact, just the cost of the City's added

        13    contributions to the School District of

        14    Philadelphia and increased payments to the Pension

        15    Fund necessitated by the stock market's poor

        16    performance equal $400 million in increased costs

        17    over the course of the plan.  That $400 million

        18    averages to 80 million a year, which is more than

        19    the combined annual cost of the Free Library of

        20    Philadelphia and the Recreation Department.

        21               In essence, in the FY '03-'07 plan, the

        22    City's budget was forced to absorb the equivalent

        23    of the cost of two new major departments each year

        24    at the same time as the City's revenue growth

        25    slowed because of the recession.  Clearly, in order
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         2    to balance its Five-Year Plan while including the

         3    substantial increase in costs, the City had to take

         4    drastic action.

         5               The first place the Administration

         6    looked was to cuts, and the plan does include

         7    substantial reductions in costs.  In fact, the plan

         8    incorporates $227 million, a quarter of a billion

         9    dollars, in cost reductions, including the

        10    following:

        11               Eliminating 330 jobs, one-third of the

        12    non-uniformed positions that are vacated when

        13    employees leave through DROP.  In order to reach

        14    this goal the, Administration will work with the

        15    departments to see how they can improve their

        16    business processes to ensure that they can do more

        17    with less.  This initiative is projected to save

        18    $55 million over five years.

        19               Reducing the size of the City's fleet.

        20    By coupling this initiative with the reduction in

        21    the fleet acquisition budget, the Administration

        22    will reduce its vehicle purchase costs by more than

        23    30 million over five years.

        24               Requiring departments to reduce their

        25    personnel costs by 1.5 percent in FY '03, which



                                                                95

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    will reduce costs by $15 million a year, or

         3    75 million over the life of the Five-Year Plan.

         4    This is in addition to the DROP-related contraction

         5    discussed above.

         6               Finding $60 million in unspecified

         7    future cuts during the second through fifth years

         8    of the Five-Year Plan and reorganizing business

         9    processes in the Free Library and the Office of

        10    Fleet Management, which will save the City about

        11    $2.8 million over the life of the Five-Year Plan.

        12    Those cuts, however, were not enough to balance the

        13    City's plan.  The only way the City could have made

        14    further cuts was to reduce services.

        15               While it is easy to say that the City

        16    has a $3 million budget so it should be easy to

        17    find an additional 30 million in cuts, a closer

        18    examination of the City's costs make it clear that

        19    the City has far less flexibility than the simple

        20    examination of the aggregate General Fund budget

        21    would imply.

        22               The easiest way to look at the City's

        23    options is to break its costs down into three

        24    categories:  Non-personnel costs, personnel costs

        25    for departments that provide City services, and
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         2    personnel costs that provide essential costs for

         3    those agencies that provide direct services.

         4               Under non-personnel costs, first there

         5    are a series of costs that are legally required.

         6    The City cannot reduce these costs.  The best

         7    example of this type of costs are debt service, the

         8    City's annual service fee to the Pennsylvania

         9    Convention Center Authority, and payments of legal

        10    claims.

        11               Next are costs for services that are

        12    mandated and largely reimbursable, such as costs

        13    for providing care to abused and neglected children

        14    and payments for care at the nursing home.  In FY

        15    '03, the City will receive well over $500 million

        16    in reimbursements from State and federal sources

        17    for these costs.  Eliminating these costs would

        18    have only a minor impact on the City's bottom line

        19    since the City funds only 8 cents on the dollar for

        20    most of these service.  The consequences for the

        21    City's neediest residents would be devastating.

        22               In addition, there are a series of costs

        23    that, while not fixed, mandated, or reimbursable,

        24    are largely unavoidable, such as trash-disposal

        25    fees, utility payments, food services for
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         2    prisoners, and court costs.

         3               When all of the City's unavoidable

         4    non-personnel General Fund costs are added up, they

         5    equal $837.3 million.  That leaves under

         6    $300 million in non-personnel costs that can be

         7    cut.  Even those costs are often essential items,

         8    such as chlorine for swimming pools, books for

         9    libraries, uniforms for police and firefighters,

        10    and salt for snow-fighting.

        11               Further, the plan assumes that the

        12    government's departments will be able to pay for

        13    all of those non-personnel costs without any

        14    inflationary adjustment in costs in any year of the

        15    plan.  In other words, the plan assumes that if

        16    there are cost increases for such items as

        17    chlorine, the departments will have to find other

        18    efficiencies in order to cover those increases.

        19               Personnel costs.  Since substantially

        20    deeper costs in the City's non-personnel costs were

        21    unlikely, the Street Administration turned its

        22    attention to opportunities for reducing personnel

        23    costs.  The plan includes a reduction of over 300

        24    positions, in conjunction with an early retirement

        25    program, and most departments took a 1.5 percent
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         2    cut in their FY '03 personnel budget.

         3               None of the groups advocating tax reform

         4    have pushed for reductions in position in service

         5    departments, such as Police, Fire, Streets,

         6    Recreation, the Free Library, and Fairmount Park.

         7    Instead, the focus has been on internal support

         8    departments.  These internal support departments,

         9    however, have already taken reductions in staffing.

        10               For example, the Office of Fleet

        11    Management staff has gone from 451 positions at the

        12    beginning of the Street Administration to 391.  The

        13    Revenue Department staffing has gone from 330 at

        14    the beginning of the Street Administration to 308.

        15    And the Department of Public property has gone from

        16    238 to 212 positions.

        17               Additional personnel cuts to internal

        18    support agencies beyond those proposed in the FY

        19    '03-'07 plan would likely lead to a deterioration

        20    of the services that they provide to direct service

        21    departments, which, in turn, could lead to a

        22    reduction in services to the public.

        23               For example, it is the men and women in

        24    Fleet Management who maintain the 1,725 cars, vans

        25    and trucks used by the Police Department.  The same
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         2    staff services vehicles for the Streets Department,

         3    the Water Department, the Fire Department, and

         4    other departments across the City.

         5               While it is clear that deeper personnel

         6    cuts than those included in the plan would be

         7    difficult to achieve, the City is committed to

         8    finding additional efficiencies and to making

         9    further cost-cutting actions where feasible.

        10    However, given the obvious barriers to making more

        11    substantial cuts, it would be irresponsible to

        12    build a plan that assumed those cuts were made.

        13               Another argument that advocates of

        14    steeper tax reductions have made is that the City

        15    can afford to reduce taxes even further because its

        16    revenue estimates are too conservative.

        17    Ironically, the agencies making these arguments,

        18    PICA and the Controller's Office, are the very

        19    agencies that insisted in the early 1990s that the

        20    City move away from making the type of aggressive

        21    revenue projections that helped lead the City to

        22    the brink of fiscal collapse.

        23               Now, based on the City's performance

        24    during an unprecedented national economic

        25    expansion, these two agencies are pushing the City
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         2    to make those kinds of irresponsible revenue

         3    projections, even though the nation's economic

         4    climate has changed substantially.

         5               While the nation has begun to recover

         6    from its first recession in a decade, that recovery

         7    has not lead immediately to an increase in jobs,

         8    wages, and resulting revenues for the City.

         9    Instead, economists say there will be a lag, and

        10    the City will not begin to see a real upswing in

        11    jobs for as much as a year.

        12               Employment data is bearing out the

        13    economists' forecast.  The most recent data shows

        14    that the number of jobs in the City was 1 percent

        15    lower in February of 2002 than it was in February

        16    of 2001.  In addition, the FY '03-FY '07 Five-Year

        17    Plan already assumes that there will be a recovery.

        18    While wage-tax revenues have grown by 1.5 percent

        19    so far in FY '02, the plan assumes the growth will

        20    reach 3.25 percent by FY '04.

        21               As part of the push for the City to

        22    recklessly increase its revenue estimates, the

        23    Controller's Office has pointed to a supply-side

        24    effect from cutting taxes.  Using this argument,

        25    cutting taxes will lead to an increase in economic
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         2    activity that, in turn, will lead to an increased

         3    tax revenue.  While there is no doubt that tax

         4    decreases are good for the economy, economists have

         5    consistently said that it would be irresponsible to

         6    count on large supply-side effects in putting

         7    together a budget because the tiny size of that

         8    impact is just too unpredictable.  In fact, an

         9    economist at the Brookings Institute compared using

        10    supply-side effects to ancient priests examining

        11    the entrails of animals to predict policy outcome.

        12               Making the City's position even more

        13    difficult is that it faces a number of serious

        14    risks that could decrease its revenues or increase

        15    its obligations.  The following is a partial list

        16    of those contingencies.

        17               Despite significant improvement in the

        18    operation of PGW, it continues to create an

        19    enormous risk for the City.  For example, this

        20    winter, the City experienced the warmest heating

        21    season since 1910, resulting in a loss margin to

        22    PGW of approximately $30 million.  The FY'03-FY'07

        23    Five-Year Plan assumes that the City will receive

        24    $135 million in payments from people from PGW from

        25    FY '03 through FY '07.
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         2               However, without substantial emergency

         3    rate relief from the PUC, those payments are in

         4    jeopardy, as is the already weakened fiscal

         5    stability of the company.  The City could be forced

         6    to begin covering some of the utility's operating

         7    costs, including paying for gas and assisting with

         8    debt service.

         9               The City has 7800 families that are due

        10    to see their welfare benefits expire by June of

        11    this year.  If those families turn to the City for

        12    services, the cost would be significant.

        13               The City also faces a crisis in its

        14    Capital  Budget.  The City is approaching its

        15    constitutional debt limit and will not be able to

        16    borrow sufficient funds to cover major repairs to

        17    its facilities with capital dollars.  As a result,

        18    the City may have to turn to its Operating Budget

        19    to provide funding for some part of its Capital

        20    Program.

        21               The plan assumes that the City's Pension

        22    Fund will earn 9 percent annually.  If earnings

        23    fall short of those projections, the City will have

        24    to make larger contributions to the fund than those

        25    included in the plan.
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         2               At the end of June, the City collective

         3    bargaining agreements with its police officers and

         4    firefighters expire.  The FY'03-FY'07 Five-Year

         5    Plan does not include any additional funding for

         6    costs that are likely to be required by the new

         7    agreements.  Also, contracts for AFSCME's local 33

         8    and 47 contracts that expire in two years.  The

         9    Five-Year Plan makes no provision for any increase

        10    in costs associated with renegotiating those

        11    agreements.

        12               In its review of the FY'02-FY'06

        13    Five-Year Plan, PICA identified $195 million in

        14    quantifiable risks and contingencies.  None of

        15    those risks have been eliminated.  All of the

        16    people who are calling on the Administration to

        17    dramatically reduce its taxes are ignoring those

        18    risks.  They are asking the City to make dramatic

        19    reductions in its costs, without acknowledging the

        20    constraints of the City's budget.

        21               In addition, they would have the City

        22    recklessly increase its revenue projections in a

        23    way that is likely to lead to the City's incurring

        24    deficits in the near future.

        25               Over the last several weeks, various
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         2    groups have made recommendations about how they

         3    claim the City can painlessly make reductions in

         4    the wage tax that are far steeper than those

         5    included in any of the bills now before the

         6    Council.  Those methods for closing the gap range

         7    from speculative to the ridiculous.  Implementing

         8    those proposals would leave the City either with

         9    gaping holes in its budget or substantial

        10    degradations of City services.  Among the

        11    recommendations were the following:

        12               Not filling any of the positions vacated

        13    as a result of DROP Program.  Following this

        14    recommendation would mean that we'd lose 736

        15    employees in the Police Department and 468

        16    employees in the Fire Department.  It is hard to

        17    imagine how those kinds of reductions would not

        18    lead to service reductions.

        19               Selling the Philadelphia Gas Works.

        20    While the Administration is examining this

        21    possibility, the $122 million that this proposal

        22    was supposed to generate barely underestimated

        23    PGW's outstanding debt and completely ignores

        24    retiree-related unfunded liabilities that exceed

        25    $250 million.  As a result, it appears to be very
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         2    unlikely that the sale would generate anywhere near

         3    the benefit that the proposal estimated.

         4               Generating $77.4 million in savings from

         5    a change in the State pension law that has not yet

         6    been enacted.  Counting on revenues or savings from

         7    legislation that has not yet been enacted is

         8    exactly the kind of speculative practice that got

         9    the City into trouble a decade ago.  In fact, the

        10    legislation establishing PICA requires the City to

        11    base its projections on existing laws.

        12               Issuing debt to fund the revenue

        13    shortfalls that would follow from a dramatic

        14    reduction in the City's wage tax.  This proposal

        15    would have the City borrow to fund operating costs

        16    in anticipation of receiving speculative revenues

        17    that may or may not result from reducing the City's

        18    tax rate.  The City would be increasing its debt

        19    burden based on the hopes of receiving revenues

        20    that economists have said may be smaller than the

        21    amounts forecast and may not be received for many

        22    years.

        23               While there would clearly be some

        24    economic advantage to lowering the wage tax

        25    substantially, it is not intellectually honest to
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         2    say that those cuts will come without a price.  To

         3    afford those types of wage-tax reductions, or even

         4    the smaller reductions included in the bills now

         5    before City Council, we would have to reduce

         6    services.

         7               What services would have to be reduced?

         8    We would most likely start with discretionary

         9    services, the ones that we've added since the

        10    beginning of this administration, including tree

        11    removals, tree-trimming, and lot cleaning.  Even if

        12    we eliminated all of the new funding for trees and

        13    lots, however, that would only save $40 million

        14    over five years.  We would have at least another

        15    $80 million to cut from the budget from FY '03

        16    through FY '07.

        17               If we turned our attention next to

        18    non-public safety items, we could save money by

        19    closing recreation centers and libraries.  While

        20    such closings would inevitably result in the

        21    reduction of services, we wold base our closure

        22    decisions on usage.  If we close 23 pools, 17

        23    recreation centers, and 4 branch libraries, we'd

        24    save another $16 million over five years.  The

        25    combined savings from eliminating our street tree
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         2    and lot-cleaning programs and cutting recreation

         3    centers, pools, and libraries would be about $56

         4    million, less than half of the savings that we

         5    would need.

         6               We would then have to turn to some

         7    public-safety reductions.  If we eliminated four

         8    engine companies, four ladder companies, and one

         9    battalion company from the Fire Department, we

        10    would save 54 million to bring our total savings to

        11    110 million.

        12               If we close the remaining $10 million

        13    gap by permanently reducing the size of the police

        14    force, we would eliminate 40 police-officer

        15    positions.  These cuts would have a serious impact

        16    on the quality of life in Philadelphia.

        17               While our tax structure would be more

        18    competitive, our package of services would be less

        19    competitive.  The benefit that we would receive

        20    from lowering taxes would be lost.  The proposals

        21    that others have put forward ignore the impact that

        22    lost revenues would have on services.

        23               In putting together its tax proposals,

        24    the Street Administration considered all of the

        25    factors that other people ignored.  After a



                                                               108

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    thorough analysis, the Administration concluded

         3    that it would be a better investment to put its

         4    tax-reduction money towards reducing its onerous

         5    anti-business gross-receipts tax, rather than to

         6    give taxpayers slightly more than $1 a month

         7    through the continued wage-tax reduction.

         8               It is for that reason that the Street

         9    administration proposed restructuring the

        10    tax-reduction program to maximize its impact by

        11    increasing the rate of reduction in the

        12    gross-receipts portion of the business-privilege

        13    tax and freezing the wage-tax reduction after one

        14    more cut.

        15               The Five-Year Plan cuts the City's tax

        16    revenues by an additional $170.4 million.  By the

        17    end of FY '07, the gross-receipts tax will have

        18    been cut to half of its FY '96 rate.

        19               In a published report, economist

        20    Dr. Robert Inman of the Wharton School said that

        21    reducing the business-privilege tax will lead to an

        22    increase in jobs.  Further, he added that the

        23    business-privilege tax is the only tax that the

        24    City could eliminate and actually increase its

        25    revenues.
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         2               Additionally, a survey of local

         3    businesses and the City's econometric model both

         4    supported the Administration's assessment of the

         5    gross-receipts tax.  Unlike the wage tax, which

         6    comprises such a large portion of the revenues that

         7    the City can't make meaningful reductions in it

         8    without jeopardizing its finances, the revenue

         9    provided by the gross-receipts portion of the

        10    business-privilege tax is small enough to permit

        11    meaningful reductions.

        12               The February 14 Daily News article

        13    titled "The Experts and Their Plans for Tax

        14    Reform," said that a Brooklyn urban affairs study

        15    commissioned by the Pew Charitable Trusts concluded

        16    that the wage tax would have to be reduced to

        17    2.79 percent to have any effect.  Even if such a

        18    reduction were phased in over five years, the City

        19    lose over 1.6 billion in revenue.  Clearly, the

        20    City cannot afford such a large-scale cut.

        21               The smaller-scale cuts included in

        22    Council Bill 020092 will not have a significant

        23    impact on individual taxpayers, but they will exact

        24    a serious toll on government's capacity to deliver

        25    services.  While the cuts the bill calls for when
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         2    the City's wage tax grows by less than 3.5 percent

         3    would save the average taxpayer about 50 cents a

         4    month, they would cost the General Fund

         5    $120 million over four years.  So while the average

         6    taxpayer would see its bill for City services go

         7    down by a pittance, the City's ability to deliver

         8    services throughout Philadelphia would be

         9    constrained.  That is a trade not worth making.

        10               It is also important to recognize that

        11    the gross-receipts tax reduction helps many

        12    industries.  The top-paying industries are

        13    wholesale trade, real estate, security and

        14    commodity brokers, health services, legal services,

        15    insurance carriers, retail food services, and

        16    retail.  These businesses pay the tax whether they

        17    ear a million dollars or lose a million dollars.

        18               Some examples from actual tax returns

        19    show how unfair the gross-receipts tax can be.  A

        20    wholesale company that lost $309,922 still owed

        21    $19,233 in gross-receipts tax.  A business-services

        22    company lost $67,803, but still owed $4,171.  And a

        23    retail food store that lost $240,568 owed $9,001 in

        24    taxes.  The tax made a bad year worse for these

        25    companies.
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         2               The bill proposed by Councilman Cohen

         3    also has laudable goals:  Reducing taxes for those

         4    with the lowest income.  That bill, however, would

         5    cost the City as much as $50 million a year, an

         6    amount that would force the City to reduce

         7    services.

         8               As the $170 million in tax cuts included

         9    in the plan shows, the Street Administration is

        10    still determined to cut the City's taxes as part of

        11    its strategy to make Philadelphia more competitive.

        12    We are committed to doing that in a responsible

        13    manner that will provide the City with the biggest

        14    benefit.

        15               As the Administration has said all

        16    along, we believe that the most appropriate way to

        17    achieve meaningful, affordable tax reform in

        18    Philadelphia is to couple it with statewide tax

        19    reform.  While statewide tax reform once seemed

        20    years away, it is gathering momentum.  Just last

        21    week, the Majority Leader of the Senate and the

        22    Majority Chair of the Education Committee sponsored

        23    a reform bill.  Philadelphia can take advantage of

        24    the passage of such a bill to make itself more

        25    competitive with cities around the nation.



                                                               112

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2               That concludes my testimony.  I'll be

         3    happy to answer any questions.

         4               COUNCIL PRESIDENT VERNA:  Thank you.

         5               Mr. Cuorato.

         6               MR. CUORATO:  Good morning, Council

         7    President Verna and members of Council.  I am James

         8    Cuorato, City Representative and Director of

         9    Commerce for the City of Philadelphia.

        10               I am pleased to have this opportunity to

        11    present testimony on the various bills that are

        12    being considered to reduce the City's taxes.  I

        13    would like to share with you both the results of a

        14    survey that we conducted last year, along with

        15    personal observations that I have made in dealing

        16    with businesses from nearly two years in this job.

        17    The perspective that I bring to you is from someone

        18    who is on the front line, if you will, in the

        19    effort to keep businesses here in the City growing

        20    and to attract new businesses.

        21               Although I will be the first to admit

        22    that this is not an easy task, I can tell you

        23    conclusively from my experience that reducing the

        24    wage tax along the lines of what has been proposed

        25    would not appreciably help this cause.  Reducing
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         2    taxes will, but it doesn't have to be the wage tax,

         3    as some have maintained.

         4               First, I will outline some of the key

         5    results of our business survey.  Last year, in my

         6    Operating Budget testimony before this Council, I

         7    announced a new program that our department would

         8    be launching.  It is called, quite simply, our

         9    "Business Outreach Program."  The concept is

        10    equally as simple:  We wanted to send small teams

        11    of economic-development professionals out to visit

        12    businesses throughout the City.  We wanted to

        13    solicit their feedback on the experience of doing

        14    business in the City, and we wanted to let them

        15    know we were there to help them grow.

        16               In cooperation with PIDC and PCDC, I set

        17    a goal of visiting 300 businesses in the first year

        18    of the program.  I also directed that the

        19    businesses be selected at random, and that we

        20    geographically distribute those selected such that

        21    we would visit approximately 30 businesses in each

        22    of the ten Council districts.

        23               We wrote to each member of Council prior

        24    to starting the program to determine if there were

        25    any specific businesses within your respective
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         2    districts that you wanted us to visit.  Some of you

         3    submitted some suggestions, but for the most part,

         4    the list was purely random.

         5               Working with the Finance Department, we

         6    developed a survey that our representatives would

         7    take with them on these visits.  The survey was

         8    designed to elicit honest feedback on all aspects

         9    of doing business in Philadelphia.  Businesses were

        10    assured that the individual surveys themselves

        11    would be kept confidential in order to allow for

        12    candid responses.  By November of last year, we had

        13    completed the first phase of the program.

        14               In developing the survey, we did not

        15    attempt to sidestep the issue of taxes; on the

        16    contrary, we met the issue head-on, and actually

        17    invited the respondents to tell us which taxes they

        18    would most like to see reduced.

        19               We also asked a wide range of questions

        20    regarding City services, the advantages and

        21    disadvantages of operating in Philadelphia, the

        22    likelihood that they would stay in the City, and

        23    what would influence their decision to stay.

        24               We received a number of suggestion on

        25    how we could improve the business climate in the
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         2    City.  To cite just one example, over 80 percent of

         3    respondents indicated that they would like to be

         4    able to conduct more business dealings with the

         5    City -- for example, license and permit

         6    applications -- via the Internet.

         7               We are following up with the  Mayor's

         8    Office of Information Services and the Managing

         9    Director's Office to work towards this goal.  In

        10    addition, the Commerce Department will be unveiling

        11    its new Website within the next 60 days.

        12               With respect to taxes, it was not a

        13    surprise that 51 percent of respondents indicated

        14    this as the primary disadvantage of operating a

        15    business in Philadelphia.  However, businesses

        16    noted several advantages to being in the City, with

        17    the largest percentage, 54 percent, noting that

        18    being here gave them direct access to their

        19    target-client customer base.

        20               When asked the question as to which tax

        21    they would most like to see reduced, the top two

        22    responses were the gross-receipts tax and the wage

        23    tax, and they were tied at 33 percent each.  No

        24    other City tax was mentioned by more than 9 percent

        25    of respondents.
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         2               The business-privilege tax was mentioned

         3    as most cumbersome by small businesses by a ratio

         4    of 34 percent to 24 percent over the wage tax among

         5    businesses with less than ten employees.

         6               The results of this survey, in my

         7    opinion, make a couple of points clear, and these

         8    are consistent with the personal observations that

         9    I will share with you in a few moments ago.

        10               First, we must take steps to reduce

        11    taxes in the City.  The Administration

        12    wholeheartedly agrees with this concept, and it is

        13    a very positive step that all parties agree on this

        14    approach.  It will certainly make our job easier.

        15               Second, there is no overwhelming

        16    clear-cut tax that is viewed as burdensome or

        17    onerous.  Our survey, in fact, indicated an even

        18    split over the two taxes in question.

        19               Third, in order to make Philadelphia a

        20    better place in which to do business, we need to

        21    address problems on a number of fronts, including

        22    tax reductions.  These steps include the

        23    aforementioned use of electronic services that can

        24    be utilized by businesses in their dealings with

        25    the City to simple things like better, more
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         2    customer-service-oriented training for those who

         3    interact with the public on a daily basis.

         4               We will be following up on all of the

         5    recommendations that came out of this report.  We

         6    will also be implementing Phase 2 of our program by

         7    visiting another 300 businesses this year.

         8               Moving away from quantifiable data, I

         9    also wanted to provide you with impressions that I

        10    have gathered from meeting with businesses during

        11    my time as the head of this department.  In

        12    addition to individual businesses, I have addressed

        13    dozens of business associations and community

        14    groups, ranging from a handful of people at a

        15    storefront in Frankford to hundreds gathered at a

        16    Building Owners and Managers Association luncheon

        17    to discuss business development in Philadelphia.

        18               What I have found consistently is that

        19    people are most concerned with quality-of-life

        20    issues and with finding ways to reduce the overall

        21    cost of doing business in Philadelphia.  As much as

        22    I hear complaints about taxes, I more often hear

        23    people talk about schools, public transportation,

        24    and the many wonderful amenities that this city has

        25    to offer.
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         2               The plan put forth by the Administration

         3    is both responsible, as the Finance Director has

         4    testified, and responsive to these concerns.  It

         5    does tangibly reduce the cost of doing business in

         6    Philadelphia by lowering the gross-receipts tax,

         7    but it also maintains the level of City services

         8    that are crucial to retaining and attracting

         9    businesses to Philadelphia.

        10               Quite frankly, whenever the subject of

        11    taxes comes up in the course of my job, I go to

        12    great lengths to remind people of all this city has

        13    to offer:  The best labor pool in the entire

        14    region, a superb mass-transit system that can

        15    easily and swiftly move that workforce throughout

        16    the City; recreational, cultural, and commercial

        17    amenities that arguably can be matched up with any

        18    city in the country; and an administration that is

        19    committed to creating a more business-friendly

        20    environment.

        21               I have also been asked whether or not it

        22    would be wiser to simply dispense with all of our

        23    economic-incentive programs and just reduce taxes

        24    across the board.  As the Finance Director has

        25    testified, such sweeping cuts are not feasible.
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         2    And with respect to our programs, I believe we use

         3    them judiciously to gain the most value for our

         4    investment.

         5               Some projects need no incentives.  The

         6    new office tower being constructed by Liberty

         7    Property Trust will proceed with no direct City

         8    subsidy.  They will simply take advantage of the

         9    ten-year real estate tax abatement on improvements

        10    that this Council authorized.

        11               But many smaller neighborhood projects

        12    need direct assistance in the form of low-cost

        13    financing or grants.  It is in those cases that we

        14    step in, situations where we can make a difference.

        15               I believe that we have been successful

        16    in using incentive dollars prudently to generate

        17    jobs for Philadelphians in neighborhoods throughout

        18    the City.  I also believe that the drastic wage-tax

        19    cuts would impede our overall economic-development

        20    strategy and would be harmful to both major

        21    projects and smaller neighborhood redevelopments.

        22               The Administration is on record as fully

        23    supporting the expansion of the Convention Center.

        24    It not an exaggeration to state that the future

        25    growth of our hospitality industry is tied directly
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         2    to expansion.  We will quickly lose our market

         3    share in the ever-growing convention and trade show

         4    industry and risk thousands of hospitality-industry

         5    jobs in the process.  Substantial wage-tax

         6    reductions will jeopardize the City's ability to

         7    pay its share of costs for expansion.

         8               On a smaller scale, we use our economic-

         9    stimulus funds to support hundreds of small

        10    businesses citywide each year, with such programs

        11    as security rebates, facade improvement grants, and

        12    marketing and planning grants.  These funds are, in

        13    many cases, crucial to the development of

        14    neighborhood commercial districts, and we have made

        15    a difference.

        16               Any revenue reductions which would

        17    negatively impact these and similar programs would

        18    be detrimental to our efforts to generate

        19    development and jobs in our neighborhoods.

        20               In summary, I would again just emphasize

        21    that the program put forth by the Administration

        22    offers the best scenario for business growth in

        23    Philadelphia by directly addressing the two most

        24    important factors to business:  Reducing the cost

        25    of operating a business in the City and maintaining
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         2    a superior quality of life.  I base this conclusion

         3    on both the results of our business outreach

         4    program and my personal experience as Director of

         5    Commerce.

         6               Thank you for the opportunity to present

         7    my views on this most important matter.

         8               COUNCIL PRESIDENT VERNA:  Thank you.

         9               The Controller's Office, in their

        10    report, made suggestions as to how the City could

        11    pay for various tax cuts.  What's the

        12    Administration's position on their suggestions?

        13               MR. DUBOW:  The Administration does not

        14    believe that the vast majority of those suggestions

        15    were realistic or used accurate projections.  I

        16    should note also that the Controller's Office

        17    appears to have updated that list last week with a

        18    new list of items, and we also did not think that

        19    that list contained realistic assumptions and

        20    projections.

        21               COUNCIL PRESIDENT VERNA:  Mr. Dubow, did

        22    you ever have a conversation with the Controller

        23    regarding the suggested cuts that could possibly be

        24    made?

        25               MR. DUBOW:  We had a conversation with
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         2    the Controller's Office before their tax policy

         3    report was issued.

         4               COUNCIL PRESIDENT VERNA:  Is it the

         5    Administration's position that the only way the

         6    City can cut additional taxes is by reducing

         7    services?

         8               MR. DUBOW:  No, that's not the

         9    Administration's position.

        10               The Administration has said, and Finance

        11    Director Davis's testimony has said, that if the

        12    State, for example, implemented statewide tax

        13    reform, that would allow us to reduce our taxes

        14    dramatically.  If the State assumed its

        15    responsibility for the courts, as it's been ordered

        16    to by the Supreme Court, that would allow us to

        17    reduce taxes.

        18               So there are other options, but if

        19    there's no other action along those lines, we do

        20    not believe that we can make dramatic reductions in

        21    our taxes without affecting services.

        22               COUNCIL PRESIDENT VERNA:  And you don't

        23    feel that the City can reduce expenditures through

        24    efficiencies and, therefore, not impact services?

        25               MR. DUBOW:  We do believe that we can
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         2    increase efficiencies, and the plan includes about

         3    a quarter of a billion dollars in reduced costs

         4    through efficiencies, so we do believe that, and we

         5    will continue to look for more efficiencies.

         6               But we don't believe that it would be

         7    responsible to assume those greater efficiencies in

         8    our budget as a way to pay for tax reform.

         9               COUNCIL PRESIDENT VERNA:  Has the

        10    Administration reviewed the report issued by the

        11    Pennsylvania Economy League entitled "Philadelphia

        12    Tax Rates and Their Relationship to Tax Bases and

        13    Tax Revenues"?

        14               MR. DUBOW:  Yes, we have.

        15               COUNCIL PRESIDENT VERNA:  And what is

        16    the Administration's opinion on the report?

        17               MR. DUBOW:  We think the report is very

        18    informative.  We think it's --

        19               COUNCIL PRESIDENT VERNA:  I'm sorry, is

        20    very...?

        21               MR. DUBOW:  It's a very informative

        22    report that has important information in it.

        23               We also believe, however, that it does

        24    not show how it would close the gap that would be

        25    created by the substantial reductions in taxes that
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         2    it calls for.

         3               We also note that even the projections

         4    included in the report assume substantial increases

         5    in real estate property so that part of what's

         6    happening is real-estate tax payments would go up

         7    to help pay for reductions in wage taxes.

         8               COUNCIL PRESIDENT VERNA:  Thank you.

         9               Mr. Cuorato, you say that the

        10    Administration is on record as fully supporting the

        11    expansion of the Convention Center.  To the best of

        12    my recollection, I did not see that in the budget,

        13    nor did I see it in the Five-Year Plan.

        14               MR. CUORATO:  Madam President, the

        15    position of the Administration is clear that we

        16    support the expansion of the Convention Center.  As

        17    I mentioned in my testimony, we believe it is --

        18               COUNCIL PRESIDENT VERNA:  I know you

        19    said that the Administration is in support of...

        20               MR. CUORATO:  We believe that it is

        21    vital to the future of the hospitality industry.

        22    I'm going to let Mr. Dubow --

        23               COUNCIL PRESIDENT VERNA:  And I am

        24    saying that it is not in the budget, nor is it, in

        25    my memory, looking over the Five-Year Plan, in the
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         2    Five-Year Plan.

         3               MS. DAVIS:  There's been no provision

         4    for it in the Five-Year Plan or the budget.

         5               COUNCIL PRESIDENT VERNA:  At this time,

         6    the Chair recognizes Councilman Mariano.

         7               COUNCILMAN MARIANO:  This is for

         8    Mr. Dubow.  Mr. Dubow, 79,000 gross receipts

         9    taxpayers -- is that a correct figure?

        10               MR. DUBOW:  Yes.

        11               COUNCILMAN MARIANO:  That came from your

        12    testimony?

        13               MR. DUBOW:  It's about that, that's

        14    right.

        15               COUNCILMAN MARIANO:  One of my staff

        16    handed it to me.  39,000 of these pay $100 or less;

        17    is that correct?

        18               MR. DUBOW:  That's correct.

        19               COUNCILMAN MARIANO:  Couldn't we just

        20    cut out those 39,000 to help -- were they people

        21    that sell Avon or, like, what are they?  Who pays

        22    $100 or less?  How much do you have to make to pay

        23    $100 or less?

        24               MR. DUBOW:  You have to have relatively

        25    small receipts to pay, yes.
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         2               COUNCILMAN MARIANO:  Give me a figure.

         3    What, what...

         4               MR. DUBOW:  I'd have to calculate that.

         5               COUNCILMAN MARIANO:  Couldn't we cut

         6    that, though?  I mean, would that -- how much would

         7    that cut in those 39,000, how would that help the

         8    City?

         9               MR. DUBOW:  I don't have the total tax

        10    number for that.

        11               COUNCILMAN MARIANO:  Can you get that to

        12    us?

        13               MR. DUBOW:  Yes, we can get that for

        14    you.

        15               COUNCILMAN MARIANO:  Thank you.

        16               COUNCIL PRESIDENT VERNA:  Thank you.

        17               The Chair recognizes Councilwoman Tasco.

        18               COUNCILWOMAN TASCO:  Thank you very

        19    much.

        20               Mr. Dubow, as we struggle here in City

        21    Council over these various bills, my question to

        22    you becomes:  What do you do if, for some strange

        23    reason, we're not successful in dealing with the

        24    wage-tax issue here in Philadelphia?  What will you

        25    do with the state's intervention in cutting the
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         2    wage tax?

         3               MR. DUBOW:  I'm not sure I understand

         4    the question.  What do you mean?

         5               COUNCILWOMAN TASCO:  Well, if the State

         6    decides that they would cut the wage tax for us in

         7    a more drastic way, what would --

         8               MR. DUBOW:  You mean, what would we do

         9    budgetarily?

        10               COUNCILWOMAN TASCO:  Mm-hmm.

        11               MR. DUBOW:  We'll have to go through our

        12    budget line by line and figure out where we'll make

        13    cuts, and we do not belive that we'll be able to do

        14    that without having a dramatic impact on services.

        15               COUNCILWOMAN TASCO:  Miss Davis, you

        16    outlined a number of --

        17               Well, back to you, Mr. Dubow.  If you

        18    had your druthers, wouldn't you rather have Bill

        19    92, or would you rather have the State's proposed

        20    cuts?

        21               MR. DUBOW:  I would rather have the City

        22    determine its own tax policy rather than have the

        23    State determine the tax policy for us.

        24               COUNCILWOMAN TASCO:  But you admit that

        25    92 would be a much easier bill to swallow?
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         2               MR. DUBOW:  Yes.  92 has lower

         3    reductions than the State bill.

         4               COUNCILWOMAN TASCO:  Plus it has some

         5    flexibility:  You don't pass it if you don't have

         6    the revenue to generate the revenue.  I mean, this

         7    is a year-by-year proposal, right?

         8               MR. DUBOW:  No, actually, it's different

         9    from most tax legislation we have 'cause most tax

        10    legislation we have is just for one year.  This

        11    bill actually sets tax for future years, which we

        12    don't normally do.

        13               COUNCILWOMAN TASCO:  If there are

        14    triggers.

        15               MR. DUBOW:  No, it has set reductions,

        16    and then if there is growth in wage-tax receipts of

        17    3.5 percent or more, it has additional reductions.

        18    So the base cuts...

        19               The base cuts are set and then the

        20    larger cuts are tied to triggers.

        21               COUNCILWOMAN TASCO:  But we can always

        22    revisit to reduce it, to stop it.

        23               MR. DUBOW:  That's right.

        24               COUNCILWOMAN TASCO:  Right, so we have

        25    the flexibility to do it just because that's what
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         2    we do here in City government, right?

         3               MR. DUBOW:  That's right, that's right.

         4               COUNCILWOMAN TASCO:  But if the State

         5    decides that they want to mandate that we cut the

         6    tax, then you don't have any flexibility at all.

         7               MR. DUBOW:  That's right.  The State

         8    would have to revisit that issue

         9               COUNCILWOMAN TASCO:  All right, thank

        10    you

        11               Miss Davis, in part of your testimony,

        12    you talked about some of the services that would be

        13    reduced, and you mentioned funding for trees and

        14    lots, and we went through a major debate in City

        15    Council about NTI, and it was my understanding that

        16    a lot of this stuff was a part of NTI.  How does

        17    that get impacted in this wage-tax cut?

        18               MR. DUBOW:  There is funding in the

        19    General Fund beyond what is included in the NTI

        20    proceed funding that goes for lot-cleaning and tree

        21    removal, so that is where --

        22               COUNCILWOMAN TASCO:  So in addition to

        23    the money that we appropriated and will be

        24    appropriated through NTI, you're saying that there

        25    are additional funds in the budget for tree -- is
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         2    that for this year or outgoing years?

         3               MR. DUBOW:  That's for this year and --

         4               COUNCILWOMAN TASCO:  Just this year?

         5               MR. DUBOW:  And each year of the plan.

         6    There is money for tree removal, there's money for

         7    lot-cleaning, and there's money to pay the debt

         8    service on the NTI bonds.

         9               And the NTI bond proceeds, I think, are

        10    what you were asking about, how that would be

        11    impacted, and they would not

        12               COUNCILWOMAN TASCO:  So why do we

        13    have -- we were told during the course of the NTI

        14    that all of those services were going to be a part

        15    of the NTI.  Why do you have some money in the

        16    budget for tree-trimming and some money in the

        17    budget under NTI?

        18               MR. DUBOW:  Well --

        19               COUNCILMAN TASCO:  And how do you know

        20    what do we request as a Councilperson and I don't

        21    want a tree trimmed, do I have to qualify? or are

        22    you going to tell me, Well, it's not in your NTI

        23    budget? but can I get it through the regular normal

        24    budget channels?  I mean, what will be the

        25    determining factor?
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         2               MR. DUBOW:  The Neighborhood

         3    Transformation Initiative is broader than just the

         4    bond proceeds so -- and I thought your original

         5    question was, how would the use of bond proceeds be

         6    affected by this?  And the answer to that question

         7    is:  No, but there's spending beyond the bond

         8    proceeds that could be affected if we had to look

         9    for service reductions.

        10               COUNCILWOMAN TASCO:  No, I asked you, I

        11    said I thought that the lot-cleaning and the

        12    tree-trimming were a part now of the NTI Program.

        13               MS. DAVIS:  They are, in fact, part of

        14    the NTI Program, but what Rob is explaining is that

        15    NTI is composed not only of those bond proceeds,

        16    but of some money in the Operating Budget that will

        17    be used to supplement those things on certain

        18    operational issues like cleaning lots and cutting

        19    trees that go sort of above and beyond what the

        20    proceeds from the bonds are intended to be used

        21    for.

        22               COUNCILWOMAN TASCO:  Could you tell me,

        23    in the little green budget but, you have the

        24    revenue funds actual for 2001 1 billion 59 thousand

        25    [sic], and then you have an estimates for 2002 as
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         2    $1,023,845,000.  Is that a true estimate?  Where

         3    are we in terms of those estimates?

         4               And then when you get to Fiscal Year

         5    2003, the revenue is up.

         6               MR. DUBOW:  Could you tell us what page

         7    you're on?

         8               COUNCILWOMAN TASCO:  There's no number.

         9    Let me see.

        10               Okay, it's opposite Page 2; it's Page 3.

        11               MR. DUBOW:  The first question I guess

        12    you're asking about is the drop from '01 to '02?

        13               COUNCILWOMAN TASCO:  Right.

        14               MR. DUBOW:  '01 was kind of an odd year.

        15    When Controller Saidel was up here, he talked about

        16    the change in accounting rules.  Because of that

        17    change in accounting rules, we accrued two months

        18    of additional revenue in '01 for the wage tax, so

        19    we're essentially showing 14 months of revenue

        20    there, so it looks like there were more collections

        21    than there will be in '02, but that's just a factor

        22    of the way the accounting rules changed.

        23               COUNCILWOMAN TASCO:  Explain 2003.

        24               MR. DUBOW:  Fiscal Year 2003 assumes

        25    that the base will grow by 2.57 percent, and that
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         2    will be slightly offset by the proposed reduction

         3    in the wage tax.

         4               COUNCILWOMAN TASCO:  Okay, thank you

         5    very much.

         6               MR. DUBOW:  Sure.

         7               COUNCIL PRESIDENT VERNA:  Thank you.

         8               The Chair recognizes Councilman Kenney

         9               COUNCILMAN KENNEY:  Thank you, Madam

        10    President.

        11               COUNCIL PRESIDENT VERNA:  You're

        12    welcome.

        13               COUNCILMAN KENNEY:  For the Finance

        14    Director, the City of Philadelphia along with the

        15    City of Detroit were the only two major cities in

        16    country in the last decade that had a net

        17    residential population loss:  Philadelphia lost 4

        18    percent and Detroit lost 7 percent.  Every other,

        19    major city, including New York City, for example,

        20    which is somewhat of an anomaly because of its size

        21    and economic condition, had a 15 percent domestic

        22    out-migration in the same period of time, but had a

        23    net 9 percent in population, which is an amazing

        24    24 percent overall turnaround.

        25               The thing that concerns me about, I
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         2    guess, the philosophical position of the

         3    Administration is that the largest number of

         4    people, the largest employers in the City of

         5    Philadelphia -- I think the top ten employers in

         6    the City -- are either government or nonprofit

         7    entities.

         8               And I think that if you couple the

         9    continued loss of population with the largest

        10    employers in the City being not-for-profits, what

        11    does that tell you as an economist or as a person

        12    who does economic analyses?  What is the long-term

        13    ability for the City to survive if government or

        14    nonprofits are employing everyone and the

        15    population's declining?

        16               MS. DAVIS:  Not being an economist --

        17               COUNCILMAN KENNEY:  Or someone that has

        18    financial experience and --

        19               MS. DAVIS:  Having dealt with the

        20    numbers, it could tell you one of two things:

        21    Either that this is an area that has, like the City

        22    of Washington, D.C., a very strong government

        23    presence, and is a good place for foundations --

        24               COUNCILMAN KENNEY:  I'm sorry, strong

        25    government presence?
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         2               MS. DAVIS:  A government presence, and

         3    is also a place that is favorable to foundations,

         4    and that's why you see not-for-profits.

         5               I don't think that, in isolation, that

         6    tells me anything specifically.  I would have to

         7    look at the sort of breakdown of the number of

         8    foundations you have, the number of

         9    not-for-profits.  Just hearing those numbers

        10    doesn't really give me a way to look into the

        11    future and say, you know, that spells doom and

        12    gloom for the City.

        13               COUNCILMAN KENNEY:  Well, then let's

        14    break it down just a little more narrowly.  The

        15    City of Philadelphia, I believe, is the second

        16    largest employer in the City of Philadelphia, and

        17    with a dwindling tax basis, a dwindling -- if you

        18    want to make a correlation to business, a

        19    diminishing number of customers.  Whether I'm

        20    running a furniture store or whether I'm running a

        21    government, I'm losing customers.  That then

        22    becomes the second largest employer in the entire

        23    city?

        24               I mean at some point in time, doesn't --

        25               MS. DAVIS:  Many economies thrive on
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         2    millions of small business --

         3               COUNCILMAN KENNEY:  No, no, you're

         4    missing my point.

         5               MS. DAVIS:  And that's --

         6               COUNCILMAN KENNEY:  You're missing my

         7    point.

         8               MS. DAVIS:  And we are losing -- we're

         9    losing -- we've lost population, but the population

        10    that remains is the population that needs services.

        11    It's the population that, because of our status as

        12    a county, we're having to take care of, and I think

        13    that growth that you're seeing in our work

        14    population is because of those county services.

        15               COUNCILMAN KENNEY:  There is no argument

        16    that our population, while diminishing, is becoming

        17    older and more needy.  That's exactly why I don't

        18    understand why the three of you extremely

        19    intelligent people are sitting there telling me

        20    that government and government spending and the

        21    maintenance of government services, despite the

        22    loss of its customer base, is the way we should

        23    continue to go.

        24               Because at some point in time, that

        25    continuing, shrinking group of people who have the
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         2    ability to pay for those services are going and

         3    moving elsewhere, and we're never turning it around

         4    under the model that we've employed thus far in our

         5    government's history.

         6               MS. DAVIS:  We're not supporting --

         7                  (Applause.)

         8               MS. DAVIS:  We are not supporting the

         9    expansion of government and the employment of

        10    additional people.  We are -- we have cut and our

        11    plan shows a reduction of 330 positions.  Further,

        12    when a lot of the departments are asked to take

        13    that 1.5 percent reduction in personnel, the first

        14    place they look, as I did, was to not fill

        15    positions, so there will be contraction in this

        16    plan, because there's no way a department can

        17    sustain a 1.5 percent cut in personnel on an

        18    ongoing basis without hitting that line.

        19               COUNCILMAN KENNEY:  Well, perhaps --

        20               MS. DAVIS:  So we are reducing

        21    government, and we're looking for more ways to do

        22    it

        23               COUNCILMAN KENNEY:  Well, are there more

        24    employees now in the City of Philadelphia than

        25    there were two years ago, more or less?
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         2               MS. DAVIS:  There are more.

         3               COUNCILMAN KENNEY:  Well --

         4               MS. DAVIS:  And I can give you the

         5    breakdown of where those are.

         6               COUNCILMAN KENNEY:  But the answer is:

         7    There are more

         8               MS. DAVIS:  There are more, there are

         9    more, and the bulk of --

        10               COUNCILMAN KENNEY:  And the commitment

        11    now, based on this entire debate, is that in the

        12    future, there will be less.

        13               See, government in itself does not have

        14    the ability to trim itself unless forced to do so,

        15    because government, by its own basic existence, is

        16    not to get -- it doesn't promote itself to get

        17    smaller; it promotes itself either to stay the

        18    same, maintain the status quo, or get bigger.

        19               And if -- over two years, considering

        20    all of the circumstances we are all well aware of,

        21    government got bigger in the last two years,

        22    despite the fact that we have continued to lose

        23    population.

        24               MS. DAVIS:  Yes, because independently-

        25    elected officials added 45 positions, we added 130
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         2    in DHS, 27 at the Library, 18 in Fire, 74 with

         3    police.  Those were the major increases.  Those

         4    added the significant change.  The remainder of the

         5    General Fund actually took a reduction in

         6    positions.

         7               COUNCILMAN KENNEY:  But in the long run,

         8    isn't it easier done when the reductions, the need

         9    to be fiscally disciplined, is imposed upon you

        10    because if it's not imposed upon you -- it's like

        11    in your own spending at home.  I mean, if you have

        12    to make a choice on whether you go out to dinner or

        13    maybe save a little, you know, it's much more fun

        14    to go out to dinner.

        15               But the point is, unless that's fiscally

        16    imposed, the discipline's imposed on you, as this

        17    bill would do, you're never going to change the way

        18    in which we deliver services.  We're going to

        19    continue to be government-heavy.

        20               MS. DAVIS:  If I could say that those

        21    cuts in personnel would extend to all of the

        22    elected officials -- independently-elected

        23    officials, that we would no exempt any groups, and

        24    we're forced into it across the board for everybody

        25    who comes before City Council, yes, that's the way
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         2    to go.

         3               The Administration is already looking at

         4    cutting; we're doing our part.  There are certain

         5    positions that we cannot cut.

         6               COUNCILMAN KENNEY:  Has the

         7    Administration increased or decreased the number of

         8    employees in the Mayor's complement over the last

         9    two years?

        10               MS. DAVIS:  There has been an increase

        11    there.

        12               COUNCILMAN KENNEY:  Well, then why would

        13    anyone sitting here today believe that in the near

        14    future, or far-distant future, there's going to be

        15    any change in the status quo if in fact the

        16    discipline is not imposed?

        17               MS. DAVIS:  Because even with that

        18    increase in that office, there has still been a net

        19    reduction in the General Fund of more than 100

        20    positions.

        21               COUNCILMAN KENNEY:  The deck chairs have

        22    been rearranged, I mean, basically.  I mean, we're

        23    reducing one area and we're adding in another, and

        24    in the net, it's not a zero-sum gain, it's not a

        25    decreasing number; it's an increasing number.
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         2               MS. DAVIS:  There's been a total loss in

         3    the rest of the General Fund, so we've not added

         4    one for one.  We've had a decrease.

         5               COUNCILMAN KENNEY:  Well, let me go back

         6    to the original question:  Are there more or less

         7    employees in the City of Philadelphia as we sit

         8    here today than there were two years ago?

         9               MS. DAVIS:  There are more.

        10               COUNCILMAN KENNEY:  Okay.  Do you

        11    believe at some point in time, the issue of whether

        12    the neediest people in the City get service is tied

        13    to the continued loss of population?  That in fact,

        14    if we continue to lose population in the tax base

        15    and the service needs continue to expand, aren't

        16    those people truly the ones that are in jeopardy?

        17               MS. DAVIS:  Yes.

        18               COUNCILMAN KENNEY:  So why not try a

        19    different approach, even for a short-term period of

        20    pain, if, in fact, what we've been able to see over

        21    the last six or seven years has been an increase in

        22    revenues partly contributed to by a reduction in

        23    taxes?

        24                  (Applause.)

        25               MS. DAVIS:  Our Five-Year Plan does



                                                               142

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    still cut taxes by $170.4 million.

         3               COUNCILMAN KENNEY:  Are there any

         4    tax-cut freezes, or have we -- did we stop the tax

         5    cuts in Fiscal Year '02?  We still have these

         6    ongoing tax cuts, even though they're small

         7    numbers?

         8               MS. DAVIS:  Yes.

         9               COUNCILMAN KENNEY:  And we intend to

        10    have them in FY '03?

        11               MS. DAVIS:  Yes.

        12               COUNCILMAN KENNEY:  Okay.  So why aren't

        13    there commensurate doom-and-gloom reductions in

        14    workforce in this year's budget process considering

        15    the fact that we're continuing to cut taxes, and

        16    what Bill 92 does is, it puts those tax cuts back

        17    and then accelerates them based on an increase in

        18    revenue collections.

        19               So if you just took one half of the 92

        20    bill, Bill No. 92, and put back the Rendell cuts,

        21    why are you not projecting decreases in services,

        22    layoffs, library closures, fire house closures,

        23    rec. center closures in the upcoming budget that

        24    we're debating now?

        25               MS. DAVIS:  We are starting to see the
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         2    impact of the change in the economy with the

         3    recession, and it is those things that have

         4    necessitating going forward that we reduce the

         5    amount of the tax cuts.

         6               We still have, and we are using in our

         7    Five-Year Plan, the surplus that has been generated

         8    over the past eight years.  It's the use of that

         9    surplus that allows us to go into '03 with all of

        10    the tax cuts in place.

        11               COUNCILMAN KENNEY:  Why would not that

        12    same surplus be able to be used for strategic tax

        13    reduction that most economists and people who have

        14    studied this indicate would, in fact, increase

        15    revenues and not decrease -- we could do the tax

        16    cuts by starting to use the surplus.

        17               I mean, I don't think that's the way to

        18    go, but if you want to maintain all of these

        19    important services, to start using the surplus to

        20    reduce the taxes would be acceptable 'cause I think

        21    what you're going to wind up seeing is an increase

        22    in tax revenues as a result of the tax reductions.

        23               MS. DAVIS:  The surplus is used down to

        24    $5 million through the Five-Year Plan, so the

        25    surplus, if you leap to that, is being, in fact,



                                                               144

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    used to reduce taxes over the plan, because it is

         3    eliminated, it goes down to $5 million by the end

         4    of the plan.

         5               COUNCILMAN KENNEY:  Mr. Cuorato, one of

         6    the things that you said in your testimony that was

         7    interesting to me, and I'd like to discuss a little

         8    bit, is what you have -- it's on Page 4.  "What I

         9    have found consistently is that people are most

        10    concerned with quality-of-life issues and with

        11    finding ways to reduce overall of doing business in

        12    Philadelphia.  As much as I hear complaints about

        13    taxes, I more often hear people talk about schools,

        14    public transportation, and the many wonderful

        15    amenities the City has to offer."

        16               Do you think that the problem we're

        17    having with our schools and the problem we're

        18    having with our neighborhood blight is a result of

        19    the tax structure driving people out over the last

        20    30 years?  Or what do you think caused that?  Do

        21    you think the loss of population and the loss of

        22    people who have tired with the unequal taxation

        23    levels in Philadelphia vis-a-vis the suburbs, do

        24    you think that -- what came first, the flight or

        25    the blight?
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         2               MR. CUORATO:  That's a very broad,

         3    philosophical question, Councilman.  I'll just --

         4               COUNCILMAN KENNEY:  I mean, you're an

         5    erudite individual and I've known you a long time.

         6    You're a very intelligent guy.  I'm sure you can at

         7    least ponder what may have come first.

         8               MR. CUORATO:  Well, I bring this

         9    perspective to you as someone who was born and

        10    raised here and have lived here all my life and

        11    have no intention of leaving.

        12               I think Philadelphia is a wonderful city

        13    and has a lot to offer.  I don't think that the tax

        14    structure, per se, is driving people out of

        15    Philadelphia.  I believe that people are leaving --

        16    that the loss of population that we have may be for

        17    a variety of reasons, but I personally do not think

        18    that it is directly tied to the tax structure of

        19    the City.

        20               COUNCILMAN KENNEY:  Don't you believe

        21    that the loss of businesses and the establishments

        22    of businesses within the outskirts of Philadelphia

        23    has caused people to not only figure out that they

        24    don't have to commute to work, but they give

        25    themselves a 4.5 percent raise by simply moving
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         2    closer to the business that relocated in Malvern in

         3    202, in South Jersey -- even in Camden these days,

         4    we're battling with Camden.

         5               I mean, do you think that people aren't

         6    intelligent enough to think that maybe if my

         7    business moved to the suburbs and I can move and

         8    follow my business while, at the same time, giving

         9    myself a 4.5 increase in my pay, that's not a

        10    significant factor in people deciding to leave the

        11    City?

        12                  (Applause.)

        13               MR. CUORATO:  Councilman, I think we're

        14    holding our own when it comes to retaining and

        15    attracting businesses.

        16                  (Jeers.)

        17               MR. CUORATO:  I will give you my opinion

        18    on what we need to do, and we're actually working

        19    on this with some of the organizations that you've

        20    been hearing from, and will hear from, as part of

        21    this wage-tax debate.

        22               We need to do a better job of marketing

        23    the City and all of its assets and the advantages

        24    that we have to offer.  I still believe, despite

        25    the best efforts of a number of people over the
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         2    years, that we are one of the best-kept secrets in

         3    America.  We have a tremendous amount to offer.

         4    When you look at the climate in the City and the

         5    various attractions that we have to offer, it is a

         6    good environment; it is a good environment to live

         7    in and it is a good environment to work in.

         8               But that message is not getting out, and

         9    we need to do more to do that.

        10               COUNCILMAN KENNEY:  Well, let me tell

        11    you -- and I don't doubt your enthusiasm for the

        12    City; I know you love the City, and I appreciate

        13    all of your efforts, all three of you.  I mean, I

        14    know you work very hard.

        15               I teach at Penn.  I don't know why I

        16    couldn't get into Penn but now I'm teaching there,

        17    but that's beside the fact.  I have had students of

        18    mine who have said to me -- and they're aware of

        19    the City, they're aware of the City's amenities,

        20    they're aware of the City's culture and fun, they

        21    love being at Penn, it's a tremendous, you know,

        22    asset to them to be matriculating through Penn.

        23               And they have said to me consistently:

        24    I will never, ever locate in this city as long as

        25    this city's taking 4.5 percent of my pay.
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         2               And those are people who are aware of

         3    all of the good things in the City, all of the

         4    amenities, all of the culture, all of the theater,

         5    and they're still deciding to go because of the

         6    economics.  And that brain drain that we're

         7    experiencing and the loss of their population, in

         8    their minds, these young, articulate, intelligent,

         9    eventually high-producing citizens are deciding,

        10    based on the bite that the City takes out of their

        11    check at $50,000 or $60,000 or $70,000 to start,

        12    they are not going to come here and stay here

        13    because of taxes.

        14               They don't have kids in the school

        15    system, they don't use City services as much as

        16    maybe some other City residents do.  Their main

        17    concern, after getting out of Penn, is getting out

        18    of the City because they're not paying 4.5 in the

        19    wage tax.

        20               And that's my experience.

        21                  (Applause.)

        22               COUNCIL PRESIDENT VERNA:  Councilman

        23    Kenney, there are a number of other Councilmembers

        24    that would like to ask some questions, so if you

        25    don't mind, we'll have a second go-around.
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         2               COUNCILMAN KENNEY:  Thank you, Madam

         3    Chair.

         4               The Chair recognizes Councilman DiCicco.

         5               COUNCILMAN DICICCO:  Thank you, Madam

         6    President.

         7               Good morning.

         8               Mr. Cuorato, I just want to pick up on

         9    your comment to Councilman Kenney where you suggest

        10    that the City has been doing a good job in

        11    retaining business and in attracting business.  And

        12    I will agree, during the time that I've had the

        13    pleasure of working with you, you've done a great

        14    job in particular in my district, and I appreciate

        15    that.

        16               MR. CUORATO:  Thank you, Councilman.

        17               COUNCILMAN DICICCO:  But how do you make

        18    that statement, what causes you to make that

        19    statement?  What is it that you're doing, or the

        20    City is doing, that is retaining businesses and

        21    attracting new businesses?  In a very brief

        22    statement, what is it that you do?

        23               MR. CUORATO:  Councilman, let me just

        24    correct, or modify, what I think I said in response

        25    to Councilman Kenney's question.  I believe I said
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         2    that we were holding our own, and I believe that we

         3    are.

         4               COUNCILMAN DICICCO:  I'm not

         5    suggesting -- and maybe I didn't say it right, that

         6    we're bringing more in and we're doing a better job

         7    than we could do.  We're doing a fairly decent job.

         8               How do you go about doing that?  What is

         9    it that leads you to make that statement?

        10               MR. CUORATO:  We have, between my

        11    department and the economic-development agencies

        12    that work for us, the point that I have emphasized

        13    more so than any others is outreach.  I want to get

        14    into every neighborhood in this city and let

        15    businesses know that this administration cares

        16    about them and wants to help them.  And we have a

        17    variety of programs that can help them.

        18               As I mentioned in my testimony, there's

        19    a lot of investment that happens in this city,

        20    that's going to happen just because businesses and

        21    people want to be in Philadelphia, but there are a

        22    lot of small- to medium-sized businesses that need

        23    help, such as low-cost financing, grants,

        24    infrastructure.  That's where we step in, that's

        25    what we've been doing, and that's where I think
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         2    we've been able to make a difference.  And I can

         3    provide you with dozens of examples businesses that

         4    we've helped.

         5               COUNCILMAN DICICCO:  Thank you.

         6               Would you agree that from the small-

         7    business person to the larger corporate, that some

         8    of the things that your department, PIDC, and

         9    others bring to the table are opportunities,

        10    financial opportunities:  They are grants, they are

        11    low-interest loans, we do TIFs, Tax Increment

        12    Financing deals, that they are not in themselves

        13    some sort of a financial inducement for people to

        14    want to stay, to encourage business to see stay and

        15    to expand?

        16               I mean, it's tax dollars that are going

        17    to help, and it's a good thing that we do that to

        18    help these businesses stay.

        19               Why not offer it in the form of wage-tax

        20    reduction?  It is -- what you're doing anyway now,

        21    with the TIFs and all of the of the other things

        22    that you and I just spoke of, are tax inducements,

        23    they're incentives that either reduce the cost of

        24    doing business or help them reduce the cost of

        25    doing business.
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         2               Don't you believe that the wage-tax

         3    reduction would also be an inducement or an

         4    incentive as well?

         5               MR. CUORATO:  Councilman, the incentives

         6    that we offer, as I stated in my testimony, I

         7    believe we use very judiciously and we use in those

         8    circumstances where they're needed.

         9               As I mentioned, there is a lot of

        10    investment that happens in Philadelphia in which

        11    the City has no direct involvement.  People want to

        12    be here; they come here, they invest their money,

        13    they start businesses.

        14               Where I want to use my resources is in

        15    specific instances where we can make a difference.

        16    If you're suggesting that the reductions in the

        17    wage tax would sort of clear the deck and remove

        18    the need for incentive programs --

        19               COUNCILMAN DICICCO:  No, I am not

        20    suggesting that.  It just becomes another piece of

        21    the pie, if you will, that makes it more attractive

        22    to do business, 'cause that's what you're doing,

        23    you're out there talking to the small-business

        24    person up to big-business person and saying, Look,

        25    we can help you.
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         2               And you and I have been working on a

         3    couple of companies in my district.  One is there

         4    now, Home Line Furniture Industries.

         5               MR. CUORATO:  Right.

         6               COUNCILMAN DICICCO:  The largest

         7    wholesale furniture distributor in the country.

         8    Their home base is here in Philadelphia, and they'

         9    want to stay, and I think you're doing a good job

        10    to keep them here, but they always talk to me about

        11    that wage tax.

        12               And I passed out to my colleagues -- and

        13    I'll pass it out to the panelists -- a letter from

        14    American Financial Services, a company that the

        15    Mayor spoke to about two weeks ago when he was

        16    asked the question about the wage tax, and he said

        17    that we have the possibility of bringing 1,000 jobs

        18    into the City of Philadelphia, and that probably

        19    hasn't happened for decades.

        20               This company will bring jobs that are

        21    paying an average salary of about $40,000 a year.

        22    And simple math tells you that at 4.5 percent of

        23    the wage tax, it's about 1.6 million, and if we

        24    reduced it to 4, we still got about $1.4 million in

        25    wage taxes.
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         2               But if you look at the letter, what he

         3    says is that they're contemplating -- with all of

         4    the good things that your department has put on the

         5    table, and they still have not made up their mind

         6    finally to come in, notwithstanding the wage tax.

         7               And to send a signal now, a message now,

         8    that we're going to discontinue the wage tax, I

         9    think, could be a deal-breaker here.  I'm not

        10    suggesting that they won't come, but I think if you

        11    read the letter again, they're suggesting that were

        12    it not for the wage tax, I don't think they would

        13    be contemplating; I think they'd be setting up shop

        14    today.

        15               So why don't we use the wage-tax

        16    argument -- and that's what I'm using, obviously --

        17    as one of the other tools, one of the economic

        18    tools we have been using to attract and retain

        19    businesses?

        20               MR. CUORATO:  Councilman, I think the

        21    issue gets back to what level of services the City

        22    can provide and what type of environment American

        23    Business Financial Services, or any other major

        24    corporation, would move into.

        25               As the Finance Director has testified,
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         2    if the reductions in the wage taxes are such that

         3    we need to cut the level of City services, that is

         4    not going to make my job any easier to attract a

         5    company like this.

         6               COUNCILMAN DICICCO:  Jim, you know and I

         7    know -- and I think Councilman Kenney spoke more

         8    eloquently on it than I probably will -- that if we

         9    continue to lose our tax base, those who have

        10    continue leave, the burden becomes greater on those

        11    who are left behind to provide those services for

        12    those who do not have.  It's simple.

        13               It's been greater, it's getting greater

        14    'cause we lose that working-class population, and

        15    the people who -- with the older population that we

        16    have, and we all agree on that -- demand more

        17    services, require more services, somebody has to

        18    pay for that.

        19               And if we don't continue to build our

        20    wage tax base, we'll never have enough; we're just

        21    going to go down that spiral.  As good as we're

        22    doing and as much as we've tried, we're not going

        23    to be able to retain businesses.

        24               Also, in your testimony, you stated that

        25    you did a survey of businesses with ten or less
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         2    people.  Did you do any survey similar to that with

         3    businesses that are over ten employees?

         4               MR. CUORATO:  Yes, Councilman.  Our

         5    survey of 300 businesses ranged from the smallest

         6    businesses, literally single proprietorships, all

         7    the way up to major corporations.  The statistic I

         8    cited in my testimony just covered those businesses

         9    of ten or less people, and that's who found the

        10    gross-receipts tax the most onerous.

        11               COUNCILMAN DICICCO:  But when that

        12    questions was posed in -- I'm sorry, when the

        13    survey was taken, was the question posed to them:

        14    Would you rather have either/or? or how do you feel

        15    about the fact that we would be stopping the wage

        16    tax but will continue to do the gross-receipts tax

        17    reduction?  Was that question in the survey?

        18               MR. CUORATO:  The question was:  Which

        19    tax in the City of Philadelphia would you most like

        20    to see reduced?

        21               COUNCILMAN DICICCO:  But they were not

        22    aware that at the time of the survey -- and correct

        23    me if I'm wrong -- that the survey was being

        24    conducted that the Mayor was going to propose

        25    stopping the wage-tax reduction?
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         2               MR. CUORATO:  That is correct.

         3               COUNCILMAN DICICCO:  So the survey could

         4    have turned out differently, could have.

         5               MR. CUORATO:  Could have.

         6               COUNCILMAN DICICCO:  Okay, one other

         7    question.  Also in your testimony, Mr. Cuorato, you

         8    mentioned that the fact that it is not an

         9    exaggeration to state that the future growth of the

        10    hospitality industry is tied directly to the

        11    expansion of the Convention Center.  "We will

        12    quickly lose our market share in the ever-growing

        13    convention and trade show industry and risk

        14    thousands of hospitality jobs in the process."

        15               Did anyone ask the question, was there a

        16    survey taken at the Convention Center, or people

        17    who do business with the Convention Center as to

        18    why we're only getting 25 percent repeat business

        19    at the Convention Center?  And did any one of them

        20    say it's because of the wage tax?

        21               MR. CUORATO:  No, Councilman, there's no

        22    question that our repeat business at the Convention

        23    Center has not been what it should be, and the

        24    issue that has been cited as one reason, perhaps

        25    the primary reason, has to do with labor issues,
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         2    and I think all parties are taking steps to correct

         3    that because we know if we do not resolve those

         4    issues, we will have no chance for a --

         5               COUNCILMAN DICICCO:  So reducing the

         6    wage tax really will not hurt the hospitality

         7    industry.

         8               MR. CUORATO:  Well, reducing the wage

         9    tax may impede our ability to fund what I expect --

        10    and I'm not being presumptuous in any way here

        11    because we've got a lot of approvals that we have

        12    to obtain, but reducing the wage tax could impede

        13    the City's ability to pay its share of expansion of

        14    the Convention Center.

        15               That's my position

        16               COUNCILMAN DICICCO:  My final question:

        17    The Mayor, in his budget address, mentioned the

        18    fact that for the first time in 20 years or so, we

        19    are now beginning to see housing development in the

        20    City of Philadelphia, thanks to the ten-year

        21    abatement.

        22               Again, every time we do something that

        23    reduces taxes, whether it's the wage tax or

        24    real-estate taxes, we see an upsurge, we see an

        25    uptake.
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         2               I think this is a no-brainer.  Had it

         3    not been for the abatement tax, had it not been for

         4    the conversion tax in 1997, with the national

         5    economy breaking all kinds of records, those

         6    formerly-vacant buildings that are now occupied

         7    with new residents would not have been converted.

         8               So why stop now reducing taxes?  I just

         9    don't understand it.  For me, this is a no-brainer.

        10               Had we not done the conversion bill, had

        11    we not done the abatement bill, we would not have

        12    had that increase in housing development in the

        13    City of Philadelphia.

        14               So why would not the same thing apply to

        15    reducing the wage tax?

        16               And the doom and gloom about all of

        17    these costs, I think, is inappropriate.  I don't

        18    think that's the way to go.

        19                  (Applause.)

        20               COUNCILMAN DICICCO:  And, Mr. Cuorato, I

        21    do appreciate all of the hard work that you do, and

        22    I understand that you work for the Administration.

        23    And you and I had a conversation a couple years ago

        24    about the gross-receipts tax, and I agreed with you

        25    then, that I thought it was really important.
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         2               And if you had to choose between the

         3    two, maybe that's the right way to bo, but I don't

         4    think we need to choose between the two; I think

         5    they should both be going down the same path

         6    together.

         7               Thank you.

         8               MR. CUORATO:  Thank you, Councilman.

         9                  (Applause.)

        10               COUNCIL PRESIDENT VERNA:  The Chair

        11    recognizes Councilman Rizzo.

        12               COUNCILMAN RIZZO:  Thank you, Madam

        13    Chair.

        14               I read in your testimony, and also I

        15    understand the Mayor said that he would be forced

        16    to reduce the Police Department by 40 police

        17    officers.  Do I understand that based on your

        18    testimony that 40 police officers have a value of

        19    approximately $10 million over five years?

        20               MS. DAVIS:  Yes, sir.

        21               COUNCILMAN RIZZO:  During the budget --

        22    I hate to have to bring this up again, but I must,

        23    since you're again using these tactics to close

        24    pools and reduce the Police Department.  During the

        25    budget process, I asked the Police Department to
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         2    provide information, that I'm still waiting for, on

         3    what the costs are that are associated with

         4    patrolling the Schuylkill Expressway, I-95, the

         5    Vine Street extension, Woodhaven Road, which, in a

         6    class one city, is normally the responsibility of

         7    the Pennsylvania or the state police of that state.

         8               In Philadelphia, we do it.  I think we

         9    should be entitled to some consideration, some

        10    reimbursement.

        11               Again, I understand that we have almost

        12    that number of police officers, or three tours of

        13    duty, 35, 40 police officers that are out there.

        14    So if you're telling me that 40 police officers

        15    over five years, so I want to equate to that it's

        16    going to cost of the City of Philadelphia to patrol

        17    those expressways $10 million over five years.

        18               And I've asked the people in Harrisburg,

        19    has this administration asked for any consideration

        20    on being reimbursed for that patrol that we provide

        21    on those expressways?

        22               And, again, I'm just using this as an

        23    analogy.  We provide police service for the

        24    Phillies, for the Eagles, some of it for traffic

        25    control is absolutely critical, important.  We
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         2    provide other services inside the stadiums when

         3    there's rowdy fans, we provide -- we patrol in the

         4    community -- again, necessary.  But some of it is a

         5    luxury, and I'm not sure how we account for that.

         6    How the City gets paid by the teams for that police

         7    security at various venues throughout the City.

         8               So I think before we start shutting

         9    police stations and swimming pools and recreation

        10    centers that we have our accounting in order to

        11    make sure that we're being reimbursed properly for

        12    the services that we provide.

        13               I'm still waiting for the Philadelphia

        14    Police Department to get back to me on how much we

        15    spend each fiscal year in patrolling those

        16    roadways.

        17               And it amazes me that we're facing this

        18    crisis and nobody -- at least from what I

        19    understand -- has asked the State to kick in a

        20    little bit because we're doing a job that they're

        21    supposed to be doing.

        22               So I hope you get my point here, that

        23    people that have been around this town -- if I

        24    counted up all the swimming pools that have been

        25    closed, or threatened to be closed, during my
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         2    lifetime -- and not one has been closed, by the

         3    way, that I know of, and many few have opened.

         4               So, again, to use these tactics is kind

         5    of getting old with me personally, to reduce

         6    firefighters.  Why don't we cut a couple of

         7    consultants?

         8                  (Applause.)

         9               COUNCILMAN RIZZO:  Thank you, Madam

        10    Chair.

        11               COUNCIL PRESIDENT VERNA:  The Chair

        12    recognizes Councilman Ortiz.  Is Councilman Ortiz

        13    at his desk?

        14                  (Councilman Ortiz not present

        15             at this time.)

        16               COUNCIL PRESIDENT VERNA:  Councilman

        17    Goode.

        18               COUNCILMAN GOODE:  Thank you, Madam

        19    President.

        20               Good afternoon, Mr. Cuorato.  The

        21    questions that I want to ask I really want to ask

        22    of Mr. Pizzi and Mr. Thornburg.  I'm going to

        23    support Bill 92 for what I think are the right

        24    reasons.

        25                  (Applause.)
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         2               COUNCILMAN GOODE:  But not for many of

         3    the reasons espoused by many people today.

         4               I want to first thank the Administration

         5    for their support of 116, the new-jobs tax credit

         6    bill.  I offered that bill because it's my belief

         7    that there is no direct correlation between

         8    incremental tax reform or tax reform and job

         9    creation.

        10               And for the record, would you state

        11    whether you do believe there's a correlation

        12    between incremental tax reform and job creation?

        13               MR. CUORATO:  Councilman, I'm not sure I

        14    understand your question.  Are you asking for my

        15    position on the bill that you introduced?

        16               COUNCILMAN GOODE:  No, I'm asking beyond

        17    the bill I introduced.  I introduced a bill in

        18    addition to supporting Bill 92 because I believe

        19    that there is no direct correlation between

        20    incremental tax reform and job creation.  I believe

        21    that we create jobs based upon a number of other

        22    factors:  The ability of a business to expand; and

        23    for reasons you that you espoused, business wanting

        24    to locate in Philadelphia because it's

        25    Philadelphia.
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         2               Is there, in your estimation, a direct

         3    correlation between incremental tax reform and job

         4    creation?

         5               MR. CUORATO:  I think it's fair to say

         6    that anything we can do to reduce the cost of doing

         7    business in Philadelphia will generate new business

         8    and create more jobs, and that's why the plan that

         9    the Administration has put forth, which would

        10    reduce the gross-receipts tax, I think, will be

        11    very helpful to us.

        12               I also agree with you, however -- and

        13    this gets back to a point that Councilman DiCicco

        14    was making.  In certain instances, I believe we

        15    need targeted -- programs that are targeted at

        16    specific businesses or industries, especially small

        17    businesses, and those are more effective than

        18    incremental tax reform.

        19               COUNCILMAN GOODE:  The reason why I

        20    support Bill 92 is I believe that we need to get to

        21    a better period of competitiveness down the road.

        22    If we stop now, we won't get there.

        23               But if somehow we don't get there

        24    anytime soon, I actually believe that, you know,

        25    certain things needs to be examined.
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         2               You started with the Commerce

         3    Department, with the City's economic development

         4    bureaucracy how long ago?

         5               MR. CUORATO:  I'm sorry, Councilman?

         6               COUNCILMAN GOODE:  You started in the

         7    City's Commerce Department how long ago?

         8               MR. CUORATO:  As the director?

         9               COUNCILMAN GOODE:  No.

        10               MR. CUORATO:  I worked in Commerce from

        11    1986 to 1994, left for six years, and then came

        12    back two years ago.

        13               COUNCILMAN GOODE:  Are you familiar with

        14    the wage-tax and job-creation statistics over the

        15    last 20 to 30 years?

        16               MR. CUORATO:  I'm generally familiar

        17    with the job-creation statistics over the last 20

        18    to 30 years.

        19               COUNCILMAN GOODE:  When was the last

        20    time we raised the wage tax?

        21                  (No immediate response.)

        22               COUNCILMAN GOODE:  It was July of 1983.

        23               MR. CUORATO:  July of 1983.

        24               COUNCILMAN GOODE:  Are you familiar with

        25    the City's experience in terms of net job creation
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         2    in the next three to five years after that?

         3                  (No immediate response.)

         4               COUNCILMAN GOODE:  It went up to the

         5    tune of --

         6               MR. CUORATO:  Mr. Dubow is saying it

         7    went up.

         8               COUNCILMAN GOODE:  Over the next -- a

         9    few years after we raised the wage tax to from

        10    4.31 percent to 4.96 percent -- under the Green

        11    Administration, not the Goode Administration -- the

        12    Goode Administration, over its first two years,

        13    created a net job total of about 33,000 jobs, and

        14    over the first five years, created a net gain of

        15    about 50,000 jobs.

        16               Can you explain how we raised the wage

        17    tax in 1983, yet had the largest period of economic

        18    job expansion in the last three decades?

        19                  (No immediate response.)

        20               COUNCILMAN GOODE:  That's a question I

        21    will save for the economists as well.  I'm going to

        22    ask Thornburg and Mr. Pizzi that, but the last time

        23    we raised the wage tax, we actually had the largest

        24    period of job creation in the history of

        25    Philadelphia.
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         2               MR. CUORATO:  I think -- I mean, I'll

         3    give you my perspective, Councilman, and perhaps

         4    the Finance Director of the Budget Director would

         5    have an answer as well.

         6               My perspective is that there are other

         7    factors involved in job creation, not simply just

         8    the wage tax, and a lot of it has to do with the

         9    national economy, a lot of it has to do with the

        10    perception that people have of doing business in

        11    the City, and those factors, I would assume, came

        12    into play at that time.

        13               COUNCILMAN GOODE:  Okay, I will save

        14    that question for Mr. Thornburg and Mr. Pizzi.

        15               Thank you again for your support of 116.

        16               MR. CUORATO:  You're welcome.

        17               COUNCIL PRESIDENT VERNA: The Chair

        18    recognizes Councilman Ortiz.

        19               COUNCILMAN ORTIZ:  Thank you, Madam

        20    Chair.

        21               Did we did lose population in the last

        22    two years?

        23               MS. DAVIS:  Yeah.  Based on the census

        24    numbers during that ten-year period, we did lose

        25    population.



                                                               169

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2               COUNCILMAN ORTIZ:  In the last year two

         3    years, in the last year?  Have we lost jobs in the

         4    last year?

         5               MR. DUBOW:  Yes, we have lost jobs for

         6    about the last year.  When the national economy

         7    started to turn down, we started to lose jobs.

         8               COUNCILMAN ORTIZ:  Just yes or no.  Yes?

         9               MR. DUBOW:  Yes.

        10               COUNCILMAN ORTIZ:  Not an explanation,

        11    yes or no.

        12               And we have had a negative job loss

        13    really over the last ten-year period and a negative

        14    population loss.  Of Philadelphia, I'm talking

        15    about.

        16               MR. DUBOW:  Philadelphia had population

        17    loss; it also, though, had a period of job gain

        18    during the second half of the '90s.

        19               COUNCILMAN ORTIZ:  And how many jobs

        20    were those, and how many of those jobs really went

        21    to Philadelphians?  I'm talking about

        22    Philadelphians right now, people who live in

        23    Philadelphia.

        24               MR. DUBOW:  I don't know.  I'd have to

        25    get back to you with that number.
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         2               COUNCILMAN ORTIZ:  'Cause we do create a

         3    lot of jobs; we have a lot of job creation in the

         4    construction industry, for example, but many of

         5    those jobs are not held by people who live in

         6    Philadelphia.  Is that true?

         7               MR. DUBOW:  There are many people who

         8    work in Philadelphia who don't live in

         9    Philadelphia, that's correct.

        10               COUNCILMAN ORTIZ:  All right.  And over

        11    the years, we have seen federal programs that have

        12    been aimed at creating jobs for Philadelphians; is

        13    that correct?  Model Cities is one , right, going

        14    back?  The Empowerment Zone is another one, the

        15    latest one.

        16               MR. DUBOW:  Yes.

        17               COUNCILMAN ORTIZ:  The latest

        18    incarnation of that is the Empowerment Zone?

        19               MR. DUBOW:  Yes, that's correct.

        20               COUNCILMAN ORTIZ:  Really, these have

        21    been jobs and money, millions of dollars, that have

        22    been put forward to transform blighted

        23    neighborhoods in a sense by creating entrepreneurs

        24    from those  communities and jobs within those

        25    communities.  Has that been the philosophical
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         2    background and theoretical background of those

         3    monies?

         4               MR. DUBOW:  Yes.

         5               COUNCILMAN ORTIZ:  Right?

         6               MR. DUBOW:  Yes.

         7               COUNCILMAN ORTIZ:  And we haven't seen

         8    the transformation of those neighborhoods, have we?

         9    I mean, North Fifth Street, Fifth and Cambria,

        10    Sixth and Indiana, Fourth and Allegheny, the

        11    biggest employment that find on those corners are

        12    drugs; is that true, right?

        13               Do we still have a 60 percent

        14    unemployment rate in those areas?

        15               MR. DUBOW:  I don't know whether the

        16    percent is right.

        17               COUNCILMAN ORTIZ:  Well, you should, you

        18    should.  You should you know what the unemployment

        19    rate in those areas is, because this is what we're

        20    talking about here.  What we have done every time

        21    we have increased that, and I've seen it, is that

        22    we have created a poverty of bureaucracy.  We have

        23    social programs because we have created more needy,

        24    but we haven't created the jobs that are

        25    necessarily for those individuals.



                                                               172

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2                  (Applause.)

         3               COUNCILMAN ORTIZ:  And the thing is that

         4    unless we change, unless we change, what we're

         5    going to have in this city is the very poor and the

         6    very rich and nothing in between.  And the very

         7    rich are going to be living in enclaves that are

         8    going to be walled.

         9               And unless we change -- and you haven't

        10    presented yet a comprehensive and cohesive plan of

        11    job creation by maintaining the status quo.  And if

        12    you maintain the status quo, as we have shown and

        13    has been shown by history, is that we're not going

        14    to create any more jobs, and the middle class will

        15    disappear in Philadelphia.

        16               And what we need for blacks and Puerto

        17    Ricans and other Latinos and so on is to create a

        18    brand-new middle class in this city, because they

        19    have already left.  We're the ones that are still

        20    here.  And unless we create an economic base for

        21    that -- like my niece the other day and her

        22    husband, he's a teacher, she's an accountant.  They

        23    just got married.  Like Jimmy Kenney said, they

        24    cannot afford the housing that they want, and they

        25    may be leaving Philadelphia because they can't
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         2    afford the other aspects in order to be able to

         3    maintain the quality of life that they expect to

         4    have, after going through college and becoming

         5    professionals.

         6               So what I want to hear is not in

         7    opposition of doom and gloom, but tell me, if you

         8    maintain the status quo, how we're going to begin

         9    bringing in population and how we're going to begin

        10    putting Puerto Ricans, blacks, and the people who

        11    live in this city to work, the people who live in

        12    the City mand create businesses that put our people

        13    to work?

        14                  (Applause.)

        15               MS. DAVIS:  Our acceleration of the cuts

        16    in the gross-receipts portion of the tax is

        17    intended to generate increased businesses.  As

        18    Dr. Inman said in one of his reports, it's the only

        19    tax that if we cut it, our revenues would grow.  If

        20    we could eliminate it, the revenues would grow

        21    because it would see the generation of jobs.

        22               It is not status quo.  We have shifted

        23    more into the tax that we felt would be the

        24    greatest incentive to development -- economic

        25    development.
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         2               That, paired with what we're doing with

         3    TIFs and tax abatements, with Councilmember Goode's

         4    bill, and with NTI, we feel very strongly we'll see

         5    the generation of jobs in neighborhoods that you

         6    envision for all of the people in Philadelphia.

         7               COUNCILMAN ORTIZ:  NTI does not even

         8    speak about job development, NTI doesn't even speak

         9    about that

        10               MS. DAVIS:  No, we're speaking of the

        11    improvement of the neighborhoods.

        12               COUNCILMAN ORTIZ:  We are not talking

        13    about seeing a city deteriorate or become another

        14    Detroit; we're talking about turning it around.

        15    And so far, we haven't heard that.

        16                  (Applause.)

        17               COUNCIL PRESIDENT VERNA:  The Chair

        18    recognizes Councilman Nutter.

        19               COUNCILMAN NUTTER:  Thank you, Madam

        20    Chair.

        21               Good morning, Miss Davis and --

        22               MS. DAVIS:  Good morning.

        23               COUNCILMAN NUTTER:  -- Mr. Cuorato and

        24    Mr. Dubow.

        25               Mr. Cuorato, let me just ask you a
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         2    couple questions, and then I'd like to move to

         3    Miss Davis.  On the first page of your testimony,

         4    you say, "Although I will be the first to admit

         5    that this is not an easy task, I can tell you

         6    conclusively from my experience that reducing the

         7    wage tax along the lines of what has been proposed

         8    will not appreciably help this cause."

         9               Can you tell me what that experience is.

        10               MR. CUORATO:  The experience,

        11    Councilman, is dealing with businesses who are

        12    interested in a number of issues, not just -- not

        13    just taxes.  They are concerned about access to

        14    their customer base, they're concerned about

        15    available labor pool, they're concerned about how

        16    they get their workforce to and from work, they're

        17    concerned about putting their employees in an

        18    environment where the employees feel as though they

        19    have recreational and cultural and other commercial

        20    amenities, putting their employees in a good

        21    environment.

        22               That is the one set of factors that I

        23    hear.

        24               The other set of factors that I hear is

        25    reducing the cost of business.
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         2               COUNCILMAN NUTTER:  Let's stay with your

         3    factors.  Now, what are we doing to address the

         4    factors that you've just mentioned?

         5               MR. CUORATO:  Well, I mean, we're

         6    supporting the economic-development projects that

         7    will be attractions that will further the climate

         8    in Center City, Philadelphia.  We just had the

         9    Kimmel Center opening, the Independence Visitor

        10    Center opening; we're making developments in our

        11    historic area, making developments to our airport,

        12    making developments to our waterfront.

        13               Those are all projects that we're

        14    supporting that will improve the attractiveness of

        15    living and working in Philadelphia.

        16               COUNCILMAN NUTTER:  So now, how many

        17    people have told you that they have moved, or plan

        18    to move, to Philadelphia because of the Kimmel

        19    Center?

        20                  (Laughter.)

        21               MR. CUORATO:  There have been a number

        22    of businesses that have cited the attractiveness of

        23    being in a Center City location because of

        24    attractions like the Kimmel Center.

        25               I deal with businesses every day,
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         2    Councilman.  Not a day goes by that I'm not talking

         3    to business about either staying and growing in

         4    Philadelphia, or trying to bring them in.

         5               And the subject of taxes come up; I'm

         6    not trying to deny that it doesn't.  But we have

         7    just as much of a discussion about the various

         8    advantages of being in Philadelphia, and in many

         9    cases, when I'm talking about large corporations in

        10    Center City, Philadelphia, and every one of these

        11    businesses either cites, or won't deny when I bring

        12    up the fact, that being in Center City,

        13    Philadelphia has many, many advantages, such as the

        14    Kimmel Center, such as the great restaurants, such

        15    as the great shopping, such as the great museums,

        16    such as the great cultural attractions.

        17               COUNCILMAN NUTTER:  Well, what do those

        18    attractions do for their bottom line?

        19               MR. CUORATO:  That gets to the other

        20    side of the equation:  The reducing-the-cost-of-

        21    business side.  I'm talking about --

        22               COUNCILMAN NUTTER:  So those issues have

        23    nothing to do with what their primary business is

        24    about; those are just nice things to have.

        25               MR. CUORATO:  I'm saying that when a
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         2    business looks to either relocate into Philadelphia

         3    or stay and grow in Philadelphia, they look at a

         4    variety of factors:  Taxes and the cost of doing

         5    business is one.

         6               COUNCILMAN NUTTER:  Mm-hmm.

         7               MR. CUORATO:  Having their employees and

         8    their workforce in a very liveable, high-quality

         9    environment, where they have a lot of different

        10    options on things to do and places to go is

        11    another.

        12               COUNCILMAN NUTTER:  Okay, that's fair.

        13               Tell me what they say about taxes.

        14               MR. CUORATO:  Well, the comments that we

        15    hear about taxes are that the cost of doing

        16    business in Philadelphia is too high.  That is the

        17    general comment that we hear.

        18               COUNCILMAN NUTTER:  Okay.

        19               MR. CUORATO:  The results of the survey

        20    that we did last year, I think, pretty much bear

        21    out what I hear on a day-to-day basis.

        22               Yes, I hear complaints about the wage

        23    tax.  Equally as often, I hear complaints about the

        24    gross-receipts tax.

        25               The point that I have tried to make here
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         2    today is that we need to take a responsible

         3    approach and address both of those factors, which

         4    is to say, keep the quality of services that the

         5    City provides at a level where these businesses

         6    feel comfortable in and growing, but take steps to

         7    reduce the cost of business.

         8               COUNCILMAN NUTTER:  Mm-hmm.

         9               MR. CUORATO:  And that's what the

        10    Administration's program will do.

        11               COUNCILMAN NUTTER:  And the proposal by

        12    the Administration to continue cuts in the

        13    gross-receipts tax, stop the cuts in the wage tax,

        14    your position as the Commerce Director is that that

        15    proposal helps to reduce the cost of business to

        16    those businesses versus any other combination of

        17    reductions?

        18               MR. CUORATO:  Reducing the gross-

        19    receipts tax will reduce the cost of doing business

        20    in Philadelphia and will be a positive step for us.

        21               COUNCILMAN NUTTER:  And what does not

        22    reducing the rate of the wage tax do?

        23               MR. CUORATO:  It -- it maintains the --

        24    it enables the City to maintain the level of

        25    services that I believe we need --
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         2               COUNCILMAN NUTTER:  I didn't ask you

         3    that question.  What does not reducing the wage tax

         4    do for the business person and their costs?  That's

         5    my question.

         6               MR. CUORATO:  It -- it means that their

         7    employees will still have to pay the wage-tax rate

         8    after the '03 cut.

         9               COUNCILMAN NUTTER:  And so it does

        10    nothing for their costs, correct?

        11               MR. CUORATO:  That portion -- not

        12    reducing that portion of the tax does nothing to

        13    reduce their costs, that's correct.

        14               COUNCILMAN NUTTER:  Okay.

        15               MR. CUORATO:  But we're addressing it in

        16    other way:  We're addressing it by reducing the

        17    gross-receipts tax.

        18               The issue for me, Councilman, and for

        19    this administration, is reducing the cost of doing

        20    business.  If we reduce the gross-receipts tax, we

        21    are reducing the cost of doing business in

        22    Philadelphia.

        23               COUNCILMAN NUTTER:  And what's the

        24    impact to the average business?

        25               MR. CUORATO:  The impact of reducing the



                                                               181

         1        4/8/02 WHOLE COMMITTEE - TAX-REDUCTION BILLS

         2    gross-receipts tax?

         3               COUNCILMAN NUTTER:  Mm-hmm.

         4               MR. CUORATO:  It depends on the type of

         5    business.  There are certain businesses with small

         6    profit margins who are severely impacted.

         7               COUNCILMAN NUTTER:  What kind of

         8    businesses are we talking about?

         9               MR. CUORATO:  Councilman, the largest

        10    payers of the gross-receipts portion of the

        11    business-privilege tax were wholesale trade and

        12    durable goods, real estate, security and commodity

        13    brokers, health services, legal services, special-

        14    trade contractors, businesses such as those.

        15               I mean, I have a list of ten here that

        16    we could give you if you'd like.

        17               COUNCILMAN NUTTER:  Yeah, I'd be

        18    intrigued by the list, and I appreciate that

        19    additional information, but that wasn't my

        20    question.

        21               My question was:  What will it mean to

        22    this average business that you're talking about?

        23    What will it mean in real-dollar terms?

        24               MR. CUORATO:  Well, it will mean that

        25    many small businesses, and ever large businesses
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         2    who operate on small margins, will have the cost of

         3    doing business in Philadelphia greatly reduced.

         4               COUNCILMAN NUTTER:  I understand that.

         5    I'm asking you, what businesses?  Give me an

         6    example.

         7               MR. CUORATO:  Councilman, the Finance

         8    Director, in her testimony, cited three very

         9    compelling examples, and we will repeat those for

        10    you.

        11               COUNCILMAN NUTTER:  Are you talking

        12    about the ones that didn't make money and owe tax,

        13    right?

        14               MR. CUORATO:  These are actual tax

        15    returns.  A wholesale company that lost over

        16    $300,000 still had to pay nearly $20,000 in the

        17    gross-receipts tax.

        18               COUNCILMAN NUTTER:  Mm-hmm.

        19               MR. CUORATO:  A business-services

        20    company --

        21               COUNCILMAN NUTTER;  And what will this

        22    cut do for them?

        23               MR. CUORATO:  It will reduce that -- it

        24    will directly reduce the amount of gross-receipts

        25    tax that they have to pay.
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         2               COUNCILMAN NUTTER:  By how much?

         3               MR. CUORATO:  30 percent of, that nearly

         4    $20,000.  So it will directly shave approximately

         5    $7,000 off their bill, a direct reduction.

         6               COUNCILMAN NUTTER:  By Bill 30 that's in

         7    front of us today, they're going to automatically

         8    lose 30 percent?

         9               MR. CUORATO:  Over the life of the plan,

        10    over the life of the Five-Year Plan.

        11               COUNCILMAN NUTTER:  We don't have a

        12    five-year schedule in front of us.  We have one

        13    bill, Bill 30; it has one deduction.

        14                  (Applause.)

        15               COUNCILMAN NUTTER:  You don't have a

        16    five-year schedule; you have a one-year schedule,

        17    correct?

        18               MR. CUORATO:  That's correct,

        19    Councilman.  The Mayor has indicated --

        20               COUNCILMAN NUTTER:  Okay, the only

        21    five-year concept is in the Five-Year Plan; the

        22    Five-Year Plan doesn't outrank a bill, right?

        23               MR. CUORATO:  Yes.

        24               COUNCILMAN NUTTER:  So you don't have a

        25    five-year list of scheduled reductions; you have
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         2    one year of reduction, correct?

         3               MR. CUORATO:  Yes.

         4               COUNCILMAN NUTTER:  Okay.  Now let's

         5    talk about Table 10 in the survey.

         6               Table 10 in the survey on Page 23, you

         7    asked the number-one most important tax to reduce

         8    on a percentage basis.  The results were:  Gross

         9    receipts, 33; wage tax, 33.  It's a tie, correct?

        10               MR. CUORATO:  Correct.

        11               COUNCILMAN NUTTER:  And on Table 11, you

        12    said, the top 3 most important taxes to reduce on a

        13    percentage basis:  Wage tax was 77 percent; gross

        14    receipts was 69; use-and-occupancy, 39; and onward.

        15               So tell me what from Table 10 and Table

        16    11 propelled you to think that it should be one

        17    versus the other?

        18               MR. CUORATO:  Councilman, I am looking

        19    at Table 10, which asked people the number-one most

        20    important tax to reduce in the City, where we got

        21    an equal 33 percent response on gross-receipts and

        22    wage tax.

        23               COUNCILMAN NUTTER:  Right.  And out of

        24    that -- and, I guess, Table 11 and other materials

        25    that you received, a decision was made to reduce
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         2    one, stop the reductions in the other.

         3               I'm asking you, based on your survey

         4    conducted by an outside party, what compelled you,

         5    based on this information, to make a decision to

         6    continue reductions in one and stop the reductions

         7    in the other, when your own survey indicates that's

         8    the number-one issue is one and one between those

         9    two, and in an asked question of, give the top

        10    three, wage outranked everything else --

        11                  (Applause.)

        12               COUNCILMAN NUTTER:  And in the six

        13    sectors of the business type that you asked in your

        14    survey, consistently between Table 10 and Table 11,

        15    four of the six sectors, the number-one response

        16    was the wage tax.

        17               So I want to understand the methodology

        18    of how you decided, based on that survey data, that

        19    you would stop one, continue the other.  Tell me

        20    what led to that decision.

        21               MR. DUBOW:  Well --

        22               COUNCILMAN NUTTER:  Mr. Dubow, hold on

        23    for one second.

        24               This is a Commerce Department survey,

        25    right?
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         2               MR. CUORATO:  Councilman, it is the

         3    position of this administration that the gross-

         4    receipts portion of the business-privilege tax is

         5    more onerous, the most onerous tax that businesses

         6    face in Philadelphia.

         7               COUNCILMAN NUTTER:  Based on what?

         8               MR. CUORATO:  Based on surveys like this

         9    and based on --

        10               COUNCILMAN NUTTER:  Well, does this

        11    survey say that?

        12               MR. CUORATO:  This survey says that they

        13    are equal, they are equally onerous.

        14               COUNCILMAN NUTTER:  On one question,

        15    what's your number one, they're equal.  On a second

        16    question of top three, it's second.  And across

        17    sectors, four out of six say it's the wage tax, not

        18    the gross-receipts tax.

        19               So I'm going to ask you again:  Based on

        20    that information in Tables 10 and 11, how do you

        21    come to the conclusion that you should do one in a

        22    reduction and not the other?

        23               MR. CUORATO:  Councilman, this is not a

        24    decision that is made or a position that is taken

        25    based solely on this business survey.
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         2               COUNCILMAN NUTTER:  Tell me what other

         3    information you used.

         4               MR. CUORATO:  The other information that

         5    is used has to d with the level of services that

         6    the City can provide.  As the Finance Director has

         7    testified in great detail, drastic reductions in

         8    the wage tax will reduce the level of City

         9    services.

        10               In my opinion --

        11               COUNCILMAN NUTTER:  Well, let me ask you

        12    a question, let me ask this question:  What's your

        13    definition of "drastic reduction in taxes"?

        14               MR. CUORATO:  Reductions in the wage tax

        15    which will cause the level of City services to be

        16    reduced to an unacceptable level for businesses and

        17    residents.

        18               COUNCILMAN NUTTER:  And do you believe

        19    that Bill 92 does that?  What are the -- I need

        20    your definition and a rate that better defines

        21    "drastic reductions."

        22               Do you think restoring the cuts that we

        23    approved in the current fiscal year, in the

        24    Five-Year Plan that we're currently operating

        25    under, that those are drastic reduction?  Is that
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         2    your testimony?

         3               MR. CUORATO:  My testimony is that we

         4    can afford one more year of wage-tax cuts.  The

         5    position of this administration is that beyond

         6    that, we cannot afford further cuts in the wage tax

         7    without affecting the level of services that this

         8    city provides.

         9               COUNCILMAN NUTTER:  Mr. Cuorato, I

        10    appreciate your response; it's not an answer.

        11               I asked:  The restoration of the

        12    proposed level of cuts that are in the current

        13    Five-Year Plan, is it your definition and your

        14    testimony that those represent drastic cuts?

        15               MR. CUORATO:  They represent

        16    unacceptable cuts.

        17               COUNCILMAN NUTTER:  Based on what?

        18               MR. CUORATO:  Based on this

        19    administration's projections that we will not be

        20    able to maintain the level of City services that

        21    are an acceptable level for businesses and

        22    residents.

        23               COUNCILMAN NUTTER:  And so what do you

        24    propose we do with the wage tax going forward?

        25               MR. CUORATO:  Councilman, I'm going to
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         2    defer to the Finance Director.  If you still want

         3    to hear from me on that, I'll be glad to give you

         4    my answer

         5               COUNCILMAN NUTTER:  I want to hear from

         6    you as the Commerce Director as to what the

         7    Commerce Director's position is, and in the

         8    Commerce Department's position, you are the agency

         9    statutorily responsible for promoting the City as

        10    the City representative in being involved

        11    intimately with commercial activity in the City.

        12                  (Applause.)

        13               COUNCILMAN NUTTER:  I want to know what

        14    the Commerce Department and the Commerce Director

        15    plans to do about the City's over-reliance on the

        16    wage tax and the impact that it has on your ability

        17    to do your job.

        18                  (Applause.)

        19               MR. CUORATO:  The first time that you

        20    asked the question, I believe you asked, what will

        21    happen to the wage tax in the future in accordance

        22    with this administration's plans?  That's the

        23    question that I wanted the Finance Director to

        24    answer.  And then if it's acceptable to you, I will

        25    answer your second question.
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         2               COUNCILMAN NUTTER:  Fine.

         3                          -  -  -

         4                  (At this point in the

         5             testimony, stenographer Josephine

         6             Cardillo relieved by stenographer

         7             Lisa Bradley.)

         8                          -  -  -
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         2                (Proceedings now reported by Lisa C.

         3    Bradley, RPR.)

         4                           - - -

         5                MS. DAVIS:  The Administration is

         6    committed to reevaluating the wage tax and all tax

         7    reduction plan as our economy moves forward we see

         8    what our ability to cut them are.  We are committed

         9    to doing all that we can to make Philadelphia more

        10    competitive.

        11                COUNCILMAN NUTTER:  Thank you, Ms.

        12    Davis.

        13                The model that you're pursuing, do you

        14    have a report or an analysis of the proposal to stop

        15    the reduction in the wage tax and accelerate the

        16    reduction of the gross receipts tax even though

        17    there's no proposal in front of us today that does

        18    that?

        19                MS. DAVIS:  We have the analysis and we

        20    can share with you our analysis.

        21                COUNCILMAN NUTTER:  Well, Ms. Davis,

        22    that would be very nice.

        23                MS. DAVIS:  We did in fact -- we did

        24    substantial analysis to determine which way to go.

        25                COUNCILMAN NUTTER:  Maybe on a
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         2    going-forward basis it would nice to share that

         3    before we get to the hearing so that all of us can

         4    participate in these discussionis as it is

         5    ultimately our responsibility to actually vote on

         6    these matters.

         7                What does the analysis show?

         8                MS. DAVIS:  Our analysis and our

         9    discussions with economists show that if we had to

        10    choose a tax, the gross receipts portion of the tax

        11    was the way to go, that the small cuts that we were

        12    making in the wage tax were not focused enough to

        13    really serve as an economic development tool, that

        14    the debt to which we would have to cut that wage tax

        15    for it to actually spur economic development we

        16    could not afford.  And I think the PEL studies also

        17    shows that.

        18                COUNCILMAN NUTTER:  Why continue to do

        19    them at all?

        20                MS. DAVIS:  We could afford to do it one

        21    more year.  We wanted to give people a chance to get

        22    used to the idea of it not being there as we face

        23    into a tax that for us meant a greater likelihood of

        24    seeing the supply side effect that everybody talks

        25    about.
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         2                COUNCILMAN NUTTER:  And what economists

         3    have you talked to?

         4                MS. DAVIS:  Our contour of economic

         5    advisors.  We've looked at Dr. Inman's --

         6                COUNCILMAN NUTTER:  The Council produced

         7    a report for you?

         8                MS. DAVIS:  They do not issue formal

         9    reports.  We've looked at Dr. Inman's studies where

        10    he goes into great detail about the gross receipts

        11    portion of the net profits tax.

        12                COUNCILMAN NUTTER:  Did you not read the

        13    portion of his studies about the wage tax?

        14                MS. DAVIS:  He does recognize that there

        15    is a benefit to be derived by cutting the wage tax.

        16    However, the size of the cut required to have an

        17    economic development benefit, we are not able to

        18    sustain.

        19                COUNCILMAN NUTTER:  Was it a wrong

        20    policy for the City to follow Dr. Inman's

        21    recommendations back in 1995 to start this process

        22    in the first place?

        23                MS. DAVIS:  Those cuts were symbolic.

        24    They were symbolic of a government that was

        25    struggling with the fiscal stability and they gave
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         2    people hope, but at that point you weren't looking

         3    to tax reduction --

         4                COUNCILMAN NUTTER:  What do you think

         5    advocating stopping the cuts does?

         6                MS. DAVIS:  Stopping the cuts will

         7    prevent the City from revisiting what it visited in

         8    the early '90s, and that is what we're trying to

         9    prevent.

        10                COUNCILMAN NUTTER:  So your testimony

        11    now is that the incremental cuts will send the City

        12    into a fiscal spiral, is that your testimony?

        13                MS. DAVIS:  If we have to make $120

        14    million in cuts, we will impact services.  And it is

        15    a quality-of-life issue.

        16                COUNCILMAN NUTTER:  Are you saying just

        17    120 million or are we back to the 290 discussion.

        18                MS. DAVIS:  We have 170 million in the

        19    plan already.  It would be an additional $120

        20    million.

        21                COUNCILMAN NUTTER:  So tell me about --

        22    so you position is if you can't make enough cuts to

        23    have this big boom effect; you should not do them at

        24    all; is that the position now?

        25                MS. DAVIS:  Our position is not to make
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         2    the incremental cuts in a tax that we can't

         3    significantly impact but to focus those on a tax

         4    that we can impact where the economists and their

         5    studies show if we could eliminate the gross

         6    receipts portion of the tax, we would in fact see an

         7    increase in revenue.  Our decision was to focus what

         8    dollars we did have, and that's $170 million, on

         9    those cuts that we felt would generate the most to

        10    the economy in Philadelphia.

        11                COUNCILMAN NUTTER:  Well, let me ask you

        12    this question.  Dr. Inman has done a tremendous

        13    amount of work in this regard, and most recently is

        14    quoted as saying "Small or large, the wage tax cuts

        15    yield results.  Clearly a big cut is likely to have

        16    a beneficial effect on jobs and the economy, but a

        17    small cut will be beneficial.  This notion that we

        18    shouldn't do anything unless it's a whopping big cut

        19    I think is misplaced."

        20                Now is he right or is he wrong?  Is that

        21    inconsistent with anything that has gone on in the

        22    slightly mysterious world of the Council of Economic

        23    Advisors?

        24                MS. DAVIS:  When we discussed our tax

        25    proposal with our advisors, we were told that cuts
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         2    in the gross receipts portion of the tax were the

         3    way to go.  Now, what's being said today --

         4                COUNCILMAN NUTTER:  Now, did the Council

         5    of Economic Advisors give you this idea or did you

         6    develop the idea and ask them to review it?  How did

         7    that actually happen?

         8                MS. DAVIS:  We just talked to them about

         9    taxes in general and a tax reform program in

        10    particular and it developed.  I don't know whether

        11    we initiated it --

        12                COUNCILMAN NUTTER:  I understand.  I'm

        13    asking you did the Council of Economic Advisors

        14    develop the proposal to accelerate --

        15                MS. DAVIS:  This specific proposal --

        16                COUNCILMAN NUTTER:  Let me finish my

        17    question.  Did the Council of Economic Advisors

        18    develop the proposal to accelerate the gross

        19    receipts tax cuts and stop the wage tax cuts?  Is

        20    that their proposal?

        21                MR. DUBOW:  The Council told us that

        22    that was the tax that had the biggest impact.  Using

        23    that information, we developed the proposal.

        24                COUNCILMAN NUTTER:  And then what did

        25    you do with it?  Did you just notify them of the
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         2    final position of the Administration?  Did they take

         3    the plan and go over it?  Did they have an

         4    opportunity to do an independent assessment of the

         5    City's finances?  Tell us about the process.

         6                MR. DUBOW:  Well, we spend months with

         7    them going through the City's finances and talking

         8    about tax policy questions.  This came at the end of

         9    that process.  And we did meet with them after we

        10    developed our proposal and talked to them about what

        11    we were doing.

        12                COUNCILMAN NUTTER:  You didn't leave me

        13    much there, Mr. Dubow.  You had a lot of

        14    conversations, you talked about these ideas.  Let me

        15    make sure I understand.  You came up with this

        16    proposal within the Administration?

        17                MR. DUBOW:  That's correct.

        18                COUNCILMAN NUTTER:  And then you told

        19    them what you planned to do, is that correct?

        20                MR. DUBOW:  That's correct.

        21                COUNCILMAN NUTTER:  So the Council of

        22    Economic Advisors did not develop this idea; you

        23    talked to them about taxes, you came up with the

        24    idea, you told them what the idea was, and it was

        25    then left for them to say what?
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         2                MR. DUBOW:  They liked the idea.  They

         3    thought that it was the right way to do.

         4                COUNCILMAN NUTTER:  So they've endorsed

         5    that idea.

         6                MR. DUBOW:  Their advice to us was it

         7    was the right way to go.

         8                COUNCILMAN NUTTER:  So what do you

         9    attribute Professor Inman's comments that small or

        10    large, wage tax cuts are beneficial and that you

        11    should have a wage tax cut even if it small rather

        12    than try to wait for the day when you can do a big

        13    one?

        14                MR. DUBOW:  What professor Inman has

        15    told us is that in his ranking of taxes to cut, the

        16    first tax you should cut is the gross receipts tax.

        17    He also said --

        18                COUNCILMAN NUTTER:  I think he's also

        19    said that non-resident wage tax you actually should

        20    cut, but everyone understands that you're not going

        21    to have a non-resident wage tax without a resident

        22    wage tax; isn't that true?

        23                MR. DUBOW:  Well, what he said is gross

        24    receipts in the non-residential wage tax are about

        25    even but that the residential wage tax does not have
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         2    as big an impact as those two taxes and that you

         3    cannot reduce one -- or he didn't think it would be

         4    politically feasible to reduce one portion of the

         5    wage tax without the other.  That's correct.

         6                He's also said and what he's said in

         7    today's paper was he doesn't believe that you should

         8    make those -- let me take a step back.  He believes

         9    that any reduction in the gross receipts tax, any

        10    reduction in the wage tax is a good thing so long as

        11    it's coupled with keeping your budget balanced.

        12    And that's what the Administration believes, too.

        13                COUNCILMAN NUTTER:  And your position is

        14    there is nothing else to be done in this government

        15    over the next five years to make it more productive

        16    and more efficient?  We have maxed out on all

        17    efficiencies in the government of the City of

        18    Philadelphia; is that your testimony today?

        19                MR. DUBOW:  No, that is definitely not

        20    our testimony today.  Our testimony today is that

        21    the plan includes cuts already.  It includes about a

        22    quarter of a billion dollars in cuts that we will

        23    continue to look for other reductions in cost but

        24    that we don't believe it's responsible to base

        25    balancing our budgets on those cuts.
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         2                COUNCILMAN NUTTER:  What is the value of

         3    the proposed '03 wage tax cut?

         4                MR. DUBOW:  I think it's about

         5    $15 million.

         6                COUNCILMAN NUTTER:  And what's the value

         7    of the proposed --

         8                MR. DUBOW:  Give me one second, I just

         9    want to look it up.

        10                COUNCILMAN NUTTER:  -- '03 gross

        11    receipts tax cut?

        12                MR. DUBOW:  I'm sorry.  The total of two

        13    is about 15.7 million.  It's 11.3 in wage tax, 4.4

        14    in business privilege tax.

        15                COUNCILMAN NUTTER:  I'm sorry, 11 what?

        16                MR. DUBOW:  About 11.3 in wage tax,

        17    about 4.4 in business privilege tax.

        18                COUNCILMAN NUTTER:  4.4?

        19                MR. DUBOW:  About.

        20                COUNCILMAN NUTTER:  And what's the value

        21    over the balance of the plan the next four years on

        22    a year-by-year basis of the proposed accelerated

        23    gross receipts tax cut?

        24                MR. DUBOW:  In '04 there's about an

        25    additional 10 million.  So it's 4 plus another 10.
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         2    And then it's another 10.3 in '05, about another 9.3

         3    in '06, and about another 9 in '07.  So that it goes

         4    4 -- from the base of this year it would go 4.4 in

         5    '03, 14 in '04, 24.3 in '05, 33.7 in '06, and 42.6

         6    in '07.  It would probably be simpler just for me to

         7    get you this table.

         8                COUNCILMAN NUTTER:  It always is.

         9                So tell me, how do you get the 170

        10    number.

        11                MR. DUBOW:  The 170 is a combination of

        12    that -- if you added up those numbers, that's $119

        13    million.  And then the wage tax reduction, we lose

        14    that 11 million each year.  So over the life of the

        15    plan, it would cost us about $50 million.

        16                COUNCILMAN NUTTER:  What would the gross

        17    receipts tax cost have been in accordance with the

        18    present five-year plan?

        19                MR. DUBOW:  Over the life of the plan

        20    they would have been about 49 million instead of 119

        21    million.

        22                COUNCILMAN NUTTER:  49 --

        23                MR. DUBOW:  Yes.

        24                COUNCILMAN NUTTER:  -- versus the 119?

        25                MR. DUBOW:  That's correct.
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         2                COUNCILMAN NUTTER:  And did you explore

         3    any array or combination of the tax cuts that would

         4    still allow you to do both.

         5                MR. DUBOW:  When we were building our

         6    budget model, we played around with shifts between

         7    the two taxes.  But any reduction in the wage tax

         8    that was coupled with an acceleration of the

         9    business privilege tax left us with cuts that were

        10    so small in the wage tax that they really didn't

        11    have any meaning.

        12                COUNCILMAN NUTTER:  As we talked about

        13    earlier, presently you only have the '03 cut for the

        14    gross receipt tax and everything else is subject to

        15    the plan, and so what, you would come back every

        16    year with a new gross tax bill?

        17                MR. DUBOW:  Which is how we've done it

        18    over the last how ever many years we've had a tax

        19    reduction program.

        20                COUNCILMAN NUTTER:  Had you given any

        21    thought to just establishing a schedule of this

        22    accelerated cut?

        23                MR. DUBOW:  We had not thought about it.

        24                COUNCILMAN NUTTER:  How many jobs have

        25    we lost in the City over the last three years on a
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         2    yearly basis?

         3                MR. DUBOW:  We actually until about

         4    October 2000 were gaining jobs.  The year-to-year

         5    number from last February, we're down 5700 jobs.

         6                COUNCILMAN NUTTER:  What's the impact

         7    revenue-wise in the loss of 5700 jobs?

         8                MR. DUBOW:  What we've seen in our

         9    collections is that they've flatten out dramatically

        10    in the wage tax.  Our growth through the end of

        11    March was only about .6 percent over the year

        12    before.  We had been seeing increases of well above

        13    that before.

        14                COUNCILMAN NUTTER:  What's the

        15    expectation based on your model of the impact in

        16    terms of job growth with accelerating the gross

        17    receipts tax cut, stopping the wage tax cut?

        18                MR. DUBOW:  Our model what we've

        19    included in the plan is that the job losses will

        20    stop and that the economy will remain relatively

        21    static over the life of the plan.

        22                COUNCILMAN NUTTER:  What's that mean

        23    job-wise?

        24                MR. DUBOW:  It means no change in jobs.

        25                COUNCILMAN NUTTER:  Is that our game
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         2    plan?

         3                MR. DUBOW:  No.  What we hope happens is

         4    that jobs increase.  But we don't build our plan on

         5    that based on the way the economy has been going

         6    over the last year.

         7                COUNCILMAN NUTTER:  Well, Mr. Dubow, you

         8    heard me say this a couple times.  I'm hoping that

         9    my hair comes back, but unless I do something about

        10    it, the situation's probably not going to change.

        11    What are we doing?

        12                MR. DUBOW:  We're doing a number of

        13    things.  One is the acceleration of the gross

        14    receipts reduction.  Another is the establishment of

        15    the Neighborhood Transformation Initiative.  Another

        16    is all the things that the Commerce Department is

        17    doing.  We're doing a number of things to try to

        18    attract jobs.

        19                COUNCILMAN NUTTER:  What is it about NTI

        20    over the next couple years that's going generate

        21    jobs other than demolition?  We don't need to have a

        22    NTI discussion, but you raised it, so I do need to

        23    ask some questions.

        24                MR. DUBOW:  Well, briefly, what NTI is

        25    supposed to do is to re-invigorate neighborhoods
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         2    which should make them more attractive for people to

         3    move into.  And then the more people you have, the

         4    better your job market is and the more attractive it

         5    is to businesses.

         6                COUNCILMAN NUTTER:  Where is the

         7    anticipated growth in jobs or revenues from NTI in

         8    the five-year plan?

         9                MR. DUBOW:  We have not built any of

        10    that into the plan because we want to see it

        11    develop.

        12                COUNCILMAN NUTTER:  Well, do you believe

        13    there's going to be job increase and population

        14    increase and revenue increase or not?

        15                MR. DUBOW:  We believe there will be.

        16    We believe it will be a few years out, however.

        17                COUNCILMAN NUTTER:  Can you put on the

        18    record for us today, do you believe that we are

        19    still in or are we out of the recession?

        20                MR. DUBOW:  What the Feds have said is

        21    that the recession has ended.

        22                COUNCILMAN NUTTER:  What do you think?

        23    Would you like to comment upon Chairman Greenspan's

        24    view of the economy?

        25                MR. DUBOW:  I don't think I'll debate
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         2    the economy with Chairman Greenspan.  How that

         3    relates to our projections, however, is that one of

         4    the things that economists have said in particular

         5    as it relates to our market is that there's a lag

         6    between when recession ends and when jobs come back

         7    so that there is likely to continue to be some

         8    downward trend in our jobs at least for six months

         9    to a year.

        10                COUNCILMAN NUTTER:  The three of you are

        11    highly regarded professionals.  And Ms. Davis and

        12    Mr. Dubow end of having to keep track of the money

        13    and make sure that all of us don't spend our way

        14    into oblivion.  Do you believe that there's no

        15    circumstance or situation that if you were properly

        16    charged and directed to respond to the bills that

        17    are in front of us today that it is impossible for

        18    this government to respond over the course of the

        19    next five years to the kinds of tax package that

        20    would allow for both the Mayor's proposed reductions

        21    in gross receipts tax as well as minimally the

        22    reestablishment of the wage tax cuts that are in the

        23    current five-year plan?

        24                MR. DUBOW:  The answer to your question

        25    is no.  Clearly there are ways that we could



                                                               207
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    respond.  However, we're talking about $120 million,

         3    and we have to --

         4                COUNCILMAN NUTTER:  Mr. Dubow, you've

         5    said that a few times.  And I've been very kind

         6    about that.  You know as well as I do that at the

         7    moment we're not automatically talking about $120

         8    million.  You know that, first, there's no dispute

         9    about the proposed reduction in the FY '03 budget as

        10    it relates to the wage tax because there's a bill in

        11    front of us to do that from the Administration as

        12    well as in Bill 92.  You're talking about FY '04 at

        13    which time I believe that cut is approximately

        14    $11 million; isn't that correct?

        15                MR. DUBOW:  That's right.  But what I

        16    was starting to say was, that we have to have a

        17    five-year plan that's balanced.  The five-year plan

        18    will have all $120 million.  So in putting that plan

        19    together today we have to be able to identify what

        20    it is we can do.  When we put together the plan, we

        21    put together a list of the things that we felt we

        22    could do now.  That's the $227 million.  We would

        23    have to find another $120 million and identify it

        24    now in our plan.

        25                COUNCILMAN NUTTER:  Well, would you



                                                               208
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    identify it in the same way -- tell me in the

         3    current five-year plan what the items are on Line 20

         4    on Appendix 3, Page 1.  Tell me what those items

         5    are.

         6                MR. DUBOW:  Is that the unspecified

         7    future reductions?

         8                COUNCILMAN NUTTER:  That would be that

         9    line, yes.

        10                MR. DUBOW:  That's $60 million that we

        11    have every year but that has been consistently

        12    questioned and we've been told that we shouldn't

        13    make that any bigger.

        14                COUNCILMAN NUTTER:  But what is it?

        15                MR. DUBOW:  Every year we go to our

        16    departments and we give them target budgets.  And in

        17    the target budget reduction process they find cuts.

        18    That line represents that.

        19                COUNCILMAN NUTTER:  How did you arrive

        20    at that figure?

        21                MR. DUBOW:  The figure actually has been

        22    in the plan for several years.  It pre-dates me.

        23                COUNCILMAN NUTTER:  It's just standard?

        24                MR. DUBOW:  It's a standard line.

        25                COUNCILMAN NUTTER:  Where did it come
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         2    from?

         3                MR. DUBOW:  It probably came from

         4    whoever was budget director back when it was

         5    developed.

         6                COUNCILMAN NUTTER:  What does it

         7    represent?  What does it mean?

         8                MR. DUBOW:  It represents what we think

         9    our departments can do in future years to reduce

        10    costs.  Last week we talked to a couple of rating

        11    agencies and we asked them about ways we could show

        12    a plan that was balanced if we had tax reductions.

        13    One of the things we talked about was that line in

        14    specific.  They said that they didn't think -- they

        15    said it would raise questions for them if that

        16    number increased beyond where it is.

        17                COUNCILMAN NUTTER:  Well, usually when

        18    people raise questions, what they're looking for is

        19    an answer.  You would probably be creative in

        20    developing an answer, right?

        21                MR. DUBOW:  Well, the answers that we'd

        22    develop would have to be fairly specific.  And we've

        23    developed a list of cuts that we think we can do

        24    that don't impact services.

        25                COUNCILMAN NUTTER:  Well, tell me the
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         2    specifics of these right now.

         3                MR. DUBOW:  Of the cuts that we have in

         4    there?

         5                COUNCILMAN NUTTER:  The 60.

         6                MR. DUBOW:  As I said, the 60 are things

         7    that we're going to ask departments to do over time.

         8                COUNCILMAN NUTTER:  So the answer to the

         9    question is you don't have the specifics on the 60

        10    right now, right?

        11                MR. DUBOW:  That's correct.

        12                COUNCILMAN NUTTER:  So no matter what

        13    that number was, you wouldn't necessarily have the

        14    specifics of what the answer was to Line 20, whether

        15    it's for people here in Philadelphia, to a rating

        16    agency, or anyone else; isn't that correct?

        17                MR. DUBOW:  That's correct.  But the

        18    bigger that number is, the more speculative our plan

        19    becomes.

        20                COUNCILMAN NUTTER:  All right.  Are we

        21    anticipating -- can you make available to you us --

        22    are representatives from PIDC here?

        23                MR. DUBOW:  There's someone from their

        24    board right over there.

        25                COUNCILMAN NUTTER:  Yes, I know.  I
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         2    think he's going to have his own time at the table.

         3                Mr. Cronin, let me go back to you for a

         4    second and then I'll probably just finish up for the

         5    moment.  Was it your testimony earlier that

         6    Philadelphia was one of the best kept secrets in

         7    America?

         8                MR. CRONIN:  From a business standpoint

         9    I said I think we need to do a better job of

        10    marketing Philadelphia on a national level, yes.

        11                COUNCILMAN NUTTER:  Well, let me tell

        12    you one of the things about Philadelphia that is not

        13    the best kept secret.  It is a well-known fact

        14    analyzed by the Government of Washington, D.C.,

        15    analyzed by the Independent Budget Office of the

        16    City of New York, Philadelphia has the highest tax

        17    burden of any major City in the United States of

        18    America.  That is not a secret.

        19                (Applause.)

        20                COUNCILMAN NUTTER:  So let me go back

        21    and ask the original question.  What are we going to

        22    do about it?  What is the plan to get away from that

        23    particular distinction?  And how is any of that

        24    accomplished through this process?

        25                MR. CRONIN:  We are going to make cuts
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         2    in the one tax where we can make an appreciable

         3    difference which is the gross receipts portion of

         4    the business tax and reduce the cost of doing

         5    business in Philadelphia.  We're going to maintain

         6    the level of services at a level that are acceptable

         7    to businesses and residents in Philadelphia.  And

         8    we're going to continue supporting economic

         9    development projects, both large and small, which

        10    will create jobs and create new attractions to bring

        11    people into the City.

        12                COUNCILMAN NUTTER:  Mr. Dubow, let me

        13    finish up with you.  We had an exchange and then we

        14    started talking about something else.  As you

        15    mentioned, you may have to show $120 million over

        16    the four years, but the first year of that is the

        17    $11 million; is that correct?

        18                MR. DUBOW:  That's correct.

        19                COUNCILMAN NUTTER:  Do you know of

        20    anything statutorily or by way of the Charter that

        21    would prevent us in the course of that next fiscal

        22    year -- because all of this debate and discussion

        23    and argument is not about the upcoming fiscal year,

        24    correct?

        25                MR. DUBOW:  That's correct.
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         2                COUNCILMAN NUTTER:  It's about the next

         3    fiscal year.

         4                MR. DUBOW:  That's correct.

         5                COUNCILMAN NUTTER:  Is there anything

         6    that could happen or anything that prevents us from

         7    reevaluating our situation in the course of FY '04

         8    so as to have prevent the cataclysmic events that

         9    we've heard about over the past few days?

        10                MR. DUBOW:  There's nothing to stop us

        11    from reevaluating.  And actually, to go back to

        12    it --

        13                COUNCILMAN NUTTER:  Because we've set

        14    tax rates every year without a whisper for the last

        15    six years; isn't that correct?

        16                MR. DUBOW:  We've set tax rate a year at

        17    a time each year for the last six years, that's

        18    correct.

        19                COUNCILMAN NUTTER:  But whether it's a

        20    schedule or whether it's one at a time, there's

        21    nothing that still prevents this government or this

        22    City Council or the Mayor from proposing that based

        23    on the current information we may have to stop

        24    something; isn't that right?

        25                MR. DUBOW:  That's correct.
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         2                COUNCILMAN NUTTER:  So what's all the

         3    hysteria about?

         4                MR. DUBOW:  Well, what we're saying is

         5    that if we put these tax reductions into our plan,

         6    we have to balance the plan now, so we have to make

         7    changes to the plan now.

         8                COUNCILMAN NUTTER:  I understand that.

         9    So let me ask you this question.  Is the Controller

        10    wrong or irresponsible in his position on this

        11    matter?

        12                MR. DUBOW:  We disagree with the

        13    Controller on this matter.

        14                COUNCILMAN NUTTER:  I didn't ask you

        15    that.  I said, is he wrong or is he irresponsible?

        16                MR. DUBOW:  Well, we think he's wrong.

        17    That's why we disagree with him.

        18                COUNCILMAN NUTTER:  Is the Director of

        19    PICA wrong or irresponsible in this matter?

        20                MR. DUBOW:  Again, we think he's wrong;

        21    we disagree with him.

        22                COUNCILMAN NUTTER:  So you, not

        23    individually but as kind of the royal you,

        24    notwithstanding the elected fiscal watchdog of the

        25    City, notwithstanding a statutorily imposed entity
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         2    from the State called PICA that have to review our

         3    finances and sign off on them, you believe that your

         4    information is either better, superior, more

         5    responsible, and that the other two entities that

         6    have some obligation to review the City's finances

         7    are just flat out wrong and you have captured all

         8    the knowledge and information that could be had on

         9    this topic?

        10                MR. DUBOW:  I do not believe that

        11    anybody has captured all the information or

        12    knowledge on this topic.  I do believe, however,

        13    that our numbers are right.  And I believe that in

        14    order to make larger tax reductions, there will be

        15    some impact on services.

        16                COUNCILMAN NUTTER:  This is my last

        17    question.  What was the projection for the FY '01

        18    Fiscal Year in terms of collections?  What were your

        19    revenue projections for FY '01 in that year's plan?

        20                MR. DUBOW:  I'd have to go back and

        21    look.  I don't have that year's plan with me.  But

        22    you do.

        23                COUNCILMAN NUTTER:  Would you be

        24    surprised to know the actual was 60 million more

        25    than what you projected?
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         2                MR. DUBOW:  Well, there are two things.

         3    One, if you're looking at the actual as it's shown

         4    in the plan, that's because of the accounting change

         5    that we talked about that we accrued an extra two

         6    months of revenues in '01 that we normally wouldn't

         7    have accrued, so our revenues were higher.

         8                Now, there's another question which is,

         9    have those projections been higher over the years?

        10    And they were.  But we were making those projections

        11    in the middle of the longest economic expansion in

        12    the country's history.  We did not project that that

        13    expansion would go on forever.  So yes, there are

        14    years where revenues came in higher.

        15                COUNCILMAN NUTTER:  Expansions never go

        16    on forever.

        17                MR. DUBOW:  That's right.  So we did not

        18    project that it would.  But it went longer than we

        19    thought it would.  It went longer than anyone

        20    thought it would.

        21                COUNCILMAN NUTTER:  It appears that

        22    we're at least coming out of what we were just in,

        23    and at this critical moment we need a tax policy

        24    that actually makes some sense that can generate

        25    jobs, keep residents here, and attract other people
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         2    here.  And I don't necessarily see where the

         3    strategy that's been laid out accomplishes those

         4    goals.

         5                MR. DUBOW:  We have not seen in jobs

         6    data or in our collections data that we're coming

         7    out of it yet.

         8                COUNCILMAN NUTTER:  I'm sorry, say the

         9    last thing again.

        10                MR. DUBOW:  We haven't seen in the jobs

        11    data that we're getting or in the collections that

        12    we're getting that Philadelphia is coming out of it

        13    yet.

        14                COUNCILMAN NUTTER:  The accounting

        15    changes that you mentioned, they are in fact

        16    accounting changes, they are not a reflection of

        17    what you actually received and it is in fact a

        18    shifting around of when you account for certain

        19    revenues that clearly are still coming; isn't that

        20    right?

        21                MR. DUBOW:  That's right.  But the

        22    number that's shown as what we actually collected

        23    includes two more months of collections than what we

        24    had anticipated we'd collect when we made our

        25    projection.
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         2                COUNCILMAN NUTTER:   All right.

         3                Madam Chair, I'm finished.  I did want

         4    to ask if the representatives from the

         5    Administration are either staying around or are you

         6    going to leave or do you anticipate coming back?

         7                MR. DUBOW:  We're available whenever you

         8    want to ask us questions.

         9                COUNCILMAN NUTTER:  Thank you.  I

        10    appreciate it.

        11                Thank you, Madam Chair.

        12                COUNCIL PRESIDENT VERNA:  Thank you.  I

        13    understand that Councilman Kenney has a few very

        14    brief questions to ask.

        15                COUNCILMAN KENNEY:  Thank you, Madam

        16    President.

        17                Just a couple follow-ups.  The strategy,

        18    as I understand it, was to freeze the wage tax cuts

        19    for 2004, accelerate the gross receipts tax, and

        20    then reevaluate as time went on as to whether or not

        21    the cuts could be re-imposed; is that accurate?

        22                MR. DUBOW:  Correct.

        23                COUNCILMAN KENNEY:  Wouldn't it have

        24    been more prudent or can it be more prudent to have

        25    continued the reductions in the wage tax, accelerate
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         2    the gross receipts tax and then reevaluate as time

         3    went on?  Wouldn't it have kept us out of this room

         4    today?  And wouldn't it -- maybe it's a good thing

         5    we're in this room today because we're discussing

         6    more wide-ranging issues relative to the wage tax.

         7    But wouldn't that have been a better way to go about

         8    it if you wanted to accelerate the gross receipts,

         9    keep the modest wage tax cuts and then reevaluate

        10    the situation of the City?

        11                MR. DUBOW:  That would have been the

        12    easier way to go, but we were not able to balance

        13    the plan doing those two things.

        14                COUNCILMAN KENNEY:  See, because what

        15    confuses me a little bit, I think, is that the gross

        16    receipts tax reduction accelerations and the

        17    freezing of the wage tax reductions in 2004, does

        18    that not amount to basically a $50 million tax

        19    increase?  And I say that in this regard.  If we're

        20    stopping something we were doing and wind up at the

        21    end of the day with $50 million to spend on services

        22    than we had before, isn't that in fact a tax

        23    increase?

        24                MR. DUBOW:  I would disagree.  The tax

        25    rate is not going up.  The tax rate goes down one
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         2    more year.

         3                COUNCILMAN KENNEY:  We're going to have

         4    more money as a result -- we're going to have

         5    $50 million more as a result of freezing the wage

         6    taxes than we were projected at having in previous

         7    five-year plans; is that accurate?

         8                MR. DUBOW:  That's accurate.

         9                COUNCILMAN KENNEY:  And that increase of

        10    $50 million does not come from collections, it comes

        11    from freezing the reductions?

        12                MR. DUBOW:  Right.

        13                COUNCILMAN KENNEY:  So in effect is that

        14    not a tax increase?

        15                MR. DUBOW:  No.  It's a suspension of a

        16    reduction.  We have one more year of reduction.  The

        17    tax rate at the end of the five-year plan process

        18    will be lower than it was at the beginning of the

        19    plan process.

        20                COUNCILMAN KENNEY:  I understand.  But

        21    the net effect of it is $50 million more in the City

        22    coffers that the City can use as they see fit.  So

        23    in effect, without raising the rate, you've in fact

        24    increased taxes by $50 million.

        25                MR. DUBOW:  No.  Everyone's tax rate is
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         2    lower at the end of the plan than at the beginning.

         3                COUNCILMAN KENNEY:  I understand.  But

         4    the five-year plans that we have approved in the

         5    past have anticipated the continuation of those wage

         6    tax reductions.  If we stop those wage tax

         7    reductions, are we not in effect back-door raising

         8    taxes?

         9                MR. DUBOW:  I think this is one of those

        10    issues where we're going to go back and forth for a

        11    long time.

        12                COUNCILMAN KENNEY:  Let me move then to

        13    the gross receipts tax.  Is it true that the gross

        14    receipts tax does not apply to companies who produce

        15    their product in Philadelphia but sell that product

        16    outside?

        17                MR. DUBOW:  If they have no sales in

        18    Philadelphia.

        19                COUNCILMAN KENNEY:  None at all or just

        20    a portion of the sales in Philadelphia?

        21                MR. DUBOW:  Right, it applies to sales

        22    in Philadelphia.

        23                COUNCILMAN KENNEY:  So if I make

        24    cardboard boxes and I sell a percentage in

        25    Philadelphia and a percentage outside, I only pay
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         2    the gross receipts tax on those products sold in

         3    Philadelphia; is that correct?

         4                MR. DUBOW:  That's correct.

         5                COUNCILMAN KENNEY:  Have we done any

         6    commerce investigation or questionnaire as to the

         7    attitude of those companies who won't be

         8    experiencing the results of the accelerated gross

         9    receipts tax plans that the Administration had

        10    because they're located in Philadelphia but a large

        11    percentage or a majority of their product is sold

        12    outside of Philadelphia?  What is their attitude

        13    about the loss of the wage tax cuts?

        14                MR. CRONIN:  No, Councilman, we have not

        15    done any specific research on that point.

        16                COUNCILMAN KENNEY:  Do we know how many

        17    companies are in that cadre of companies?

        18                See, my concern is that the

        19    Administration is touting the acceleration of the

        20    gross receipts tax, however there are a cohort of

        21    companies that won't have any benefit from that

        22    because they do a lot of their work -- because they

        23    sell a lot of their product outside the City.  And

        24    therefore they should be upset that they're losing

        25    the wage tax reductions while not experiencing the
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         2    benefit of the gross receipts acceleration.

         3                Is there any way to identify those

         4    companies and to have some interface with them as to

         5    what their opinion is?  Do we know how many

         6    companies there are in that situation?

         7                It would seem to me if I'm located in

         8    Philadelphia and the gross receipts tax reductions

         9    are accelerated but a large portion or a major

        10    percentage or some percentage of my business is not

        11    affected by the gross receipts tax but my employees

        12    are, in fact, affected by the loss of their wage tax

        13    reductions -- have you been able to gauge the

        14    attitude of those companies as a result of what the

        15    Administration's strategy is today?

        16                MR. CRONIN:  Councilman, I understand

        17    the point you're making.  I just don't have a

        18    breakdown as to how many companies do a majority of

        19    their business in the City versus how many do a

        20    majority of their business outside the City and

        21    therefore would not be affected by the gross

        22    receipts tax.

        23                COUNCILMAN KENNEY:  Perhaps other

        24    witnesses in this Chamber may be able to give us

        25    that.
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         2                Thank you Madam Chair.

         3                COUNCIL PRESIDENT VERNA:  Thank you.

         4    Are there any other questions from members of the

         5    Committee?

         6                The Chair recognizes Councilwoman Tasco.

         7                COUNCILWOMAN TASCO:  In your survey, did

         8    you ask them whether they do business in the City or

         9    outside the City?  Was that part of the survey?

        10                MR. CRONIN:  Councilwoman, I do not

        11    believe we asked that specific question, no.

        12                COUNCILWOMAN TASCO:  So it would have

        13    some impact on the questions that you asked based on

        14    whether or not they did business in the City or

        15    outside the City.

        16                MR. CRONIN:  The one question that's

        17    very close to that that I think is relevant is that

        18    of the advantages cited by businesses for being in

        19    Philadelphia.  The highest response that we got was

        20    that it gave them direct access to their customer

        21    base.  So that would lead me to believe that the

        22    larger percentage of the companies that we were

        23    dealing with are doing business right here in this

        24    City.

        25                COUNCILWOMAN TASCO:  But it also would
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         2    have an impact on the gross receipts tax question if

         3    the companies don't have to pay gross receipts.  It

         4    would be a negligible question to them.

         5                MR. CRONIN:  But it would be relevant

         6    for all those companies that are doing business in

         7    the City.  And I'm saying our results from the

         8    survey indicate that that was the highest response

         9    that their customers are in Philadelphia therefore

        10    that's where they're doing business.  So that's

        11    where the gross receipts would be relevant.

        12                COUNCILWOMAN TASCO:  I'm finished.

        13                COUNCIL PRESIDENT VERNA:  Thank you.

        14                Are there any other questions from

        15    Members of the Committee?

        16                Councilman Nutter.

        17                COUNCILMAN NUTTER:  Can you tell me what

        18    the impact of the reductions in the gross receipts

        19    tax have on these upwards of 700,000 people who work

        20    or live in Philadelphia?  What does that mean to

        21    them?

        22                MS. DAVIS:  Our analysis indicated that

        23    it would mean increased jobs and increased

        24    availability of jobs for the people in the City of

        25    Philadelphia.
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         2                COUNCILMAN NUTTER:  Those people already

         3    have a job.  I'm asking what the reduction in the

         4    gross receipts tax does for working people now.

         5                MS. DAVIS:  Hopefully, it will enable us

         6    in the future to make more significant cuts in the

         7    wage tax.

         8                COUNCILMAN NUTTER:  How is that?

         9                MS. DAVIS:  Through the increase in

        10    jobs.

        11                COUNCILMAN NUTTER:  How many jobs are

        12    you anticipating being increased as a result of this

        13    proposal?

        14                MS. DAVIS:  We haven't quantified it.

        15                COUNCILMAN NUTTER:  I'm sorry.  Could

        16    you say that again?

        17                MS. DAVIS:  We haven't quantified the

        18    jobs that we anticipate being created.  We've

        19    included no supply side in the five-year plan.

        20                COUNCILMAN NUTTER:  So you don't know

        21    what the result of --

        22                MS. DAVIS:  We don't know the exact

        23    number of jobs.

        24                MR. CRONIN:  Councilman, if I may,

        25    reducing the gross receipts tax will reduce the cost
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         2    of doing business in Philadelphia and, presumably,

         3    lead to a large number of companies reducing their

         4    expenses making it easier to do business in

         5    Philadelphia and making it more likely that they

         6    will stay and be profitable and be viable and retain

         7    jobs and grow in the City.

         8                COUNCILMAN NUTTER:  Well, don't you

         9    think reducing the cost of the premium that many

        10    businesses in Philadelphia have to pay to convince

        11    people to work in Philadelphia would help reduce

        12    their cost also?

        13                I mean, you understand that many

        14    businesses end up actually paying the wage tax in

        15    effect because some workers are in a position to

        16    tell their employer, "If I'm going to end up paying

        17    this 4-plus percent, you're going to pay me 4-plus

        18    percent more."  Doesn't the cut actually help the

        19    business in that situation as well?

        20                MS. DAVIS:  If we could afford it, more

        21    than 170.4 million in tax reductions, we would have

        22    continued.

        23                COUNCILMAN NUTTER:  Well, let me just

        24    say lastly, Ms. Davis, and you know I respect you

        25    tremendously, the $170 million, I think as the
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         2    Controller was saying earlier, none of this is

         3    necessarily written in stone and you don't have five

         4    years with set rates.  The $170 million, as best I

         5    can tell, is a very fluid concept.  It represents a

         6    conscious decision by the Administration, which you

         7    have a right to do and the responsibility, to try to

         8    determine tax policy.  But it would come across as

         9    if that's the only idea available, it's the only way

        10    to do anything.  And it's not four more years of

        11    guaranteed cuts.  Now, can we at least get that

        12    established and clear on the record?

        13                MS. DAVIS:  If we did not have to

        14    present a balanced five-year plan, what you're

        15    saying is correct.  Our view is that in order to

        16    present a balanced five-year plan, we would have to

        17    find $120 million in cuts.

        18                COUNCILMAN NUTTER:  Well, that was very

        19    cute.  That has nothing to do with the question I

        20    asked.  The $170 million is not anywhere in terms of

        21    an actual expense today because Bill 30 is only for

        22    FY '03; isn't that correct?

        23                MS. DAVIS:  The bill is only for FY '03.

        24                COUNCILMAN NUTTER:  And, therefore,

        25    there is not 170 million in cost, correct?
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         2                MS. DAVIS:  You're exactly correct, but

         3    we must present a five-year plan that is balanced.

         4    And no matter what your bill says, the fact that the

         5    plan anticipates it throughout, we have to have a

         6    balanced five-year plan.  I understand completely

         7    where you're headed with it, and if I did not have a

         8    five-year plan, it would be very easy to say look at

         9    this one year at a time.  But other governments that

        10    have looked at their finances one year at a time

        11    have gotten down the road and found that they could

        12    not afford that government at the end of five years.

        13    And what we're attempting to do is what we view as

        14    being fiscally responsible, looking at it five

        15    years, doing what PICA requires, and presenting a

        16    balanced plan.

        17                COUNCILMAN NUTTER:  I understand that.

        18    I respect the five-year plan process.  We probably

        19    should have started that sometime ago and we'll

        20    continue to do that.  But I guess then I have to

        21    finally ask you, with these various proposals and

        22    ideas, is it your contention that people who may

        23    support them are acting in a fiscally responsible

        24    fashion?

        25                MS. DAVIS:  All I'm saying is that those
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         2    people don't have to live with the results, the

         3    Administration does.

         4                COUNCILMAN NUTTER:  Well, Ms. Davis,

         5    hold on for a second.  I live here, too.  I'll

         6    actually have to vote on it.

         7                (Applause.)

         8                COUNCILMAN NUTTER:  And I've actually

         9    lived here a long time.  The government is not the

        10    sole prerogative and the sole entity of the City

        11    Administration.

        12                (Applause.)

        13                COUNCILMAN NUTTER:  And actually, the

        14    last I checked, Members of City Council actually

        15    have to vote on a budget and a five-year plan, which

        16    the Administration does not have to do.

        17                MS. DAVIS:  But we have to implement.

        18                COUNCILMAN NUTTER:  I understand that.

        19    But we are in this together; is that correct?

        20                MS. DAVIS:  Yes, sir.

        21                COUNCILMAN NUTTER:  So you don't think

        22    really that we would act in a fiscally irresponsible

        23    fashion, given the fact that many of us came here at

        24    a time when it was much tougher times.  I don't

        25    recall the discussion when we had a $252 million
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         2    deficit on its way to $1.4 billion deficit, I don't

         3    remember as much doom and gloom that we've heard

         4    over the past few days 10 years ago.  Now, all of

         5    those things were not proposed.  There were some

         6    cuts.  There were some very tough times.  But I

         7    don't think anybody's making the argument that in

         8    2002 we're anywhere near where we were in 1992.  And

         9    we didn't hear the proposed closing of all of these

        10    facilities when we had a $250 million deficit and

        11    then -- I'm sorry, today's surplus is how much?

        12                MS. DAVIS:  It was $230 million as of

        13    June '01.

        14                COUNCILMAN NUTTER:  So you're not saying

        15    that the folks who were managing the budget back in

        16    1992 were able to do a better job than you're able

        17    to do today, are you?

        18                MS. DAVIS:  There is a phenomenon when

        19    people are in crisis that they are willing to bear a

        20    whole lot more pain than when they're not.  And so

        21    those people back in '92 recognized the

        22    desperateness of their situation and took drastic

        23    action.  There were significant amounts that were

        24    balanced on cuts in the size of government and the

        25    fact that people did not get raises and significant
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         2    pain within the government.  We're trying to avoid

         3    the pain to the extent that we can.  We have done

         4    what we think is fiscally responsible that will

         5    allow us to generate in the future additional

         6    revenues.  We have not included anything that's

         7    speculative in the plan and we've presented a

         8    balanced plan.

         9                COUNCILMAN NUTTER:  Well, let me say two

        10    last things.  One, the only thing tougher than

        11    cutting your cost when you have no money is cutting

        12    your cost when you do have money.  And so it seems

        13    that maybe some of the imperative is to keep our

        14    cost at an appropriate level, not a Draconian level,

        15    but at an appropriate level.  Are you saying that

        16    maybe some of that steam and effort has subsided and

        17    that we're not doing in these less-than-perilous

        18    times what we might be compelled to do in more

        19    perilous times?

        20                MS. DAVIS:  No.  We are still pursuing

        21    cuts.  We are pursuing cuts whereever we can.  We're

        22    doing it cautiously.  We are doing those things that

        23    we think will generate additional revenue.  We are

        24    looking at ways to restructure government.  We are

        25    doing all of the things that were done then.  We
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         2    continue to do those things.  We are just faced with

         3    a very different climate.

         4                COUNCILMAN NUTTER:  Well, let me lastly

         5    tell you that at another point in time when things

         6    were probably or possibly even more perilous, a very

         7    wise person said the following: "I have still not

         8    been able to communicate effectively what it is I

         9    mean when I say we have to do business differently.

        10    What this Administration says and what other people

        11    say basically assumes we're going to use the same

        12    basic service delivery mechanisms, and I think

        13    differently along those lines."

        14                Who do you think said that?

        15                MS. DAVIS:  I would hope it was John

        16    Street.

        17                COUNCILMAN NUTTER:  It was.  1990.

        18    Thank you very much.

        19                MS. DAVIS:  Thank you.

        20                (Applause.)

        21                COUNCIL PRESIDENT VERNA:  Any other

        22    questions of Members of the Committee?

        23                Thank you all very much.  And you will

        24    make yourselves available, please.

        25                Our next witnesses.
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         2                MR. MCPHERSON:  Mr. Pizzi and Ms.

         3    vonSeldeneck.

         4                COUNCIL PRESIDENT VERNA:  Good

         5    afternoon.  Thank you for your patience.

         6                MS. VONSELDENECK:  Thank you, Madam

         7    President and Members of the City Council for

         8    allowing us to come and speak to you today.  My name

         9    is Judy vonSeldeneck, and I am the Chair of the

        10    Greater Philadelphia Chamber of Commerce.

        11                COUNCIL PRESIDENT VERNA:  Ms.

        12    VonSeldeneck, just a moment please.  Why don't we

        13    just have the people walk out that are leaving

        14    quietly, please.

        15                Please proceed.

        16                MS. VONSELDENECK:  Thank you, ma'am.

        17    Before I do proceed, I would just like to

        18    acknowledge a very special person who is with us

        19    today.  He's actually up here.  His name is Russel

        20    Byers and he is a dear friend of mine and a dear

        21    friend of Charlie's.  And he's got a big smile on

        22    his face because he always used to chide us that the

        23    business community was made up of a bunch of wimps.

        24    And so, Russel, this one is for you.

        25                (Applause.)
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         2                MS. VONSELDENECK:  I would like to say

         3    that this is the first march I've marched in since

         4    1964, I think it was, when I was working in

         5    Washington and was for Walter Mondale and marched to

         6    the Washington Monument for the Civil Rights

         7    Movement, so it really felt good today and I want to

         8    thank Charlie for making it possible.

         9                But in any event, I would just like to

        10    say I'm here as the Chair of the Chamber, but I'm

        11    also here as a resident of the City of the

        12    Philadelphia and I'm also here as a small business

        13    owner who has had a business for almost 30 years

        14    which I started here and I built it to be the

        15    largest woman-owned recruiting firm in the United

        16    States of America, and it happened right here in

        17    Philadelphia.  And I was recently bought out three

        18    years ago by a public company.  I still run the

        19    company, but they also have other interests and

        20    other businesses in this City that they are

        21    interested in growing.  So this has a lot to do with

        22    a lot of different issues.

        23                With me today also is the Chair of the

        24    Chamber's Tax Committee Stu Weintraub and he has

        25    also played a major role in making all of this
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         2    happen.

         3                But now I want you to really hear from

         4    the most important person who it is my real honor

         5    and privilege to have been associated with, our

         6    fearless leader, Charlie Pizzi.

         7                MR. PIZZI:  Thank you, Judy, and thanks

         8    for your leadership.

         9                Madam President, Members of City

        10    Council, I would like to thank all of you for taking

        11    part in this debate that is so very important to the

        12    City's future.  I would also like to thank and

        13    acknowledge the Pennsylvania Economy League and its

        14    Executive Director David Thornburgh.  Last September

        15    he put out a book detailing all the information

        16    about tax policy.  And it says "Flight or Fight."

        17    Well, ladies and gentlemen, we are doing the latter

        18    because we, like you, believe in a strong

        19    Philadelphia.

        20                (Applause.)

        21                MR. PIZZI:  The Chairman of a

        22    multi-national corporation in Philadelphia recently

        23    told me, when a local government changes direction

        24    especially as it relates to tax policy, it creates

        25    uncertainty.  Business planning cycles are much
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         2    longer.  In short, business hates uncertainty.

         3                In a recent study of its membership, the

         4    National Federation of Independent businesses found

         5    that frequent changes in tax code ranked No. 10 out

         6    of 75 business problems in the list of top business

         7    problems.  How can firms plan if the City keeps

         8    changing the rules.  Business plans spans a period

         9    of time that is longer than the election cycle.

        10    Until we can promise a stable predictable tax

        11    environment, firms will continue to leave the City

        12    when opportunity arises and avoid coming here.

        13                Labor costs make up 70 percent of

        14    business costs.  In a competitive environment where

        15    margins are measured in fractions of a percentage

        16    point, saving 4.5 percent of the labor bill by

        17    operating on one side of City Line Avenue is

        18    compelling indeed to new and existing businesses.

        19    As it has been well documented, 90 percent of the

        20    business space along Councilman Nutter's district is

        21    on the suburban side of the street.  This is common

        22    sense.

        23                For more than a decade I have been

        24    coming to Council to testify to the need for tax

        25    reform.  I have talked about the flight of the
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         2    middle class and the hole that we are putting

         3    ourselves in if we did not reverse the trend that

         4    the City was facing.  Well, here we are a decade

         5    later with a smaller, poorer, more service dependent

         6    population.  Despite the greatest expansion in

         7    America's economic history, our City has lost out

         8    and is losing out on opportunity.  People want to

         9    live in our City, but it is not a wise choice when

        10    they consider the economic equation.  This point was

        11    hammered home in this letter written to the Daily

        12    News by a young man and his wife who relocated to

        13    our region.  I quote.

        14                "My wife and I recently moved to

        15    Philadelphia area.  While we were absolutely in love

        16    with Chestnut Hill area, we had to eliminate it from

        17    our search because economics of buying in

        18    Philadelphia simply didn't make sense.  A nearly 4

        19    percent tax on dual incomes was too much of a hurdle

        20    to get over.  That level of tax withholding would

        21    represent furniture for our home, possible

        22    vacations, and savings.  My wife and I are exactly

        23    the type of late 20-sometings that the City should

        24    be trying to attract to come spend that

        25    discretionary income.  Instead, we are spending it
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         2    in the suburbs to furnish and fix up our new home."

         3                Stories like that illustrated why the

         4    Greater Philadelphia Chamber of Commerce is leading

         5    the fight for Bill 92.  It is absolutely the right

         6    course of action for our City.  Since 1950, more

         7    than 500,000 people and 200,000 jobs have left

         8    Philadelphia.  Countless more like the writers of

         9    that editorial comment have been dissuaded from

        10    moving here.  Most consumers don't save more than 5

        11    percent of their income, a figure negated by the

        12    wage tax for workers living and working in our City.

        13    These are precisely the kinds of people the City

        14    need at residents who will spend their income at

        15    City businesses, support City schools, work to

        16    improve their quality.  The wage tax simply

        17    penalizes people for living and working in

        18    Philadelphia.  And when people leave or choose not

        19    to move to Philadelphia, every cent of potential tax

        20    revenue is loss.

        21                The City now has to resort to bond

        22    issues for things such as neighborhood

        23    revitalization.  This approach is mortgaging the

        24    future of our City.  It is like a person running up

        25    more and more debt on their credit cards.  It is an
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         2    approach that will not work for Philadelphia.

         3    Former Governor Tom Ridge disavowed this approach

         4    when he took the reigns of state government in 1994.

         5    He was able to reduce taxes and create a robust

         6    rainy day fund.  He withstood the criticisms for not

         7    following more traditional approaches.

         8                The solution to Philadelphia's economic

         9    challenges is simple, it's growth.  Business growth.

        10    Population growth.  Without it, we will continue to

        11    see our representation in both Washington and

        12    Harrisburg dwindle.  You are all very astute

        13    politicians.  Along with it, that representation and

        14    we know we lost congressmen and legislatures, we

        15    lose funds for the most needy in our City which will

        16    become a shrinking asset.  We must attract people

        17    back to the City and we must make job creation a

        18    priority, not a happenstance.

        19                Philadelphia has been seeking to attract

        20    new companies.  In a recent interview with the City

        21    Paper, Mayor Street references those efforts by

        22    saying that the City was within a gnat's whisker of

        23    attracting a company of a thousand jobs to this City

        24    from the suburbs.  The Daily News reported on this

        25    as well.  The company is American Business Financial
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         2    Services.  Each member of Council has heard from

         3    them recently in a letter from their CFO.  He says

         4    in his letter, I quote, "One of the major influences

         5    on our decision to move to Philadelphia is the City

         6    and wage tax.  That is why our company's management

         7    is very interested in the vote by City Council set

         8    for April 8th.  We hope that you and your colleagues

         9    will vote unanimously in favor of the bill to lower

        10    the City wage tax.  By doing so, you will be sending

        11    a positive message, not only to us but to other

        12    businesses looking to make Philadelphia their home."

        13                Powerful message.

        14                What will the City offer this company

        15    that would be worth the 4.5 percent increase in

        16    labor costs that a move would entail?  4.5 percent

        17    is forever, not just one time.  With a base payroll

        18    of 35 million and an average salary of $37,000,

        19    American Business Financial Services would be a very

        20    good corporate citizen for Philadelphia.

        21                The wage tax is harmful all other ills

        22    of this City faces.  Consider what the Philadelphia

        23    Sunday Sun said yesterday.  I quote.  "After

        24    neighborhood blight, crime, and homelessness , the

        25    wage tax has become a symbol of what is wrong with
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         2    fill.  The incremental cuts, while small, were proof

         3    that we were starting to head in the right direction

         4    towards real tax reform.  Because it's a flat tax,

         5    the levy on gross wages has an even more onerous

         6    impact on the earnings of those at the lowest end of

         7    pay scale.  Keep in mind there are know deductions,

         8    children, mortgage, interest, permissible with the

         9    City wage tax."

        10                While we hope to attract companies like

        11    the American Business Financial Services to

        12    Philadelphia, I would be remiss if I did not remind

        13    of you of opportunities lost.  One of the early

        14    potential tenants, for example, of the Naval

        15    Business Center was SAP.  I'm sure that you all

        16    possibly have not had seen the beautiful facility in

        17    Newtown Square with thousands of jobs.  We lost that

        18    opportunity to have in the City due to the tax

        19    structure.

        20                In a letter to Council from Robert

        21    Salvucci (ph), Senior Vice President of Operations,

        22    he states, "We believe this issue is critical for

        23    business in the City and suburbs in attracting and

        24    retaining high tech companies and employees."

        25                Efforts are now underway to address
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         2    neighborhood revitalization.  Bonds will be floated.

         3    A neighborhood transformation process will begin.

         4    We will demolish many buildings and create more

         5    livable neighborhoods.  This looks good on the

         6    surface, and both Council and the Mayor should be

         7    congratulated for this vision.  Unfortunately, this

         8    project will be less successful than it could if

         9    residents of the neighborhoods cannot find jobs and

        10    increase their disposable income.  Without job

        11    creation, we stand no chance of arresting urban

        12    blight.

        13                Last week's editorial in the

        14    Philadelphia Inquirer said it best.  I quote.

        15    "Here's the real issue.  Any business that needs to

        16    compete for talent, in other words, any business

        17    that pays a living wage job finds it must subsidize

        18    the wage tax to attract or keep employees.  That big

        19    expense adds up to a big disincentive to locate or

        20    expand inside City limits.  Plentiful evidence

        21    suggests the wage tax in particularly scares away

        22    good-paying office jobs, the kind that really helps

        23    our neighborhoods."

        24                Make no mistake, passage of Bill 92 is

        25    not the solution; it is only the beginning.  It must
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         2    be followed by even more aggressive measures.  Bill

         3    92 will only reduce the burden that our residence

         4    and business face by a very small amount.  With

         5    growth, it will do more aggressively than foreseen

         6    in the five-year plan.  Its assure us that the

         7    fiscal health of the City is protected and that the

         8    reductions are done in a predictable methodical

         9    fashion.  The Chamber is in agreement with the

        10    Philadelphia Daily News which stated in its March

        11    18th editorial.  "We are persuaded of the need for a

        12    bold move to signal that the City is serious about

        13    changing a tax structure that is onerous to growth,

        14    one that contributes to the loss of people and jobs

        15    in the City.  We must get the wage tax below 4

        16    percent and lower if possible.  Based in part of

        17    recent evidence that the last significant job growth

        18    came to this City when it cut wage taxes."

        19                Some say that we can't afford to take

        20    the risk and that the only solution to our problems

        21    is state-wide tax reform.  I say that we can't

        22    afford not to take the risk given the dwindling

        23    clout and population in Philadelphia.  Are we naive

        24    enough to think that the suburban municipalities

        25    won't fight to eliminate non-resident wage tax and
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         2    avail themselves of the ability to tax those wages

         3    for their on budgets?

         4                We cannot send the signal that

         5    Philadelphia is returning to a time when business

         6    formation and job creations were unwelcome.  We must

         7    recognize that our latest employers are growing and

         8    their suburban operations are downsizing those in

         9    the City in order to retain their most productive

        10    employees.  Small business owners are finding more

        11    hospitality business climates in the suburbs and

        12    avoiding making investments in the City.  Those

        13    businesses here are thinking twice.

        14                The Chamber surveyed businesses in

        15    Philadelphia.  It once again pointed out that 62

        16    percent of those surveyed had considered moving

        17    their businesses out of the City.  Of those, 87

        18    percent cited taxes as the reason they might leave.

        19    Even if those responding truly didn't care about the

        20    wage tax, those that did responded and do care and

        21    are a significant part of our business community and

        22    their consideration of future flight from the City

        23    should be alarming.  While the number of firms maybe

        24    considered small, it represents 11,800 jobs, twice

        25    the number of jobs initially lost with the closure
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         2    of the naval yard.  Can you as elected officials of

         3    the City take the chance that this will not happen?

         4    Can you sit back and envision a city whose middle

         5    class is composed almost solely by City employees?

         6    It is only common sense to envision how long that

         7    model can survive.

         8                The Philadelphia Business Journal makes

         9    this point succinctly.  "Financially malnourished

        10    Philadelphia needs these reductions in the wage tax

        11    cuts.  There simply isn't a better way to keep the

        12    City competitive."

        13                It is important that we address the

        14    issues that have been raised concerning the effect

        15    that this tax cut proposal will have on potential

        16    incomes of City employees.  I have just stated that

        17    we are moving more and more towards a population in

        18    which the majority of the middle class could be

        19    comprised of City employees.  Without a

        20    broadly-based middle class, revenues will not be

        21    available to sustain the numbers of employees.  In

        22    fact, failure to enact a tax cut could be dangerous

        23    to the fiscal health.  The argument that has been

        24    made by some elected officials on this issue is

        25    nothing short of a wrong tactic which must be
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         2    disavowed by those who are saying it.

         3                Once again, I quote the Philadelphia

         4    Inquirer.  "The supply side effect is real when it

         5    comes to the City wage tax.  Tax cuts can simulate

         6    business activity that over time off sets the tax

         7    revenues forsaken through the tax cuts.  So it is

         8    shortsighted to regard a tax cut as a

         9    dollar-for-dollar loss in money available to pay for

        10    City services."

        11                Let it be clear, we also support the

        12    proposal made by the Street Administration that the

        13    City act aggressively to reduce, or better,

        14    eliminate the gross receipts tax.  This tax does not

        15    put an inordinate burden on business by taxing them

        16    even when they do not make a profit.  Unlike some,

        17    we do not see this debate as an either-or proposal.

        18    It is not either the wage tax or the gross receipts

        19    tax; it's both.  We applaud Councilman Cohen on his

        20    proposal to exempt the truly needed in our community

        21    from the wage tax and support Councilman Goode's

        22    bill to establish job creation tax credits to

        23    business creating new jobs in the City.

        24                I would also recognize the efforts of

        25    Councilwoman Blackwell who has worked tirelessly
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         2    achieve a compromise on this issue.  Unfortunately,

         3    this is an issue where there can be no further

         4    compromise and we would respectively request her to

         5    consider withdrawing Bill 144.

         6                Those of us who own or run a business

         7    recognize how difficult it is to attract and retain

         8    the most talented employees.  It is not theory; it

         9    is reality.  Businesses that many believe would be

        10    in Philadelphia forever are either opening suburban

        11    offices or are being pressured by their employees to

        12    do so.  In this 21st Century economy, business no

        13    longer needs to remain in a City.  Even those who

        14    are dependent on consumer spending tend to locate in

        15    areas with growing incomes, not those that are

        16    static or declining.

        17                We all recognize that supporting Bill 92

        18    will take an act of political courage.  And I would

        19    like to thank now personally Councilman Nutter and

        20    DiCicco and the 11 members of the Council who signed

        21    on to that bill.  What we are demanding is not only

        22    a vote for that bill, but also a commitment to vote

        23    for an override and a potential veto.  In the past,

        24    this Body has passed several versions of bills.  I

        25    would caution that the groups who are joined in
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         2    support of real tax reform will not stand by.

         3                I thank you for providing me with this

         4    opportunity to testify before you once again.

         5    Together we can bring economic vitality back to

         6    Philadelphia.  Members of Council, if you are

         7    voting solely on the merit of the issue, let me

         8    quote from a member of the Mayor's own economic

         9    advisory council in today's Daily News.

        10                "Small or large the wage tax cut yield

        11    results.  Clearly a big cut is likely to have a more

        12    beneficial effect on jobs and the economy, but a

        13    small cut will be beneficial.  This notion that we

        14    should do anything less than a whopping big cut I

        15    think is misplaced."

        16                Thank you very much.

        17                (Applause.)

        18                COUNCIL PRESIDENT VERNA:  The Chair

        19    recognizes Councilman Rizzo.

        20                COUNCILMAN RIZZO:  Thank you.

        21                Mr. Pizzi, I just wanted to thank you

        22    for all of your effort in this particular issue.

        23    But I want to point out something that's been

        24    brought to my attention.  And I don't know if we

        25    even have a way to measure our loss of business.
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         2    Many large corporations in the City of Philadelphia

         3    that had 2500, 2600 employees here at one time on

         4    Friday evening the Mayflower truck backs to the door

         5    and removes one complete floor.  Maybe the real

         6    estate department that on Monday the employees

         7    report to King of Prussia.  So again, we have some

         8    businesses leaving.  Their name may be here.  Their

         9    corporate offices may be here, but month after month

        10    after month they just dwindle away until many of the

        11    departments that operate that company are located in

        12    the suburbs.

        13                So I don't know even if you had an

        14    opportunity to visit that particular issue but it

        15    is, from what I understand, becoming a very, very

        16    serious issue.

        17                MR. PIZZI:  It is, Councilman Rizzo.

        18    And I'll just paraphrase a quote that my predecessor

        19    Nick DiBennidictus (ph) said back in 1987.  He said,

        20    and I quote, "Businesses vote with their feet."  And

        21    they have been doing that ever since he said it.

        22                COUNCILMAN RIZZO:  Well, it's

        23    interesting you say that because I believe this one

        24    particular company that I'm aware of that the

        25    employees physically got together because the
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         2    majority of them lived in the suburbs and they went

         3    to the senior management of the company and said,

         4    "Look, we want to get out of here and we'll make a

         5    deal.  We'll find a location in the suburbs, the

         6    space that will accommodate our need."  They did

         7    that, and that moving van moved up on a Friday

         8    evening and relocated 111 people.

         9                MR. PIZZI:  Well, I want our messages to

        10    be clear.  This is not a message of doom and gloom.

        11    The message that we are bringing to you is a message

        12    of opportunity.  It's easy to do the doom-and-gloom

        13    routine.  We are trying to bring and expand on our

        14    residents and workers in Philadelphia.  And that's

        15    what we're trying to do, send a message of

        16    opportunity.

        17                COUNCILMAN RIZZO:  Well, we have to

        18    balance the doom and gloom a bit here.  Thank you.

        19                MR. PIZZI:  Thank you, Councilman.

        20                COUNCIL PRESIDENT VERNA:  The Chair

        21    recognizes Councilman Goode.

        22                COUNCILMAN GOODE:  Thank you, Madam

        23    President.

        24                Mr. Pizzi, let me first say that I do

        25    support Bill 92 and will continue to do so.  But, of
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         2    course, I have to turn my attention today to Bill

         3    116 because it's my bill.  I want to talk also about

         4    separation between job creation and tax cuts.

         5    People have constantly alluded to the fact that

         6    there is some correlation I don't think exists.

         7                For the record, could you tell me what

         8    years you were Commerce Director?

         9                MR. PIZZI:  Yes.  I was Commerce

        10    Director from 1986 to 1988.  And prior to that I was

        11    Deputy Commerce Director, then First Deputy Commerce

        12    Director from 1984 and '85.

        13                COUNCILMAN GOODE:  What year did you

        14    start your economic development career?

        15                MR. PIZZI:  I was 25.  It was 1976.

        16    And, Councilman, if I may tell you, during that time

        17    people didn't know what economic development was.

        18                COUNCILMAN GOODE:  In 1983 after Wilson

        19    Goode resigned as Managing Director and ran for

        20    mayor, Mayor Bill Green and then City Council

        21    decided to raise the wage tax .65 percent, seemingly

        22    dooming his term in office in terms of economic

        23    development.  But the doom and gloom did not happen,

        24    did it?

        25                MR. PIZZI:  No, it did not.
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         2                COUNCILMAN GOODE:  In fact, I have a

         3    copy here of letter to the Chamber of Commerce from

         4    Mayor Wilson Goode, January 9, 1987, reporting on

         5    the first three years after that substantial wage

         6    tax increase, and the first three years of his

         7    administration from 1984 to 1986 as you were

         8    becoming Commerce Director, the City had already had

         9    a net gain of 33,100 jobs.  For the next couple of

        10    years that job expansion continued tremendously.  I

        11    think at some point, you could tell me probably

        12    better than I can tell you, I think upwards of

        13    50,000 jobs in terms of net job gains.  How do you

        14    explain that?

        15                MR. PIZZI:  Well, I think it was a time

        16    of great downtown development throughout America.

        17    And as you recall, there was a major debate about

        18    the height limit in Philadelphia.  During that time,

        19    we had four major office towers coming up, the first

        20    one being the Liberty Tower.  And I worked on

        21    keeping CIGNA here instead of moving out to

        22    Conshohocken.  But let me tell you how it has

        23    changed since that time, Councilman.

        24                When I was in that battle to save CIGNA

        25    and to keep them in Philadelphia through the efforts
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         2    and leadership of Mayor Goode who provided me all

         3    the support I needed to do that, we kept them here

         4    in Philadelphia and Conshohocken lost.  But since

         5    that time, Councilman, you will note that

         6    Conshohocken is overridden with office buildings

         7    upon office buildings upon office buildings in small

         8    Conshohocken.  That is the difference between that

         9    period of time and up to the late '80s and into the

        10    '90s.

        11                COUNCILMAN GOODE:  My question is more

        12    specifically from experience as Commerce Director

        13    and before that First Deputy and Deputy and your

        14    experience with Chamber of Commerce, how do you

        15    create jobs in the City of Philadelphia,

        16    particularly looking at a period when we had the

        17    greatest job gain over the last three or four

        18    decades?  Can we separate this notion that it's only

        19    tax cuts or that it is tax cuts or incremental tax

        20    reform that is actually going to create jobs in

        21    Philadelphia?

        22                MR. PIZZI:  It sort of brings me back to

        23    when I was a member of the Goode Administration.

        24    But let me tell you what I would tell people then.

        25    You create an environment.  Mayor Goode created an
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         2    environment by breaking the height limit on

         3    skyscrapers on offices.  He created the environment.

         4                Remember how some people would criticize

         5    him for cutting ribbons?  He created an environment

         6    because he called and he was there for every

         7    expansion of business.

         8                Do you know -- I'll tell you a story.

         9    It's a great story.  He would call companies.  I

        10    would give him a list of companies to call every

        11    week.  He would call people up and say -- I'll never

        12    forget this.  He called.  I'm in his office.  He

        13    said, "Hi, this is Wilson Goode."  The guy was like

        14    flabbergasted.  Holy molely.  He was flabbergasted.

        15    The Mayor created the environment.  That's what he

        16    did and that's how you create economic expansion.

        17                COUNCILMAN GOODE:  Thank you for that

        18    testimony for dispelling the myth of how jobs are

        19    actually created and for dispelling the myth that

        20    Center City revitalization happened during the '90s

        21    rather during the'80s-'90s and that a bulk of it

        22    happened during '80s.

        23                MR. PIZZI:  All the plans, Councilman,

        24    all the plans and all the financing happened in

        25    1985-'86.
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         2                COUNCILMAN GOODE:  One last question.

         3    Moving beyond the issue of tax reform but still on

         4    the issue of job creation, what role do you think

         5    bank redlining and the lack of access to capital

         6    plays in the growth opportunities or lack of growth

         7    opportunities for neighborhood businesses?

         8                MR. PIZZI:  Well, it's very important

         9    that everyone has access to capital.  Without

        10    capital, you cannot succeed in a free economy, in a

        11    market-driven economy.  And that's why we got,

        12    frankly, involved in the Philadelphia plan where we

        13    had 12 companies provide a 10-year commitment for

        14    $250,000 a year to join with community development

        15    corporations to ensure that they would.  And lots of

        16    those institutions were banks who provided the

        17    capital.

        18                COUNCILMAN GOODE:  I guess the question

        19    I'm really asking is most of our businesses are

        20    located within neighborhoods and neighborhoods that

        21    are redlined by banks because of their income

        22    status.  Isn't it true that we're not able to grow

        23    businesses throughout Philadelphia also because of

        24    bank redlining?

        25                MR. PIZZI:  I do not believe the banks
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         2    redline.  I can't tell you about the history of

         3    that.  But I can assure you in every neighborhood

         4    there are bank branches --

         5                COUNCILMAN GOODE:  Banks agree that

         6    banks redline.

         7                MR. PIZZI:  Well, I'm not a banking

         8    expert.  I can't speak on what they do or what they

         9    don't do.

        10                COUNCILMAN GOODE:  When we produced the

        11    Greater Philadelphia Access Report within a few

        12    weeks of my coming into office, they wanted to look

        13    at our data because they realized they weren't doing

        14    business in those neighborhoods but they finally

        15    realized that other people weren't either.  And so

        16    they began to look at it as a market niche and

        17    wanted to go after that small business market.  So

        18    clearly, beyond tax reform, there's an issue of

        19    capital access for neighborhood businesses.  And is

        20    the Chamber willing to take on that fight as well?

        21                MR. PIZZI:  Well, let me just give you

        22    without mentioning names.  I and Judy were at a

        23    breakfast of a major banking institution who has

        24    moved into this region and he specifically cited the

        25    opportunities in the inner City and that they were
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         2    going to aggressively respond to those

         3    opportunities.  And he said that, and I take him at

         4    him word.

         5                COUNCILMAN GOODE:  Well, I'm glad that I

         6    authorized deposits in that bank then.  Thank you

         7    for your testimony.

         8                MR. PIZZI:  Thank you, Councilman.

         9                COUNCIL PRESIDENT VERNA:  The Chair

        10    recognizes Councilwoman Brown.

        11                COUNCILWOMAN BROWN:  Thank you.

        12                Good afternoon.  Let me first echo

        13    Councilman Rizzo's remarks and sentiments and I

        14    agree with him completely to applaud you for this

        15    debate.  It is healthy and some might say is long

        16    overdue and hopefully yields the kind of resolution

        17    that we all think is appropriate and in order.

        18                Secondly, let me say thank you for as a

        19    business leader of this City at least making a

        20    connect between taxes and schools.  On Page 6 you

        21    speak to that, and I thank you for that because for

        22    me that is the Number One issue.

        23                Would you first answer the question, do

        24    you believe that taxes are the only reason for

        25    population losses?
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         2                MR. PIZZI:  No.

         3                COUNCILWOMAN BROWN:  What others might

         4    you put up for consideration?

         5                MR. PIZZI:  I believe it goes in this

         6    order, taxes, public education, and crime.

         7                COUNCILWOMAN BROWN:  I thank you for

         8    that because my research tells me that since 1970

         9    Detroit, Washington, D.C., Baltimore, Cleveland,

        10    Pittsburgh, and Buffalo all have lost a higher

        11    percentage of their population than Philadelphia and

        12    I think it's important that we present the big

        13    picture and the complete picture when we're talking

        14    about why we lose residents from our City.

        15                The question for me remains in this

        16    debate -- the issue for me is redundant.  How does

        17    one reconcile the funding for our schools, knowing

        18    that their future tenuous and unpredictable with

        19    regards to funding from Harrisburg, and at this time

        20    do wage tax reductions in a manner that is

        21    responsible?  I posed that question to both City

        22    Controller Jonathan Saidel and Sam Katz, and I'd be

        23    interested in hearing your response as well.

        24                MR. PIZZI:  Just so long as I have this

        25    correctly, Councilwoman, you want me to answer --
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         2    could you just phrase it one more time?

         3                COUNCILWOMAN BROWN:  Sure.  The City now

         4    has committed itself for the long-term to contribute

         5    an additional 45 million to the Philadelphia Public

         6    Schools.  Given that, and that's just one new area

         7    of financial responsibility that we have, how do we

         8    honor that commitment and still today as Jonathan

         9    Saidel put it very succinctly, deal with wage tax

        10    reductions in a manner that is responsible and meet

        11    what I still believe should be for me, it is for

        12    Blondel, the Number One issue facing our city --

        13    some might say it's wage tax.  I say it's poor

        14    schools.

        15                MR. PIZZI:  Well, I think the answer if

        16    you want to just use the economic model is growth.

        17    See, we're in the position we're in now because

        18    we've suffered not from growth, but from decline in

        19    our population.  And if you put out free market

        20    opportunities we will get growth.  I believe that in

        21    the five years that we had wage tax reductions,

        22    during those five years of those reductions, we

        23    actually have had more revenue from the wage tax

        24    even with those cuts.  We have to grow this City.

        25    We have to grow it and that's why it's a matter of
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         2    opportunity.  And I believe that we should put

         3    ourselves maybe not with Detroit or Buffalo, but we

         4    should put ourselves with Phoenix, Atlanta.  Let's

         5    compare ourselves with the best in the class because

         6    Philadelphia, as you know, deserves no less.  We are

         7    a great City.

         8                (Applause.)

         9                MS. VONSELDENECK:  I would just like to

        10    add to what Charlie said in that we really think

        11    that state-wide tax reform is what's called for

        12    here.  And if we had our druthers, that's where we'd

        13    be marching.  But we look at this as a small step,

        14    if you will, in the right direction.  And as you

        15    know, the business community has always tried to

        16    work quietly behind the scenes.  We have tried

        17    numerous times, Charlie has, to have meetings with

        18    the Mayor so that we wouldn't have to be here today

        19    because we really don't want to be here today.  And

        20    I think what we're imploring you to do is get us all

        21    off the hook and vote for this Bill 92.  It is not a

        22    big deal but it just sends a powerful message, the

        23    kind of message I think that we really feel so

        24    strongly about for the whole community, that

        25    Philadelphia is on a roll and that we do want
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         2    businesses here and that we're going to grow.  And I

         3    think if we can grow, if we can get the revenues in

         4    the door, we can solve all kinds of problems.  And I

         5    think that's our message.

         6                COUNCILWOMAN BROWN:  I thank you for

         7    that response.  There is for sure a consensus that

         8    state-wide tax reform is long overdue.  But while we

         9    wait optimistically for that new date to happen,

        10    Philadelphia is confronted with the current reality

        11    that we have $45 million that we have to start

        12    contributing post haste.  So while we wait for tax

        13    reform, we're obligated to the $45 million and we

        14    have this new issue before us that I'll state again

        15    for a record all of us agree that there should be

        16    wage tax reductions, but we cannot deal with it in

        17    a vacuum and do it still in a responsible way.

        18    Thank you very much.

        19                Thank you, Madam President.

        20                COUNCIL PRESIDENT VERNA:  Thank you.

        21                The Chair recognizes Councilman Kenney.

        22                COUNCILMAN KENNEY:  Taking off on what

        23    Councilmember Brown has just talked about, I want to

        24    create for you a little scenario and I want to get

        25    your response to what may happen if in fact we do
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         2    substantial and aggressive wage tax cuts into the

         3    future for not only for Philadelphia residents, but

         4    for suburban commuters.  I believe that that kind of

         5    reduction for the suburban commuter population

         6    creates a much better attitude and environment

         7    amongst those constituents of state representatives

         8    and state senators who surround Philadelphia who

         9    need to help us in state-wide tax reform to fund our

        10    schools.  If in fact we can argue that the City of

        11    Philadelphia has done their share, their bit, to

        12    help their constituents, then the pressure and the

        13    negativity and the antagonism towards helping

        14    Philadelphia schools, in my opinion, in many ways

        15    goes away or at least subsides.

        16                (Applause.)

        17                COUNCILMAN KENNEY:  So if I have a tough

        18    vote the senator needs to make from Montgomery

        19    County or Berks County or from Delaware County or a

        20    statehouse member need to make a tough vote to help

        21    reform charter school funding or to help

        22    Philadelphia get more money for its schools along

        23    with the rest of the school districts within the

        24    state, that's a much easier sell when they can say,

        25    You know what, Philadelphia is at least doing their
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         2    share to take the tax burden off us.  Even though we

         3    don't live there, even though we make our livings

         4    there and we take advantage of some of the services

         5    there, you know what, maybe it's time, maybe it's a

         6    little easier now for you to help Philadelphia

         7    schools and other issues.

         8                What's your opinion on that?  I don't

         9    know if you live in the suburbs or not.

        10                MS. VONSELDENECK:  We both live in the

        11    City.

        12                COUNCILMAN KENNEY:  What's your members

        13    think about that.

        14                MS. VONSELDENECK:  I think we're in

        15    total agreement with that.  And we work with the

        16    Chambers and we work with the commissioners in the

        17    surrounding counties in every way we possibly can to

        18    be supportive of that.  We're working with people in

        19    Harrisburg, the rest of them that are in trying to

        20    initiate initiatives like that as it relates to

        21    charter school financing as another possible

        22    solutions.  So anything we can do to send a signal

        23    that we in Philadelphia are looking at the big

        24    picture here and that we're not parochial, I think

        25    that's a large part of what this is all about.
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         2                COUNCILMAN KENNEY:  So anything that we

         3    can do to shift some of the tax burden through

         4    actions we take here potentially shifting that tax

         5    burden indirectly to Harrisburg by giving their

         6    representatives a little more breathing room and

         7    leeway to help Philadelphia may in long term be a

         8    good thing for us.

         9                MR. PIZZI:  Yes.  Councilman, that's a

        10    very good point because it's a growth strategy that

        11    you've just outlined, it's a vision.  And I can tell

        12    you, I am closely engaged in the real estate world

        13    here in this region.  I can tell you, as I was

        14    quoted when the Nutter/DiCicco bill was introduced,

        15    I was quoted in the Inquirer as saying, "This is a

        16    major signal to Harrisburg that we are willing to

        17    take on the issues that will make our City

        18    competitive.  And it sends a very strong signal to

        19    all those suburban legislatures who you help bring

        20    to our City for the expansion of the Convention

        21    Center that we're able to do our part, that we're

        22    willing to do our part, that it's not only about how

        23    much can you give us; it also has to be the two-way

        24    conversation.  And that's why this is very

        25    important.  It's a two-way conversation.  And it is
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         2    a powerful message that we are sending to

         3    Harrisburg.  And I think that's why the response

         4    from Harrisburg in the last week has been

         5    overwhelmingly positive.

         6                MS. VONSELDENECK:  I just want to add

         7    that I think if the business community and City

         8    government can speak with one voice, that is so

         9    powerful.  And I think that's really what we're all

        10    about.  If we can somehow get to the point where

        11    we're on the same hymn sheet here and we can speak,

        12    you know, our business constituency that we

        13    represent with this Chamber and hopefully the City

        14    Administration combined, we've got so much more

        15    clout.  And I think that's what we're after.

        16                COUNCILMAN KENNEY:  So I guess in some

        17    ways a vote to reduce the wage tax for both City and

        18    for commuters in some way may help down the road in

        19    providing more money for our schools and for things

        20    like expansion of the Convention Center.

        21                MR. PIZZI:  I think that's an incredibly

        22    good argument.

        23                COUNCILMAN KENNEY:  Thank you.

        24                (Applause.)

        25                COUNCIL PRESIDENT VERNA:  Thank you.
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         2                The Chair recognizes Councilman Nutter.

         3                COUNCILMAN NUTTER:  Thank you, Madam

         4    President.

         5                Good afternoon, Mr. vonSeldeneck, Mr.

         6    Pizzi, and Mr. Weintraub.

         7                Mr. Pizzi, I just wanted to ask you a

         8    question with regard to it's my recollection, but I

         9    don't have your resume in front of me that -- and

        10    maybe someone went over this earlier.  If I missed

        11    it, I apologize, and you can just tell me.  You have

        12    previous experience with the City?

        13                MR. PIZZI:  Yes.  I worked from 1976

        14    through 1984 at PIDC.  I ended my career at PIDC as

        15    vice president.  I was in charge of working with

        16    companies and putting together financial packages.

        17    I then became Deputy Commerce Director, First Deputy

        18    Director, and then finally Commerce Director in

        19    1988.  I then by virtue of being president of the

        20    Greater Philadelphia Chamber of Commerce appoint

        21    eight members to the PIDC Board Execute Committee,

        22    and so I presently am vice chairman of PIDC today.

        23                COUNCILMAN NUTTER:  Can you share with

        24    us -- and again, I apologize if I missed any of this

        25    from either your testimony or other questions.
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         2    Please don't answer a question a second time.

         3                Can you tell us from your government

         4    experience or your quasi-governmental experience and

         5    now your private sector experience your perspective

         6    on the impact of the wage tax first for the City in

         7    terms of trying to attract or keep businesses or in

         8    the parlance "do deals" either from the commerce

         9    side or from the PIDC side?

        10                MR. PIZZI:  I think the wage tax is very

        11    important to every business and every individual.

        12    From a business side specifically, it is very

        13    important to all the major employers in Philadelphia

        14    who do not sell things in Philadelphia.  See, most

        15    of the largest employers that we have, the gross

        16    receipts tax has absolutely no effect on them.

        17                COUNCILMAN NUTTER:  Why is that?

        18                MR. PIZZI:  Because they are

        19    multi-national companies and they do most of their

        20    business around the world, around the United States,

        21    around the region.  How many companies actually do

        22    business within the City?  So it's a cost of doing

        23    business.  They view the wage tax as a cost of doing

        24    business.  So what has to happen, and I have done

        25    this for several years, you have to then create
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         2    economic stimulus dollars to offset what the

         3    companies are doing because of their labor cost.  So

         4    the perspective from a business or a commerce

         5    department is very important because there is where

         6    the office workers are going and they're not going

         7    here.

         8                COUNCILMAN NUTTER:  Does it surprise you

         9    at all or what's your reaction to have many of the

        10    programs or tools, if you will, that the City has

        11    been able to utilize in the area of economic

        12    development over the past at least 10 years that

        13    I've been around and maybe some before that?  Almost

        14    all of them are tax related.  We have Empowerment

        15    Zones which are about reducing or eliminating

        16    certain taxes.  We have the Keystone Opportunity

        17    Zones which were created for the same reason.  We

        18    actually have had two rounds of the creation of

        19    Keystone Opportunity Zones all designed to attract

        20    business.  And the primary benefit of being in those

        21    areas is not paying taxes.  Tax Increment Financing

        22    Zones have been created for that purpose.  Council

        23    bills that have come through here in recent times,

        24    you have new construction tax abatement as well as

        25    building conversion tax abatement because of the tax
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         2    situation here in Philadelphia.

         3                I'm left with the impression that the

         4    only way that we can either get businesses to locate

         5    here or keep the ones that we have, all the

         6    discussions revolve around the level of taxes, the

         7    type of taxes, and basically what are we the

         8    government going to do incentives, if I will, those

         9    companies to stay beyond the creation of the Kimmel

        10    Center, beyond the sports stadiums, beyond possible

        11    expansion of the Convention Center, which are all

        12    good and all appropriate and add to the life of the

        13    City; you do have to come to Philadelphia to enjoy

        14    certain things.  No matter where your business is

        15    located, if you want to see a sports game, if you

        16    want the cultural experience, the restaurants and

        17    the like, they are here.  But I'm left with the

        18    impression that the chief financial officer of the

        19    company that has to make the recommendation to the

        20    president and CEO, that has to make the

        21    recommendation to the board of directors, I don't

        22    necessarily know that they have a whole lot of

        23    conversation about how many restaurants we have or

        24    what our stadiums look like or what our cultural

        25    facilities and the Art Museum and all of that
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         2    because you don't have to locate in Philadelphia to

         3    take advantage to any of those wonderful

         4    opportunities.  You can be -- and I heard you in the

         5    back.  You can go to Bala 123 or any of those places

         6    and you only added another five minutes.  So I'd

         7    just like to get your perspective on doing business,

         8    making a deal, and what are the ultimate and final

         9    factors that a chief financial officer and other

        10    people involved in that decision-making process,

        11    what are they talking about in the private of the

        12    room as to where they're going to locate their

        13    business?

        14                MR. PIZZI:  Councilman Nutter, I think

        15    we're all going to participate in the answer to this

        16    question because it is a wide-ranging question.

        17                COUNCILMAN NUTTER:  I've been accused of

        18    that in the past.

        19                MR. PIZZI:  Well, I think it helps

        20    stimulate good discussion.  Let Judy vonSeldeneck

        21    who recruits people, CEOs, CFOs, and she can tell

        22    you firsthand of her experience first.

        23                MS. VONSELDENECK:  Well, you know, I

        24    remember back when we had the Council of Economic

        25    Development back in the '80s, and what we did then
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         2    as we aggressively went after companies to try to

         3    convince them to come to Philadelphia and we would

         4    do things like we had the printing industry come

         5    together, we had all of the companies in the region

         6    that are in printing come.  We brought all the key

         7    people in City Government that they need to do

         8    business with.  We brought leadership in the

         9    business community.  And our message was, we are

        10    really business friendly, we really care about you,

        11    here are the people that you need to work with in

        12    the City, we want to help you grow your businesses,

        13    we want to retain you here, we are your partner.

        14    And Walter Lesio (ph) headed that up, and I had the

        15    privilege of working with him on that too.  And we

        16    had a number of those industry specific.  We also

        17    had another group that targeted the business

        18    locators around the country that we would go meet

        19    with to try to sell the City of Philadelphia and why

        20    they should come here.  So the message was that the

        21    City of Philadelphia is pro business, we want you

        22    here.  And I think that's, again, what this is all

        23    about.  If we can send a message out there -- we can

        24    go out, we as the Chamber go out across the country

        25    and say, "Hey, look what just happened in our City.
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         2    We just took a major step in cutting that onerous

         3    wage tax.  We are really on a roll.  We want you

         4    here.  We've got all these new office buildings.

         5    Here we are.  We're going to make this happen for

         6    you."  And that is a powerful message.  And we can

         7    do that and that's job in the Chamber, but we can't

         8    do it with our hands tied.

         9                COUNCILMAN NUTTER:  Thank you.

        10                MR. WEINTRAUB:  Councilman, I can tell

        11    you, not from any surveys or any scientific studies

        12    that were done, mine is purely anecdotal, but I get

        13    calls once a week almost from clients and potential

        14    clients about locating businesses, relocating

        15    businesses and the idea of whether or not

        16    Philadelphia is a place for them to locate.  And

        17    they'll ask me, it could be the CFO or the CEO

        18    directly I have on the phone, and they'll ask me,

        19    "What taxes do I have to pay if I put my business in

        20    Philadelphia?"  After they get up off the floor when

        21    I tell them about the business privilege tax,

        22    they'll then ask me about any local income taxes,

        23    and I'll tell them about the wage tax.  The reaction

        24    consistently is, "You mean I'm going to pay out of

        25    my salary" -- and this is the decision-maker talking
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         2    now.  "-- either 3.9 or 4 1/2 percent of my salary

         3    to the City of Philadelphia by putting my business

         4    there.  Thank you, I'll go someplace else."

         5                COUNCILMAN NUTTER:  And as a result, I

         6    guess, of that decision, the City potentially losses

         7    the opportunity for those businesses and residents,

         8    current or future, actually lose the opportunity in

         9    some instances because of location to even get that

        10    job which they theoretically at least have a much

        11    higher possibility of getting if the business is

        12    located in Philadelphia?

        13                MR. WEINTRAUB:  That is correct,

        14    Councilman.

        15                COUNCILMAN NUTTER:  Thank you.

        16                Let me just lastly ask this question.

        17    And I have tried to be as direct as possible about

        18    what these bills are presently and what they are

        19    not.  I'm hopeful that people understand that

        20    whether it's Bill 92 or Bill 30 from the

        21    Administration with the gross receipts tax, these

        22    bills are about tax reduction.  They are not at the

        23    moment about tax reform.  And I can only ask and

        24    encourage both the Chamber and GPF and many other

        25    supporters to clearly understand and hopefully buy
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         2    into the idea that, again, hopefully with the

         3    passage of these bills we will at least establish a

         4    path that we're trying to pursue but that we

         5    subsequently take that enthusiasm and that interest

         6    and not let the moment slip away in the belief that

         7    we have actually finished the task, but that the

         8    passage hopefully of these bills is actually the

         9    start of a much larger process that will lead to --

        10                (Applause.)

        11                COUNCILMAN NUTTER:  That will lead to

        12    true tax reform which will require a whole host of

        13    additional difficult conversations and choices,

        14    analysis and debate.  But I have felt very strongly

        15    that if we're not able to get over this particular

        16    hurdle, and quite frankly, I didn't think it was

        17    that big of a hurdle when this started.  But if

        18    we're not able to do that, then I don't see what the

        19    prospect is for local tax reform if we can't at

        20    least have a legitimate debate and discussion about

        21    these tough issues around the mere restoration of

        22    cuts that most of us believe were just going to

        23    continue to happen.  There's never been debate or a

        24    discussion about these cuts since the day they

        25    started.
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         2                MR. PIZZI:  Councilman, if I had a tape

         3    recording of what you just said and I played it to

         4    10 businesses in the suburbs who were thinking about

         5    relocation, I guarantee you, because this is what I

         6    used to do for a living, I could get three people to

         7    come into this City.  It is about leadership.  It is

         8    about looking and having a vision.  That's why we

         9    went to the mat to support your bill now and that we

        10    will continue to do that in the future.

        11                (Applause.)

        12                COUNCILMAN NUTTER:  Thank you very much.

        13    I do appreciate that.  I must say, though, there are

        14    a lot of people who have supporting the bill,

        15    various Members of City Council, and this has been a

        16    collective process.  And I don't have a tape for you

        17    to take out to the 10 businesses, but I might be

        18    able to do one better.  I would be more than willing

        19    to travel with you in person.

        20                MR. PIZZI:  Maybe with the legislation

        21    in hand, Councilman.

        22                COUNCILMAN NUTTER:  Well, I would hope

        23    so.  I'd be glad to take and maybe we could get that

        24    number up three to possibly even four.  Thank you.

        25                MS. VONSELDENECK:  I would just like to
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         2    add to that, Councilman, that we surely will join in

         3    supporting all the Members of Council that support

         4    us in this, too.  We will not forget and we'll be

         5    there for you and you can depend on it.

         6                (Applause.)

         7                COUNCILMAN NUTTER:  Thank you.

         8                Thank you, Madam President.

         9                COUNCIL PRESIDENT VERNA:  Thank you.

        10                The Chair recognizes Councilman Ortiz.

        11                COUNCILMAN ORTIZ:  We all know the

        12    renaissance that Center City has gone through.

        13                MR. PIZZI:  It's a great renaissance.

        14                COUNCILMAN ORTIZ:  And we all know the

        15    difficulties that may come into Center City as

        16    leases come into play in the foreseeable future.

        17    However, any renaissance of the City that does not

        18    take into consideration of the rest of the outlying

        19    area of the City is a very limited type of victory

        20    and it leads to the creation of two different

        21    Philadelphians:  One very poor, one very well-to-do.

        22    Unless we begin -- and I think Ms. vonSeldeneck is

        23    probably a very personnel example of what this is.

        24    The small business, doesn't the small business

        25    people, the small business person constitute the
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         2    backbone of any real job growth within any urban

         3    area, the small business person, the person who

         4    employs as many as 15, 20 people?

         5                MR. PIZZI:  Well, let me just answer the

         6    series of questions you asked.  First and most

         7    importantly, you see our rallying sign, "Wage tax

         8    cuts and build up our neighborhoods."  We think they

         9    are linked.

        10                COUNCILMAN ORTIZ:  Could you explain

        11    that?

        12                MR. PIZZI:  Sure.  I think -- and I'll

        13    let David Thornburgh follow this up.  And correct me

        14    if I'm wrong, David.  I believe that all the jobs in

        15    downtown Philadelphia, 44 percent come from the

        16    neighborhood.  44 percent of hundreds of thousands

        17    of jobs in downtown come from our neighborhoods.  My

        18    whole career we have focused on building the

        19    neighborhoods through employment and jobs

        20    opportunity.  Test.

        21                COUNCILMAN ORTIZ:  But we have -- and I

        22    want you to perhaps to comment on this.  We have

        23    places like the 52nd Business Corridor and the 60th

        24    Street Business Corridor.  And they have been up and

        25    there have been deterioration and Fifth Street has
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         2    been devastated over the years.  How do we build up

         3    these corridors so that as Center City employs

         4    Philadelphia neighborhood people also can become

         5    employed in their neighborhoods.

         6                MR. PIZZI:  Well, if you move

         7    business -- see, Philadelphia is such an attractive

         8    place for a move their business into.  We can create

         9    the jobs for those people who live in the

        10    neighborhood.  But you have to send the signal out.

        11    Let it beam out, we want your business and we are

        12    providing an environment for you to create jobs for

        13    our neighborhood people.  We cannot -- this whole

        14    situation would not be worthwhile if we weren't able

        15    to build our neighborhoods up, whether it's Fifth

        16    Street, whether it's 52nd Street, whether it's

        17    Frankford Avenue, whether it's Main Street, Ninth

        18    Street, whereever, Broad Street, this is all about

        19    providing jobs.  And I think the most compelling

        20    statement is 44 percent of all the people working

        21    downtown, and they're making a very good wage, come

        22    from our neighborhoods.  And I think it's providing

        23    the environment.  If I take back 30 years --

        24                COUNCILMAN ORTIZ:  If I may.  A lot of

        25    those jobs are in the service industry and a lot of
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         2    those jobs -- because this relates back to the wage

         3    tax.  The lower your wage, the more onerous the wage

         4    tax is.  It's a very regressive tax.

         5                MR. PIZZI:  The heavier the burden it

         6    is, yes, it is.

         7                COUNCILMAN ORTIZ:  So if you --

         8                MR. PIZZI:  I think the daily news has

         9    reported on this I remember a few weeks ago what

        10    this tax bill went meant into the household.

        11                COUNCILMAN ORTIZ:  So if you're a person

        12    who lives in Hunting Park and comes into the

        13    Marriott and you clean up the rooms and you go back,

        14    the wage tax has a greater impact on your income

        15    than it does on the CEO of CIGNA, right?

        16                MR. PIZZI:  Well, it has a great impact

        17    on him, I can tell you that.

        18                COUNCILMAN ORTIZ:  But in terms of the

        19    relation of scale.

        20                MR. PIZZI:  Right.  Well, don't forget,

        21    those dollars -- say we're talking a household who

        22    has $50,000, the husband and the wife work.  We

        23    heard that that's only $50 a year.  Well, do you

        24    think anybody in those neighborhoods would turn down

        25    $50.  Would you think those people in those
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         2    neighborhoods would say, "Oh, no, I don't care about

         3    $50"?  Do you think so?  I don't either.

         4                COUNCILMAN ORTIZ:  So what we're talking

         5    about is as you lower this burden, you grow the

         6    economy but you also provide more income for those

         7    individuals and those business actually who are on

         8    the edge of closing down and becoming an empty store

         9    front.

        10                MR. PIZZI:  We can't have that happen.

        11    Councilman Ortiz, we cannot have that happen.  If we

        12    lose sight of that, we've lost our future.

        13                A good friend of mine who is a economist

        14    said we can either create a City that is like a

        15    doughnut or a danish.  A danish means everybody

        16    participates, not just the middle.

        17                COUNCILMAN ORTIZ:  I asked the City

        18    this.  You may have the statistics and the numbers

        19    on it.  I asked the City when they were at the table

        20    if they knew the unemployment rate within the City

        21    of Philadelphia, if they knew the unemployment rate

        22    for neighborhoods in the City of Philadelphia.

        23    Because I know as you travel and you go to North

        24    Philly, the unemployment rate in those areas is

        25    huge.
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         2                MR. PIZZI:  It's double and almost

         3    triple.

         4                COUNCILMAN ORTIZ:  It's close to 60

         5    percent people residing in those areas.

         6                MR. PIZZI:  Well, I know when I was

         7    Commerce Director, you know, when you go from

         8    downtown and then when you start to go into those

         9    neighborhoods, it rises to 18 percent.  I mean,

        10    that's what we have to cure here.  We have to bring

        11    opportunity to those people.  If we don't do that,

        12    if we don't bring opportunity to everyone, I

        13    wouldn't be brining the enthusiasm unless I thought

        14    we could do that through this effort.

        15                COUNCILMAN ORTIZ:  And unless we begin

        16    the job creation, we don't begin the repopulation

        17    Philadelphia.

        18                MR. PIZZI:  Right.  Well, I'll just tell

        19    you four weeks ago in the Philadelphia Inquirer they

        20    had a front-page story about the Russian immigrants

        21    who came here eight years ago and how they're moving

        22    already.  I mean, these are telling signs.  You

        23    know, this is very simple.

        24                COUNCILMAN ORTIZ:  Let me tell you

        25    something.  Up at Sixth and Diamond and the
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         2    Empowerment Zone went through a whole series of --

         3    we had a great problem in attracting a supermarket.

         4    And then Brown came in and in essence, the

         5    infrastructure of jobs and expenditures and

         6    disposable income were not there.  So we build

         7    housing around there.  There's still subsidized

         8    housing and people that went into those subsidized

         9    housing probably did not have the income necessary.

        10                MR. PIZZI:  Councilman, the best program

        11    --

        12                COUNCILMAN ORTIZ:  It has gone through

        13    financial now we have cousins which runs a very

        14    different type of supermarket.  But it is the

        15    sustainability of that type of mall within major

        16    city that becomes a question unless those

        17    individuals can provide jobs that are necessary for

        18    the neighborhoods.  You can't have it.  Thank you.

        19                MR. PIZZI:  Thank you, Councilman.

        20                COUNCIL PRESIDENT VERNA:  Thank you.

        21    Councilman Ortiz, are you concluded with your

        22    questions?

        23                COUNCILMAN ORTIZ:  Yes.

        24                COUNCIL PRESIDENT VERNA:  The Chair

        25    recognizes Councilman Clarke.
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         2                COUNCILMAN CLARKE:  Thank you, Madam

         3    Chair.  Good afternoon.

         4                MR. PIZZI:  Good afternoon.

         5                COUNCILMAN CLARKE:  Thank you, Madam

         6    Chair.

         7                Good afternoon.  I just want to

         8    follow-up on a couple statements that were made

         9    earlier.  One, the most recent with respect to Sixth

        10    and Diamond and with respect to some of the concerns

        11    associated with businesses and some of the more

        12    closer -- some of the areas who have some problems

        13    there are certain conditions that are not conducive

        14    to businesses and I want to talk about the other

        15    side of the story, stepping aside from the tax

        16    issue.  The reality is that the supermarket at Sixth

        17    and Brown and the mall was not even discussed at a

        18    serious level until the surrounding community was

        19    built up with new housing and other infrastructure

        20    improvement.  Those conditions were created as a

        21    result of a number of different initiatives relating

        22    other than wage tax.  So we had to build those

        23    conditions in a critical masses of housing before

        24    the supermarket operator made the decision to come

        25    there.  When I had some of the those discussion with
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         2    some of the businesses in my district that live in

         3    some of the areas that have some problems, they talk

         4    about the fact that there are not enough police in

         5    the immediate area.  They talk about some of the

         6    conditions around the perimeter of that particular

         7    business.  And they also talk about the tax issue.

         8    So it's not a singular issue.  There are a number of

         9    things.

        10                I continue to be concerned that if we

        11    just focus on the wage tax issue and not be in a

        12    position to deliver those other critical services

        13    that people need to make the decisions to stay in

        14    some of these communities, let alone locate in some

        15    of these communities that will expedite or

        16    accelerate that decision to leave.

        17                That brings me to one of my questions.

        18    My understanding that in Center City under the

        19    recent census and actually in the last census, the

        20    one area in the City where the population actually

        21    increased was Center City.  And in representing that

        22    area and working as a staff person in that area and

        23    decisions with individuals who made the decision to

        24    move in that area, the primary reason that they made

        25    those decisions was the quality of life.  They
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         2    talked about the fact that we had additional police

         3    in the area.  They talked about the fact that we had

         4    these ambassadors who walk around and kind of give

         5    people direction.  It just sends the appropriate

         6    signal.  They talked about the fact that we have

         7    folks with the green uniforms on sweeping the

         8    sidewalks and businesses really like that.  But the

         9    reality is is our ability to do that had to do with

        10    the fact that we imposed an additional tax on

        11    businesses in Center City.  You're aware that?

        12                MR. PIZZI:  Do you want me to answer

        13    that?  I'll tell you, I am so much aware of it

        14    because, first of all, when I left the Commerce

        15    Department, I went to work for Ron Ruben.  Now, that

        16    same year, Ron Ruben became chairman of the Center

        17    City District.  There was a reason why Ron Ruben did

        18    that.  Because I asked him to.  I never said it

        19    publicly.  I never tried to take any credit it for

        20    it.  But I thought that was very important and I

        21    pushed Ron Ruben for the first time to go out and

        22    really get engaged.  There is a tax.  It represents,

        23    if my memory serves me correctly, about 2 percent

        24    added.  But Councilman, the significance of that tax

        25    is people know what they're getting.  They see the
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         2    value in their tax because they get a return on that

         3    tax.  They see it and they have seen it.  And I

         4    think that that's very important.

         5                COUNCILMAN CLARKE:  So are you

         6    suggesting that people don't know what they're

         7    getting as terms result of their current tax payment

         8    in terms of services.

         9                MR. PIZZI:  Councilman, if you travel to

        10    South Philadelphia, Northeast, if you travel

        11    throughout the City and you ask them what services

        12    they get for all the taxes they pay when they're

        13    kids go to parochial school, when they don't really

        14    require any services of the City, they will tell

        15    you, we're spending an awful lot of --

        16                COUNCILMAN CLARKE:  Where in the City of

        17    Philadelphia is it that you are not requiring of

        18    services?  Are you telling me that there are places

        19    where you don't police, you don't need fire, you

        20    don't need the Water Department, you don't need

        21    sanitation?

        22                MR. PIZZI:  Well, if the services were

        23    so great, why did people leave?  Because the value

        24    of what you're paying --

        25                COUNCILMAN CLARKE:  You said they're
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         2    leaving because of the wage tax.

         3                MR. PIZZI:  Well, here is my point.  The

         4    value of what they're getting for their tax is not

         5    worth it, and that's why they're leaving.

         6                COUNCILMAN CLARKE:  So it's the services

         7    also?

         8                MR. PIZZI:  Well, it's the cost of those

         9    services to be residents.  That testimony of the

        10    letter to the editor by -- I'll repeat this.  "My

        11    wife and I moved to the Philadelphia area.  While we

        12    were absolutely in love with Chestnut Hill area, we

        13    had to eliminate it to our serve economics of buying

        14    in Philadelphia simply didn't make sense.  A nearly

        15    4 percent tax on dual incomes as tax too much of a

        16    hurdle to get over.  The level of tax withholding

        17    would represent furniture for our home, possible

        18    vacations, and savings.  My wife and I are exactly

        19    the type of late 20-something that the City should

        20    be trying to attract to come spend that

        21    discretionary income.  Instead we are spending it in

        22    the suburbs to furnish and fix up our new home."

        23                COUNCILMAN CLARKE:  What does that have

        24    to services?

        25                MS. VONSELDENECK:  Can I just say
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         2    something?  I've been here for five and a half

         3    hours, and I've heard you ask that question to lots

         4    of people.  And you are absolutely that the

         5    population in Center City did increase a small

         6    percentage which was really exciting.  And isn't

         7    that a wonderful model that we should try to

         8    duplicate throughout the whole City.  What I take

         9    issue with, Councilman, is when you equate -- when

        10    we bring politics into this and we mix it up with

        11    the wage tax.  Why can't we be reducing the size of

        12    city government or finding ways to save that kind of

        13    money so we can do it elsewhere?  Every single

        14    company in the United States is reducing.  My

        15    company is.  Everybody I know in business, the

        16    companies that I recruit for, they're all

        17    downsizing, not the City of Philadelphia.  And you

        18    mean to tell me there are not some areas where we

        19    could reduce our expenses so that we have the money

        20    to do what we've been doing in Center City so

        21    effectively.  It's got nothing to do with the wage

        22    tax.  It's got to do with reducing expenses in city

        23    government minutely.

        24                COUNCILMAN CLARKE:  Ma'am, first of

        25    all --
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         2                MR. PIZZI:  Well --

         3                COUNCILMAN CLARKE:  I think I'm asking

         4    the questions here.  First of all, that's the first

         5    time I made that statement with respect to Center

         6    City.  You Said I've asked everybody.

         7                MS. VONSELDENECK:  No, no, but you've

         8    been equating -- all of you have been talking about

         9    how that if we stop this wage tax the police and

        10    fire and recreation centers and City services are

        11    going to go right down the tubes.

        12                COUNCILMAN CLARKE:  Ma'am, you've been

        13    reading the newspaper.

        14                MS. VONSELDENECK:  I've been sitting

        15    here listening for five hours.

        16                COUNCILMAN CLARKE:  Ma'am, I have not

        17    said that.  You've been reading the newspapers.  I

        18    have not said that.

        19                So I'll ask you a question with respect

        20    to the letter that you just read.  What does that

        21    have to do with services.

        22                MR. PIZZI:  The cost of services are so

        23    high, people who can afford to pay them are not

        24    here.  They're moving to the suburbs.  And one other

        25    question about what is happening in downtown
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         2    Philadelphia ,a lot of people once their children

         3    have been raised have been moving back into Center

         4    City Philadelphia.

         5                COUNCILMAN CLARKE:  Empty-nesters.

         6                MR. PIZZI:  Right.  But a lot of them

         7    are no longer worker so they don't have to pay the

         8    wage tax because they're retired.  And that's why a

         9    lot of people moving downtown again.

        10                COUNCILMAN CLARKE:  I think that's a

        11    minimal amount.  Most of the people that I know and

        12    work with in Center City do in fact work.

        13                MR. PIZZI:  Okay.

        14                COUNCILMAN CLARKE:  The issue with

        15    respect to services is important to me for all parts

        16    of my district because I do represent Center City, I

        17    do represent Logan Square, I do represent Fairmount,

        18    I do represent North Philadelphia, and I do

        19    represent Sixth and Diamond.  And my issue has to do

        20    with our ability to continue to deliver the

        21    services.  If you want to change the way we provide

        22    service delivery, we can have that discussion.  Some

        23    people may talk about privatizing certain aspects of

        24    our service deliver.  We can have that discussion.

        25    But I don't think that simply reducing the revenue
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         2    associated with our ability to deliver those

         3    services works.

         4                MR. PIZZI:  Well, what I think what we'd

         5    be happy to do is have a poll in those areas to get

         6    what people think.  Are they getting their money's

         7    worth out of the taxes they pay?  And I think we'll

         8    try to do a poll to get you that information.

         9                COUNCILMAN CLARKE:  I don't have a sense

        10    of what the people in my district, how they feel,

        11    then I'm probably going to get un-elected next year.

        12    So I don't need to poll  to get a sense of what's

        13    going on in my district.  I've worked there for the

        14    last 20 years and lived there all my life.  So I

        15    think I have an accurate reading as to what people

        16    think.

        17                MR. PIZZI:  Well, Councilman, let me ask

        18    you this.  Do they think they're getting their

        19    money's worth for their tax dollars?

        20                COUNCILMAN CLARKE:  Nobody ever does in

        21    this wonderful country that we live in.  That's just

        22    not human nature.

        23                MR. PIZZI:  That's probably true.

        24                COUNCILMAN CLARKE:  With respect to your

        25    position, Mr. Pizzi, have you ever taken a position
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         2    that we should freeze wage taxes?

         3                MR. PIZZI:  We should freeze wage taxes?

         4    Position such as what?

         5                COUNCILMAN CLARKE:  Have you ever taken

         6    the position that --

         7                MR. PIZZI:  Freeze wage taxes?

         8                COUNCILMAN CLARKE:  Wanted to freeze the

         9    reduction in the wage tax, have you ever taken tat

        10    position?

        11                MR. PIZZI:  That we should freeze wage

        12    tax reduction?

        13                COUNCILMAN CLARKE:  Freeze the current

        14    reduction in the tax.

        15                MR. PIZZI:  When did I do that?

        16                COUNCILMAN CLARKE:  I'm asking you.

        17                MR. PIZZI:  You must know something I

        18    don't know.

        19                COUNCILMAN CLARKE:  I'm asking you.

        20    Have you ever taken that position?

        21                MR. PIZZI:  I don't know.

        22                COUNCILMAN CLARKE:  You don't if you

        23    ever took that position?

        24                MR. PIZZI:  No, I don't.  See, here's

        25    the difference.  I'm not an elected official.  I
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         2    don't have a public record.  So if you know

         3    something that I don't, if you tell me, I would be

         4    happy to explain it to you.

         5                COUNCILMAN CLARKE:  I'm simply asking

         6    you a question.

         7                MR. PIZZI:  I don't know.

         8                COUNCIL PRESIDENT VERNA:  The Councilman

         9    is asking a question.  Maybe you don't quite

        10    understand what he said.  Repeat that question

        11    please.

        12                COUNCILMAN CLARKE:  I'm asking a

        13    question if you have ever taken the position that

        14    there should be a suspension in the wage tax

        15    reduction plan that was currently in place.

        16                MR. PIZZI:  Oh, I know what you're

        17    talking about.  You mean when I got a phone

        18    conversation from the Administration?

        19                COUNCILMAN CLARKE:  I'm just asking you

        20    a question.

        21                MR. Pizzi:  I think it's important --

        22    I'm sorry, Councilman, I just didn't know.  This had

        23    to go to the -- it was about January, late January I

        24    believe, and I was it was a late Friday afternoon.

        25    It time was about 4 o'clock, 4:15.  I was driving in
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         2    my car and I got a call from the Finance Director

         3    and from the Budget Director.  During that

         4    conversation, they talked about their notion of what

         5    they would like to do and they talked about in terms

         6    of freezing the wage tax after 2004 and then working

         7    on the gross receipts tax.  I said to them that it

         8    sounded good to me.  Then the Mayor gave his budget

         9    address before you all and he said of his plan.  And

        10    specifically in his plan he said, and I'd like to

        11    quote, I'll paraphrase because I can't give it to

        12    you back directly, but he said when the economy

        13    becomes better or when we are out of the recession,

        14    we will reinstate the wage tax cuts.  So I talked to

        15    a couple of very nationally-known economists.  I

        16    said, "What do you think, are we coming out of the

        17    recession?"

        18                They said, "Yeah, I think we'll be out

        19    of the recession.  We were all planning coming out

        20    of the recession by the end of the second quarter.

        21    I think we may be able to come out of recession

        22    after the first quarter."

        23                So I said, "Well, that sounds good then.

        24    Then we're going to continue with the wage tax cuts

        25    and we're going to have a gross receipts tax.  And
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         2    then there was the Bill 92 that came out and they

         3    said, well, not only are we going to continue with

         4    the wage tax cuts, but because we've actually got

         5    more money from the wage tax revenues when we've

         6    lowered the wage tax over the last five years, you

         7    can then accelerate the wage tax.  Well, I said I'm

         8    for that.  And that's how I came to is that

         9    conclusion.  So there was a moment in time maybe

        10    about a week.  And then I asked the economists, I

        11    went to our board, and I put it before them.  And

        12    what the Board told me what my constituents told me

        13    -- and we also did a survey.  We did a survey, we

        14    got answers back from 189 companies in Philadelphia

        15    and then we did the survey.  So it was a process.

        16    It was a process that we went through.

        17                COUNCILMAN CLARKE:  So that's a long

        18    version of yes.  The answer is yes.

        19                MR. PIZZI:  Did I ever?  Well, I thought

        20    it was a beginning, but it was a process.

        21                COUNCILMAN CLARKE:  I'm not trying to

        22    put you on the spot.

        23                MR. PIZZI:  Councilman, I think that is

        24    a legitimate question.  I think when you are -- I

        25    learned this when I was Commerce Director.  When
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         2    you're wrong, you say, "I made a mistake."  I'm

         3    willing to stand up because I went through a

         4    process.  I had to go back to my constituents and

         5    found out overwhelmingly where they where on it.

         6                COUNCILMAN CLARKE:  That's fair.

         7                With respect to the potential of the 290

         8    million in cuts, is it your position, assuming there

         9    will probably be some raises for municipal workers,

        10    there will more likely be contribution to the school

        11    district above and beyond what we're currently

        12    doing.  Hopefully, the impact as it relates to the

        13    PGW's problem won't be substantial, although I think

        14    it probably will be.  Is it your position that we

        15    can do the 290 cuts and not affect services to the

        16    degree where it's unacceptable to people in

        17    communities?

        18                MR. PIZZI:  First of all, I'd like to

        19    start with what is going to be done with that

        20    $230 million surplus because that's our money.  I'd

        21    like to know where that is in this whole equation.

        22                (Applause.)

        23                MR. PIZZI:  I'd also like to know that

        24    when we talk about 1 percent, $30 million over five

        25    years, I really think that anybody can do that.  And
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         2    I think we have the wherewithal within the

         3    administration to do that.

         4                COUNCILMAN CLARKE:  So again, I'm not

         5    sure I understand your answer.  So it's your

         6    position that we can do 290 in cuts, provide --

         7                MR. PIZZI:  290 over five years, right?

         8                COUNCILMAN CLARK:  Yes.

         9                MR. PIZZI:  So it's not 290 in the first

        10    year.  It's only -- we heard like a few million in

        11    the first year.  It's not even that much.  But $290

        12    million to do 16 billion, I think we an do it.

        13                COUNCILMAN CLARKE:  16 billion?

        14                MR. PIZZI:  Yeah.

        15                COUNCILMAN CLARKE:  Oh, you're talking

        16    about over the five years.

        17                MR. PIZZI:  Yeah, over five years.  I

        18    mean, you're using the 290 term.  I think by doing

        19    that, you should triple the budget by the same

        20    amount of years.

        21                COUNCILMAN CLARKE:  Okay.  I just want

        22    to make sure I understood what you were answering.

        23                MR. PIZZI:  Thank you.

        24                COUNCILMAN CLARKE:  In your testimony,

        25    you made reference to an issue that's kind of near



                                                               299
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    and dear to my heart.  Neighborhood Transformation

         3    Initiative.  And it implies that using the strategy

         4    to issue bonds to fund that program was somewhat

         5    different than the strategy that we used to fund the

         6    Convention Center, to fund stadiums, to fund other

         7    major ticket items.  Why is that?  Why is it

         8    different for us to issue bonds to fund the

         9    Neighborhood Transformation Initiative as opposed to

        10    other big ticket item?  Is it of less importance.

        11                MR. PIZZI:  No, no.  As you will recall,

        12    and you can see my testimony, the Chamber voted and

        13    was here in support of the Neighborhood

        14    Transformation bill that before City Council.  I

        15    believe we have testimony supporting that.  So we

        16    were a very major advocate of the neighborhood

        17    initiative.  But let me tell you how that all comes

        18    about.  See, that is a defensive major.  Why do we

        19    have to do neighborhood transformation bond is

        20    because we didn't have the right tax policy in the

        21    beginning so people left.  And now it's defensive

        22    move.  They left, we have all these vacant houses,

        23    now we have to knock them down.  See, what I'm

        24    proposing is growth strategy.

        25                COUNCILMAN CLARKE:  Are you suggesting
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         2    that we don't do this?

         3                MR. PIZZI:  Oh, no.  Councilman, we are

         4    on the record, that's what I'm trying to tell you,

         5    we are on the record and I would be happy, I'll

         6    furnish you my testimony.  We sat here in support

         7    and we gave testimony that we were in support of the

         8    neighborhood transformation act.  Actually, we did a

         9    full page ad in the Inquirer and the Tribune

        10    supporting that.  Did you know that?

        11                COUNCILMAN CLARKE:  Yes.

        12                MR. PIZZI:  Great.

        13                COUNCILMAN CLARKE:  I only ask the

        14    question because of the way it was referenced as if

        15    somehow this was an abnormal way of financing major

        16    ticket issues.  Based on your testimony, it implied

        17    that.  That's the way we always do these things.

        18                MR. PIZZI:  Well, I just think we have

        19    to be careful of how many bond issues we do.  That's

        20    all.

        21                COUNCILMAN CLARKE:  Would you suggest

        22    that we not finance the expansion of the Convention

        23    Center in this manner?

        24                MR. PIZZI:  Nope.

        25                COUNCILMAN CLARKE:  So we should finance
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         2    the expansion of the Convention Center by issuing

         3    bonds?

         4                MR. PIZZI:  Yes.

         5                COUNCILMAN CLARKE:  Is there a reason

         6    why it's problematic in terms of financing the

         7    Neighborhood Transformation Initiative but not the

         8    expansion of the Convention Center?

         9                MR. PIZZI:  NO, I think they're both

        10    tied.  When I was Commerce Director, Councilman, my

        11    whole cry if you look at my testimony before City

        12    Council back then, you will find that we tied the

        13    neighborhood expansion to neighborhood development.

        14    And it's interesting because we were all proven

        15    right.  All of the jobs coming out of the Convention

        16    Center and the hospitality industry are mostly tied

        17    to the neighborhoods.  And that's what we predicted

        18    was going to happen back then.

        19                COUNCILMAN CLARKE:  I agree with you.

        20                You made a couple of references, one

        21    with respect to the deterioration of neighborhoods

        22    in an earlier statement that you made, and maybe I

        23    heard you wrong, that there was not redlining by the

        24    lending institutions in various neighborhoods.  I

        25    think in large part particularly in North
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         2    Philadelphia redlining was a substantial reason why

         3    we have some of the conditions that we have North

         4    Philadelphia and it was a strategic plan, it was

         5    government driven, so I want you to understand that

         6    there are other issues.  It  wasn't simply the wage

         7    tax.

         8                MR. PIZZI:  Yeah, but I'm here to talk

         9    on an issue.  You're bringing another issue that I'm

        10    not prepared for to talk about.

        11                COUNCILMAN CLARKE:  All right.

        12                MR. PIZZI:  So I don't have an idea.  I

        13    don't like to talk unless I have the facts.  I do

        14    not have the facts on that.

        15                COUNCILMAN CLARKE:  Thank you, Mr.

        16    Pizzi.

        17                MR. PIZZI:  Thank you, Councilman.

        18                COUNCILMAN CLARKE:  Thank you, Madam

        19    President.

        20                MR. MCPHERSON:  Councilman Kenney.

        21                COUNCILMAN KENNEY:  Thank you very much.

        22                Mr. Pizzi, if I understand what you're

        23    trying to say is based on NTI was that if we had a

        24    reasonable competent tax policy for the last 20

        25    years, we wouldn't need to be borrowing money to
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         2    rebuild neighborhoods that were abandoned because of

         3    taxes and schools and other such flight; is that

         4    accurate?

         5                MR. PIZZI:  Thank you, Councilman.  It

         6    said it much more succinctly than I.

         7                COUNCILMAN KENNEY:  One think I want the

         8    record to make sure is very clear, under the Mayor's

         9    currently proposed five-year plan, the $170 million

        10    in tax cuts for the accelerated gross receipts tax

        11    is already in the plan.  It is not new money that

        12    needs to be found to cut.  The Mayor and the Mayor's

        13    financial people are comfortable with the $170

        14    million they have proposed to accelerate and cut the

        15    gross receipts tax in a faster way.  What we're

        16    talking about is $120 million which represents what

        17    Bill 92 would do, and that is $30 million that we've

        18    been talking about over four years.  The issue which

        19    gets clouded is the one that we deal with when we

        20    talk about potential cuts.  And always when cuts are

        21    talked about, it's always surprisingly police, fire,

        22    recreation, libraries.  I haven't heard anyone at

        23    all talk about cuts in other areas of government

        24    that don't represent what are very high impact and

        25    politically dangerous cuts that would be
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         2    contemplated, which I don't think are necessary.

         3    And I'll tell you why.  Under the Mayor's current

         4    proposed five-year plan, the projected fund balance

         5    for Fiscal Year '04 is $62,627,000.  The impact of

         6    Bill 92 is $11.2 million.  Still a five-year plan

         7    would have a -- the effect of Bill 92 would create a

         8    $51,427,000 fund balance FY '04.  FY '05 under the

         9    Mayor's current proposed plan with the accelerated

        10    taxes for gross receipts there's $40 million

        11    surplus.  The impact of Bill 92 would be $23.2

        12    million, still a $5,820,000 surplus.  Not until

        13    Fiscal Year '06 do we anticipate because of 92,

        14    without any consideration for the growth and the

        15    wage collections, do we look at a potential budget

        16    deficit of $41 million.  Any cuts in services that

        17    would have in fire, police, recreation, sanitation,

        18    you know, you name it, anything you want to put out

        19    there to scare anyone would have to put forward in

        20    FY '04 for the FY '04 budget which would have to be

        21    put forward and exposed in FY '03, in January 03

        22    during the period of time we're discussing FY '04

        23    budget.  I'll guarantee you, no mayor, this mayor or

        24    any other mayor, this council or any other council

        25    is going to be proposing any cuts in police, any
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         2    cuts in fire, recreation, sanitation, libraries in

         3    the year that they're running for re-election.  They

         4    will find the money somewhere else.  They will find

         5    the money in the fat that's in the bowels of this

         6    government that nobody wants to talk about that

         7    needs to be sought out.  It's not going to be cops

         8    and fireman and rec leaders and librarians, which is

         9    what they're trying to scare people into believing

        10    because no Mayor running for re-election, this one

        11    or any other one, no councils running for

        12    re-election, this one or any other one, is going to

        13    approve such cuts in the election year their running

        14    for the proposed budget for FY '04.  So look, we

        15    have between FY '03 and FY '06 to deal with the

        16    problems of potential loss of revenue, which I don't

        17    think is going happen because I think every model

        18    has shown that there's not going to be a loss in

        19    revenue, it's going to be an increase in revenue.

        20    So all this scare tactic and Chicken Little sky is

        21    falling stuff really doesn't even come into account

        22    if it's accurate until FY '06.  That gives us enough

        23    time to do these cuts to potentially get the

        24    accelerated cuts that are necessary to grow this

        25    economy and grow our residents and grow our business
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         2    so we won't have to be talking about this.  We could

         3    be talking about enhanced services in FY '05-'06 as

         4    opposed to Chicken Little scenarios.  So I want the

         5    record to be clear.

         6                (Applause.)

         7                COUNCIL PRESIDENT VERNA:  Thank you.  I

         8    would just like to remind my colleagues that we have

         9    approximately 38 more witnesses to testify.  I would

        10    ask that we try to be a little brief with our

        11    questions.

        12                Is there anyone else that would like to

        13    be noticed?

        14                The Chair recognizes Councilman Clarke.

        15                COUNCILMAN CLARKE:  Thank you, Madam

        16    Chair.  Madam Chair, I don't know who Chicken Little

        17    is, but with respect to the five-year plan -- pardon

        18    me?

        19                COUNCILMAN KENNEY:  Somewhere on the

        20    second floor.

        21                COUNCILMAN CLARKE:  Some people would

        22    say it's on the third floor.

        23                The 170 in cuts in five-year plan with

        24    respect to what the Administration has proposed has

        25    not necessarily been agreed with by the Council of
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         2    the City of Philadelphia.  So although the

         3    Administration has made those proposals in the

         4    five-year plan, we in fact have not signed off on

         5    that yet so that is still to be discussed.

         6                COUNCIL PRESIDENT VERNA:  Correct.

         7                COUNCILMAN CLARKE:  Thank you.

         8                COUNCIL PRESIDENT VERNA:  Any other

         9    questions or comments by Members of the committee?

        10                Yes, Mr. Pizzi.

        11                MR. PIZZI:  Madam President, Members of

        12    Council, I just wanted to thank you for all the hard

        13    work and the hours of time that you're going to have

        14    to put on in this.  And we just appreciate the

        15    opportunity to make us be heard.

        16                COUNCIL PRESIDENT VERNA:  Thank you.

        17    Thank you very much.

        18                (Applause.)

        19                COUNCIL PRESIDENT VERNA:  Our next

        20    witness.  Is Mr. Thornburgh in the audience?

        21                Good afternoon.  Thank you for your

        22    patience.

        23                MR. THORNBURGH:   Good afternoon,

        24    Council President, Members of Council.  I want to

        25    join with the crowd here in recognizing on behalf of
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         2    we, the citizens, of time and the effort and the

         3    leadership that you're putting into this issue.  I

         4    don't know that there are many more significant

         5    issues than this one.

         6                If it's all right, Council President, I

         7    thought I would abbreviate at least the beginning of

         8    my testimony.

         9                COUNCIL PRESIDENT VERNA:  That would be

        10    fine.

        11                MR. THORNBURGH:  I didn't think there

        12    would be any objections to that.  I'm going to

        13    basically just mention a few facts and trend lines

        14    along the way and then we'll pick up the testimony

        15    in written form, and I assume you all have it in

        16    front of you.

        17                COUNCIL PRESIDENT VERNA:  Yes.

        18                MR. THORNBURGH:  Charlie Pizzi mentioned

        19    earlier the Flight or Fight book which is something

        20    that we we're very proud of.  I think it has made a

        21    compelling and forceful statement about the City and

        22    its condition today.  And it's filled with many

        23    indicators of distress and decline over the last 30

        24    years.  And just to mention a few of them, some of

        25    these have been mentioned today, the legacy of 30
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         2    years of decline.  There are a number of things.

         3    One, about 500,000 fewer people in the 1990s, about

         4    280,000 people chose to leave the City.  That's what

         5    works out to about 77 per day.  And the recent trend

         6    suggest that that outflow hasn't stopped.  Since

         7    there's a relationship between people and jobs, we

         8    know that it should come as no surprise that we've

         9    lost over 200,000 jobs since 1970.  It also

        10    shouldn't come as a surprise that the total value of

        11    property in the City is less today than it was in

        12    1970.  If you follow the basic logic that says if

        13    people are moving out and people aren't moving in,

        14    then residential property values stay low, business

        15    rents stay low, little gets built over time.  And of

        16    course, you and the Mayor have squared up, I think,

        17    courageously to one impact of that long-term erosion

        18    through the Neighborhood transformation Initiative

        19    to address the almost 60,000 vacate lots and

        20    structures that literally blight this City.

        21                One of the facts that Flight or Fight

        22    points out is that three out of four kids aged 1

        23    through 5 live in those neighborhoods, which I think

        24    is a very chilling statement about this City and its

        25    future.  And unfortunately, that blight machine that
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         2    created those 60,000 abandoned structures still

         3    seems to be in gear.

         4                The reinvestment fund has done work for

         5    the Neighborhood Transformation Initiative suggests

         6    that by 2020, and you've seen these maps many times,

         7    that seeming there won't be more than one or two

         8    census tracks in the City that aren't scarred by

         9    blight.  Clearly, that long-term erosion, the tide

        10    going out in Philadelphia has also had a major

        11    impact on property values, as I said.  So it really

        12    has -- there's a perception out there that those who

        13    could, left; and those who remain maybe are not

        14    worse off by the departure of those who left, and I

        15    think I would suggest that they are.  Philadelphia's

        16    very low property values, average sale price

        17    ballpark if about $60,000 compared to $155,000 in

        18    the suburbs over $300,000 in markets like Boston and

        19    the bay area.  What that means long-term is that

        20    investment in this place in buying a house in

        21    Philadelphia --

        22                COUNCIL PRESIDENT VERNA:  Mr.

        23    Thornburgh, excuse.  I think you deserve a little

        24    more courtesy than you're receiving.

        25                Anybody having private conversations,



                                                               311
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    please do so in the corridor.

         3                MR. THORNBURGH:  Thank you, Council

         4    President.

         5                I was just finishing by saying that the

         6    long-term trend suggests that an investment in

         7    buying a house in Philadelphia has not been a real

         8    good one.  The reinvestment fund points out in their

         9    recent report that between 1982 and 1999, 57 percent

        10    of the people who bought and sold a house in

        11    Philadelphia in that time lost money, the highest

        12    percentage of the four studies that were looked at.

        13    The report goes on to say that this is really the

        14    double-edged sword of our real estate market.  Our

        15    homes are affordable and not appreciating because

        16    demand growth is low.  No appreciation, no wealth.

        17    No nest egg to use for retirement.  No home equity

        18    to use for college.  No assets to use as collateral

        19    for a business loan.

        20                The same has been held to be true in the

        21    commercial real estate market which makes up about

        22    45 percent of the value in the City.  Soft demand,

        23    little growth, low rents.  That's not in fact good

        24    news for, as Charlie Pizzi pointed, the almost half

        25    of the downtown workers who take their paychecks
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         2    back to their homes in Philadelphia neighborhoods.

         3                So that was sort of a quick walk-through

         4    of some of the findings, conclusions, and as I said,

         5    legacy of that report.  I wanted to go over that

         6    ground for a purpose.  And the purpose is

         7    essentially to ask one more time what it is that we

         8    can learn from that legacy of history and can we use

         9    those lessons to guide us going forward.

        10                One of our favorite quotes comes from

        11    Albert Einstein who said that "The definition of

        12    insanity is doing the same thing over and over again

        13    and expecting different results."

        14                So what then can we learn from the last

        15    30 years and how can we stop doing it?  In fact, how

        16    can we keep ourselves out of the asylum?

        17                One of the questions I think you have to

        18    ask yourself is what is really, truly different

        19    about Philadelphia compared to other cities.  Let's

        20    just say New York, Washington, Boston, our neighbors

        21    on the East Coast.  People take things into account

        22    when they make decisions.  Schools have been

        23    mentioned.  Crime has been mention.  Taxes have been

        24    mentioned.  Certainly jobs.   How does Philadelphia

        25    compare on that score?  Well, I'm not going to get
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         2    into another whole round of statistics on you here,

         3    but I think it's fair to say that in any one of

         4    those cities that I've mentioned, those problems,

         5    crime, schools, other urban ills, you can read about

         6    in the local paper of your choice on almost a daily

         7    basis.  My point there is that none of those things

         8    really by themselves explain Philadelphia's loss and

         9    lack of competitiveness over time.

        10                What we do know -- and this is not that

        11    hard to figure out.  What we do know is that where

        12    Philadelphia really stands out is in the area of

        13    taxes.  And there we have two problems:  First, we

        14    have very, very high, even what you think of as

        15    scary high taxes.  The figures have been mentioned

        16    today, but I'll repeat it, 1998 study by the

        17    Washington, D.C. government, if you make $25,000 a

        18    year, you're paying the highest state and local tax

        19    burden except for two cities, Newark, New Jersey;

        20    Bridgeport, Connecticut.  If you've ever been to one

        21    of those two, I'd think you'd suggest that those

        22    were not in fact good role models for the City of

        23    Philadelphia.

        24                Our numbers suggest that it costs to

        25    make the choice to live and work in the City of
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         2    Philadelphia cost you about $2400 a year if you're

         3    the typical family in this region.  That's two SEPTA

         4    passes a month.  That's a semester of community

         5    college.  That's about three-quarters of the annual

         6    tuition that a small private school like and Saint

         7    Barnabas in Germantown.  So that's problem one; high

         8    taxes.

         9                The second problem, we spent a lot of

        10    time talking about it today, we rely very heavily on

        11    that local wage tax.  We all know the history.  In

        12    1939, temporary measure, tied us over in the

        13    Depression.  There was a Mayor quoted at the time

        14    saying that there as no way that the wage tax would

        15    ever last.  It was an experiment and then we'd give

        16    it up and get on with life.  Well, it's clearly with

        17    us today.  In 1999, the City derived about 52

        18    percent of its local tax revenue from the wage tax.

        19    The only City close to that among the 10 big cities

        20    in country is the City of Detroit at 45 percent.

        21    Again, not exactly another great role model.  In

        22    fact, if you look at the way cities have conducted

        23    their affairs over the last four years, you'd be

        24    hard pressed to find a single big city that's even

        25    enacted a new wage tax in that time.
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         2                So how high taxes relied heavily on the

         3    wage tax, so what?  The key question, we've spent a

         4    lot of time talking about it today but I wanted to

         5    maybe try to nail down this point.  So what?  Have

         6    in fact high taxes and high wage taxes made a

         7    difference, have they encouraged people and jobs to

         8    flee the City?  I want to take a quick survey of two

         9    sources:  Expert opinion and public opinion.  I will

        10    quote Professor Bob Inman, his landmark study, 1987,

        11    been quoted in every one of the Rendell Street

        12    five-year plans to justify the impact of wage taxes.

        13    Professor Inman noted that the City's wage tax alone

        14    was responsible for an estimated 60 percent of the

        15    City's total job loss between '65 and '85.  All

        16    tolled the loss of as many as 100,000 jobs.  There

        17    was a complementary study done by a former Wharton

        18    Professor Tom Loos (ph) now down at the University

        19    of Minnesota estimated that impact as high as

        20    165,000 jobs from 1970 to 1985 as a result of the

        21    wage tax.

        22                So I think expert opinion looking over

        23    time has been pretty consistent and has been pretty

        24    powerful.  When you turn to the court of popular

        25    opinion, I think you find that the wage tax stands



                                                               316
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    guilty as charged as well.  63 percent of the office

         3    workers surveyed a couple years ago by the Center of

         4    Philadelphia Development Corporation said that the

         5    wage tax was the thing that they liked least about

         6    working in Center City.  1999 survey, Greater

         7    Philadelphia First, the wage tax ranked second only

         8    to crime as one of the primary reasons people have

         9    left the City.  Fall 1999 survey of suburban

        10    technology firms found that 34 percent of the

        11    respondents identified the wage tax to be a prime

        12    deterrent to the growth of technology firms, second

        13    only to the 40 percent who identified the commute as

        14    a key barrier.  So on two counts in two courts, I

        15    think you find that the wage tax does in fact stand

        16    guilty as charged.  The expert opinion, I think,

        17    historically is pretty convincing and popular

        18    opinion as well.

        19                Left with that and with all of the

        20    reports analyses, not to mention side bar

        21    conversations and conversations over lunch or a beer

        22    that've had in the last seven years of this job, I

        23    can't understand what it is exactly that we need to

        24    know more to convince us that the high wage taxes

        25    has in fact been a heroin addiction for the City of
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         2    Philadelphia in the last 30 years, producing cheap

         3    highs and easy revenue but literally, quite

         4    literally, waisting the City away over that period

         5    of time.  We know it's not easy to go through heroin

         6    withdrawal.  But we've begun and we've got to keep

         7    it up.  Fortunately and to your credit, we're here

         8    to talk about how we go about it.  We've admitted

         9    our dependency, we've looked ourselves in the mirror

        10    and we're taking our steps on the road to recovery.

        11    And we've done something mentioned that was

        12    mentioned in the previous conversation, we've done

        13    something quite important.  It doesn't have to do

        14    with taxes, but I think can help get us off that

        15    dependency.  And that is the Neighborhood

        16    transformation Initiative.  By quite literally

        17    bringing the City's land back into marketable shape,

        18    we can make room for new growth.  But if we don't do

        19    Step 2, I would suggest strongly that it's only if

        20    we take that next step in cutting taxes and

        21    particularly the wage taxes will we actually see

        22    many neighborhoods transformed.  Because those

        23    neighborhoods will be transformed one by one by

        24    people who bring home their paychecks, maintain

        25    their house, care about their neighborhoods, become
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         2    active in their kid's schools.  Their properties are

         3    worth something over time.  They're not faced with

         4    the horrible choice of walking away from properties

         5    that no longer have value.  And I would suggest

         6    that's how the City's neighborhoods would be

         7    rebuilt.

         8                Still come back to the question.  That's

         9    history.  What do we know going forward?  Will

        10    cutting wage taxes work?  Will lower taxes encourage

        11    a few of those 77 people a day currently leaving the

        12    City to change their minds?  Will lower taxes

        13    encourage others to move the City?  Will a business

        14    add an employee here rather than elsewhere if it

        15    cost less in taxes?  Ultimately, is cutting taxes

        16    worth it?

        17                No one, not me, not you, not the Mayor,

        18    not Alan Greenspan knows for sure.  Still we don't

        19    know anything for sure, of course, except for death

        20    and taxes.  We do know a lot about what high taxes

        21    and high wage taxes have done to us in the past and

        22    we've got to use the best tools we can and the

        23    lessons of history to guide us.  And that's what we

        24    set out to do at the Economy League this past year.

        25    And I should point out we've been working on this
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         2    about two years, so this wasn't sort of a hot house

         3    flower that we cooked up two or three weeks ago when

         4    all of this started getting hot.  This is a core

         5    lesson and a core finding out of this book we

         6    committed at the time to go forward and do this work

         7    and we have.

         8                To do that, we hired Dr. Richard Voith,

         9    federal reserve economist for 14 years, now

        10    principal of E Consult to help us out with that

        11    thinking.  Working with up to 50 years of data

        12    provided thoroughly and generously, I might add, by

        13    the City Revenue Department and drawing on previous

        14    work by Wharton's Bob Inman, we've constructed a

        15    statistical model what we've called the Taxes and

        16    Growth Model or TAG Model.  This model we hoped

        17    would give us some insight on what could happen to

        18    the City's economy if we cut taxes.  It has, in

        19    fact, I think given us quite a bit of insight.  The

        20    conclusions we get from putting the model to work

        21    are, quite simply, very encouraging.  It suggests

        22    that tax cuts, most particularly wage tax cuts,

        23    would have the powerful effect on the City's ability

        24    to compete with the rest of the nation for jobs and

        25    ultimately population.  Rather than seeing those
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         2    jobs go to other states, south, west, north, this

         3    suggests that the tax cuts, particularly wage tax

         4    cuts, could help more of them stay here and come

         5    here in the future.

         6                As we become more competitive, model

         7    suggests our property values go up.  Our real estate

         8    is worth more because people want to be here, want

         9    to work here.  More jobs, higher property values

        10    will produce more taxes to the extent that in a few

        11    years the City and School District could be bringing

        12    in more tax revenues than we might otherwise expect.

        13                For instance, the model suggests that

        14    the wage tax rates embedded in Bill 92 with triggers

        15    met each year could attract or retain about 51,000

        16    jobs by 1997 at a cost per job of about $5,000 a

        17    job.  In contrast, the tax cuts in proposed

        18    five-year plan would attract or retain about 10,000

        19    jobs at a cost of $15,000 a job.  In a City where

        20    attracting or retaining 100 jobs here or there is

        21    big news and where we've spent as much as $450,000 a

        22    job in economic development and debt investments,

        23    this is good news indeed.  At the very least, these

        24    numbers should encourage us to room for tax cuts in

        25    our economic development portfolio.
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         2                In the last few weeks, Dick Voith and I

         3    have presented this work to literally hundreds of

         4    business, civic and political leaders around the

         5    City.  We've met with the Mayor's budget and finance

         6    people, his Council of Economic Advisors several

         7    times, and we've met with President Verna and many

         8    of you and your staff.  Not surprisingly, there are

         9    a lot of questions.  Let me address the big three.

        10                First question, how do you know?  How do

        11    you know that tax cuts would produce jobs and raise

        12    property values?  We don't know for sure.  I told

        13    you that earlier.  Nobody does.  But I might add,

        14    it's the same kind of question that's been asked

        15    about the Neighborhood Transformation Initiative.

        16    Where will people come from to build on the 14,000

        17    lots cleared by the NTI bond issue?  In this case we

        18    have the lessons of history on our side.  The taxes

        19    and growth model looks at the last 50 years and

        20    tries to understand what happens to the economy in

        21    terms of jobs and property values when taxes change,

        22    either up or down.  It finds that these

        23    relationships are statistically strong and then it

        24    uses them to estimate what might happen in the

        25    future, assuming the lessons of history will
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         2    continue apply in the future.  Will it precisely

         3    accurate down to the job?  No.  Is it useful to

         4    establishing magnitudes bigger than the bread box or

         5    use in comparing various proposals?  Absolutely.

         6                Second question we've heard.  Well,

         7    which tax, which tax, the wage tax or gross receipts

         8    tax should we cut?  The model suggests that the wage

         9    tax does in fact have a greater impact on the

        10    economy for a reason which had really never been

        11    explored before so I don't fault anybody for not

        12    knowing this.  It had never really been explored.

        13    The reason that the model suggests the wage tax is

        14    more valuable is because it affects both jobs and

        15    property values, while the gross receipts tax cut

        16    really only affects jobs.  It was pointed out

        17    earlier today that maybe that shouldn't be

        18    surprising given that the wage tax is paid by about

        19    700,000 tax payers, while the gross receipts tax is

        20    paid by only 75,000, almost more than half of whom

        21    pay over $100 a year.  Just to repeat, in our model,

        22    again, the lessons history 50 years relationships

        23    between tax changes and the economy suggest that the

        24    wage tax has a greater impact because of the affects

        25    wages and property values.
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         2                The third question that's often been

         3    asked for us:  How would you pay for tax cuts?

         4    Well, the model is helpful in some ways in giving us

         5    a sense of how big a one-time investment in tax cuts

         6    would be required under different proposals.  With

         7    that number you can then compare it to other

         8    economic development investments.  It also serves to

         9    quantify the amount that would need to be funded by

        10    the sale of City assets, gap financing, expenditure

        11    reductions or other sources as, I would point out,

        12    the Mayor's transition team report on tax policy on

        13    which I served suggested a few years ago.  In any

        14    strategy to reduce taxes, each of these kinds of

        15    alternatives and others should be explored.  And I

        16    would offer -- I've said this before and I would

        17    offer it again to the Administration or to you, that

        18    in any sincere effort to try to understand or to

        19    come up with those funds, I would pledge and commit

        20    the resources of our offices, no cost to the City,

        21    in order to help identify those dollars.

        22                That having been said, we don't have the

        23    books in front of us.  But I'm confident that two

        24    folks that do, the Controller's Office and PICA have

        25    given those a good look and I trust many of their



                                                               324
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    conclusion.

         3                So at the end of the day, what is this

         4    debate really about?  It seems to me to answer the

         5    challenges outlined in Flight or Fight that it has

         6    to be about growth.  If wage tax cuts didn't promise

         7    some level of growth, then we simply wouldn't be

         8    interested in them at all.  But they do, and our

         9    analysis suggests that the growth could be strong

        10    and refreshing.  One of the sad things about

        11    Philadelphia today is that many people faces with

        12    the legacy of 30 years of decline have stopped

        13    believing that growth is possible.  They're singing

        14    that old blues lyric that "I've been so long, it

        15    looks like up to me."  But growth is possible.  New

        16    Yorkers know it.  The City ended the century with

        17    its highest population ever.  Who would have

        18    predicted that in 1975, A beams sitting on the

        19    ropes, near bankruptcy.  Highest population of all

        20    time in the year 2000.  People in Boston know it.

        21    Boston's been on a steady growth curve, population

        22    and jobs, since it bottomed out in the 1950s.  So

        23    the question is, why not Philadelphia?  If it's

        24    growth we're after and not just managing decline,

        25    then our analysis suggests that investing in tax
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         2    cuts in wage tax cuts deserves a very prominent role

         3    in our strategy.  The cuts included n Bill 92 have

         4    to be a beginning, not an end.  But they're a good

         5    beginning and I urge your support for the bill.

         6    Because it promises more substance a wage tax cuts

         7    and because its triggers are relatively

         8    straightforward, it stands out among the other

         9    proposals.  I would add, just to anticipate perhaps

        10    a question, would also support continued gross

        11    receipts tax cuts as outlined by the Mayor.

        12                When we released the Fight or Flight

        13    book last fall, we knew that we were drawing a line

        14    in the sand.  That book has gone out to  15,000

        15    people; 6,000 of those people asked for it by name.

        16    We're actually doing a second  printing because it's

        17    touched such a nerve.  We drew a line in the sand

        18    and, in fact, it really either about more flight,

        19    continued loss or more fight.  In old Philadelphia

        20    fashion, some people suggested that it wouldn't

        21    work, that all the fight had gone out of

        22    Philadelphia.  Clearly it hasn't.  As we know from

        23    this debate and the people gathered here marching

        24    today, there are plenty of folks who believe

        25    Philadelphia can grow again.  Let's enact
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         2    substantive wage tax cuts as a fresh start and a

         3    beginning to where we need to be and let's get on

         4    with it now.  Thank you.

         5                (Applause.)

         6                COUNCIL PRESIDENT VERNA:  Thank you.

         7    Mr. Thornburgh, I want to personally publicly thank

         8    you.  I think you have always been informative and

         9    very helpful and I know that you personally have

        10    helped me in making my decision on this issue.

        11                MR. THORNBURGH:  Thank you, Council

        12    President.

        13                COUNCIL PRESIDENT VERNA:  At this time

        14    the Chair recognizes Councilman DiCicco.

        15                COUNCILMAN DICICCO:  Thank you, Madam

        16    President.

        17                Good afternoon, Mr. Thornburgh.  During

        18    the latter part of your testimony, you probably

        19    answered most of the questions I would have asked in

        20    particular in the area of housing and property

        21    values with the Mayor's blight initiative program.

        22                I'll start again.  You probably answered

        23    the majority of the questions I would have asked as

        24    it relates to property values in the City of

        25    Philadelphia in your testimony.  With the Mayor's
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         2    initiative on blight removal, best case scenario,

         3    old abandoned houses are taken down, all the lots

         4    are cleaned and we're able to work out a deal with

         5    building trades to build housing for affordable

         6    prices for moderate middle incomes families.  Based

         7    on your testimony, and I agree with you that the job

         8    creation outlook doesn't look very bright in the

         9    future.  This may be one of those cases where if we

        10    build it, they will not come.  Would you agree to

        11    that?

        12                MR. THORNBURGH:  I think you have to

        13    have aggressive and forward-looking wage tax

        14    reductions in order to give Philadelphia a fighting

        15    chance to grow.

        16                COUNCILMAN DICICCO:  And create the jobs

        17    for the people who would be looking to move into the

        18    City of Philadelphia and be able to afford the

        19    mortgages on those homes.

        20                MR. THORNBURGH:  Yes.

        21                COUNCILMAN DICICCO:  I have only one

        22    other statement at this time.  You were a member of

        23    the Mayor's -- was it the Transition Team on Taxes

        24    or the Tax Reform Committee?

        25                MR. THORNBURGH:  It was Transition Team.
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         2                COUNCILMAN DICICCO:  There were about

         3    nine members of that team?

         4                MR. THORNBURGH:  Yes.

         5                COUNCILMAN DICICCO:  Of the nine members

         6    -- it's my understanding that the majority, and

         7    correct me if I'm wrong, the majority of people if

         8    not all of those folks on that Transition Team, the

         9    Mayor's own Transition Team, suggested that the

        10    right way to do things is to reduce the City wage

        11    tax; is that correct?

        12                MR. THORNBURGH:  That's correct.

        13                COUNCILMAN DICICCO:  Do you know of any

        14    member of the Mayor's Transition on Tax Reform

        15    Committee that opposed -- and you don't have to

        16    mention them by name.  Do you know of anyone?

        17                MR. THORNBURGH:  Well, I don't.  We

        18    engaged in that, I think as the other transition

        19    teams did, as volunteers and we very much wanted to

        20    work towards a consensus style.  We didn't take

        21    votes.  But there was consensus around the room in

        22    support of the final report which suggested that the

        23    City needed to take a look what substantial tax cuts

        24    and particularly wage tax cuts.

        25                COUNCILMAN DICICCO:  As a member,



                                                               329
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    Executive Director of the Pennsylvania Economy

         3    League, as a member of the Mayor's Transition Team

         4    on reducing taxes or looking at tax reform, and your

         5    interaction with the Chamber of Commerce and the

         6    business community and a lot of the other folks, do

         7    you believe that it's being suggested as recent as

         8    today, actually, that a number of members have been

         9    talking about possibly looking to do some additional

        10    consulting and getting additional information on

        11    going forward to continue to look at whether or not

        12    we need to reduce taxes, is the wage tax the place

        13    to go?  Do you think, in your opinion, that that is

        14    something we need to do?  Or do we have enough

        15    information at hand to make that decision now?

        16                MR. THORNBURGH:  Well, you know, these

        17    kinds of decisions kind of -- sometimes it's very

        18    difficult to make far-reaching decision in a very

        19    short period of time and let's say a very heated

        20    environment.  You have a set of decisions in front

        21    of you in terms of some bills that, I think, it's

        22    been suggested many times an appropriate start.  But

        23    as I said earlier, we would commit our help and

        24    resources to working with you, working with the

        25    Administration to try to advance something further
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         2    down the road, something more substantial.

         3                COUNCILMAN DICICCO:  But at least

         4    initially we should do this as a start?

         5                MR. THORNBURGH:  Absolutely.

         6                COUNCILMAN DICICCO:  Because in my

         7    original bill before I worked out a compromise with

         8    Councilman Nutter and a few other members, it did

         9    call for more aggressive cuts.  I think the trigger

        10    in my bill would have been 3.2, get us down below 4

        11    percent at the end of the five years.  But in the

        12    interest of compromise, knowing that there would be

        13    a lot of consideration and concern for this bill, we

        14    came up with this final bill.  So it is a  decent

        15    start.  I mean, it's something that you believe that

        16    you believe that we should begin to do now.

        17                MR. THORNBURGH:  Sure.

        18                COUNCILMAN DICICCO:  Thank you.

        19                No further questions, Madam President.

        20                COUNCIL PRESIDENT VERNA:  Thank you.

        21                Councilman Goode, do you want to be

        22    recognized?

        23                COUNCILMAN GOODE:  Yes.

        24                COUNCIL PRESIDENT VERNA:  The Chair

        25    recognizes Councilman Goode.
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         2                COUNCILMAN GOODE:  Thank you, Madam

         3    President.

         4                Good afternoon, Mr. Thornburgh.  I

         5    support Bill 92, as I've said all day and continue

         6    to support Bill 92, but take great exception to a

         7    number of things in your testimony and the political

         8    spin within it.  I'll start with the fact that you

         9    conveniently leave out the whole issue of unfunded

        10    mandates from Harrisburg.  If the City did not have

        11    unfunded mandates imposed by Harrisburg, how much

        12    tax relief do you think that would buy?  Let's take

        13    the court system, for example.

        14                MR. THORNBURGH:  I believe the estimate

        15    there is about 125, 110 million, that ballpark.

        16                COUNCILMAN GOODE:  And so you don't

        17    believe that unfunded mandates from Harrisburg have

        18    prevented us from the type of steady growth that you

        19    talk about that led to the fiscal distress of 11

        20    years ago?

        21                MR. THORNBURGH:  Well, that really

        22    wasn't the focus of the work that we've been doing

        23    the last couple of years.  It clearly is an

        24    additional cost that the City bears as a seat in the

        25    county, I know that.
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         2                COUNCILMAN GOODE:  That could pay for

         3    significant tax relief.

         4                MR. THORNBURGH:  It's also -- I think if

         5    you raise that issue with suburb legislators, they

         6    would point out that the suburban residents send

         7    about $450 million in wage taxes to the City

         8    Treasury so --

         9                COUNCILMAN GOODE:  I'm simply asking you

        10    how much tax relieve the unfunded mandates from

        11    Harrisburg would buy.

        12                MR. THORNBURGH:  I don't know the answer

        13    to that question.  I do know a ballpark number for

        14    the courts.

        15                COUNCILMAN GOODE:  My second problem

        16    with your written testimony and some of the things

        17    you've passed out is the fact that you've tried to

        18    allude to the fact that there was no steady growth

        19    during the '70s, '80s, and 90s, and that simply is

        20    not true.  Even economic studies that you cite go

        21    from '65 to '85 or '70 to '85.  There's a reason why

        22    they stopped in '85.  The reason why they examined

        23    the period up until the mid-'80s because there was

        24    significant economic and job growth during the

        25    mid-'80s during the Goode administration.  But even
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         2    in your handout here, you flat out the job growth

         3    during the '80s, and I take serious exception to

         4    that.  Even after the City wage tax was raised by

         5    .65 percent in '83 before my father took office,

         6    after that for the next five years there was net job

         7    gain of up to 50,000 jobs.  And that's the same

         8    50,000 jobs that you cite in terms of growth under

         9    Bill 92.  I don't understand how you reconcile those

        10    two things.  I mean, after the wage tax and based

        11    upon the model you say that you're using studying

        12    the last 50 years, how do you reconcile the fact

        13    that after we raise the wage tax .65 percent, the

        14    unemployment rate in Philadelphia over the next

        15    three years dropped from 9.3 percent to 6.2 percent?

        16    Work that out for me under your model.

        17                MR. THORNBURGH:  I appreciate the

        18    question, Councilman.  Let me just point out the

        19    first graph that you see here which is employment

        20    numbers graphed against wage tax, those are done on

        21    every five year basis so I don't really capture the

        22    '85 to '88 period that you talk about.

        23                COUNCILMAN GOODE:  Roughly '84 to '88.

        24                MR. THORNBURGH:  That's just sort of a

        25    little betwist and between.  I'd stand by these
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         2    numbers, though.  I would point out --

         3                COUNCILMAN GOODE:  But it's deceiving.

         4                MR. THORNBURGH:  I certainly wasn't

         5    intending to --

         6                COUNCILMAN GOODE:  It deceiving to say

         7    the job growth was flattened during the '80s when it

         8    was not.  There was considerable economic and job

         9    expansion in Philadelphia until a national economic

        10    recession.  But you don't tell that story.  You

        11    conveniently don't tell that story.

        12                MR. THORNBURGH:  Let me just direct your

        13    attention to the next page which is Philadelphia

        14    property values.  And you'll see that there was in

        15    fact and we're showing in fact quite a run-up in the

        16    late '80s, which is other indicator of economic

        17    expansion and growth.  So I do acknowledge that that

        18    happened.  That was part of a real estate bubble, a

        19    speculation bubble that was here in Philadelphia and

        20    also in part of the Northeast.  That's what gave us

        21    under your father's leadership many of the landmark

        22    buildings in Center City.  Haven't seen that kind of

        23    building since then.  So I certain acknowledge --

        24                COUNCILMAN GOODE:  Still, using the

        25    model that you're providing for Council now, can you
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         2    explain after the City raised the wage tax .65

         3    percent how the unemployment rate dropped from 9.3

         4    percent to 6.2 percent over only three years, the

         5    first three years of the Goode administration?

         6                MR. THORNBURGH:  Let me explain a little

         7    bit more about the model.  We're basically looking

         8    back over history and trying to see how the City's

         9    share of the nation's economy varied with tax

        10    changes.  And what you end up with is the 30-year

        11    period -- we had real estate taxes actually going

        12    back even further -- you end up with what I've kept

        13    calling sort of the lessons of history.  It's kind

        14    of a historical average.  Think of it as a 30-year

        15    average.  Will it be accurate in any given year?

        16    No.  It is an average.  That's why I keep referring

        17    to it as sort of a lesson in history.  So to take a

        18    3-year period in the 30-year period --

        19                COUNCILMAN GOODE:  Five-year period.

        20                MR. THORNBURGH:  I'm sorry.  To take a

        21    5-year period in a 30-year period and to use one to

        22    try to justify the other, I can't do that.

        23                COUNCILMAN GOODE:  That's not what I'm

        24    trying to suggest.  What I'm trying to suggest is

        25    doesn't the period in the mid-'80s from roughly '84
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         2    to '88 wreck your model?

         3                MR. THORNBURGH:  No.

         4                COUNCILMAN GOODE:  It does not?

         5                MR. THORNBURGH:  No.

         6                COUNCILMAN GOODE:  So if we were to

         7    raise the wage tax point .65 percent right now, what

         8    would happen in terms of job growth?

         9                MR. THORNBURGH:  I can give you an

        10    answer to that from the lessons of the model.  But

        11    you have to understand the model's looking at the

        12    whole 30-year period, not just a 5-year period

        13    within the 30 years.

        14                COUNCILMAN GOODE:  The correct answer

        15    was actually in your testimony; you don't know.

        16                MR. THORNBURGH:  No, I do know.  I could

        17    tell you exactly --

        18                COUNCILMAN GOODE:  Based upon a model.

        19    I'm talking about in reality you don't know what

        20    would happen if we were to actually raise the wage

        21    tax .65?

        22                MR. THORNBURGH:  No, I don't.  I said

        23    earlier --

        24                COUNCILMAN GOODE:  Thank you for your

        25    testimony.
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         2                Thank you, Madam President.

         3                COUNCIL PRESIDENT VERNA:  Thank you.

         4                The Chair recognizes Councilman Kenney.

         5                COUNCILMAN KENNEY:  Thank you, Madam

         6    Chair.  Just two quick questions.

         7                Mr. Thornburgh, you indicated in your

         8    testimony that it's approximately 2400 a year more

         9    expensive in taxes to live in Philadelphia as

        10    opposed to the surrounding statistical metropolitan

        11    area?

        12                MR. THORNBURGH:  All of the 238 suburbs

        13    in the Pennsylvania side and 120-some -- of course,

        14    this may change if Mr. McGreevy has his way.

        15                COUNCILMAN KENNEY:  I think he's

        16    thinking about it.   He may be reconsidering his

        17    position.

        18                Does that include things like auto

        19    insurance?

        20                MR. THORNBURGH:  No.

        21                COUNCILMAN KENNEY:  So when you look at

        22    Philadelphia, for example, and its oppressive auto

        23    insurance rates because of a lack of many things but

        24    also the lack of enforcement of people driving

        25    without licenses or insurance or registration, that



                                                               338
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    that number for items like that goes up even higher.

         3    So that when that family -- and I explain it as a

         4    family sitting at the kitchen with a yellow legal

         5    pad or a white legal pad with a line down the middle

         6    and they do what's good and bad about living in the

         7    City.  In addition to the taxes, there are things

         8    like a thousand dollars on average more expensive

         9    auto insurance and the like.

        10                MR. THORNBURGH:  Yep.

        11                COUNCILMAN KENNEY:  On the NTI issue,

        12    the NTI Phase II -- NTI Phase I we all understand is

        13    a demolition program.  NTI Phase II, and Councilman

        14    DiCicco mentioned it a few things impacting that.

        15    What are some of the other obstacles beside wage

        16    tax, business tax reductions need to be corrected,

        17    in your opinion, if you've looked at it to make NTI

        18    Phase II work?

        19                MR. THORNBURGH:  Well, I think

        20    Councilman DiCicco mentioned some of the other

        21    relative to construction costs and labor issues.

        22    Again, I think the reinvestment fund's work has ben

        23    instructive on that matter.  Clearly, I would say

        24    that the construction costs and the tax issues are

        25    probably the major immediate financial issues your
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         2    kitchen table example -- clearly, as I said earlier,

         3    you don't discount crime and fear of crime.  You

         4    don't discount auto insurance.  There's a whole

         5    basket of things that people take into account when

         6    they make a decision about where to live.  I guess

         7    one of the questions that we've tried to address in

         8    this book is, which of these are most directly in

         9    the bull's eye of action that you could take, that

        10    the Mayor could take that we know with a bill passed

        11    could dramatically change the landscape from today

        12    to tomorrow.

        13                COUNCILMAN KENNEY:  Is it your opinion

        14    that without substantive wage tax business tax

        15    reforms that NTI is not worth doing at all?

        16                MR. THORNBURGH:  I wouldn't say that.  I

        17    think it is worth doing because, again, our work

        18    here suggested that one of the obstacles the City

        19    has is assembling and packaging and transferring

        20    land.  That is, in fact, an asset that the City has.

        21    So that's important to do, but that doesn't make any

        22    less important, I think, the other steps that we've

        23    talked about today and it doesn't make any less

        24    important tax cuts.

        25                COUNCILMAN KENNEY:  I had mentioned this
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         2    to Mr. Pizzi when he was testifying, and I'll ask

         3    you the same question.  If -- hindsight being 20/20,

         4    obviously.  If we had a reasonable and effective tax

         5    policy over the last 25 or 30 years, would we have

         6    the need for NTI today?

         7                MR. THORNBURGH:  I don't believe so.

         8                COUNCILMAN KENNEY:  Thank you.

         9                Thank you, Madam Chair.

        10                COUNCIL PRESIDENT VERNA:  Thank you.

        11                The Chair recognizes Councilman Nutter.

        12                COUNCILMAN NUTTER:  Thank you, Madam

        13    Chair.

        14                Good afternoon.  If you've gone over

        15    this, please just tell me and I'll go back through

        16    it.  The PEL study, and I heard you when I was in

        17    one of the other rooms talking about Dr. Richard

        18    Voith.  He worked with you and is an economist

        19    formerly of the Federal Reserve Bank.

        20                MR. THORNBURGH:  Yeah, he was 14 years

        21    Federal Reserve.  Recently joined E Consult,

        22    lectures at Wharton.

        23                COUNCILMAN NUTTER:  Now, is it my

        24    understanding from reading his work that he was

        25    also, at a minimum, a student of the much-discussed
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         2    Professor Robert Inman; is that correct.

         3                MR. THORNBURGH:  He was a student of his

         4    and the model that he built with us is very

         5    derivative of much of the recent work that Professor

         6    Inman's done, yes.

         7                COUNCILMAN NUTTER:  And in this

         8    particular context, we're not talking about the use

         9    of the term "student" as just maybe took a class and

        10    moved on.  We're talking about philosophical,

        11    professional sense of relationship and the work

        12    product; is that correct.

        13                MR. THORNBURGH:  Right.  I would think

        14    they would consider each other peers and colleagues.

        15                COUNCILMAN NUTTER:  At this stage?

        16                MR. THORNBURGH:  Yes.

        17                COUNCILMAN NUTTER:  And is it my

        18    understanding that Dr. Voith has taken the basic

        19    work of Dr. Inman and for all intents and purposes

        20    taken that work to a new level.

        21                MR. THORNBURGH:  I think that's a fair

        22    characterization.  We went back further in terms of

        23    the data that we used and we looked for some other

        24    things I mentioned earlier, the impact of wage tax

        25    and property values that Professor Inman had sort of
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         2    hinted at but never really explored.

         3                COUNCILMAN NUTTER:  And what is your

         4    understanding -- and again, in you've mentioned this

         5    already, just tell me.  What is your understanding

         6    of the view of Dr. Inman as it relates to Dr.

         7    Voith's work as well as the PEL study in general?

         8                MR. THORNBURGH:  Well, we've had -- and

         9    Dick particularly, but I have as well, have had a

        10    number of conversations with Professor Inman over

        11    the last number of months.  We've had a couple of

        12    meetings to try to understand or recognize any

        13    subtle differences in approach could.  You know,

        14    academics can debate methodology until the cows come

        15    home.  And I think both would recognize that there's

        16    substantial agreement in the sort of basic findings

        17    and directions of our work.  I think both would be

        18    comfortable with that.

        19                COUNCILMAN NUTTER:  Lastly, let me ask,

        20    what is your professional belief and any concern

        21    that you might have about the prospect of a plan

        22    who's fundamentals dictate that you would accelerate

        23    and maintain cuts in the gross receipts tax and end

        24    proposed cuts in the wage tax and the impact of that

        25    combination of decisions on the future of the City?
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         2                MR. THORNBURGH:  Well, again, our

         3    research -- go back to what I said earlier.  The

         4    court of expert opinion, I think, historically is

         5    pretty solid in terms of the impact of the wage tax.

         6    The court of popular is probably even more solid.  I

         7    think there are two different types of observations

         8    about the wage tax which convinced me that the wage

         9    tax has an enormous amount of power relative to the

        10    economy, jobs and property values.

        11                COUNCILMAN NUTTER:  Have you had any

        12    opportunity to run or create a model of, I guess, in

        13    essence the two scenarios, the accelerate the gross

        14    receipts tax, stop the wage tax as scenario one;

        15    accelerate the gross receipt tax, restore the

        16    incremental wage tax cuts as scenario 2?  If you had

        17    an opportunity to run those models, can you give us

        18    any information about the results?

        19                MR. THORNBURGH:  Sure.  As I mentioned

        20    earlier, for the past three or four weeks we've been

        21    meeting with a lot of people and have sometimes been

        22    a wash in scenarios.  Seemingly there was a

        23    different one every day of the week.  But in the --

        24    there is an attachment that you should have in it

        25    graphics to it.  In the back of that, we simply
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         2    applied the model to various proposals.  In fact, we

         3    looked at the proposed five-year plan that you're

         4    being asked to consider and we looked at Bill 144

         5    and Bill 92 both in terms of whether they met all

         6    the triggers or whether they met none of the

         7    triggers.  So you can see, for instance, on page --

         8    No. 13 of these graphs, what the model suggests

         9    would be the estimated employment trends and then

        10    Slide 14 is the revenue gap that would result from

        11    those.  And I would caution you and other

        12    Councilmembers, these are not lining up -- they will

        13    not line up with the City's numbers because we were

        14    asking a different question using a different tool.

        15    But there's some value if we're asking in the same

        16    question of each of these proposals, it does give

        17    you some ability to compare one against the other on

        18    our terms.

        19                I think it's important to recognize that

        20    the way we approach this, again, the sort of history

        21    suggest that the City will continue to decline

        22    unless -- in this model we do something quite

        23    significant about taxes and particularly wage taxes.

        24    So we've been on a steady downhill.  There's really

        25    no reason to suggest that we wouldn't be and that's
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         2    the effect the tax could have.

         3                COUNCILMAN NUTTER:  Thank you very much.

         4                Thank you, Madam Chair.

         5                COUNCILWOMAN BLACKWELL:  Any other

         6    questions?

         7                Thank you very much, Mr. Thornburgh.

         8                MR. MCPHERSON:  Next is Ms. Audrey

         9    Talley.

        10                COUNCILWOMAN BLACKWELL:  Thank you for

        11    your patience.  We know it's been a long day.

        12                MS. TALLEY:  Good afternoon.   I'm

        13    Audrey Talley, Chancellor Elect of the Philadelphia

        14    Bar Association.  I'm appearing here today on behalf

        15    of the officers, the Board of Governors, and the

        16    Members of the Bar Association.  I have with me Joe

        17    Bright from our tax section.

        18                I first want to thank City Council

        19    President Verna and Councilwoman Blackwell and all

        20    the Members of City Council for giving us the

        21    opportunity to testify before you today.  The

        22    Philadelphia Bar Association has long enjoyed a good

        23    relationship with City Council and with the City

        24    Government.  We realize and appreciate the value and

        25    importance of that relationship.  We know that the
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         2    tax structure in Philadelphia is an issue that

         3    sincerely concerns all of us and we know that they

         4    are strong feelings about this so we deeply

         5    appreciate your attentiveness to this matter.

         6                For over 200 years, we've been proud to

         7    be associated with this City.  Our first name is

         8    Philadelphia.  We love this City and we want to see

         9    it grow and prosper.  We want to see it thrive and

        10    remain competitive.  We want to see it attract new

        11    businesses and the best and brightest talent

        12    available.  Because of this, the Philadelphia Bar

        13    Association strongly urges and recommends the City

        14    of Philadelphia restructure the tax system that

        15    affects Philadelphia law firms' employees and

        16    employers.  We specifically request the City

        17    aggressively pursue and enact substantial cuts in

        18    the City wage tax.

        19                The Bar Association is one of the

        20    largest associations of professionals in this City.

        21    Our 13,000 members represent a substantial and

        22    important part of the employers and employees

        23    located in the City.  Moreover, as counselors and

        24    advisors, we are in a particularly good position to

        25    know the concerns of the business community in
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         2    general.  Thus, we speak for ourselves as major

         3    participants in the Philadelphia business arena and

         4    with firsthand knowledge of every other business in

         5    and around the City.  As a point of reference, the

         6    top 22 Philadelphia law firms employ about 8500

         7    people, withhold more than $14 million in wage taxes

         8    annually, and least 14 percent all of the office

         9    space in Center City.  And these are just the large

        10    law firm numbers.  Most of the law firms in the City

        11    are small and medium size.  So you can multiply the

        12    previous figures and consider that a large majority

        13    of our lawyers while operating small businesses make

        14    huge contributions to Philadelphia's tax base.  The

        15    City's tax structure impacts on these small and

        16    medium-sized firms in a manner that is clearly a

        17    deterrent for them to operate in the City and

        18    understandably makes it more conducive for them to

        19    merely cross City Line Avenue to open shop.

        20                Studies have time and again shown that

        21    the wage tax is one of the principal reasons why

        22    businesses leave Philadelphia, do not expand here,

        23    or never locate here.  As our prior speaker said,

        24    most recently a study by the Pennsylvania Economy

        25    League came to this conclusion.  These studies are
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         2    confirmed by our own experience as well as those of

         3    our clients.  In our dealings with business clients

         4    in a Delaware Valley, we have repeatedly heard

         5    businesses express their concerns with the City's

         6    tax structure.  Understandably and more

         7    specifically, the wage tax drives workers out of the

         8    City.  One study shows that a Philadelphia family of

         9    four earning $40,000 can save $816 per year by

        10    moving out of the City.  That is significant.  This

        11    worker migration also limits the available talent

        12    pool for employers.  Common business sense dictates

        13    that a business needs to be located reasonably close

        14    to affordable employees therefore requiring them to

        15    migrate with the employee pool.  This migration

        16    affects law firms as well as all other businesses.

        17    We repeat to frequently cited illustrations.

        18                First, there are a large number of

        19    prosperous and successful businesses located on the

        20    west side of City Line Avenue and relatively fewer

        21    on the east side.  The Philadelphia tax structure is

        22    explanation for the disparity.

        23                Second, Boston is a City economically

        24    comparable to Philadelphia in many ways.  Like our

        25    City, it is located in the northeast and has good
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         2    transportation, lots of colleges, and many of the

         3    same issues that face Philadelphia including

         4    troubled public schools.  However, in Boston one of

         5    the two mutual fund companies in the world Fidelity

         6    Investments has its company complex located in

         7    downtown Boston.  Not surprisingly, Boston has no

         8    wage tax.  The second major mutual fund company, the

         9    Vanguard Group has its complex with its 8500

        10    employees located in Malvern just outside of

        11    Philadelphia.  Spokesmen for numerous companies have

        12    been quoted as stating that the tax structure in

        13    Philadelphia precludes their locating within the

        14    City.  The Philadelphia tax structure would require

        15    such companies to pay hire wages to recruit and

        16    retain the same talent they can acquire in Chester

        17    or other counties.  These examples speak volumes and

        18    are consistent with the repeated findings of various

        19    studies, as well as with the experience of our

        20    members.

        21                Philadelphia competes with the suburbs

        22    and other locations to attract business and

        23    Philadelphia has been losing the fight for about 50

        24    years.  We believe that a major tax policy objective

        25    of the City should be to make a deep and substantial
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         2    cut in the rate of the wage and net profits tax.  A

         3    major cut will affect all taxpayers across the board

         4    and will have a substantial and positive effect on

         5    the City's economy, stop the migration of jobs to

         6    the surrounding areas, and turn the City back into a

         7    desirable place to work and do business.  The change

         8    will benefit our members, their clients, associates,

         9    and employees.

        10                As businesses have steadily deserted the

        11    City, there has been less productive work here for

        12    our members.  It follows, therefore, that there has

        13    also been less attraction for law school graduates

        14    to locate here.  This all adds up to more incentive

        15    for law firms to open suburban offices.  The Economy

        16    League study showed that a law firm is faced with an

        17    80 percent greater increase in taxes if it expands

        18    in Philadelphia as opposed to expanding in the

        19    suburbs.  Given that lawyer serve clients, if the

        20    clients leave the City, the lawyers by necessity

        21    have to follow.

        22                The current tax structure is an

        23    indisputable economic encouragement for lawyers to

        24    follow their clients out of the City.  We strongly

        25    urge City Council to enact a major tax restructuring
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         2    including a wage tax cut to reverse this downward

         3    spiral.

         4                Additionally, we urge the City to

         5    address the inequality that is inherent in the

         6    interrelation of the net profits tax and business

         7    privilege tax and thereby correct the over-taxation

         8    of professional firms that organized as partnership

         9    as most law firms are.  While as we understand and

        10    appreciate that the City must fund City services and

        11    clearly understand the alarms sounding at decreasing

        12    and immediately available pool of tax dollars,

        13    various studies have succinctly shown that

        14    restructuring the City's tax system, we would induce

        15    more businesses and employees to locate in the City

        16    which would increase the overall number of

        17    participants in the tax pool and would thereby

        18    increase the totality of available tax dollars.  A

        19    reduction in the immediate revenue would be

        20    reinstated by the volume of participants involved

        21    with lower taxes on more entities versus higher

        22    taxes on fewer.

        23                We encourage and implore you to make

        24    substantial and meaningful changes and cuts to the

        25    tax structure in the City of Philadelphia.  It is
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         2    the only way to revitalize and rejuvenate this

         3    wonderful City.

         4                I thank you for your time and attention

         5    here today.  And we'll be happy to entertain any

         6    questions you may have.

         7                (Applause.)

         8                COUNCILWOMAN BLACKWELL:  Thank you very

         9    much.

        10                Are there any questions?

        11                Thank you.

        12                MR. MCPHERSON:  The next witness is

        13    George Lyons.

        14                COUNCILWOMAN BLACKWELL:  Good evening.

        15    Welcome.  It's great to see you, Mr. Lyons.

        16                MR. LYONS:  Good to see you as well.

        17                COUNCILWOMAN BLACKWELL:  Please identify

        18    yourself for the record and begin.

        19                MR. LYONS:  Good afternoon, Council

        20    President Verna, Councilwoman Blackwell, and Members

        21    of the City Council.  I am pleased to appear before

        22    you today in support Council Bill 92.  My name is

        23    George Lyons, Jr., and I'm Vice President of

        24    Regulatory Communications and External Affairs at

        25    PECO energy.  I am also here today with Ed McBride
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         2    my Account Affairs Manager for Philadelphia.

         3                I reside in the Center City and I've

         4    been in Philadelphia now for a little over a year

         5    and I come from Washington, D.C. where we do not

         6    have a wage tax, and I can honestly and privately

         7    say that for me personally the City's wage does make

         8    a difference in locating to the City of

         9    Philadelphia.

        10                I am here today representing one of the

        11    largest and oldest employers in City of

        12    Philadelphia, PECO Energy.  On behalf of PECO Energy

        13    and our 2,750 employees who work downtown who pay

        14    $3.5 million annually in City wage taxes and

        15    hundreds of contract employees that we utilize to

        16    keep the lights on around the City, I want to

        17    commend you for addressing this important issue

        18    today.  I can tell you firsthand that the City's tax

        19    structure is burdensome to all who come to work in

        20    the City every day and perhaps most importantly this

        21    tax is inflicting real harm to the City's economy.

        22    The wage tax discourages people from living in the

        23    City, discourages business from locating here and

        24    encourages the flight of property owners and

        25    businesses to the suburbs, New Jersey, and Delaware.
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         2                At PECO Energy we are proud to be a part

         3    of something that the Chamber of Commerce President

         4    Charlie Pizzi alluded to earlier.  We're one of the

         5    12 sponsors of the Community Development Corporation

         6    in West Philadelphia where PECO has given over $2.5

         7    million over a 10-year period to help improve urban

         8    blight, to eradicate urban blight and to provide

         9    housing to the people in that part of the City.

        10                Stopping the wage tax reduction sends

        11    the wrong message to our workers as well as people

        12    and business owners from around the region and this

        13    part of the country.  By passing this bill, you will

        14    send the right message that you are serious about

        15    making our City competitive to those considering

        16    locating here.  Passing this bill will tell

        17    thousands of people paying the dreaded wage tax that

        18    you do indeed hear them.  This may also be the

        19    beginning of a meaning, thoughtful discussion about

        20    how we can revise our tax structure to make our

        21    great City a more attractive place to live and work.

        22                Members of the City Council, you all

        23    know the numbers much better than I.  Since 1970,

        24    200,000 less jobs and 400,000 fewer residents.  This

        25    is happening while the suburban counties are
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         2    experiencing job growth at a rate of 22 percent

         3    according to the Center City District State of

         4    Center City Report for 2002.  The City Controller,

         5    the Pennsylvania Economy League, and others who

         6    understand municipal finances better than I have

         7    said that the wage tax can be dramatically reduced

         8    without affecting services.  Philadelphia cannot

         9    afford any more flight from the City.  Passage of

        10    Bill 92 would be a move in the right direction to

        11    attract new businesses, retain existing businesses,

        12    and to attract highly qualified workers.

        13                For PECO Energy, the City wage tax is a

        14    significant barrier to recruiting and hiring workers

        15    for jobs in the City.  As you know, our company

        16    operates in five counties in Pennsylvania.  When we

        17    have an opening in the City of Philadelphia for a

        18    lineman, for a manager, an engineer, or any other

        19    position for that matter, the wage tax, depending

        20    upon the location of the job, the parking cost puts

        21    Philadelphia divisions at a significant

        22    disadvantage.  We have a difficult time hiring

        23    lineman and underground mechanics in the City

        24    especially when they have the option to work in one

        25    of the suburban divisions.  The wage tax is the
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         2    number one reason cited when people transfer to the

         3    City from the suburbs.  Most folks enjoy working in

         4    the urban environment of Philadelphia but find the

         5    wage tax to be a big barrier.  For our employees in

         6    the City, the wage tax is one of the top

         7    dissatisfiers and is usually the hot topics during

         8    employee involvement team meetings.

         9                PECO wants to support tax reform that

        10    will help the City's economy.  The City should

        11    continue the gradual decline in the wage tax and

        12    consider significant tax reform.  According to the

        13    Pennsylvania Economy League's recent report on City

        14    taxes, reform will lead to higher wages, more jobs,

        15    increase population for Philadelphia.  The wage tax

        16    which few major City impose on its work force is

        17    obstructive to efforts to attract new businesses and

        18    to retain residents in the City.  Detroit and New

        19    York City have lower wage taxes and they, too, face

        20    big City problems.

        21                The Philadelphia Daily News on March 12,

        22    2002, published an article entitled "Wage Tax Hurts

        23    the Working Poor the Most.  According to the article

        24    10 of the nation's biggest cities on average rely on

        25    personal wages of just 6 percent of their total tax
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         2    mix, while Philadelphia relies on personal income

         3    for 33 percent of the total tax mix on average.  How

         4    can they do it and yet Philadelphia can't?  How can

         5    Philadelphia ever be competitive with that type of

         6    levy on its workers?

         7                We need action now to dramatically

         8    reduce and restructure Philadelphia taxes so

         9    Philadelphia can be an even more vibrant,

        10    competitive and physically sound City to live, work

        11    and visit.

        12                PECO Energy employees care a great deal

        13    about the City.  They are also concerned about their

        14    paychecks and quality of life.  We want to see

        15    passage of Bill 92 because a strong Philadelphia

        16    economy will mean a strong PECO.  And a strong PECO

        17    will enhance our ability to keep the lights on.

        18                Let me conclude by making this analogy:

        19    Now is the time to cut the umbilical cord of taxes

        20    so that the baby may live.  We need to have cut the

        21    City tax so that industry may live and grow.  We

        22    need to cut the City tax so that workers may live

        23    and have more disposable income.  We need to cut the

        24    City tax so that residents may live and keep more of

        25    their income and spend it the way they choose to
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         2    spend it.  We need to cut the City tax now so that

         3    Philadelphia may live and be more than just that

         4    City between New York and Washington, D.C.

         5                We strongly urge you to support Bill 92

         6    and to pass it and to also pass it again if the

         7    Mayor chooses to veto it.  I thank you for your time

         8    and I am here to entertain any questions you might

         9    have.

        10                COUNCILWOMAN BLACKWELL:  Thank you very

        11    much.  And we're glad to see our good friend Ed

        12    McBride with you, and he does an excellent job.

        13    Thank you.

        14                (Applause.)

        15                COUNCILWOMAN BLACKWELL:  Councilman

        16    Ortiz, you have a question?

        17                COUNCILMAN ORTIZ:  Mr. Lyons, how many

        18    employees does PECO have in the Philadelphia area?

        19                MR. LYONS:  We have about 3,000.

        20                COUNCILMAN ORTIZ:  Have you taken any

        21    sort of poll among your employees?  Have your

        22    employees come to you or have you gone to your

        23    employees and asked them how they feel about this

        24    bill and the wage tax?

        25                MR. LYONS:  We have a very clear
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         2    indication.  The conversation comes up quite

         3    frequently among employee team meetings.  The wage

         4    tax is something that's very paramount on their

         5    minds.  When workers who are out in the five

         6    counties and they have to be transferred into the

         7    City because they do not get an increase in their

         8    salaries for coming into the City, they don't want

         9    to do that primarily because of the wage tax.  It

        10    means for a $50,000 employee, it's going to be about

        11    2,000 less in income, plus they have to pay for

        12    parking as well.  So that's tremendous impediment.

        13    But if I were to take a sample, the majority of the

        14    employees definitely would love to see the City wage

        15    tax reduced even further than what's on the table.

        16                COUNCILMAN ORTIZ:  Thank you.

        17                COUNCILWOMAN BLACKWELL:  Thank you very

        18    much.

        19                Are there any further questions?

        20                Thank you very much, Mr. Lyons.

        21                MR. MCPHERSON:  Next witness Mr.

        22    Taubenberger.

        23                MR. TAUBENBERGER:  Good afternoon.

        24                COUNCILWOMAN BLACKWELL:  Good afternoon.

        25    Thank you for your patience.
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         2                MR. TAUBENBERGER:  Thank you, Madam

         3    Chair.  My name is Al Taubenberger and I'm President

         4    of the Greater Northeast Philadelphia Chamber of

         5    Commerce.  I'm here today representing the Chamber's

         6    900-plus businesses, their employees and stating as

         7    strongly as I can that the wage tax must be reduced.

         8    Saying that the City can't reduce the wage tax

         9    because it's cutting gross receipts tax is like a

        10    doctor telling a patient, you can't have two pills

        11    for two separate medical problems.  If I give you

        12    something for diabetes, then you can't have

        13    something for high blood pressure.

        14                What this Administration is saying is

        15    that our Finance Department is smarter than the

        16    Chamber of Commerce, City Council, the City

        17    Controller, Pennsylvania Economy League, and the

        18    citizens of the City itself.  Do not, I repeat, do

        19    not hurt this City by not reducing the City wage

        20    tax.  It's one of many problems the City has and

        21    it's equally important as crime and education

        22    issues.  We can remedy this ill quite easily by the

        23    stroke of a pen if we have the political courage and

        24    the will to do it.  Bad things happen to people in

        25    cities when good people and elected representatives
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         2    do nothing.  Stop the decay, the deterioration, the

         3    stagnation before it's too late.  Don't hide behind

         4    cutting services and threaten job losses.  Just cut

         5    the tax and it will pay for its itself.  Tax issues

         6    were at the heart of the American Revolution.  And a

         7    cut the City's wage tax could be the centerpiece of

         8    Philadelphia business renaissance.  I thank you all

         9    very much and thank you for the opportunity to be

        10    here.

        11                COUNCILWOMAN BLACKWELL:  Thank you very

        12    much.

        13                (Applause.)

        14                COUNCILWOMAN BLACKWELL:  Any questions?

        15                Thank you.

        16                MR. MCPHERSON:  The next witness is

        17    Pamela DeLissio.

        18                MS. DELISSIO:  Good afternoon.  My name

        19    is Pam DeLissio.  Thank you for this opportunity to

        20    testify.  I represent the Mount Airy Business

        21    Association, a group of about 100 small businesses

        22    located in and around the Mount Airy section of the

        23    City of Philadelphia.  I'm here to tell you that the

        24    consensus of the Association is that wage tax cuts

        25    should and must continue.  The historic perception
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         2    of these decreases is that the City at least

         3    recognize that this tax was burdensome and

         4    acknowledge this small annual adjustments.  It was

         5    always the expectation that these small adjustments

         6    would lead to a larger more significant discussion

         7    on comprehensive tax reform.  It has taken too long

         8    to arrive at this opportunity for meaningful tax

         9    reform and the message being sent with this year's

        10    budget proposal is that meaningful tax reform can

        11    only cover one topic at a time and that a

        12    comprehensive approach is not desirable.

        13                Personally, as a new business

        14    entrepreneur in this City, I now have firsthand

        15    knowledge of the business privilege tax and the

        16    gross receipts tax.  And you can only imagine the

        17    challenge to my accountant to explain to me why I

        18    had to pay the business privilege tax twice in my

        19    first year of business.  Taxes are, in fact,

        20    necessary but they need to be fair and logical.

        21                As entrepreneurs, it is our goal to

        22    provide our customers or clients with what they need

        23    and expect.  As entrepreneurs, we must be

        24    competitive in our pricing in order to attract and

        25    retain business.  To that end, we strive to operate
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         2    as efficiently and effectively as possible and to

         3    provide our customers and clients with the best

         4    service at the most competitive price.

         5                Businesses, both large and small, are in

         6    essence the City's customers.  And as customers, we

         7    have not been valued appropriately by this City.

         8    The perception and reality of doing business in the

         9    City is more negative than positive.  A real

        10    opportunity to create a comprehensive plan that

        11    encompasses total tax reform in all areas is now

        12    here.  Perhaps the Mayor's strategy was to create

        13    this opportunity to discuss major tax reform by

        14    proposing freezing future wage cuts and anticipating

        15    the very broad coalition of interested parties that

        16    is without precedent around this issue.  If that is

        17    in fact his strategy, it's to be applauded.  If,

        18    however, his strategy is to actually to freeze the

        19    wage tax cuts and not embark on comprehensive

        20    reform, then this will be considered business as

        21    usual and will cause me, and I suspect others, to

        22    contemplate the future location of our enterprises.

        23                The wage tax is not a new issues to me.

        24    As a former CEO for 17 years of two not-for-profit

        25    companies in the City for Philadelphia, I was often
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         2    challenged by the need to adjust salaries for staff

         3    that we desire to hire who did not live or work

         4    within the City limits.  Their concern was that even

         5    with the offer of the competitive wage, the City

         6    wage tax would diminish the dollars that they would

         7    earn.  As the employer, I could either hire a less

         8    desirable candidate or subsidize the wage tax to

         9    make the candidate whole.

        10                It is our desire to engage in a

        11    discussion that will produce in an expedited time

        12    frame comprehensive reform that is meaningful.  We

        13    look forward to engaging in this discussion with our

        14    district representative Councilwoman Reed-Miller and

        15    others.  And we thank you for this opportunity today

        16    to testify.

        17                COUNCIL PRESIDENT VERNA:  Thank you.

        18                Are there any questions or comments from

        19    Members of the Committee?

        20                Thank you very much.  We appreciate your

        21    coming in to testify.

        22                (Applause.)

        23                COUNCIL PRESIDENT VERNA:  Our next

        24    witness.

        25                MR. MCPHERSON:  Reverend Bruce Edwards
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         2    and Sister Bey.

         3                COUNCIL PRESIDENT VERNA:  Reverend,

         4    thank you.  You've been extremely patient.

         5                REV. EDWARDS:  Thank you so much.  I

         6    wish I was in a little better physical condition.

         7    It wouldn't have bothered me so much, but I was

         8    determined to stick it out only because I'm

         9    determined to let you folks hear what the poor

        10    people have to say about an issue such as this.  It

        11    will be a wonderful day, however, if you might can

        12    consider integrating the poor folk in between the

        13    expert testimonies and the like.  There is a great

        14    sense in our City that regular people -- and I'm

        15    using these pejoratives meaningfully, purposefully.

        16    They feel left out.  They feel that their voices are

        17    just not being heard.  They're treated as if they

        18    don't have a brain and they can't read and they

        19    can't think.  And it's really unfair.

        20                But let me move on.  I did send my

        21    testimony all kinds of ways.  I e-mailed it, faxed.

        22    I trust you have a copy.  Handed it out, did

        23    whatever I could to get it to you.  But we went to

        24    work on this issue because it's one of those issues

        25    that the Urban Leadership Council came into being to
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         2    deal with.  It's not a black issue, it's not a white

         3    issue.  It cuts across all neighborhoods.  It cuts

         4    across all class lines.  And so when we were called

         5    by the Chamber and others to take a look at really

         6    what was going on here, we felt that we were

         7    compelled to join and to let our voice be heard.

         8    The Urban Leadership Council is one of the oldest

         9    and largest networks of community-based

        10    organizations in Philadelphia and in this entire

        11    region.  And we boldly support what the City

        12    Controller said this morning and Mr. Pizzi and the

        13    members of the Chamber of Commerce and many others,

        14    high profile others.  We support what they've come

        15    before you and what they've said because clearly if

        16    you do not continue on a reasonable course of tax

        17    reduction, you're not going to have any City left to

        18    govern.  You're not going to have anybody left here

        19    to tax.  Our network of 212 small and medium-sized

        20    CBOs are on the front line of community involvement

        21    and activism.  Many of our member groups are service

        22    providers, block organizations, faith-based programs

        23    and the like.  These are the very organizations who

        24    operate with little or no means but they operate

        25    where the rubber meets the road and impact or are
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         2    impacted by all of the seemingly intractable

         3    problems that plague the City that we love.

         4                Not only is the wage tax burdensome to

         5    the corporate community, but the wage tax is

         6    burdensome to that low- and medium-income person and

         7    it impacts them negatively in major ways.  For a

         8    family of four making only 25,000 annually combined

         9    City taxes alone take 13.4 percent of that family's

        10    income.  Persons now moving from welfare to work are

        11    failing because of the high cost of transportation,

        12    day care, food, and clothing.  Yet they're meager

        13    wages are taxed by this City at a rate that is

        14    counter-productive to their growth and development.

        15    The potential for gainful employment within the City

        16    limits is low because the good jobs are distant,

        17    leaving our citizens at a great disadvantage.  The

        18    middle class wage earners, they began leaving

        19    Philadelphia not long after I arrived on the planet,

        20    which was 1952.  When I got here the City had a

        21    population of 2.2 million people.  You now have a

        22    population below 1.5 million people.  Yet at the

        23    same time, you're taxing those left at a greater

        24    rate than you were taxing those when you had the 2

        25    million people.  I've heard the math and all of the
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         2    stuff -- and it's stuff to me because I'm just a

         3    plane old Baptist preacher.  And I've heard all this

         4    stuff all day long, the numbers and the figures, but

         5    it doesn't add up.  How can you sit and make me, a

         6    common man, understand when you talk about City

         7    services.  Where I come from, we don't hardly see no

         8    City service.

         9                When I was a boy my trash got picked up

        10    twice a week.  The streets got swept and cleaned all

        11    the time.  I don't see any of that, not now, not

        12    unless I'm down here in Center City, and those folks

        13    pay extra money for that.  Now, you think we're

        14    wrong?  I just want to sit and talk a little plain

        15    common sense.  It doesn't take rocket scientists to

        16    get people to understand that you've tax the City

        17    almost into nonexistence.  You've run those folks

        18    who had a stake in the City, you've already run

        19    those out.

        20                And let me tell you something that I'm

        21    hearing in the poor neighborhoods.  If they could

        22    leave, they would leave.  Is that the message that

        23    you want to continue to send to those kids who are

        24    stuck in the schools that at least you're on the

        25    road to recovering them.  We thank God that you're
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         2    doing that.  But is this the message that you send

         3    when you sit up and tell us about NTI and

         4    neighborhood blight.  What brought on the blight in

         5    the first place?  The City didn't go this way by

         6    itself.  People didn't get up and leave North

         7    Philadelphia for nothing.  And they're not

         8    continuing to leave for nothing.  They're leaving

         9    because they're not happy.  They don't like it.  You

        10    may think they like it, but I'm here to tell you

        11    they don't like it.  They don't like being dictated

        12    to.  They don't like being treated as if they don't

        13    understand.  They understand.  And guess what, my

        14    friends?  If they don't understand, they put you

        15    here to teach them and to educate them and to help

        16    understand.

        17                Some of what I see in the city of my

        18    birth makes me want to preach.  It makes me sad, it

        19    me makes me sick, to hear the game-playing on every

        20    issue after issue.  It's politicized over and over

        21    again.  You're going to close this and you're going

        22    close that.  We've heard it all before.

        23                And let me say this -- and I don't have

        24    a problem with any of it.  Build your convention

        25    center, build your Kimmel Centers, build all that
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         2    stuff.  But the folk who when your erecting these

         3    things, the citizens who really live and labor and

         4    have been here through your abandonment and your

         5    graffitiment and your crime, they can't go because

         6    they can't afford to go.  The businesses can get so

         7    mad with you folk, they can pack up and leave.  The

         8    poor folk are stuck right here.

         9                And you something that I find -- and

        10    I'll stop.  I told my mother before I came here

        11    today I wasn't going do this, but it's my way.  I'm

        12    not an economist.  I'm preacher.  And I hope if I

        13    can't do anything, I might can convict you in your

        14    heart and in your soul about what is right what is

        15    wrong.  And there is a climate and a tone in the

        16    City that we live in that is wrong.  I don't like

        17    what I hear coming over the airways on talk radio

        18    shows dividing our people day in and day out when

        19    we're literally sitting in a city that is on the

        20    precipice of dying.  A great city, a Biblical city.

        21    And you're going to play with it as if it doesn't

        22    mean a thing.  I'm surprised and shocked and ashamed

        23    at all of us.  All of us.  Preachers and

        24    politicians.  All of us must do so much better.

        25                I'll finish.  But let me finish as I put
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         2    on my paper to finish.  I don't know whether I said

         3    what I wanted to say or not.  Ya'll can read it.

         4    But I will say history taught me that Nero fiddled

         5    as Rome burned.  Will you tinker as our City totters

         6    on the brink of second class status?  I'll leave you

         7    with the words of an old southern preacher who told

         8    the congregation that was having bunch of trouble,

         9    he looked out at the congregation and he said to

        10    them, he said, "You know, your house is on fire.

        11    Your roof is leaking.  And your foundation is

        12    crumbling away."

        13                Thank you for listening to me.

        14                (Applause.)

        15                COUNCIL PRESIDENT VERNA:  Reverend, you

        16    were absolutely fantastic.  I would like to ask you

        17    just one questions.  There are several bills that

        18    are scheduled for public hearing today.  What bill

        19    is it that you are supporting?

        20                REV. EDWARDS:  We support Bill 92.  And

        21    even further than supporting Bill 92, we support the

        22    bill that Councilman Cohen has been talking about.

        23    The bill that talks about giving an exemption to

        24    those who fall below federally mandated poverty

        25    lines.
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         2                How is it that -- again, we're talking

         3    about moving welfare people to work.  You've moved

         4    them from welfare to work all right; you've moved

         5    them from here King of Prussia to a low wage job.

         6    That means that now they've got child care expenses

         7    that they can't afford, they've got transportation

         8    expenses that they can't afford, they've got food

         9    expenses that they can't afford.  And then on top of

        10    all of that, the $6.50 is hit by the City.  Well, we

        11    would have done better leaving them where they were.

        12    It would have been far more humane.

        13                So we support Bill 92.  We support

        14    Councilman Nutter and Councilman DiCicco's bill.

        15    But you know what more than that because it is so

        16    serious and I hope in your consideration and

        17    deliberations -- it is hard work, of course, it's

        18    hard work.  But it's no harder than what happened to

        19    God's people when they were captives and the pharaoh

        20    got hard-hearted and had them to make brick without

        21    straw.  That was hard work.  But he eventually the

        22    captives were set free.  Now, you can keep on

        23    putting on the people all you want.  Something is

        24    going to break loose here, whether you do it or not.

        25    I'm trying to hit you on the moral side of things.
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         2    There is a right and there is a wrong.  And the

         3    sense that I get is that people have been so

         4    burdened for so long that they're losing all sense

         5    of hope.  And we just can't let that happen.

         6    Whatever you can do, if it's one cent, 10 cent, it

         7    will mean something to them.  It will give them

         8    hope.  It will them an aspiration, an inspiration to

         9    stand up and fight and keep fighting.  They've

        10    stayed there while the communities deteriorated.

        11    They've stayed there.  When others got up and left

        12    they stayed there.  And now -- and you won't like

        13    this, but I believe what I'm saying.  You say you're

        14    going to remove the blight from where they are, but

        15    you say you're going to tear down their neighborhood

        16    to do it.  Do you know what people tell me?  They

        17    think that you got a conspiracy going on.  They

        18    think you're bulldozing their neighborhoods to move

        19    them out the way so the rich white folk that moved

        20    out years ago can come back in.  That's what they

        21    think.  And we want to sit around here and be

        22    political and act like I'm not telling the truth.

        23    Light, say amen if I'm not telling the truth.

        24    That's what's out there if you really want to know

        25    what's out there.  And you've got change that
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         2    perception if you want to remove blight.  Remove

         3    blight from their minds first, blight from their

         4    hearts first.  My God, what sense does it make to

         5    have a new house and you don't know how to live in

         6    it?  They'll tear it awe up all over again.

         7                This woman sitting next to me precedes

         8    me by many years.  But when I grew up and I was born

         9    21st and Dauphin, not to many years moved to Lower

        10    Northeast and was raise in Frankford.  We cleaned

        11    our streets.  We washed our steps we had a

        12    community.  If I go to the same places now, all the

        13    houses are gone nd it ain't no community.

        14                Talk, Sister Bey.

        15                (Applause.)

        16                COUNCIL PRESIDENT VERNA:  We you applaud

        17    you, Reverend.

        18                Sister Bey.

        19                SISTER BEY:  Good afternoon.

        20                COUNCIL PRESIDENT VERNA:  Good

        21    afternoon.

        22                MS. BEY:  It's very difficult to come

        23    behind such an emotional status quo as Reverend.

        24    However, I am Sister Atikah Hasim Bey.  I am the CEO

        25    and General Manager of Philadelphia's only community
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         2    radio station where I get the most of the blight,

         3    where I get all the calls, where I get all the

         4    complaints that you all don't have time to hear.  I

         5    heard him say he was born in the '50s.  Well, I was

         6    born in 1935 in this City when my uncle cleaned the

         7    streets of Philadelphia with two horses and a wagon,

         8    a shuffle and a broom.  And he kept those streets

         9    cleaner then than now with those trucks that you got

        10    out there throwing the trash up and down when they

        11    do come through.

        12                I'm here because I'm concerned about my

        13    City and I'm concerned about the loss of population

        14    and loss of jobs since 1970.  Our City has lost

        15    200,000 jobs.  Since the institution of the City

        16    wage tax, we have watched as more than 500,000

        17    people have moved out of the City leaving our

        18    neighborhoods void and vitality in commerce.  And as

        19    he said, I had a couple of people last week says,

        20    "You know, we're going back down south.  Our people

        21    have some land down there that we need to go and see

        22    about because we're doing very bad."

        23                When I was here as a youngster, we had

        24    rich, we had middle class, and we had poor.  What

        25    happened to middle class?  It's dissolved, deleted.
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         2    You're either rich or you're poor.  But I have a

         3    question.  I wrote all of this, but it's irrelevant.

         4    We're sitting here all morning long to hear all

         5    these numbers, as he said, that's going across a

         6    ticker tape and someone that can't answer that's

         7    supposed to be qualified.  But yet they say that

         8    Philadelphia is a dump.  Well, let me tell you

         9    something.  I'm here to represent the minority

        10    community, whether they be Afrocentric, European,

        11    Hispanic or what, we're not all dumb.  We might not

        12    be heard as we should be, but I'll be damned if

        13    we're dumb.  And the idea of this situation is this:

        14    You know that you're not going to get out and do the

        15    work.  How do you expect a man or woman to work and

        16    do the work that should be done if he's hungry.  You

        17    talk about ancient slavery time, we don't see much

        18    different right now.  The only thing we know is that

        19    all the rich have left the City of Philadelphia.

        20    All the money is gone.  The only thing that's left

        21    in Philadelphia is McDonald's and your corner

        22    neighborhood stores, and they don't give employment.

        23    We used to give out turkeys at Thanksgiving.  They

        24    ended that.  That was the only money that the Asians

        25    put, was to give us a Thanksgiving basket once a
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         2    year.  We don't get that.

         3                I'm saying to you here, there's

         4    questions that came to me over the weekend and they

         5    want to know why is it that some City Councilpersons

         6    at- large and not-at-large could be undecided in

         7    this particular issue.  Is there a hidden agenda

         8    that we should know about it since we voted you in

         9    there to look out for our interest?  Then why don't

        10    we know about it.  And if it's not, then what is the

        11    problem?  How can you tax a man that makes $5.75 an

        12    hour when it takes way more than that to live.  I

        13    need to know -- it's way past political.  The word

        14    "politics" is not bad; it's the politician that's

        15    bad.  That's not a bad word.  We've had politics

        16    since ancient time when Jesus walked the face of the

        17    earth.  He was the greatest politician we had.  He

        18    turned tables over then because you had took it for

        19    gambling and whatever you wanted to do in God's

        20    house.  Well, Philadelphia just so happens to be one

        21    of the major God house churches that's mentioned in

        22    your Bible.  And when you get these Philadelphia

        23    positions and seats, you sit there and forgot all

        24    about everything.  The only thing you know is how to

        25    talk a bunch of rhetoric and be condescending to the
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         2    man that supports you.

         3                Well, I say this.  Since the enactment

         4    of the wage tax, we are warned about the impact of

         5    raising this tax too much.  We were told over and

         6    over again that business and those who could afford

         7    would leave the City would do that.  And we all know

         8    that that has occurred and is occurring.  The

         9    negative impact of our population decline was

        10    clearly evident at the end of the recent

        11    re-appropriatement.  The City lost a congressional

        12    district and this clout and influence and

        13    Washington, D.C.  Unless we change how we run the

        14    City, we won't have a City to run.  Those who say

        15    that we can't afford to lower this and others

        16    regressive taxes manage to find money for all kinds

        17    of other things.  We don't have to name them; you

        18    know what you did, stadiums and the likes.

        19                And we are tied to policies that are

        20    clearly anti-growth.  The current level of City

        21    services and many of our neighborhoods appear at

        22    times to be almost nonexistent.  To say that

        23    services will have to be cut is almost a laugh.

        24    What services?  Lifting the tax burden from off the

        25    shoulder of the City's poorest citizens and business
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         2    would be a real first step in the removal of

         3    neighborhood blight.

         4                Part of my concern is a historical fact

         5    that the City wage tax was instituted as a temporary

         6    tax, and the original levy was 1 percent.  The same

         7    tax is now 4.53 for City wage dwellers and 3.95 for

         8    commuters.  This tax should have been repealed long,

         9    long before now.  We should not even be sitting here

        10    now, not discussing such an issue.

        11                Since we, the common man, is so

        12    ignorant, we didn't make these decisions.  It

        13    doesn't look like the ignorance is running amongst

        14    the common man, that worker because I sit here to

        15    represent that worker.  It seems to be those that's

        16    sitting in these other seats, quote or quote,

        17    so-called power-to-be that have made these poor

        18    decisions.  But you know when you feel it, when you

        19    stand up one morning, you stop and you look around

        20    and there's nobody to open your car door for you,

        21    there's no one to be hand you anything.  You go get

        22    it your damn self.  But by that time it's too late

        23    and that's Reverend and I are here now.  We're a

        24    little sick and tired of our City just being

        25    dissolved around us and not even basically by
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         2    Philadelphians because that most of you who are

         3    sitting in here is not even from Philadelphia.  The

         4    Philadelphians are not here running our town.  You

         5    act as though we don't have enough intelligent

         6    people in Philadelphia to take positions.  You have

         7    to go way here, way there, way over there somewhere

         8    to come to get somebody to work in Philadelphia, to

         9    make the decisions -- how can you a decision for my

        10    and home when I live up on Green Street in

        11    Germantown and you live somewhere else?  You cannot

        12    do it.  You all are trying to do the

        13    impossibilities.  When attempt -- there's two things

        14    when an immovable object meets an irresistible

        15    force, one of two things occurs.  If you use

        16    positivity, the reasoning power takes over.  Other

        17    than that, you have a combustion.  And I'm here to

        18    tell you this is far from a joke.  This is far, far

        19    from a joke.  All the threats that's happening, you

        20    don't want to see what happened in ancient time.

        21    You don't want your workers, the only few you have

        22    left that's eating McDonald's food and got minimum

        23    wages go berserk in this town.  It's too late then.

        24    There's things that can be done.  Use some

        25    heartfulness.  Take on some L-O-V-E, what this City
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         2    stood for in ancient time when it first was stood

         3    up.  What did the founding fathers hook this country

         4    up for?  It was to be a God-loving country, and

         5    Philadelphia was headquarters.  It was the first

         6    capitol.  Well, look at us now.  We stink to high

         7    heaven.  And it is a damn disgrace.  And we call

         8    ourselves leaders?  Of what?  We should be able to

         9    set the records and the lead for all over this

        10    country from out of Philadelphia.  You mention in

        11    the Biblical scriptures, but maybe ya'll Bibles got

        12    dust on so you wouldn't know what I'm talking about.

        13    But I pray that you hear us today and make your

        14    decisions in an intelligent manner, not in a grafty

        15    money-hungry manner.  All of those things have been

        16    done in the past.  Stop ignoring the people in your

        17    community that really do the work.  I've been in

        18    West Philadelphia sitting and scrambling with a

        19    community radio station since 1986.  And every damn

        20    time I call, I get the pushover.  Why?  But yet the

        21    true voice of the people in the West Philadelphia

        22    and Philadelphia community, because I'm Philadelphia

        23    at-large the best we can because thank God for

        24    Internet.  We're all over now being heard.  I'm at

        25    405h and market and you tell me I'm out of the area
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         2    to be helped and assisted.  So now I moved to 64th

         3    and Woodland.  I wonder if I'm in the middle of it

         4    now.

         5                I have a question regarding the

         6    implementation of public policy.  How is it that

         7    those who have we place in policymaking positions

         8    politicize nearly every issue?  Would it not show

         9    real leadership and pride by acting upon the issues

        10    from the position of public good and moral

        11    certitude?  That is a question that only you can

        12    answer.  I challenge you to listen to those who have

        13    placed you in the position of trust who expect you

        14    to make decisions that will reverse years of job

        15    loss and employment decline.

        16                I challenge you to earn your salaries

        17    and perks by standing up and doing the right thing.

        18    Vote to at least continue to lower the wage tax and

        19    support Bill 92.  I thank you.

        20                (Applause.)

        21                COUNCIL PRESIDENT VERNA:  Thank you.

        22                The Chair at this time recognizes

        23    Councilman Ortiz.

        24                COUNCILMAN ORTIZ:  A colleague of mine

        25    who is not here today, David Cohen usually says that
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         2    we can pass legislation in this Council to benefit

         3    millionaires and make rich to a lot of people.  We

         4    have built stadiums.  We have given tax breaks to

         5    the rich and the wealthy.   But let a bill come

         6    before Council that is pro the working class and all

         7    hell breaks looks.  The Biblical place will hit the

         8    City if you begin doing something for the working

         9    class.  Doom and gloom is not the words to describe

        10    what would happen the City if we pass, God forbid, a

        11    bill that would help the working class.  And it

        12    always comes down to whether we have the will to do

        13    it or not to do it.  This is one of those moments

        14    that's that what it's really coming up to.  We have

        15    another one that's coming up too, which is the

        16    schools.  You really do not expect a family to keep

        17    on taking mortgages out on their house to pay their

        18    credit card bill.  But we are consistently as a City

        19    being asked to take out a mortgage.  That's what a

        20    bond issue is.  Every time you put a bond issue,

        21    it's a mortgage on the people who live in

        22    Philadelphia.  That's a mortgage that the people of

        23    Philadelphia take out, and it doesn't resolve the

        24    problem of that credit card bill because if you took

        25    out a mortgage and really resolved all of your
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         2    debts, then it would stand to reason.  But if you

         3    take a mortgage and it only takes care of your debt

         4    for six months and then you're going to have to go

         5    back to the bank and say "I need another mortgage."

         6    At one point, the bank is going to say to you,

         7    "Sorry, you're over-mortgaged.  You cannot keep on

         8    paying the interest on this."  But they're going to

         9    ask us to mortgage the City in a couple of days and

        10    a couple of weeks and so on.  In order to resolve a

        11    problem that should not be a problem, because the

        12    right to a public education is a right that every

        13    kid in tis City should be guaranteed.  Guaranteed by

        14    the state government, good public education.  And it

        15    is time.  So I'm glad that you're here because this

        16    is a bill, I guess a regressive tax that affects the

        17    poor and working class people of this City.

        18                REV. EDWARDS:  Councilman, you know why

        19    I get so emotional?  I'll tell, I called myself

        20    really doing my Morehouse thing in here today and

        21    being very erudite and collegiate, but the more I

        22    listened to the numbers, my blood pressure started

        23    going up.

        24                If I heard correctly -- now, again,

        25    we've been a big part of this debate.  We've done
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         2    some policy walking and we looked at some figures

         3    and we've been on the Internet and talked with some

         4    professionals.  If memory serves me correctly now,

         5    we've gone from a debate about $120 million to a

         6    debate of $290 million, which really isn't a debate

         7    at all because all we're talking about is what's

         8    going to happen next year.  In doing the math of

         9    $120 million, this is what I came up with because

        10    when I first spoke to this Council I was passionate

        11    about the issue of PGW and its mismanagement.  And I

        12    discovered in that debate and in that issue that the

        13    City gets $18 million a year annually from PGW.

        14    Now, if you do the math 18 million time 4, I think

        15    if I did it right or over the course of the

        16    five-year plan I keep hearing about, that equaled

        17    $90 million.  Well, now that would take your $120

        18    million hole and you'd only have a $30 million gap

        19    at that point.

        20                COUNCILMAN ORTIZ:  We haven't gotten

        21    that money in a couple of years.

        22                REV. EDWARDS:  Well, hold on what I'm

        23    trying to say here.  I understand from very reliable

        24    sources within this building that the City gets from

        25    PGW every year that God says $18 million.  Now, only
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         2    you know what happens to it.  I'm telling what has

         3    been told to me by PGW and by some City Council

         4    folk.  So I ain't in that mess.  I'm just trying to

         5    show you that we did our homework.  So if the debate

         6    is $120 million, well, me and my poor mathematic

         7    self just found 90 million for you.  And I'm sure

         8    that there's some other efficiencies that could be

         9    made.  Maybe if you guys would forego your intended

        10    salary increase, that probably throw a couple

        11    million more into the loop.  And by the time it's

        12    over, you know that $120 million would be gone and

        13    you'd given your tax relief, built your convention

        14    center, and all the other wonderful things that you

        15    want to be doing.  Now, that's non-scientific kind

        16    of guy.  But I go to the store every day and I buy

        17    gas and I put my clothes in the cleaners just like

        18    the poor folk.  They can count too.  And at the end

        19    of a week when you looking in your wallet and

        20    stretching, like my mother used to say, she could

        21    stretch a dollar -- and she could.  I never knew how

        22    she raised nine kids by herself and always had some

        23    money because we were always "Momma this, Momma

        24    that."  I'm not that good so I couldn't do it and I

        25    don't envy what you have to do.  But what it does
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         2    show us is that with some honesty, some integrity,

         3    some real leadership that only you can provide

         4    because legally that's what you're here for.

         5    Morally you have the trust of the people to do it.

         6    We expect that you will look at this issue in that

         7    light.  I implore you to look at it in that light.

         8    If we can do all of those great things, and nobody

         9    has said that those are bad things, you can do this,

        10    too.

        11                I've heard that you've got to go find

        12    the money to expand the Convention Center.  Then

        13    while you're finding that, find enough to continue

        14    the wage tax cut.  Find some in there to give the

        15    poor folk a break so that maybe when the Convention

        16    Center is done they can afford a ticket every now

        17    and then to get in on some of the activities.

        18                COUNCILMAN ORTIZ:  Before we expand the

        19    Convention Center, we got to fix the schools.

        20                REV. EDWARDS:  That would be better.

        21                COUNCILMAN ORTIZ:  Let us get out

        22    priorities correct.  Before we expand the Convention

        23    Center we better have a solution that doesn't

        24    mortgage our future for the schools.

        25                MS. BEY:  However, I'd like to say this.
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         2    With the schools that you're talking about with the

         3    blight that's out there, our children cannot go to a

         4    school without getting shot up or drugged up.  So I

         5    think we need to look from that point of view first.

         6    When you're getting this school issue together,

         7    let's look at them being able to walk to school like

         8    we used to do and give the teacher an apple and sit

         9    down and learn their reading, writing and

        10    arithmetic.

        11                COUNCILMAN ORTIZ:  That's why jobs are

        12    so important because if our people are working, then

        13    they're not on the corner selling drugs.

        14                SISTER BEY:  Absolutely .

        15                COUNCILMAN ORTIZ:  Thank you.

        16                (Applause.)

        17                COUNCIL PRESIDENT VERNA:  Thank you very

        18    much.  Thank you for your patience.

        19                Our next witness.

        20                MR. MCPHERSON:  Robert Martin and Kevin

        21    Mazzucola.

        22                COUNCIL PRESIDENT VERNA:  Good

        23    afternoon.  Please identify yourself for the record

        24    and proceed with your testimony.

        25                MR. MARTIN:  Good evening City
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         2    Councilwoman President Verna and Members of the

         3    Committee of the Whole.  My name is Robert Martin,

         4    and as President of the Building Owners and Managers

         5    Association, BOMA of Philadelphia, I am here to

         6    support Bill 92.

         7                BOMA is a non-profit organization whose

         8    members provide over 49 million square feet of

         9    office space in the City of Philadelphia for over a

        10    half million building occupants and employees.  The

        11    assessed real estate valuation of office buildings

        12    within the City of Philadelphia represented by these

        13    office buildings exceeds $1.4 billion.  This

        14    produces real state tax revenues to the City of

        15    approximately $116 million annually.  Total tax

        16    revenue received by the City from BOMA member's

        17    building occupants exceeds $2 billion annually.  The

        18    total annual payroll for BOMA office buildings,

        19    occupants and employees, is estimated at $27 billion

        20    per year.  We support Council Bill 92 and believe

        21    tax reform is need to creat economic growth and more

        22    job opportunities for Philadelphians.  This should

        23    only be the beginning of efforts to revitalize

        24    Philadelphia.  Tax reform and tax reductions must

        25    become a priority of this government.  Without
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         2    significant tax reform, Philadelphia will continue

         3    to lag economically behind competitor cities and

         4    surrounding jurisdictions and the population will

         5    continue to decline.  By reducing the overall cost

         6    of living and doing business in Philadelphia and

         7    improving a tax structure that impedes smart growth

         8    with the help the City Council and Mayor, we can

         9    make Philadelphia a preferred place to live, work,

        10    and visit.

        11                Thank you President Verna and Members of

        12    City Council.

        13                COUNCIL PRESIDENT VERNA:  Any questions?

        14    When appreciate you coming in to testify and we

        15    certainly appreciate your patience.

        16                Our next witness.  Mr. Mazzucola.  I

        17    know you've been waiting all day, too.  Thank you.

        18                MR. MAZZUCOLA:  Good afternoon President

        19    Verna and members of City Council.  My name is Kevin

        20    Mazzacola, I'm the Director of the Automobile

        21    Dealers Association of Greater Philadelphia.

        22                I'm here today on behalf of our

        23    Philadelphia members who sell and service new cars

        24    in 28 stores with in the city limits to strongly

        25    support Bill 30 continuing cuts in the gross
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         2    receipts tax for Fiscal Year 2003 and also support

         3    the accelerated cuts in the tax has been outlined by

         4    Mayor Street's five-year plan.

         5                Obviously, automobile dealer like any

         6    other business owners also would like to see wage

         7    tax reductions continue for as long as possible and

         8    to be as deep as possible.  But because of the

         9    current wage tax debate is so dominated the news

        10    coverage of the City's budget considerations this

        11    spring, our members felt it was particularly

        12    important for our voice to be heard on the

        13    importance of the accelerated gross receipts tax

        14    cuts.

        15                Operating a new dealership in the City

        16    of Philadelphia is a challenging proposition, given

        17    the lower taxes and more affluent customer base in

        18    the suburbs.  Twenty years ago there were more than

        19    40 new car dealers in the City.  Before the 1984

        20    Business Tax Reform Act gave the City more

        21    flexibility in levying taxes, business taxes were a

        22    crushing burden to our members.  Although the

        23    current economic turndown has been somewhat of an

        24    exception, the automobile industry has historically

        25    been acutely sensitive to business cycles.  Despite
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         2    the high cost of our products, our members operate

         3    on narrow margins.  A City gross receipts tax of

         4    four mills forced dealers to pay very high taxes

         5    that could wipe out a small profit or aggravate what

         6    is already a money-losing year.  Although this could

         7    still happen today, the City has been moving forward

         8    in the right direction to make that result less

         9    likely.

        10                Automobile dealers left the City for the

        11    same reasons that so many of their customers left,

        12    including crime, blight, poor public schools, high

        13    insurance costs, and concern about the quality of

        14    City services.  Without doubt, the City's taxes and

        15    particularly the gross receipts tax, also were major

        16    factors.  Over the last 20 years, every time the

        17    City has considered a significant change in tax

        18    policy, our Association has come before City Council

        19    to make our concerns known.  And in response to us

        20    and others, Council has done much to make the tax

        21    burden more bearable.

        22                Ten years ago, you rejected proposed

        23    increases in the City wage tax and then began

        24    steadily reducing that tax.  You reduced City

        25    business taxes on retailers who operate on thin
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         2    margins, as I said we do.  And you supported an

         3    exemption from the City sales tax of automobiles

         4    purchased by suburban customers.  While philadelphia

         5    dealers still face higher taxes overall than dealers

         6    in the suburbs, the difference has been

         7    significantly narrowed.

         8                Mayor Street's proposal to accelerate

         9    gross receipts tax reductions in the years beyond

        10    Fiscal Year 2003 would have very positive effects on

        11    our industry and on the City as a whole.  Several

        12    weeks ago, we provided our members with sufficient

        13    information so that they could analyze the impacts

        14    of the proposed gross receipts and wage tax

        15    reductions on their businesses.  Since that time, I

        16    have discussed the proposals with many dealers both

        17    individually and in small groups.

        18                In one of these discussions, a dealer

        19    whose store has been in the heart of the City for

        20    decades volunteered that while both the proposed

        21    wage tax cuts and the proposed gross receipts tax

        22    cuts would be beneficial, the proposed gross

        23    receipts tax cuts would be more likely to enable him

        24    to raise salaries and to hire more workers.  The

        25    other Philadelphia dealers who were present agreed
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         2    with him.  I want to emphasize that our members do

         3    not see reductions in these two taxes as a choice

         4    between whether they benefit or their employees do

         5    or between whether their businesses benefit or the

         6    City does.

         7                Our member believe that while employees

         8    appear to pay the wage tax, employers in the City

         9    bear some of the burden.  One of our members who has

        10    a store in both the City and the suburbs reported

        11    that it is not uncommon for technicians, for

        12    example, being considered for jobs in the City to

        13    ask for higher salaries to offset the wage tax.

        14                Our members believe that significant

        15    wage tax cuts are enormously important to the City's

        16    future.  The dealers in the Auto Mall in Southwest

        17    Philadelphia, for example, are very worried about

        18    Governor McGreevy's proposal to end New Jersey's

        19    income tax credit against the wage tax.  The Auto

        20    Mall draws many employees from across the river.

        21    This issue is a reminder that real solutions to the

        22    wage tax problem probably requires wider reforms in

        23    state and local areas.

        24                In the meantime, our members also

        25    recognize that the City must maintain services and
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         2    make strategic capital investments.  As the

         3    producers of one of the top auto shows in the

         4    country, which set record-breaking attendance

         5    records this year, we believe the Convention Center

         6    expansion is vitally important.  As I testified

         7    recently before a Committee of the Pennsylvania

         8    House of Representatives, a larger Convention Center

         9    would enable our auto show to have more predictable

        10    and favorable dates, attract larger exhibits from

        11    manufacturers, and bring more visitors into Center

        12    City, all while out-of-town meetings are also in

        13    progress.  That means more revenue for the City.

        14                Having said that, we do not believe that

        15    the Convention Center expansion should hinge on the

        16    outcome of this tax debate in City Council.  The

        17    City has typically supported major capital projects

        18    like the original center and the two new stadiums

        19    based on analyses that revenues generated by the

        20    projects would cover their costs.  If the mayor were

        21    to decide that the City could not afford to expand

        22    the Convention Center, we would try very hard to

        23    change his mind.

        24                As business owners, we cannot decide the

        25    debate about the trade-offs between tax cuts,
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         2    services, and capital investments.  Our members have

         3    their own multi-million dollar investments out in

         4    the City's neighborhoods where businesses are more

         5    dependent on publically provided services and where

         6    service levels are not enhanced by special districts

         7    as they are in Center City.  They believe that the

         8    quality of City services does affect the viability

         9    of their businesses and adds value to their

        10    investments.

        11                Before concluding, I want to take note

        12    of two other bills affecting the gross receipts tax.

        13    Our association supports Bill 020116, sponsored by

        14    Councilman Wilson Goode, Jr.  We have not yet looked

        15    closely at Councilwoman Blondell Reynolds Brown's

        16    legislation to change the timing of gross receipts

        17    tax payments, but it appears to be well-intended.  I

        18    will get back to Councilwoman Brown if it turns out

        19    we have any concerns.

        20                In conclusion, on behalf of Philadelphia

        21    Automobile Dealers operating at 28 locations,

        22    employing 2700 workers, and generating $10 million

        23    in local taxes in the City of Philadelphia, I ask

        24    you to continue to reduce the City's business tax

        25    burdens and to maintain services that make our City
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         2    more attractive not only to our businesses but to

         3    our customers and employees.

         4                Thank you.

         5                COUNCIL PRESIDENT VERNA:  Thank you.  I

         6    was somewhat distracted.  Did you indicate how many

         7    auto dealers we have in the City?

         8                MR. MAZZUCOLA:  Yes, 28.

         9                COUNCIL PRESIDENT VERNA:  Thank you.

        10    And you say they employ 2700 workers?

        11                MR. MAZZUCOLA:  Correct.

        12                COUNCIL PRESIDENT VERNA:  Thank you very

        13    much.

        14                The Chair recognizes Councilman Ortiz.

        15                COUNCILMAN ORTIZ:  I just want to tell

        16    you that I don't think the gross receipts tax is in

        17    question in this hearing.

        18                MR. MAZZUCOLA:  That was a concern from

        19    us is that we were watching the debate on the wage

        20    tax and we just wanted to make sure our voices were

        21    heard in regards to te gross receipts and that since

        22    most of the discussion was dominated with wage tax,

        23    it is also important to us for our members regarding

        24    the gross receipts tax cuts.

        25                COUNCIL PRESIDENT VERNA:  Thank you.
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         2                The Chair recognizes Councilman DiCicco.

         3                COUNCILMAN DICICCO:  Thank you, Madam

         4    President.

         5                Thank you for waiting.  It's been a long

         6    day.  When an automobile dealer makes a

         7    determination on the price of a car that he or she

         8    is selling, in addition to whatever the requirements

         9    are from the home office, if you will, from the

        10    manufacturer, there's a bottom line price and

        11    there's a lot of negotiation that goes in between,

        12    there's a lot of expense that gets, I'm sure,

        13    included in the sales price, the price of doing

        14    business, advertising, sales representatives sales

        15    persons' salaries, et cetera.  Does the wage tax --

        16    is it correct to say that the wage tax has some

        17    bearing on the sale price?

        18                MR. MAZZUCOLA:  Certainly.  All expenses

        19    that are involved in the process of selling that

        20    vehicle have to be taken into account as they sell

        21    their goods.

        22                COUNCILMAN DICICCO:  And the reason I

        23    say that is -- and I know wouldn't have the answer

        24    for it.  But I know a number of times when we go

        25    through our budget hearings and we bring in the
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         2    Procurement Department, the Commissioner of

         3    Procurement, we always talk about is there a way in

         4    which we can figure out when we by the cars for the

         5    City fleet, as an example, we are always in

         6    competition because it has to be through an RFP,

         7    through a bidding process, and we generally lose

         8    out.  And it's my understanding in a couple of

         9    years, we've lost out by maybe $10 extra per car

        10    because that was a low bid so we loss the sales on

        11    the Philadelphia side to New Jersey, as an example,

        12    because they can sell a car $10 per car cheaper.

        13    And it's not an exaggeration.  Sometimes it actually

        14    comes down to that close.  So would it be safe to

        15    say that the wage tax reduction may have an impact

        16    on the eventual sale price of the car and maybe not

        17    make it happen for us, but it's a potential that it

        18    cost.

        19                MR. MAZZUCOLA:  Certainly.  And

        20    especially when you're talking about fleets and

        21    large volumes of vehicles.  Although $10, depending

        22    upon how many you're procuring, it can add up

        23    certainly.

        24                COUNCILMAN DICICCO:  I just wanted to

        25    make sure.  I figured that that would be the answer,
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         2    that you have to figure everything in, the cost of

         3    doing business including the wage tax, but it does

         4    actually has bearing on the sale price.

         5                MR. MAZZUCOLA:  Correct.

         6                COUNCILMAN DICICCO:  Thank you.

         7                No further questions.  Thank you, Madam

         8    President.

         9                COUNCIL PRESIDENT VERNA:  Thank you.

        10                Any other questions or comments from

        11    Members of the Committee?

        12                Thank you again for being so patient.

        13                MR. MAZZUCOLA:  Thank you.

        14                COUNCIL PRESIDENT VERNA:  Our next

        15    witness.

        16                MR. MCPHERSON:  Shelly Yanoff.

        17                MS. YANOFF:  I'm Shelly Yanoff, and I'm

        18    the Executive Director of Philadelphia Citizens for

        19    Children and Youth.  Joining me is Michael Mazerov

        20    who is the Senior Policy Analyst from the Center on

        21    Budget and Policy Priorities.  If necessary, I will

        22    yield my time so that Mr. Mazerov will talk.  Thank

        23    you.  But I would like to finish, of course, if I

        24    could.

        25                COUNCIL PRESIDENT VERNA:  Certainly.
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         2                MR. MAZEROV:  President Verna, Members

         3    of the Council, I appreciate the opportunity to

         4    testify at today's hearing.  I'm Michael Mazerov,

         5    Senior Policy Analyst for the Center on Budget and

         6    Policy Priorities in Washington, D.C.  I'm not here

         7    today to express support for or opposition to any

         8    particular bill under consideration to cut

         9    Philadelphia taxes, rather my goal is to put the

        10    issue into perspective by addressing the

        11    relationship between local tax policy and economic

        12    development.  Such perspective has been sorely

        13    lacking in the outcry that has erupted in response

        14    to Mayor Street's decision to seek no further cuts

        15    in the Philadelphia wage tax after this year and to

        16    propose cuts in the City gross receipts tax instead.

        17                My message today has three parts:

        18                First, it is unlikely that

        19    Philadelphia's tax levels relative to that of its

        20    suburbs are a significant factor in its ongoing loss

        21    of population and jobs.  Not the message you've

        22    heard today and I'll try to explain that position.

        23                Second, consequently, cutting either the

        24    wage tax or the gross receipts tax to the degree

        25    that's being proposed is unlikely to have a
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         2    significant positive impact on the City's economy.

         3                And third, unaffordable tax cuts that

         4    result in a degradation of the quality of City

         5    services and infrastructure could set back the

         6    City's economic recovery more than any of the

         7    proposed tax cuts could aid it.

         8                All day today the business community has

         9    been telling a simple story:  Philadelphia is losing

        10    jobs and people while its suburbs are gaining them,

        11    the City's wage tax is significantly higher than the

        12    taxes that prevail in the suburbs and therefore the

        13    higher City wage tax must be a significant cause of

        14    Philadelphia's economic and population decline.

        15                What's wrong with this equation is that

        16    it ignores the fact that the vast majority of

        17    central cities, that is, the cities that are at the

        18    center of metropolitan areas, have been declining

        19    relative to their suburbs for decades.  Such decline

        20    has occurred in cities with widely varying tax

        21    structures and is by no means limited to cities with

        22    wage or income taxes.

        23                Let's look at some recent population

        24    statistics and then I'll turn to statistics on jobs.

        25    In only 5 of the 35 largest metropolitan areas in
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         2    the United States did the City have a higher rate of

         3    population growth between 1990 and 2000 than its

         4    suburbs did.  11 of the central cities in these top

         5    35 metro areas loss population between 1990 and

         6    2000, and Philadelphia was one of these 11 cities

         7    that loss residents.  However, it might surprise you

         8    to learn that Philadelphia had the smallest rate of

         9    population decline among the 11 cities that lost

        10    population, 4.3 percent.  In 3 of the 10 cities that

        11    suffered a steeper loss of population than

        12    Philadelphia did in the 1990 to 2000 period, there

        13    is no City tax on income or wages.  And in six

        14    others, the gap between city and suburban income or

        15    wage tax rates is significantly less than it is

        16    between Philadelphia and its suburbs.  For example,

        17    the Pittsburgh wage tax is 3 percent with most

        18    suburban jurisdictions taxing at 1, yet Pittsburgh's

        19    rate of population loss between 1990 and 2000 was

        20    twice that of Philadelphia's.  In short,

        21    Philadelphia has experienced a much slower rate of

        22    decline in population than a lot of other major

        23    cities in which the relative tax disadvantage of

        24    working in the city is a lot less than it is here.

        25    Clearly, factors other than relative city versus



                                                               404
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    suburban tax burdens are chiefly responsible for

         3    declines in City populations.

         4                Just as inner city population loss to

         5    the suburbs is a nation-wide trend that seems to be

         6    a little correlated with relative tax burdens on

         7    wages, so too is the flight of jobs to the suburbs.

         8    A recent Brookins Institution study looked at job

         9    creation in 92 large metro areas between 1993 and

        10    1996 and it found that the share of total metro area

        11    jobs located in the suburbs was greater at the end

        12    of the three years in fully 82 percent of the

        13    metropolitan areas.  In other words, only a small

        14    minority of central cities have been able to keep up

        15    with the pace of job creation in their suburbs.  Of

        16    the 92 metro areas, there were 23 in which the city

        17    lost jobs between '93 and '96 and suburbs gained

        18    jobs.  Philadelphia was one of the 23.

        19                And I've attached at the back of my

        20    testimony this list ranking the cities in terms of

        21    population, of job loss that loss jobs in the study.

        22                17 of the 22 other cities had a steeper

        23    rate of job loss than did Philadelphia.  And in 16

        24    of the 17, all but Washington, D.C., the gap between

        25    the city income tax and suburban income tax is
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         2    smaller than it is in Philadelphia.  As with

         3    population, Philadelphia's jobs retention record is

         4    much better than that of a lot of other major cities

         5    that have lower absolute wage tax burdens and much

         6    lower wage tax burdens in relation to those in the

         7    suburbs.

         8                I want to be clear that I'm not saying

         9    that Philadelphia policy-makers or citizens should

        10    be satisfied with population and job losses that are

        11    less severe than those experienced by other central

        12    cities.  What I am saying, again, is the fact that

        13    many other cities with much lower tax burdens on

        14    wages are doing far worse in retaining residents and

        15    jobs in Philadelphia calls into question claims that

        16    the wage tax is a significant contributor to

        17    Philadelphia's declining population and employment

        18    base.

        19                The data I've just cited are consistent

        20    with the findings of an enormous body of economic

        21    studies on the relationship between

        22    interjurisdictional differences in tax burdens and

        23    relative rates of economic growth.  One recent study

        24    can shed valuable light on the debate here.   The

        25    District of Columbia is in a situation very
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         2    analogous to that of Philadelphia.  It has been

         3    losing jobs and residents to the suburbs even more

         4    rapid than as Philadelphia and there's a similar

         5    perception and concern among policy-makers that high

         6    taxes have contributed to the flight.  Top personal

         7    income tax rates in the district are more than 3

         8    percentage points higher than in neighboring

         9    Virginia and about 1 1/2 percentage points higher

        10    than in Maryland.  A recent blue ribbon study panel

        11    commissioned an economic analysis of whether the

        12    District's tax structure was having an adverse

        13    impact on D.C.'s ability to retain residents and

        14    jobs.  It compared D.C.'s record in this regard over

        15    ther '69 to '94 period with that all of nearby

        16    counties in the metro area.  The study found that

        17    there was no statistically significant correlation

        18    between interjurisdictional difference in personal

        19    income tax, residential property tax, or sales tax

        20    rates and population trends.

        21                Another finding of the  D.C. study

        22    brings me to the final point I want to make today

        23    concerning the relationship between the quality of

        24    public services and the relative attractiveness of a

        25    jurisdiction as a place in which businesses choose
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         2    to create jobs.  The D.C. study found that there was

         3    actually a statistically significant positive

         4    correlation between a jurisdiction spending, other

         5    than on welfare, and its rate of employment.  That

         6    is, the higher the level of public spending the

         7    higher the employment growth rate after controlling

         8    for other factors.  And many other economic studies

         9    have found a similar correlation.  And there are

        10    many good reasons for this, and I include in my

        11    testimony a quote which I will not read from one of

        12    the leading site location consulting companies in

        13    the United States advising companies on where to

        14    locate talking about how the quality of public

        15    services is vital to the location decisions of

        16    business.

        17                The wage tax and the gross receipts

        18    critical are both critical revenues towards sources

        19    for Philadelphia, the possibility that cuts in

        20    either tax could interfere with the desire of

        21    businesses located here or contemplating expansion

        22    in this City to enjoy both the fiscal environment

        23    and high quality public services must been carefully

        24    weighed against the purported positive investment

        25    effects of cutting either tax.
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         2                As I have emphasized, the likely

         3    incentive effects of the tax cuts that are being

         4    discussed are meager at best.  The same potential

         5    trade-offs between tax cuts and City services should

         6    be of concern with respect to attracting or

         7    retaining residents.  The City will have gained

         8    little if cuts and taxes result in larger class

         9    sizes in the schools, dirty parks, more dangerous

        10    neighborhoods or degradation in the quality of

        11    roads, trash service, and other City services that

        12    make a city an attractive place to raise a family

        13    and to work.

        14                Thank you again for permitting me to

        15    testify today.  Of course, I'd be happy to respond

        16    to any questions and I would also point out that my

        17    written statement also discusses Pennsylvania

        18    Economy League study and raises some significant

        19    concerns and methodological questions about the

        20    study and I'd happy to address that as well.  Thank

        21    you.

        22                COUNCIL PRESIDENT VERNA:  Thank you very

        23    much.

        24                Ms. Yanoff.

        25                MS. YANOFF:  Thank you.  Thank you for
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         2    the opportunity.  As you know, Philadelphia Citizens

         3    for Children and Youth professes not to be a tax

         4    expert.  We represent most commonly the interest of

         5    those who do not have access to power nor finance

         6    but in whose the hands the future of the City and

         7    region will fall.

         8                We join with you in recognizing the that

         9    City is losing far too many of its people and jobs

        10    and we agree with you that the loss is crippling us.

        11    Like you, we'd like to change it.  We would like to

        12    see the schools improve, the automobile insurance

        13    rates lowered, the State pick of its share of court

        14    costs without taking the funding away from the City

        15    in other areas, and our taxes lowered.  We are glad

        16    that some of our State leaders are finally

        17    recognizing that the State should pick up the cost

        18    of charter schools.  Indeed, many of us have urged

        19    that for the last five years.  Had that urging been

        20    heeded, we might not be in the position today that

        21    we are concerning this the schools.

        22                But today's question is not that.

        23    Today's question is different.  We ask that before

        24    you wipe out or lower one source of funding, you

        25    assure the community that there will indeed be
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         2    enough funds left in the General Fund to provide

         3    health care in our centers, to support prevention

         4    and remediation efforts in fighting infant mortality

         5    and child abuse, that there will be funding for our

         6    schools, our libraries, our child and family support

         7    programs, our community college, that are our

         8    streets will be cleaned, and the neighborhoods will

         9    get the attention they deserve.  This year

        10    additionally we urge you to find $5 million to wipe

        11    out the lead problem and start saving children

        12    before they're damaged and that you find $1 million

        13    to support a health and safety fund for the City's

        14    child care programs, funds that have been too hard

        15    to find up to this point.  We, of course, also urge

        16    that there's full funding for the City's schools.

        17                We would hope that those who march today

        18    have a plan to protect those most vulnerable from

        19    suffering losses they cannot afford.  We don't know

        20    which taxes should be cut.  We do know which

        21    children and family services should not be.  Before

        22    the City Council takes action or the State

        23    Legislature acts on another in a series of threats

        24    to the cities autonomy, we ask that you show us the

        25    bridge under which we can be protected until our
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         2    ship with its hundreds of thousands of jobs comes,

         3    build us the bridge.  We want to go on it and walk

         4    over it, but don't leave 400,000 children and their

         5    families exposed with a vague hope that it will all

         6    work out.

         7                We welcome the energy that has ben

         8    galvanized around this issue, but taking action

         9    against taxes is much easier than taking actions for

        10    demanding different power arrangements or for the

        11    State to pay for our schools, or for the State to

        12    pay for the courts as they've been ordered for

        13    almost a decade, or for the State to lower our

        14    automobile insurance rates that have really

        15    encouraged people to move out, or for local

        16    efficient government processes and less political

        17    infighting.  We urge that such energy be spent to

        18    support the overarching cause that should unite all

        19    of us.  We must speak with a clear voice about the

        20    values that should propel this conversation, a

        21    vision of a city that's good for children families,

        22    communities, and business.  Thank you.

        23                COUNCIL PRESIDENT VERNA:  Thank you very

        24    much.

        25                Are there any questions?
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         2                The Chair recognizes Councilman Ortiz.

         3                COUNCILMAN ORTIZ:  Mr. Mazerov, you know

         4    that one other bill, I think is it's 82, impacts on

         5    those that are relatively on the lower scale, the

         6    very poor and they pay and those are individuals

         7    that do not itemize on their tax returns to the

         8    Federal Government.  So they pay and according to

         9    testimony today, actually, the amount of money that

        10    would be taken out of treasury if we exempt the very

        11    poor in the City of Philadelphia would be around $50

        12    million.  While if we accept, the working class,

        13    it's less than that.

        14                Do you also hold the same position then

        15    exempting the very poor is not conducive to economic

        16    situation, creating a clearer economic environment?

        17                MR. MAZEROV:  Well, I certainly agree

        18    that the tax burden on low income people and

        19    starting to tax the income of people the very first

        20    dollar of income they earn is a significant barrier

        21    to employment for all the reasons that have been

        22    discussed today.  It is a barrier to employment.  It

        23    makes it more difficult to afford transportation and

        24    child care and all the other thresholds that need to

        25    be over come before someone can enter the work



                                                               413
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    force.

         3                That said, there's just as much

         4    potential for the revenue that's lost, if it's not

         5    made up in other areas, to affect services that can

         6    adversely affect low income people disproportionally

         7    as well.

         8                COUNCILMAN ORTIZ:  You know, that is a

         9    premise that is one dollar for one dollar.  That's

        10    on the premise that if you cut here and then you

        11    don't make it up, but we've been in a steady

        12    decline.  We haven't made up dollars for a long

        13    time.  So if you're saying this is an incentive to

        14    jobs, how are you going to bring more jobs into the

        15    City if you keep that.

        16                MR. MAZEROV:  I didn't say it was a

        17    disincentive to creating jobs on the part of a

        18    business.  I thought you were asking me is it a

        19    disincentive, is it a burden in terms of people

        20    being able to enter the work force.  And there, I

        21    agree.

        22                COUNCILMAN ORTIZ:  To me that's

        23    basically a disincentive to enter into the work

        24    force, a disincentive to a job.

        25                COUNCILMAN ORTIZ:  Well, most people
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         2    aren't self-employed.  They're employed by people

         3    who hire them.  So the question is, is the wage tax

         4    a disincentive for people to come hire them, but I

         5    think that's a separate question from the impact

         6    wage tax and abilities of a particular person to

         7    enter the work force.

         8                COUNCILMAN ORTIZ:  But it impacts

         9    individuals at the lower levels which makes it even

        10    more difficult for those individuals to be able to

        11    make a living within this environment.

        12                MR. MAZEROV:  I don't disagree with

        13    that.

        14                COUNCILMAN ORTIZ:  That's it, Madam

        15    Chair.

        16                COUNCIL PRESIDENT VERNA:  Are there any

        17    other questions?

        18                The Chair recognized Councilwoman Brown.

        19                COUNCILWOMAN BROWN:  Thank you very

        20    much.

        21                Good afternoon.  To Shelly Yanoff, let

        22    me say that your testimony in a very wonderful way

        23    captured questions and concerns raised earlier today

        24    with regards to how do we honor what we're hearing

        25    from a lot of our citizenry, and that is, reduce



                                                               415
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    wage taxes and still do this in a way that we hold

         3    our schools harmless or do it in a way where the

         4    City can still honor up the now 45 million that

         5    we're obligated to pay.  That question was raised to

         6    both Mr. Charlie Pizzi and Sam Katz and Jonathan

         7    Saidel.  And Saidel's response was we should be able

         8    to do both, take care of the now 45 million that

         9    we're now obligated to pay and reduce taxes in a

        10    responsible way.  Sam Katz acknowledged that there

        11    does have to be state-wide tax reform.

        12                My concern remains while we wait to get

        13    there, what do we do with regards to the funding of

        14    our schools, since it is in our face.  We now are

        15    more responsible for the funding of our schools than

        16    we ever have been.

        17                And so I share that with you because

        18    that was their testimony.  And I'd just be curious

        19    to know how do you reconcile the two?

        20                MS. YANOFF:  Well, as you heard in my

        21    testimony, we didn't take a firm stand on it.  But I

        22    do want to just remind you that Dick Voith who

        23    authored the PEL study was the person on the SEPTA

        24    Board that was supportive of some of your efforts to

        25    try to lower the cost of traveling to and from
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         2    school for students and we didn't have he money for

         3    that and we didn't have enough money for child care

         4    and we didn't have enough money amount to increase

         5    the amount of our contribute to our schools and we

         6    didn't have enough political will to demand earlier

         7    that the charter schools get taken care of and so we

         8    keep descending.  What I'm concerned about is that

         9    we'll always find the money for the Convention

        10    Center and the other things, but will we find the

        11    money for the kid stuff.  And that's the challenge

        12    and you wrestle with it and I appreciate the wrestle

        13    and I know that this isn't the watershed, but in a

        14    lot of ways for children and families we have been

        15    limping and thinking it's walking because we've been

        16    doing it for so long.

        17                So I urge you to before we say we're

        18    going to get a hundred thousand new jobs if only --

        19    and, yeah, we may suffer with a $400 million deficit

        20    problem that we think about how that's feel and

        21    where are the protections on that.

        22                COUNCILWOMAN BROWN:  For families,

        23    parents and children.

        24                MS. YANOFF:  For children and families,

        25    yes.
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         2                COUNCILWOMAN BROWN:  Thank you.

         3                Thank you, Madam Chair.

         4                COUNCIL PRESIDENT VERNA:  You're

         5    questioning what is the $400 million deficit?

         6                COUNCILMAN DICICCO:  Where did you get

         7    that?

         8                MS. YANOFF:  It's the PEL study that

         9    said that we expect that we will have less that

        10    amount.

        11                COUNCILMAN DICICCO:  If we wage tax

        12    reduction.

        13                MS. YANOFF:  If we do a serious wage tax

        14    reduction they propose.  That's their proposal.  I

        15    just read it and I read endorsements of it and I

        16    thought, wait a minute here.

        17                COUNCILMAN DICICCO:  Could you point to

        18    where that is?  What was the serious wage tax

        19    reduction?

        20                MS. YANOFF:  Councilman DiCicco, I know

        21    that you're very well read so you have it.  I didn't

        22    bring it with me, however.

        23                COUNCILMAN DICICCO:  Not as well read as

        24    I thought.

        25                MS. YANOFF:  I didn't bring it with me,
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         2    but the point is that it's not incremental.  But in

         3    the short period that I've been here, people have

         4    said this is a little beginning and we're going to

         5    do more and more.  And I just want to make sure that

         6    kids have decent schools to go to, that they get the

         7    kind of support to get there that know they need,

         8    that there are child care programs, that we find a

         9    way to get rid of the lead in kids' houses.  This

        10    Council has been trying to do.  We need to do it

        11    more.  And I don't want to start taking away from

        12    the pot before we're sure we can do that.

        13                COUNCILMAN DICICCO:  Unless more there

        14    are jobs for people to pay a wage tax, whatever that

        15    tax number, is and contribute to that pot so that we

        16    can do some of the things that your talking about.

        17    You can't just take the money and let that pot --

        18    eventually you're going to get to the bottom of the

        19    pot.  Who will be left to pay the bill?  There's no

        20    such thing as a free lunch.  So job creation, in my

        21    opinion -- and I don't know where you got the

        22    number.  I wish you were correct that wage tax

        23    reduction would create a hundred thousand jobs.

        24                MS. YANOFF:  That's the PEL study.

        25                COUNCILMAN DICICCO:  I would hope that



                                                               419
         1            4/8/02 - WHOLE - TAX REDUCTION BILLS

         2    that were true.

         3                COUNCIL PRESIDENT VERNA:  Councilman, I

         4    don't believe that Bill NO. 92 do that.

         5                MS. YANOFF:  Bill No. 92 will not do

         6    that, President Verna, you're right.

         7                COUNCILMAN DICICCO:  I certainly don't

         8    want you or anyone else to think that that's what

         9    we're suggesting.  I'm not going to continue to

        10    debate.  We all want good schools.  We may disagree

        11    from time to time on how to get there.  But we're

        12    talking about the potential for job creation.  At

        13    the very least, I would hope that it will stabilize

        14    the jobs that we have today going forward.  And all

        15    the economists agree, including the nine members of

        16    the Mayor's Task Force on Tax Reform have all said

        17    the wage tax is the most important thing we can do

        18    going forward in terms of creating an environment

        19    that will hopefully create an environment to create

        20    jobs.  They're not suggesting that if we do it that

        21    those jobs will come.  I'm not suggesting that.  But

        22    if we don't do it, history has proven, that we will

        23    continue to lose jobs for a variety of reasons, one

        24    of which, probably is at the top of the list is the

        25    cost of doing business in Philadelphia.  I think
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         2    it's very simple.

         3                And I did have a partial solution to

         4    your transportation needs for public school

         5    students, but we don't want to talk about those do

         6    we?  Thank you.

         7                COUNCIL PRESIDENT VERNA:  Thank you both

         8    very much.

         9                Are there any other questions or

        10    comments from Members of the Committee.  Thank you

        11    very much.

        12                Our next.

        13                MR. MCPHERSON:  Mr. Kaiserman.

        14                MR. KAISERMAN:  My name is Kenneth

        15    Kaiserman.  I'm president of the Kaiserman Company.

        16    We own and operation buildings in and around

        17    Philadelphia.

        18                I have always regarded working in the

        19    City as a privilege, but given the expenses

        20    entailed, has come to be more of a luxury.  In view

        21    of all the costs, it is a luxury to maintain the

        22    City residents with high property taxes, endure high

        23    utility rates, send our children to good schools,

        24    run businesses where we pay use and occupancy,

        25    business privilege, and contribute to the wage tax.
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         2                As building owners with property inside

         3    and out of the City, we get tenants coming and

         4    going.  Unfortunately, in Philadelphia, they are

         5    mostly going.  It seldom seems to flow the other

         6    way.  Once they move out of town, it's difficult, if

         7    not impossible, to get them back.  For instance,

         8    from our Rittenhouse Square apartments, affluent

         9    individuals are choosing to move out to the suburbs

        10    where they will not be encumbered with the same tax

        11    burdens.  From our office buildings, successful

        12    growing businesses are relocating to the suburbs

        13    where they will not have to compensate employees for

        14    the bite that the City takes out of their salaries.

        15    These companies will expand and add new employees,

        16    but the bulk of these employees will no longer be

        17    Philadelphia residents nor will they be contributing

        18    to our tax base.  Ironically, most of these

        19    companies and most of these individuals would rather

        20    be in Philadelphia if they could afford it.  They

        21    like the diversity and cultural opportunities that

        22    we have to offer here.  So clearly what we are doing

        23    is counter productive.  We are rejecting productive

        24    citizens and shrinking our tax base.

        25                I worry, too, that as our population
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         2    declines, we may cease to be a first-class City

         3    under Pennsylvania law.  That could have serious

         4    repercussions for our ability to control our

         5    destiny.

         6                Philadelphia must learn to be

         7    competitive not only with surrounding counties, but

         8    with other major cities.  We remain among the most

         9    expensive cities for doing business in the country.

        10    And if we're one of the costly in the country, then

        11    that would make us among the most expensive in the

        12    world.  Is that the kind of reputation this City

        13    needs?

        14                We're all here because we want to see

        15    Philadelphia grow and prosper.  Tax reform and

        16    reducing the wage tax are key to achieving that

        17    goal.

        18                In closing, I'd like to thank City

        19    Council for stepping forward on this issue.  It

        20    seems that we always find the money for things that

        21    are important to us.  We should be able to find a

        22    way to put more money in the pockets of our

        23    citizens.  Thank you.

        24                COUNCIL PRESIDENT VERNA:  Thank you, Mr.

        25    Kaiserman.  There are a number of bills that are
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         2    scheduled for  the public hearing today.  Can you

         3    tell me which bill or bills you are testifying in

         4    favor of.

         5                MR. KAISERMAN:  Well, I'm speaking

         6    mostly about 92.  I'm not sure what other bills are

         7    in question.

         8                COUNCIL PRESIDENT VERNA:  Thank you very

         9    much.

        10                Are there any questions from members of

        11    the committee of Mr. Kaiserman?

        12                Thank you very much, sir.

        13                Our next witness.

        14                MR. MCPHERSON:  Ed Schwartz.

        15                MR. SCHWARTZ:  Good evening,

        16    Councilwoman.

        17                COUNCIL PRESIDENT VERNA:  Good evening.

        18                MR. SCHWARTZ:  I'm Ed Schwartz.  I'm

        19    here from the Institute for the Study of Civic

        20    Values.  And as tiring as it has been to sit here

        21    through the day, there is a kind of advantage in

        22    testifying when they're only a few people around,

        23    and I'm looking at people I've known for a long

        24    time, because I'm going to say some things that I

        25    probably wouldn't have said in the larger room just
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         2    to you.

         3                I have done as much work on the budge

         4    and this set of issues over the last month that I

         5    used to do when I was here.  And those of you who

         6    were here when I was know that I was in my chair

         7    every day for hours, for weeks.  And I guess what's

         8    alarmed me as much than any particular proposal is

         9    the quality of the discussion around it in the

        10    public arena appalling, which I've considered to be

        11    appalling.  I really don't know how anybody could

        12    possibly make a decent decision about what to do

        13    based on the things, for example, that have appeared

        14    in the Daily News on a day-to-day basis.

        15                I'm going to go through my testimony

        16    because it reflects a dimension of the Economy

        17    League report which I found quite interesting that

        18    surprised me and then I worked through and it puts

        19    this whole proposal in a very different light.  But

        20    let me just say that part of the problem we have

        21    right now is there's a specific bill before Council

        22    that is very narrow and modest in its pretensions in

        23    terms of how much it cuts from the wage tax and how

        24    much revenue.  But the engine driving the movement,

        25    in fact, has been created by the larger proposals
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         2    that in fact are embodied in the Economy Leagues

         3    recommendations that are also now reflected in the

         4    legislation that Senator Fumo introduced in

         5    Harrisburg which exactly corresponds to the goal

         6    that the Economy League set and is, in fact, the

         7    basis for the Daily News a few weeks, the Editorial

         8    Board saying, "Gee, we agree this little picking at

         9    the wage tax is no longer really useful.  Let's go

        10    the whole hog and it's easy to do."  So people are

        11    marching on behalf this massive change, in fact, in

        12    connection with a bill that doesn't do it.  But then

        13    it's important to understand what the massive change

        14    is supposed to look like, and that's what my

        15    testimony addressed.

        16                I wanted to make one added comment about

        17    where is the money.  On April 3 the Daily News

        18    attacking the Philadelphia wage tax.  There appeared

        19    a plea from a man named Scott Franklin who wrote

        20    simply, "My real estate tax went up 40 percent.  But

        21    all I hear about is the wage tax."

        22                I decided to call Mr. Franklin over the

        23    weekend to check out what had happened to him.  He

        24    turns out to be a man in his 80s living in a modest

        25    home near East Falls.  And yes, his real estate tax
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         2    did jump from $238 to $340 this year, a 42.8 percent

         3    increase.  This would be a modest burden for many of

         4    us, but Mr. Franklin is neither poor enough to

         5    qualify for the senior citizen exemption nor rich

         6    enough to take this lightly.  And needless to say,

         7    he pays no City wage tax.

         8                So why do I raise Mr. Franklin's plight

         9    in a hearing about reducing the City wage tax?  The

        10    answer spilled out in the Pennsylvania Economy

        11    League analysis of Philadelphia tax breaks and

        12    they're relationship to tax basis and tax revenues

        13    is that if we choose to pursue economic development

        14    in this way, lowering the wage tax in the hope we

        15    can lure upper and middle class professionals back

        16    into Center City buildings, then the result will be

        17    a sizable increase in property values resulting in

        18    assessment increases that will more than wipe out

        19    any savings that we in Philadelphia might hope to

        20    get from a lower wage tax.  This is not a campaign

        21    to reduce the tax burden on the people of

        22    Philadelphia.  It is in effect, a campaign to shift

        23    the tax burden from the wage tax to the real estate

        24    tax and then ask City Council face the harsh choice

        25    of either cutting the budget again because we will
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         2    need to cut it when we reduce the wage tax, or put

         3    up with whopping assessment hikes on those least

         4    able to afford them.

         5                Does this come as a surprise to you?  It

         6    certainly surprised me.  I stumbled on it, really,

         7    trying to figure out how the supply side process was

         8    supposed to work.  The Economy League press release

         9    describing their report in proclaims that the 3

        10    percent tax between the city and suburban rate, the

        11    most aggressive scenario explored will actually

        12    bring in more revenues by 2006, thanks to their

        13    positive effect on the City's economy.  And what

        14    much of this positive effect that would actually

        15    bring in more tax revenues by 2006 turn out to be

        16    higher real estate tax assessments.  It turns out

        17    that nearly one-half of the increased revenues

        18    projected to result from the supply side effect are

        19    from higher real estate values.  So if the wage tax

        20    is cut by 1 percent for city residents, real estate

        21    revenues in this model rise by 26 percent in just

        22    two years and then by 40 percent by 2007.  What we

        23    have here are the makings of a 40 percent increase

        24    in real estate tax assessments over the next five

        25    years.  A person earning $40,000 a year with a home
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         2    valued at 100,000 assessed at 32,000 would end up

         3    saving $339 in their wage tax perhaps, but pay $992

         4    in higher real estate taxes.  And for the thousands

         5    of people over 65 in the City, people like Scott

         6    Franklin were not poor enough for the elderly

         7    exception but who no longer work, all they will see

         8    are more assessment increases without lower wage tax

         9    to soften the blow.

        10                And I have a page there you can go

        11    through.  This is in fact boasted by the Economy

        12    League as good thing for the City to raise these

        13    property taxes.  Even the Economy League analysts

        14    express doubt that you in City Council will accept

        15    this outcome.  The increase in property tax revenue

        16    from the increased value in properties is unlikely

        17    to be politically feasible, they write, it would

        18    simply imply large increases in property taxes by

        19    Philadelphia property owners, many of whom have

        20    little ability to pay the increased property taxes

        21    resulting from the higher values of their

        22    properties.  This is from their report.

        23                But if Council does find a way around

        24    what would amount to illegally mandated assessment

        25    increases by lowering the real estate tax its, then
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         2    what happens to the supply side effect?  Half of it

         3    is gone.

         4                Jonathan Saidel this past week led off

         5    his latest list of potential savings and revenue

         6    enhancements associated with tax reform with $235

         7    million in supply side effects.  And the Daily News

         8    continues to publish these we-can-do-it lists based

         9    on information of that kind.

        10                Of course, the specific bill that City

        11    Council is taking most seriously is a lot more

        12    modest.  Councilman DiCicco and Nutter propose in

        13    effect a continuation of tiny cuts that will bring

        14    the wage tax down from 4.5 percent to 4.35 percent

        15    over the next four years.  There's a more ambitious

        16    cut of .13 percent proposed in years where wage tax

        17    collections exceed 3.5 percent.  But in my view,

        18    mathematically this could happen only once because

        19    the moment you reduce the tax that year, the

        20    revenues that year, by .13 percent, then you have to

        21    have a 6 percent increase in the wage base the next

        22    year.  So the realistic schedule here is the one

        23    that exists without the added unrealistic wage tax

        24    growth.

        25                But now we face another conundrum.  The
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         2    leadership report issued last year and now the

         3    Pennsylvania Economy League insists that only if we

         4    reduce the wage tax to a blended rate of 3 percent

         5    will we receive the economic benefits that tax

         6    reduction is supposed to bring to us.  The editors

         7    of the Daily News came to the same conclusion.  Only

         8    a dramatic cut in the wage tax makes economic sense.

         9                So what is reducing the City's revenues

        10    by $30 million a year supposed to accomplish?

        11    Another symbolic gesture?  Does anyone seriously

        12    believe that telling a company that their employees

        13    will be paying only .435 percent wage tax in 2007 as

        14    opposed to a .5385 percent wage tax today is going

        15    to persuade them to join us in Philadelphia?  A

        16    $50,000 a year professional will be saving $94 in

        17    four years under the current bill before Council;

        18    that's all.  Does that sound like an incentive to

        19    you?  Yet even this modest plan plus that $30

        20    million every year.

        21                And I have to add here, I am just

        22    staggered at how blindly people hear three $30

        23    million.  I administered a budget and came here

        24    every year that had $50 million, that's all.  And

        25    out of that $50 million, we had to figure out a way
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         2    to deal with a problem for $2 billion.  So you'll

         3    excuse me if after leaving the government for a few

         4    years, $30 million doesn't seem so trivial to me.

         5    It does happen to be equivalent to the entire

         6    Streets Department budget, it's 50 percent than the

         7    entire budget of L & I, and double the budget of

         8    Fairmount Park.  So whether you can save it or not

         9    is another question.  It is not small change.  And

        10    even if we could find ways to save this sort of

        11    money for other sources, does sending it back in

        12    tiny increments really make more economic sense than

        13    applying it to work force development or improve

        14    security on neighborhood retail corridors or

        15    sustained City-wide effort to help people in

        16    businesses, another example, access the Internet.

        17                Here's another little item that came to

        18    my attention.  Yahoo, the Internet service and

        19    magazine came out with its annual 50 Wired Cities

        20    Report this week.  Philadelphia as not even on the

        21    list; 50 cities, we're not even on the list.  Every

        22    other City there in the top five, New York, Los

        23    Angeles, Chicago, and Houston on the list.  Mobile,

        24    Alabama, on that list.  Philadelphia was not on that

        25    list.  Somehow I think that that has far more to do
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         2    with our continuing economic difficulties and

         3    decline than the wage tax or anything having to do

         4    with taxation.

         5                My point is and it was the point just

         6    made by the gentleman for the Center for Budget

         7    Priorities, that just as welfare recipients now

         8    forced to work, many of them face multiple barriers

         9    to employment.  So Philadelphia faces multiple

        10    barriers to economic recovery.  And incremental cuts

        11    in the wage tax don't address any of them, including

        12    the wage tax itself, as a sizable body of evidence

        13    suggest.

        14                So what should we do about the wage tax

        15    and our entire tax structure for that matter?  I

        16    agree it's a mess.  I spent my first three years in

        17    Philadelphia back in the 1970s organizing a group

        18    called the TEA Party, Tax Equity for America, to

        19    address many of the issues that you're talking about

        20    here today.  We were fighting for fairer property

        21    tax assessments and a graduated state income tax,

        22    levied in accordance with people's ability pay.

        23                The first time I testified here at City

        24    Council was on behalf of the TEA Party.  George

        25    Schwartz was president at that point.  We had an
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         2    exchange.  He looked at me and he said, "Now, I want

         3    you to tell all these people that you're not a

         4    relative of mine."  And my opening words here were,

         5    "Gee, I was going to start by saying 'Hi, Dad.'"

         6    And that began an exchange between me and George

         7    Schwartz that continued for the rest of the decade,

         8    for the TEA party.

         9                And I'll add one other little point

        10    since we're a smaller group.

        11                You may recall nine years ago I walked

        12    to Harrisburg on behalf of housing, some of you may

        13    remember that.  That was the second time I did that.

        14    In fact, the idea for it came from what I did in

        15    1975.  I walked to Harrisburg with petitions for a

        16    graduated state tax.  So you'll excuse me if some of

        17    you who are now really interested in tax reform, you

        18    know, my understanding of that is not quite as

        19    enthusiastic as it might have been because, you see,

        20    I did that issue for three years.  And what I

        21    learned after that was following, which is very much

        22    true to what goes on right now.  The only people

        23    really interested in what they call tax reform are

        24    people who want lower taxes.  The people who are

        25    interested in government spending in programs,
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         2    they're not here day.  Shell is the only one.  But

         3    by and large they're not here today.  They're out in

         4    those neighborhoods and they're mad at the lack of

         5    services and they don't know what to make of the tax

         6    structure.

         7                And then tax issues get raised about

         8    four months before taxes are due or a budget is due

         9    and there's enormous interest in them for about

        10    three months.  And the budget is passed and the

        11    taxes are decided for that moment and everybody goes

        12    home.  And I've seen it happened here.  The land

        13    tax, Betsy Reveil (ph) came in here and proposed a

        14    land tax one year.  Great interest in it.  Budget

        15    was passed; nothing was done.  And so after a while

        16    you decide that's not really useful place to spend

        17    your time.  And I gave up the TEA Party and started

        18    working on behalf of the neighboring groups.

        19                But if we want to deal with the wage

        20    tax, the serious problem that has been raised by

        21    speaker after speaker today, then my advice is that

        22    a group of people of the kind that are high level at

        23    all levels of government in the private sector,

        24    decide in some form, whether it's a formal

        25    commission or something less formal than that, to
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         2    sit down with serious goals and set a timetable for

         3    a proposal that would come to this Council in the

         4    next year when you're all running for re-election or

         5    election or whatever about how to deal with this

         6    whole problem.  And I did not believe that you can

         7    solve this problem simply in the City.  I think it

         8    does have to involve state help when Governor Casey,

         9    the older Governor Casey or late Governor Casey

        10    tried a state tax reform that included some help to

        11    the wage tax, you can bet I got on the phone to try

        12    to be helpful to that initiative.  We will have a

        13    new Governor in Harrisburg in January perhaps

        14    friendlier to the City.  Every major serious

        15    progress that has been done in Philadelphia from the

        16    tourism economy to getting us out of the budget

        17    crisis when we needed to, have been done with groups

        18    of people like that who overcame whatever political

        19    differences they had and philosophical differences

        20    and got down and did some hard work.  And I

        21    certainly think that all that has happened here

        22    justifies that.

        23                I want to conclude in saying comments on

        24    two matters of great importance, first to the

        25    immediate consideration and then to the larger one
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         2    that have occurred to me through the day.  One has

         3    to do with the fact that in terms of the debate over

         4    whether we can afford to lower the wage tax, there

         5    is a huge perception here that somewhere along the

         6    way there's all this money.  And I have spent the

         7    last two or three weeks, as I did here, going

         8    through every single recommendation that popped up

         9    to save money.  At some point before some of them

        10    appeared in the newspaper, some people in Controller

        11    Saidel's office pointed to an end place in his

        12    report where there were suggestions for savings.  I

        13    looked at all of them.  And I did ask the City what

        14    their response was.  And I have to say as I would if

        15    I were a Councilperson asking a witness, their

        16    responses were credible.  And one by one like

        17    disappearing ink, the suggestions to save money

        18    disappeared.

        19                I also, on the side, have taken an

        20    interesting look at some things that the

        21    Administration cannot say, but I can.  This

        22    Administration has budgeted zero for wage increases

        23    for employees starting in 2005.  Now, they can't sit

        24    up here and tell you that that's what they -- that

        25    they've got some number in their head.  But it
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         2    doesn't require a lot of speculation to say that

         3    maybe given that the wage increase in the past few

         4    years has been 3 percent that maybe that's the

         5    ballpark we're looking at.  Well, if you multiply 3

         6    percent of those budgets in the out years, presto

         7    you're dealing a with $150 million right there.

         8                The other item that's really fascinating

         9    to me as a member of the Chamber of Commerce is that

        10    the City of Philadelphia is only spending an

        11    increase of 9 percent a year for its health

        12    coverage.  Well, I'll tell you something.  The

        13    Chamber of Commerce's health Blue Cross plan went up

        14    18 percent this year, and it went up 14 percent last

        15    year.  We're getting killed.  My wife's

        16    organization, Philadelphia Fight, is also in that

        17    plan.  I wanted to be sure it just wasn't Charlie

        18    Pizzi got mad at me and the institute got screwed.

        19    Maybe he got mad at both of us.  But it's actually

        20    City-wide.

        21                Now, everybody says the City's health

        22    benefits are completely out of line, but they're

        23    budgeting 9 percent increase and we just got an 18

        24    percent increase.  So if you split the difference,

        25    there's arbitration going on with police and fire in
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         2    post-911 America.  Do you think that the arbitrators

         3    are going to look at police and fire fighters and

         4    start trying to sock it to them.  So let's say that

         5    the health increase goes to 12 or 13 percent.

         6    You've suddenly eaten up a couple of hundred, 200 to

         7    300 million just in those two items alone.

         8                So, you see, when I was here, I used the

         9    due diligence with the folks and ask what's going

        10    on.  And I wasn't political.  I did things that even

        11    though I was an ally of the Goode administration,

        12    the very first issue I raised here was the fact that

        13    they promised to hire 300 police officers and they

        14    only hired 130.  That was the first issue I raised

        15    from this floor.  I just tried to take the truth

        16    where it lead me and that's what I've tried to do

        17    here.  And I have to say, I have not yet seen one

        18    item that has been listed in the newspapers as

        19    representing a huge savings that we can make that

        20    has had any credibility at all.  That doesn't mean

        21    they're not there, but I haven't found one yet.  And

        22    if they're not, then what the Administration is

        23    saying about a tight budget and real hard choices

        24    between one thing or another is true.  And frankly,

        25    I lived here for two years when in justifying
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         2    increased spending we decided there were know hard

         3    can choices.  And I then went over to the Mayor's

         4    side.  And when I went to the Mayor's side, Charlie

         5    McPherson came to the first meeting I chaired of a

         6    committee to, in fact, develop Wilson Goode's

         7    agenda.  And Charlie said, "You know, you better not

         8    add anything to the budget because we're in serious

         9    fiscal trouble."  And having sat here on this

        10    council and asked thousands of hours of questions, I

        11    was shocked, I had no idea.  But it turned out that

        12    what the City had done, which we didn't know, was to

        13    take a $56 million cash allegation from debt

        14    refinancing and apply it all to one year.  And so

        15    that next year we had to eat $56 million.  And for

        16    the next three years the Mayor and Council come not

        17    together on a budget.  In the end, we had

        18    catastrophe.  Now, that happened by over-spending.

        19    The Reagan administration shows you it could happen

        20    through supply side, economics.  Deciding that the

        21    projected gains in economic growth and development

        22    will somehow offset revenues that you're losing now.

        23    So don't think that lousy standards in budgeting can

        24    never happened here.  This is where we've been.

        25                So I do believe that all of this
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         2    testimony suggests that we need to take a very

         3    careful look at the whole tax structure and

         4    understand the relationship so that we do things

         5    with the wage, we're going to do things with real

         6    estate tax assessments and they're all related to

         7    our economic strategy.  But I would do it right.

         8    I'd spend a year and really look at it and come back

         9    with a proposal with the State and the private

        10    sector and both levels of government and all that on

        11    board and try to do it that way.

        12                The one thing that in fact that has

        13    really come home to me today -- and this is where I

        14    will conclude.  Is that also what's gone on here is

        15    in a sense a new dimension to what we see as the

        16    economic future to the City.  It wasn't the wage tax

        17    that killed Philadelphia.  It was the decline of

        18    manufacturing jobs, losing over 300,000

        19    manufacturing jobs.  I mean, in fact, you have to

        20    listen to this today, you know, it's almost taking

        21    leave of your senses.  It's like somebody put a veil

        22    over you to cloud your perception of what really

        23    happened.  When I came to Philadelphia in 1973, the

        24    buy watch of that decade was that factory jobs were

        25    closing, they were going to Latin America, they were
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         2    going south.  I worked for Amalgamated Clothing

         3    Workers on a boycott because of the undercutting of

         4    the garment trades by southern employers.  Those

         5    were the big issues that had to do with the decline

         6    of cities.  This is not some obscure piece of

         7    information.

         8                Frankly, there was a study of

         9    manufacturing done in the mid-1970s that I used in

        10    the economic development report that I issued from

        11    here.  And I've got to tell you that taxes in that

        12    survey was very low on the list of why employers

        13    said they were going under or leaving.  But they

        14    were.  And the question then was what would we do.

        15    And so in the late 1970s a group of economic develop

        16    planners in and out of government got together and

        17    started the process of the Gallery, the Center City

        18    rail connection and the Convention Center.  And the

        19    premise was that Philadelphia would rebuild Center

        20    City around tourism.  And the only exception to that

        21    line of development was Bill Rouse (ph) who walked

        22    in here and said "I'm going to build a building

        23    bigger than Billy Penn's hat.  And then there was an

        24    outcry.  Councilman Street and I and some others

        25    supported that.  And that did lead to a state of
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         2    office construction, but that was initiated by the

         3    private sector.  In the 1990s, you tell me what

         4    exactly was done in any systematic or coherent way

         5    to structure a plan or a tact for office

         6    development.  I have don't know of anything like

         7    that.  It was no conversation of that.  It was all

         8    about tourism.  And isn't it interesting, it's like

         9    a controlled experiment because we spend all this

        10    public energy and money on tourism and presto, we

        11    got a lot of new jobs in tourism.  We didn't do

        12    anything on office construction except this little

        13    incremental drop in the wage tax.  That's all we

        14    did.  And now eight years later, the Center

        15    Philadelphia Development Corporation Paul Levy comes

        16    on and says, "Gosh, golly, we didn't have any new

        17    office development."  Maybe we ought to look at the

        18    fact that you just don't get office development by

        19    tiny little increments in the wage tax.

        20                But -- and this is where I'm going to

        21    end my comments -- I am persuaded today by hearing

        22    all the folks who were there that in fact if we are

        23    going to get these offices back, dealing with the

        24    wage tax is obviously a serious obstacle.  It

        25    represents, therefore, a new dimension in what we're
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         2    trying to do for economic development and dealing

         3    with the wage tax is obviously an important part of

         4    what we need to do.  That's what I've heard today.

         5    And frankly, the situation with this building

         6    outside the City that wants to come in here, that

         7    has more reality to me the thousand jobs and all of

         8    that than some of the things that are being touted

         9    as the reason.  So if we're going to do that, again,

        10    let's do it right.  Is this tiny little cut going to

        11    make the difference in that building coming there?

        12    I do understand there's symbolism here.  The

        13    comments that Janice Davis this morning made were

        14    right on target.  When Ed Rendell decided to reduce

        15    the wage tax, it was sending a powerful message that

        16    this City was taking control of its fiscal life as

        17    it has not been able to do.  That was far more

        18    important than any economic gain or loss.  And I had

        19    misgivings about it economically.  I don't see how

        20    you say the 1990s were a fiscal success when we

        21    reduced the wage tax by so much that we ended up in

        22    the kind of situation with the schools that we had

        23    and we had to finance through a bond issue, stuff

        24    that if we had had the hundred million more dollars

        25    in the budget, we might have been able to handle in
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         2    the General Fund.  I simply do not believe that the

         3    economic growth that we experienced is because of

         4    the wage tax, and the percentages of so-called

         5    supply-side growth that are listed in the Economy

         6    League report wouldn't remotely have created that

         7    number of jobs by themselves.  That's now the

         8    authority on what supply side does, you can't

         9    attribute the growth.  I think it's far more to do

        10    with the fact that we built a Convention Center and

        11    made tourism work than anything else, because that's

        12    what the data shows.  But fine.  If it's now

        13    necessary to try to build offices and to weight the

        14    difference, then let's look more carefully at what

        15    really is involved here.  And throwing $30 million

        16    away, that to me is not small change.  And if

        17    somebody who says there's all this fat in the bowels

        18    of his government, I think Councilman Kenney used, I

        19    must say I've spent as much time at every part of

        20    this government's anatomy and I know where there's

        21    money, but they're not secret.  It has to do with

        22    the amount we pay our employees and the benefits,

        23    that's where the money is, that's where the savings

        24    were that Ed Rendell was able to make.  There is not

        25    some huge pot of money under the Municipal Services
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         2    Building or whatever is now passing for it.  And if

         3    you believe that there is, then I think in fact you

         4    owe it to the public to start announcing what your

         5    own list is.  I'd like to hear it as a citizen at

         6    this point.  Because I'll tell you, I've looked at

         7    every single proposal that says there's all this

         8    money, and I don't think they're worth the paper

         9    that they're written on.  They're nonsense.  And so

        10    in the context of that, then I say as the

        11    Administration does, there are real hard choices to

        12    be made.  And right now, see, people in the

        13    neighborhoods said, "We want this City to do

        14    something about the neighborhoods."  And for the

        15    last three years they've had cars removed from

        16    blocks, they've had lots cleaned, they've been able

        17    to got L & I to demolish buildings even before NTI,

        18    and the few times we've had snow they've been able

        19    to get side streets snow cleared.  People like that.

        20    And, yeah, it cost more money.  I began to worry

        21    because I was here when we were all spending and I

        22    began to wonder, God, are we going to bust the

        23    budget?  So people like that.  And I think that we

        24    need to hold on to that or we're going to lose those

        25    folks that we've got here in the hope that maybe
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         2    some new group will replace them.  I don't think so.

         3    Again, I appreciate the opportunity to share these

         4    thoughts with you this evening.

         5                COUNCIL PRESIDENT VERNA:  Thank you very

         6    much.

         7                Are there any questions or comments from

         8    Members of the Committee?

         9                Seeing none, I thank you.  Thank you

        10    very much.

        11                I would ask Mr. McPherson to please call

        12    our witnesses.

        13                MR. MCPHERSON:  The next witness is Josh

        14    Sevin.

        15                COUNCIL PRESIDENT VERNA:  Good evening.

        16    Please identify yourself for the record and proceed

        17    with your testimony.

        18                MR. SEVIN:  My name is Josh Sevin.  I am

        19    a community and economic consultant and resident of

        20    Philadelphia.  I'm here also as an executive

        21    committee member for a group called Young Involved

        22    Philadelphia.  It's a grass roots organization that

        23    aims to engage and inform young Philadelphians about

        24    key matters facing the City.  And I am really not

        25    pleased that I got here a little late so I have to
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         2    follow Ed Schwartz but will do it.

         3                COUNCIL PRESIDENT VERNA:  You'll be

         4    fine.

         5                MR. SEVIN:  This morning, depending on

         6    when you got into Council, there was a caravan of

         7    moving trucks that circled City Hall.  Those were

         8    members of Young Involved Philadelphia making a

         9    statement about their concern about the wage tax

        10    especially around allegations that certainly have

        11    been dissipated today that it's only a few people in

        12    the business community and a few newspaper editors

        13    who really care about this issue.  The trucks were

        14    not meant as a kind of threat.  It wasn't those

        15    kinds of signs on the trucks.  It wasn't "Cut the

        16    wage tax or else."  We wish it were that simple

        17    because we all the reality is that a huge number of

        18    those trucks to the tune of about 80 people a day

        19    are leaving this City and with that their tax

        20    dollars and that's a major concern for us.

        21                I'm just going to kind of go over a

        22    little bit of the Young Philadelphians' perspective

        23    on why this is such an important issue.  I think a

        24    couple of the points on it have been -- you folks

        25    have heard again and again and again that for
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         2    highly mobile jobs and highly mobile people,

         3    starting up careers and families, the wage tax is a

         4    very serious issue.  But moreover at a time when the

         5    City is so focused on the issue of brain drain that

         6    it's major issues there, too.

         7                But at the end of a very long day I

         8    actually want to mention something that I'm hoping

         9    no one's brought up at all today, that that's faith

        10    because in all the attempts to retain these recent

        11    graduates and young professionals, there's a lot

        12    about marketing the urban playground and the Kimmel

        13    Center and Old City and the like, but young

        14    Philadelphians want a lot more than that.  They want

        15    a City that they can believe in and a belief that

        16    City Hall can really act and move on key issues and

        17    there's no doubt that if Council can muster the

        18    political will to actually act on this issue, it

        19    will instill a huge amount of hope and faith in

        20    young and old Philadelphians alike because it's been

        21    60 years.

        22                I wanted to mention also what young

        23    adults who have fresh eyes into the political

        24    process, what they've been seeing around the wage

        25    tax debate.  They've seen a coalition of civic and
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         2    business groups including some pretty strange

         3    bedfellows come together and express strong vocal

         4    concerns for an issue that crucial to the long-term

         5    health of the City and they've witnessed really high

         6    volume and relatively high quality of public debate

         7    over a complex issue and they've seen some admirable

         8    political leadership from members of this Council.

         9    But novices to Philadelphia politics also have seen

        10    some taxing behavior amidst this healthy debate.

        11    Personal attacks and name-calling, thoughtful and

        12    dedicated analyst on both sides of the issue

        13    alleging scare tactics and junk.  It makes for

        14    lively political theater if you're into that kind of

        15    thing.  But if you're young or old Philadelphian and

        16    earnest about the future of this City, it's more

        17    than a little troubling.

        18                I start off my morning affixing signs to

        19    some U-Haul trucks because I wanted to make a

        20    statement about a concern about a key issue of the

        21    City and then I got here throughout the day and say

        22    a cacophony of signs, everybody with their slogans.

        23    And we know this is a tough issue.  You guys have

        24    such a hard job to sort through revenues and

        25    expenditures to do this budget.  And it's so easy
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         2    for the Daily News and a lot of us to say "Cut the

         3    wage tax now."

         4                My concern is even among a lot of these

         5    elected officials that kind of sloganeering has been

         6    going on through press conferences.  And I would

         7    wage that on both sides.  Opportunities like this --

         8    I don't know, when does a tax revolt like this come

         9    around in Philadelphia, every 10, 15 years?  Then

        10    next time it comes along, most of you probably,

        11    well, maybe won't even be on this body anymore.  So

        12    I think it's all the more important -- I feel this

        13    kind of urgency to really seize this moment, seize

        14    this opportunity and not 2pass up the chance right

        15    there.

        16                The main points of contention, as I

        17    really follow this issue, seem to be this stuff

        18    about how much money is really available in our

        19    budget and how much more we can streamline City

        20    Government while maintaining services.  You guys

        21    have grilled and grilled and grilled the experts on

        22    this.  But I really thing with all that grilling and

        23    the various factions are digging in and firing

        24    numbers back and forth at each other, this really

        25    remains just an issue of priorities and political
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         2    will.  There's been a lot of showing of political

         3    and there will continue to be so.  The priorities

         4    really is a lot more tough.

         5                I'm a city planner.  When I studied city

         6    planning, I was away from Philadelphia and studied

         7    this wage tax and kind of got fired up about how

         8    important it was and I kind of will do whatever I

         9    can as a citizen to try to move us toward a day it's

        10    not this albatross around our necks.  But I really

        11    understand where the Mayor is coming from in terms

        12    of his focus on the gross receipts tax and the

        13    concern about we're just dinking around with this

        14    wage tax.  But what's going on right now is kind of

        15    giving you guys some back-up from the public to

        16    actually go a little beyond.

        17                This brings me to kind of my second

        18    point beyond faith.  Well, it kind of build of

        19    faith.  I think an action that would really blow

        20    people away is that if among the posturing or the

        21    slinging that's been going on, if this Council could

        22    somehow convene together the folks in Finance, in

        23    PICA, in the Controller's Office and all the people

        24    here who really get te ins and outs of this budget,

        25    because for the public that's concerned about this
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         2    tax ain't gonna get every piece of how it functions,

         3    that's for sure.  But to actually have, whether it's

         4    mediated or not, a consensus-building process goes

         5    beyond what we're talking about right now is

         6    symbolic, it's saying that we're moving in the right

         7    direction with the wage tax.  But insofar as we have

         8    this moment now, why not get all these great people

         9    together in one room and say, Go wild, think about

        10    how you can get to 3 percent.

        11                And my suggestion isn't just that it

        12    would be a matter of faith, it would kind of take

        13    the political fire that's overriding the important

        14    policy debate away because people would actually

        15    have to sit across the table from each other.

        16                I haven't been around the City long

        17    enough to know if there's any precedent for this

        18    kind of stuff.  It doesn't seem to me that kind of

        19    thing happens in a hearing situation like this where

        20    people are talking about specific bills.  But it

        21    seems to me like if we're serious about ever really

        22    reducing this thing, we ought to take it in earnest.

        23                In closing, today's young Philadelphian

        24    inherit a city that has suffered for more than 60

        25    years under tax that contributes to more than 80
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         2    people packing up and moving trucks and leaving

         3    every day.  The window of opportunity and political

         4    will exists now to deal with the wage tax and pass

         5    along a healthier Philadelphia to our children.

         6                Young Involved Philadelphians and its

         7    coalition partners will laud and work with those

         8    elected officials who vote for Bill 92 and who go on

         9    to implement further tax reforms, and we most

        10    certainly remember those who fail to rise to the

        11    occasion when we go to the polls next May.  Thank

        12    you very much.  It's been a long day.  I really

        13    appreciate you giving me your attention.

        14                COUNCIL PRESIDENT VERNA:  Thank you very

        15    much.

        16                Are there any questions for this

        17    witness?

        18                Thank you very much for coming in to

        19    testify.

        20                Do we have anyone else to testify?

        21                Seeing no one, this Committee will stand

        22    in recess until tomorrow morning promptly at 9:30.

        23    Thank you all very much.

        24                (Council adjourned at 5:50 p.m.)

        25                           - - -
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