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                COUNCIL PRESIDENT VERNA:  Good 2 

      afternoon, everyone.  This is a continued 3 

      public hearing of the Committee of the 4 

      Whole regarding Bill No. 100635. 5 

                Our first witness will be? 6 

                MR. McPHERSON:  Mr. Dubow and 7 

      Mr. Mullin. 8 

                COUNCIL PRESIDENT VERNA:  Is 9 

      Mr. Mullin here? 10 

                (Witnesses approached witness 11 

      table.) 12 

                COUNCIL PRESIDENT VERNA:  Good 13 

      afternoon.  Welcome.  Please identify 14 

      yourself for the record and proceed with 15 

      your testimony. 16 

                MR. DUBOW:  Good afternoon. 17 

      Who do you want to go first? 18 

                COUNCIL PRESIDENT VERNA:  It 19 

      doesn't matter to me. 20 

                Mr. Mullin, do you have 21 

      prepared testimony?  Mr. Mullin? 22 

                MR. MULLIN:  Yes, I do. 23 

                COUNCIL PRESIDENT VERNA:  Has 24 

      it been circulated to Councilmembers?25 
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                MR. MULLIN:  I have copies 2 

      here. 3 

                COUNCIL PRESIDENT VERNA:  It's 4 

      your choice.  Who would you like to go 5 

      first? 6 

                MR. DUBOW:  Good afternoon, 7 

      Council President Verna and members of 8 

      Council.  I'm Rob Dubow, the Finance 9 

      Director for the City.  I'm joined at the 10 

      witness table by Keith Richardson, the 11 

      Revenue Commissioner, Steve Mullin from 12 

      Econsult, and sitting right behind me is 13 

      Kevin Dow, who is the Chief Operating 14 

      Officer of the Commerce Department. 15 

                We're here today to testify and 16 

      answer questions on Bill No. 100635, 17 

      which would amend Section 19-2600 of the 18 

      Code.  It would eliminate the net income 19 

      portion of the BPT over five years, 20 

      almost quadruple the gross receipts 21 

      portion of the BPT over the same time 22 

      period, provide an exemption for the 23 

      first 100,000 in gross receipts subject 24 

      to the BPT, adjust the alternative25 
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      receipts tax calculation for retailers, 2 

      manufacturers and wholesalers, and 3 

      introduce a tax credit for some fresh 4 

      food businesses.  We have also been 5 

      advised that an amendment to allow 6 

      construction contractors to deduct from 7 

      taxable receipts the amounts paid to 8 

      subcontractors is being considered. 9 

                The Administration has been 10 

      studying, advocating for and pursuing 11 

      improvements to our business tax policy 12 

      since the Mayor's first day in office. 13 

      Even before that, as a Councilman, Mayor 14 

      Nutter, together with his colleagues, 15 

      pushed relentlessly for the introduction 16 

      and then continuation of business and 17 

      wage tax reductions to benefit all 18 

      Philadelphians.  To date, those business 19 

      and wage tax reductions are considered 20 

      some of the more successful tax policies 21 

      in our history because they reduced the 22 

      tax burden across the board and have been 23 

      shown to retain and create jobs. 24 

                Through the introduction of a25 
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      ballot question, approved by the voters, 2 

      the City created a Tax Reform Commission, 3 

      and then that Commission took a detailed 4 

      and comprehensive look at the entire tax 5 

      structure and issued a series of 6 

      important recommendations, and in an 7 

      effort to continue the ongoing 8 

      improvement of our tax structure and 9 

      economic competitiveness, despite the 10 

      economic downturn, the Mayor recently 11 

      commissioned a Task Force on Tax Policy 12 

      and Economic Competitiveness.  Their 13 

      report was released last October. 14 

                We believe strongly that reform 15 

      of our business taxes is needed in order 16 

      for the City to be competitive with its 17 

      peers and to better position the City for 18 

      economic growth.  Strengthening our 19 

      economy is of ongoing importance as we 20 

      began to turn the corner on one of the 21 

      great economic recessions of our 22 

      lifetime.  We are encouraged that Council 23 

      is focused on this critical issue, and 24 

      we'd like to continue to work together to25 
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      further improve our tax structure.  In 2 

      particular, I'd like to thank 3 

      Councilmembers Sanchez and Green for 4 

      their efforts to improve the City's 5 

      business tax structure.  This proposal 6 

      has helped to reinvigorate the ongoing 7 

      debate on how to improve our business tax 8 

      structure. 9 

                Although the Administration 10 

      thinks the proposal has many positive 11 

      elements, we can't support it in its 12 

      current form because of the concerns I 13 

      will discuss during my testimony.  We 14 

      would have to see changes that provide 15 

      some of the intended benefits of the bill 16 

      without causing the unintended damage we 17 

      think it would create in order to give 18 

      our support. 19 

                I would also like to note that 20 

      although this is an extremely significant 21 

      proposal with very wide-ranging effects 22 

      throughout the Philadelphia business 23 

      community, we are concerned that many 24 

      members of that community are not fully25 
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      aware of the proposal and may not have 2 

      considered how the change would affect 3 

      their individual tax situation.  Last 4 

      week, various members of the 5 

      Administration made calls to industry 6 

      groups and members to provide basic 7 

      information about the bill and to 8 

      determine if those businesses were aware 9 

      that a public hearing had been scheduled. 10 

      Many, particularly individual 11 

      businessowners, were not aware of the 12 

      proposal.  With the proposal with this 13 

      much potential impact, it's obviously 14 

      important that the affected community 15 

      have the opportunity to consider the 16 

      impact of the proposal and provide 17 

      feedback. 18 

                In the remainder of the 19 

      testimony, I'll outline what I understand 20 

      to be the objectives of the proposal. 21 

      I'll explain the ways in which the 22 

      proposal meets those objectives and 23 

      describe where it may fall short or have 24 

      unintended consequences.  I'll also set25 
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      forth the Administration's concerns and 2 

      suggest policy alternatives to improve 3 

      our business tax structure that the 4 

      Administration believes attains some of 5 

      the Councilmembers' goals. 6 

                As you know, this is a complex 7 

      proposal that impacts the City's economy 8 

      in many different ways, some of which, 9 

      unfortunately, we can't accurately 10 

      predict.  The Revenue and Finance 11 

      Departments have spent the past two and a 12 

      half months analyzing the impact of the 13 

      bill.  We've met many times with the 14 

      Councilmembers, and even before the bill 15 

      was proposed, the Revenue Department had 16 

      worked to provide all available data so 17 

      that the Councilmembers, their staffs and 18 

      their consultants could use that 19 

      information to frame their proposal.  The 20 

      analysis is ongoing, and given the 21 

      complexity of the issues and the 22 

      questions about it that continue to 23 

      arise, we will continue to do more 24 

      analysis.25 
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                The first objective, as we 2 

      understand, of the bill is to create a 3 

      larger positive impact on the economy 4 

      than what is projected to occur under the 5 

      gross receipts tax reduction plan under 6 

      current law.  Under that law -- the BPT 7 

      is made up of two types of taxes, gross 8 

      receipts and net income.  Businesses pay 9 

      the gross receipts portion of the tax 10 

      based on the volume of sales that they 11 

      have made in the year, and they pay the 12 

      net income portion on the profit that 13 

      they've made from those sales. 14 

                Current law provides for the 15 

      elimination of the gross receipts portion 16 

      of the BPT, currently 1.145 mills, and 17 

      the reduction of the net income tax from 18 

      about 6.45 to 6 percent over the next 12 19 

      years.  The idea is that by 2022, 20 

      businesses will be taxed only on the 21 

      profits they've made rather than the 22 

      volume of sales throughout the year. 23 

                The proposal before us takes 24 

      the opposite approach and would eliminate25 
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      the net income portion of the tax and 2 

      increase the gross receipts portion 3 

      fourfold almost in order to make up -- 4 

      make the proposal revenue neutral.  It's 5 

      our understanding that the Councilmembers 6 

      believe this shift will create a larger 7 

      positive impact on Philadelphia compared 8 

      to the planned elimination of the gross 9 

      receipts tax and the reduction of the net 10 

      income tax.  Unfortunately, we don't know 11 

      of any analysis that shows that 12 

      elimination of the net income portion of 13 

      the BPT as proposed in the bill would 14 

      have an equal or more significant impact 15 

      on the creation of jobs in Philadelphia 16 

      or on the business climate generally than 17 

      would elimination of the gross receipts 18 

      portion of the tax. 19 

                There are a variety of reasons 20 

      that it's impossible to do that kind of 21 

      analysis.  The most significant of that 22 

      is that there hasn't been that kind of 23 

      reduction in net income rate over time. 24 

      The uncertainty about the tradeoff25 
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      between the net income tax and the gross 2 

      receipts tax and what it will mean for 3 

      the City's economy is one of our most 4 

      significant concerns with the bill.  At 5 

      this point, the assertion that the 6 

      proposal will help Philadelphia grow more 7 

      than or even as much as our current 8 

      planned business tax reduction is a 9 

      theory and just a theory. 10 

                We do know from analysis that 11 

      reducing the gross receipts tax has 12 

      helped create jobs.  For over 30 years, 13 

      we had a gross receipts only tax.  It was 14 

      called the mercantile license tax.  That 15 

      tax was repealed in 1984 after rising 16 

      opposition from the business community. 17 

      An independent business tax committee 18 

      conducted an analysis and recommended 19 

      creating the BPT in place of the 20 

      mercantile license tax.  BPT was 21 

      specifically designed to broaden the tax 22 

      base and to make business taxes more 23 

      equitable since it would be based on a 24 

      citizen's ability to pay and not solely25 
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      on their receipts. 2 

                Furthermore, studies have 3 

      consistently shown that increasing the 4 

      gross receipts tax, as this proposal 5 

      would do, results in a decrease in jobs, 6 

      while lowering the gross receipts tax has 7 

      been shown to retain and create jobs.  In 8 

      the environment of severe economic 9 

      downturn in which we are only beginning 10 

      to see sustained economic growth, there 11 

      are strong arguments for maintaining the 12 

      scheduled BPT rate reduction of the gross 13 

      receipts portion.  This strategy has been 14 

      proven to restore and add jobs to 15 

      Philadelphia's economy.  Dramatically 16 

      increasing the gross receipts portion of 17 

      the tax as proposed would generate real 18 

      costs for many important industries and 19 

      businesses that are already suffering 20 

      through the Great Recession.  These added 21 

      costs are likely to result in job losses 22 

      for Philadelphians.  In fact, Professor 23 

      Rob Inman of Wharton wrote a column 24 

      earlier this week that said that the25 
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      increase of the gross receipts side would 2 

      cost 75,000 jobs. 3 

                Let me also take a little time 4 

      to expand on some of the conclusions from 5 

      the analysis we shared with you earlier 6 

      and describe what we understand to be the 7 

      impact of the proposal on Philadelphia's 8 

      economy.  I should clarify that the 9 

      analysis we did before did not impact the 10 

      estimate -- did not estimate the impact 11 

      of the proposal on jobs.  The analysis we 12 

      provided showed which industries would 13 

      see their taxes go up the most under the 14 

      proposal and the industries that would 15 

      see their taxes go down the most, the 16 

      biggest losers and biggest winners.  Even 17 

      within the same industry, there are 18 

      winners and losers depending on their 19 

      profit margin and other factors, such as 20 

      type of business organization.  As part 21 

      of our analysis, we expressed that change 22 

      in liability in terms of average salaried 23 

      employees in industry.  We weren't 24 

      predicting the proposal's impact on jobs,25 
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      as we said, in our documents.  That 2 

      impact will depend on the particular 3 

      behavior of firms, which could vary 4 

      widely. 5 

                Under the revenue neutral 6 

      version of the legislation as introduced, 7 

      the biggest losers of the bill would be 8 

      the construction industry, the wholesale 9 

      trade industry, insurance -- and that's 10 

      primarily four HMOs -- hotels and other 11 

      accommodations and business support 12 

      service firms such as janitorial and 13 

      building services and security services 14 

      firms.  Companies in those five 15 

      industries would see their tax 16 

      liabilities increase by almost $42 17 

      million. 18 

                Many of the industries that 19 

      come out as the biggest losers in the 20 

      proposal employ working-class wage 21 

      employees, such as people in the 22 

      hospitality industry, and in the areas of 23 

      business support services, such as 24 

      janitors and security guards.25 
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                While the impact on jobs is 2 

      unknown, we do know that the proposal 3 

      decreases tax liabilities for firms that 4 

      represent a minority of Philadelphia 5 

      employment at the expense of the rest of 6 

      the workforce. 7 

                The biggest winners under the 8 

      bill are law firms; real estate firms; 9 

      chemical, pharmaceutical and petroleum 10 

      manufacturing firms; accounting firms; 11 

      and financial investment service firms. 12 

      Those five industries would see their tax 13 

      liabilities decrease by almost $50 14 

      million. 15 

                More than half of the tax 16 

      benefits that those biggest winners would 17 

      receive would go to the legal services 18 

      industry, which would see its taxes fall 19 

      by more than 25 million.  That 25 million 20 

      in turn would be concentrated among a 21 

      relatively small number of firms, with 17 22 

      firms receiving about a $20 million 23 

      decrease in their tax liability. 24 

                It's not clear what that $2025 
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      million reduction would do for the City's 2 

      economy.  Law firm growth typically 3 

      depends not simply on the level of 4 

      taxation but also on the availability of 5 

      legal services generally.  Generally it's 6 

      not clear whether the other industries 7 

      that would reap large benefits from the 8 

      proposal, such as accounting firms and 9 

      financial investment service firms, would 10 

      add jobs based on their tax reduction. 11 

                While many of the firms have 12 

      offices in Philadelphia, we are not aware 13 

      of analysis to suggest such profits would 14 

      be returned to the City's economy.  For 15 

      example, we are not aware of studies 16 

      showing what percent of partners in large 17 

      law firms or accounting firms or 18 

      financial investment firms live in the 19 

      City.  While metropolitan area spending 20 

      is, of course, important to the City, for 21 

      a proposal as far-reaching as this, it's 22 

      important to know whether the benefits 23 

      for the winners in the proposal will 24 

      actually help the City's economy,25 
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      particularly given the risks that the 2 

      additional taxes paid by the losers will 3 

      harm the City's economy. 4 

                Some of the industries that 5 

      would see their taxes go up the most 6 

      under this bill are construction -- and 7 

      that could change depending on the impact 8 

      of the proposed amendment -- wholesale 9 

      trade, HMOs and the hospitality industry. 10 

                The Administration is concerned 11 

      about all the industries and firms that 12 

      would have to pay more taxes under the 13 

      bill and how their increases in costs 14 

      would impact the City's economy.  I want 15 

      to address the negative impact on one 16 

      industry in particular.  That's the 17 

      hospitality industry, which includes 18 

      hotels and restaurants. 19 

                One of the major economic 20 

      drivers for Philadelphia would see an 21 

      increase of over $5 million in its tax 22 

      bill.  And in 2009, the tourism industry 23 

      generated $4.6 billion in revenue for 24 

      Philadelphia restaurants, shops, hotels25 
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      and attractions.  The result was $715 2 

      million generated in federal, state and 3 

      local tax revenue and $1.43 billion in 4 

      wages paid to area residents.  The number 5 

      of overnight visits in the region 6 

      increased from 5.7 million in '97 to 10.6 7 

      million in 2008.  Furthermore, hotels and 8 

      restaurants employ over 46,000 people in 9 

      Philadelphia, and that's a seven percent 10 

      increase since 2003.  Thousands more 11 

      people work at tourism-related 12 

      organizations in the City.  The industry, 13 

      like many others, has already suffered as 14 

      a result of the recession and has lost 15 

      approximately 500 jobs. 16 

                In addition, the hotel industry 17 

      paid over 38 million in hotel tax 18 

      revenues to support tourism generators 19 

      such as the Convention Center and the 20 

      Greater Philadelphia Tourism and 21 

      Marketing Corporation.  Additional tax 22 

      burdens through the proposed BPT shift 23 

      would presumably inhibit growth of the 24 

      hospitality sector.  This matters because25 
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      visitors to Philadelphia help support 2 

      local businesses, help pay for the 3 

      maintenance of our many cultural 4 

      attractions and keep our city vibrant. 5 

      Drastically increasing costs for the 6 

      hospitality industry would create a 7 

      chilling effect on this key sector of our 8 

      economy and could mean fewer jobs for 9 

      middle- and working-class families. 10 

                The impact of the bill will 11 

      also be significantly negative for a 12 

      handful of firms, including HMOs, who 13 

      will see their tax liability increase by 14 

      about $10.3 million.  Four health and 15 

      social services firms would face a $4.7 16 

      million increase in tax liability, and 17 

      three accommodations in food services 18 

      firms would see about a $2 million 19 

      increase in their tax liability. 20 

      Together, these 11 firms would incur a 21 

      $17 million increase in tax liability as 22 

      a result of the proposal.  As I said 23 

      earlier, though, within the same 24 

      industry, depending on their profit25 
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      margin, there are winner businesses and 2 

      loser businesses.  Those 11 firms are 3 

      some examples of the biggest individual 4 

      losers under the proposal. 5 

                While we don't know how those 6 

      firms that will be paying more will react 7 

      to the change in their tax liability, we 8 

      know they could choose to employ fewer 9 

      people, absorb the added costs, pass the 10 

      costs onto workers in the form of lower 11 

      wages or to consumers in the form of 12 

      higher prices or, in extreme cases, leave 13 

      Philadelphia. 14 

                Most of the businesses that 15 

      lose under this proposal do so because of 16 

      their small profit margins.  They are, 17 

      for the most part, corporations with 18 

      profit margins of less than six percent 19 

      and unincorporated businesses, 20 

      partnerships and self-employed with 21 

      profit margins of less than 13 percent. 22 

                The second objective, as we 23 

      understand it, is to provide more 24 

      favorable tax policy to retailers,25 
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      manufacturers, wholesalers, some fresh 2 

      food retailers and the construction 3 

      industry under the proposed amendment. 4 

      The proposal provides a more favorable 5 

      tax policy to the targeted industries. 6 

      In essence, most firms in the retail, 7 

      manufacturing and some fresh food 8 

      retailers and wholesalers with less than 9 

      16 percent gross profit margin would be 10 

      treated more favorably by the City for 11 

      business tax purposes. 12 

                While we're not able to 13 

      estimate the potential effect for the 14 

      exclusion for payment made by 15 

      construction subcontractors, presumably 16 

      some, if not most, of the firms in the 17 

      construction industry would receive 18 

      favorable treatment under the proposed 19 

      amendment.  The favorable treatment to 20 

      the targeted industries would be paid for 21 

      by the remainder of the industries, which 22 

      would have to incur greater tax liability 23 

      through the higher tax gross receipt rate 24 

      in order to maintain revenue neutrality25 
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      for the proposal. 2 

                In addition, a variety of firms 3 

      in a number of other service industries 4 

      commonly use subcontractors and pay a 5 

      portion of their receipts for their 6 

      clients to the subcontractors.  Special 7 

      treatment to one industry's use of 8 

      subcontractors may make businesses in 9 

      other industries raise the lack of 10 

      fairness and equity existing in this bill 11 

      if it were amended to help the 12 

      construction industry. 13 

                Three is encouraging small 14 

      business creation and growth.  The 15 

      proposal would eliminate the BPT 16 

      liability for small businesses and 17 

      start-up firms and ease the tax burden on 18 

      mid-sized businesses.  About 32,500 19 

      current businesses would benefit by 20 

      having a zero BPT tax liability under the 21 

      proposal because of the $100,000 22 

      exemption on the gross receipts tax and 23 

      the elimination of the net income portion 24 

      of the tax.  The businesses that benefit25 
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      span all industries and are concentrated 2 

      in small and mid-sized businesses.  In 3 

      addition, the exemption of the first 4 

      100,000 in gross receipts would encourage 5 

      new business creation since the first 6 

      100,000 in sales would not be taxed. 7 

                The fourth objective is to 8 

      remove the profitability penalty imposed 9 

      on Philadelphia-based firms.  The 10 

      proposal tries to remove an incentive for 11 

      companies to leave the City limits once 12 

      they become profitable by eliminating the 13 

      net income portion of the BPT, which is 14 

      obviously a tax on profits.  However, 15 

      many businesses would continue to pay a 16 

      tax on profits as a result in the shift 17 

      in the tax burden to the City's net 18 

      profits tax, which is incurred against 19 

      unincorporated businesses, partnerships 20 

      and self-employed.  Since the proposal 21 

      would eliminate the net income portion of 22 

      the BPT, the 60 percent credit against 23 

      the net profits tax liability that firms 24 

      paying the net income portion of the BPT25 
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      currently receive would also be 2 

      eliminated.  That would make the net 3 

      profits tax a much more significant 4 

      revenue source for the City.  And 5 

      although the intent of the proposal is to 6 

      eliminate profit tax, it would instead 7 

      dramatically increase businesses' total 8 

      net profits tax liability from 9 

      approximately 12 million annually to more 10 

      than 80 million annually.  That would 11 

      affect about 40,000 businesses. 12 

                The next objective is to 13 

      provide a tax shift that's revenue 14 

      neutral for the City's General Fund.  And 15 

      I should say here that in all our 16 

      conversations with the Councilmembers, 17 

      we've agreed that we would figure out 18 

      what rate needed to -- was needed to make 19 

      the bill revenue neutral and that's the 20 

      rate we would use. 21 

                So the Revenue Department 22 

      estimated that at the rates included in 23 

      the bill, the proposal would create a $23 24 

      million loss to the General Fund assuming25 
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      the rates from tax year 2008 and an $8.7 2 

      million loss to the General Fund assuming 3 

      the rate reductions included in the FY11 4 

      to FY15 Five-Year Plan.  In order to make 5 

      the proposal revenue neutral, the gross 6 

      receipts rate would need to increase from 7 

      1.415 mills to 5.77 mills assuming the 8 

      tax year 2008 rates and up to 5.44 mills 9 

      assuming the rate reductions in the FY11 10 

      to FY15 Five-Year Plan. 11 

                We would need, however, to 12 

      determine how much the proposed millage 13 

      rate would have to increase if the 14 

      proposal is modified to lessen the impact 15 

      on the construction industry. 16 

      Councilmembers have put forth estimates 17 

      that their proposed amendment would 18 

      reduce the construction industry's tax 19 

      liability from almost 38 million under 20 

      their proposal down to 17 million.  We 21 

      haven't been able to confirm those 22 

      estimates, but assuming they're correct, 23 

      that 21 million would have to be included 24 

      into our calculation of the millage rate.25 
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                Objective No. 6 is to reduce 2 

      the competitive disadvantage that 3 

      Philadelphia companies have versus their 4 

      regional competitors selling in the same 5 

      market.  It's unclear to what extent the 6 

      proposal would achieve this objective. 7 

      According to the Councilmembers, their 8 

      analysis indicates that the proposal 9 

      would shift $120 million of the BPT tax 10 

      burden off of Philadelphia-based 11 

      businesses and onto non-City firms.  We 12 

      haven't been able to verify that number. 13 

      We have determined, however, that of the 14 

      top hundred businesses that would see 15 

      their taxes go up the most under the 16 

      proposal, 61 firms or more than 60 17 

      percent would have businesses located or 18 

      headquartered in Philadelphia.  Those 19 

      companies would pay an additional 29 20 

      million combined under the proposal. 21 

      Among those same hundred businesses with 22 

      the biggest tax increase, about a third 23 

      are headquartered in Philadelphia and 24 

      would pay an additional $17.7 million25 
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      under the proposal, which represents 2 

      about 43 percent of the additional tax 3 

      liability incurred by the hundred firms. 4 

                Objective 7 is to give an 5 

      advantage to growth factors of the local 6 

      economy.  The eds and meds industry, as 7 

      often noted as a strength of our local 8 

      economy that should be fostered, under 9 

      the proposal those two industries, 10 

      educational services and health and 11 

      social services, would face increased tax 12 

      liabilities of about 400,000 and 3.2 13 

      million.  That being said, some growth 14 

      industries such as accounting, tax and 15 

      payroll services and management and 16 

      technical consulting are expected to 17 

      benefit under the proposal with a 18 

      reduction in tax liabilities of three and 19 

      a half million and over $860,000, 20 

      respectively. 21 

                The next objective is 22 

      simplifying the business taxpayer filing, 23 

      and the proposal would do that for firms 24 

      by eliminating the net income portion of25 
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      the BPT and the associated credit against 2 

      the net profits tax liability for 3 

      affected firms.  Simplification eases the 4 

      administrative burden on firms, reduces 5 

      the frequency of filing errors and may 6 

      encourage non-filers to comply with 7 

      tax-filing requirements.  In particular, 8 

      preparation of tax returns for those 9 

      businesses whose gross receipts fall 10 

      below 100,000 would become significantly 11 

      easier. 12 

                However, the elimination of the 13 

      60 percent credit against the net profits 14 

      tax would undo some of that benefit since 15 

      firms who are subject to the tax would 16 

      have to spend more time computing their 17 

      net profits tax payments.  In addition, 18 

      the increased use of the alternate method 19 

      by retailers and wholesalers would create 20 

      added complexity to business tax filing. 21 

      Federal law requires manufacturers to 22 

      include appropriate direct and indirect 23 

      costs into the cost of goods sold, 24 

      thereby allowing the federal tax25 
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      calculation to be used by the City for 2 

      City filing purposes.  Retailers and 3 

      wholesalers do not make a similar 4 

      calculation for federal filing purposes, 5 

      so a separate calculation of the 6 

      appropriate costs for labor for the 7 

      alternative method would be required. 8 

      That would require a detailed analysis of 9 

      labor costs. 10 

                The next objective is to 11 

      simplify tax return auditing to free up 12 

      resources to identify non-filers.  From a 13 

      tax auditing perspective, the proposal 14 

      would not simplify the City's tax return 15 

      auditing as intended.  Instead, it would 16 

      shift the focus of auditing from the net 17 

      income portion to the net profits tax, 18 

      firms filing under the alternative rate 19 

      calculation and non-filers who may think 20 

      they're exempt from filing as a result of 21 

      having gross receipts below 100,000 22 

      dollars. 23 

                Before the 60 percent credit 24 

      against the net profits tax liability was25 



 465

           12/1/10 - WHOLE - BILL 100635 1 

      introduced, that tax was one of the most 2 

      highly contested City taxes and was 3 

      particularly susceptible to tax avoidance 4 

      techniques.  Shifting more business tax 5 

      liability to the net profits tax would 6 

      likely increase auditing of that tax. 7 

                And for many retailers, 8 

      manufacturers and wholesalers who would 9 

      likely choose to use the alternate 10 

      method, the Revenue Department would have 11 

      to spend more time auditing the cost of 12 

      goods sold and cost of labor amounts 13 

      claimed by businesses when filing their 14 

      returns.  This would also be true for 15 

      construction businesses under the 16 

      proposed amendment.  In addition, the 17 

      Revenue Department would have to verify 18 

      the retailers who apply for the fresh 19 

      food credit, which would consume 20 

      departmental resources. 21 

                The next objective is producing 22 

      revenue stability.  We agree that the 23 

      proposal would produce greater revenue 24 

      stability.  Historical data indicates25 
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      that the gross receipts tax is generally 2 

      a more stable revenue source compared to 3 

      net income.  By shifting revenue from net 4 

      income to gross receipts, the City could 5 

      expect more stability in its BPT, which 6 

      would be helpful for budgeting and 7 

      long-term fiscal planning. 8 

                The next objective is applying 9 

      a lower tax rate to a broader base.  We 10 

      don't think the proposal does that. 11 

      Rather, the proposal reduces the number 12 

      of businesses subject to the BPT from 13 

      over 89,000 to around 56,600, in large 14 

      part through the introduction of an 15 

      exemption on the first 100,000 in gross 16 

      receipts.  The proposal, therefore, 17 

      narrows the tax base of businesses 18 

      subject to the BPT. 19 

                The next objective is more 20 

      equitably allocating the business tax 21 

      burden across businesses of different 22 

      sizes.  It's not clear to what extent the 23 

      proposal achieves this objective.  The 24 

      Administration doesn't know of any25 
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      analysis on this topic, but with regard 2 

      to improving other measures of business 3 

      tax equity, the proposal appears to fall 4 

      short.  Rather than achieving increased 5 

      equity among business taxpayers, we 6 

      believe the proposal benefits law firms, 7 

      accounting firms or pharmaceutical 8 

      industries, retailers, manufacturers, 9 

      wholesalers and, depending on what 10 

      happens with the amendment, the 11 

      construction industry and some fresh food 12 

      retailers at the expense of other 13 

      taxpayers. 14 

                And then I'd like to go through 15 

      some additional concerns that we have 16 

      with the proposal.  One is the extent to 17 

      which it could signal to businesses that 18 

      our tax structure is unpredictable and 19 

      subject to change.  Businesses understand 20 

      our business and wage tax reductions that 21 

      have taken place for a substantial number 22 

      of years now and can anticipate what it 23 

      means for their company.  This proposal 24 

      radically shifts the business tax25 
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      liability across the economy.  Each of 2 

      the almost 90,000 businesses that do 3 

      business in Philadelphia would be 4 

      affected by the proposal. 5 

                While we agree we should 6 

      continually assess and pursue ways to 7 

      improve our business tax structure, the 8 

      government should not add to the 9 

      confusion in these times of economic 10 

      uncertainty.  Businesses should be able 11 

      to expect consistency in our tax policy 12 

      so they may plan for growth.  In the 13 

      event we do choose to dramatically shift 14 

      our policy further, firms should trust 15 

      that the impact they face is deliberate 16 

      and the government will not impose new 17 

      dramatic shifts again in the near term. 18 

      That change should be done as part of our 19 

      process that ensures that businesses have 20 

      the opportunity to thoroughly study and 21 

      comment on the proposed change. 22 

                In addition, the proposal 23 

      appears to pick winners based on the 24 

      assumption that they have a higher25 
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      incentive to leave Philadelphia and are 2 

      more likely to create jobs if they stay. 3 

      We don't know if this is true, and it's 4 

      not clear how this proposal does a better 5 

      job of removing this disincentive for 6 

      businesses to locate and grow in 7 

      Philadelphia as compared with other 8 

      potential options that have been 9 

      proposed, such as moving to single-sales 10 

      factor apportionment or market-based 11 

      sourcing. 12 

                Comparable cities such as 13 

      Baltimore, Boston, Chicago and there's a 14 

      list of others do not tax gross receipts 15 

      at all.  Relying so heavily on a business 16 

      tax that comparable cities do not impose 17 

      would be untested and a risk that could 18 

      place Philadelphia at a competitive 19 

      disadvantage. 20 

                It's unclear whether this 21 

      change is better than what numerous 22 

      groups, committees and task forces in 23 

      Philadelphia have advocated for 25 years. 24 

      That's not to say there's only one way to25 
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      improve our business tax structure, but 2 

      proposed tax changes do require a careful 3 

      look by many, including affected 4 

      businesses themselves, to make sure we 5 

      all understand their impact on the City's 6 

      90,000 businesses and the people they 7 

      employ. 8 

                Based on our analysis, we would 9 

      like to suggest the following policy 10 

      options be further pursued: 11 

                We would consider providing an 12 

      exemption from the gross receipts tax for 13 

      certain dollar amounts of receipts like 14 

      the bill does with the first 100,000.  We 15 

      agree with the Councilmembers this policy 16 

      would help support small businesses and 17 

      start-ups. 18 

                We also agree that it makes 19 

      sense to reassess our business rate tax 20 

      reduction with the possibility of 21 

      reducing the net income portion more and 22 

      faster.  A gradual reduction on both 23 

      portions of the tax can allow us to 24 

      better understand the impact of net25 
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      income tax reductions while benefiting 2 

      all firms and industries. 3 

                We also would recommend 4 

      conducting further analysis of the impact 5 

      of a shift to single-sales factor 6 

      apportionment, which could achieve many 7 

      of the same goals of business attraction 8 

      and leveling the playing field as 9 

      intended in the current proposal. 10 

                Before I conclude, I'd also 11 

      like to talk a little bit about some of 12 

      the other changes to the business 13 

      privilege tax that have recently taken 14 

      place.  As you know, in addition to the 15 

      recommendation about single-sales factor 16 

      apportionment, the Task Force on Tax 17 

      Policy and Economic Competitiveness, 18 

      which was comprised of residents and 19 

      taxpayers representing small and large 20 

      businessowners, academics, the private 21 

      sector and community interests, provided 22 

      several other recommendations to improve 23 

      Philadelphia's business tax structure. 24 

                As mentioned above, with the25 
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      objective of removing barriers to 2 

      Philadelphia as a business location, the 3 

      Task Force recommended implementing 4 

      single-sales factor apportionment and 5 

      market-based sourcing.  Despite their 6 

      analysis, the impact of those recommended 7 

      changes on Philadelphia's economy remain 8 

      unclear, and that's why the 9 

      Administration has implemented pilot 10 

      programs for both tax recommendations. 11 

                The first is a pilot program 12 

      for market-based sourcing for computer 13 

      system design and related services for 14 

      the tax year that began January 1st, 15 

      2010.  Under this pilot program, a 16 

      taxpayer's net income would continue to 17 

      be apportioned based on property, payroll 18 

      and business receipts, but the receipts 19 

      factor would be based on the location of 20 

      the customer.  Right now the receipts 21 

      factor is based on where the 22 

      income-producing activity takes places. 23 

                The second pilot program is for 24 

      businesses engaged in research and25 
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      development in the physical engineering 2 

      and life sciences, also for the tax year 3 

      beginning January 1, 2010.  For this 4 

      pilot program, a taxpayer's net income 5 

      would be apportioned based on business 6 

      receipts only, without consideration of 7 

      property and payroll factors. 8 

                We will study the impact of 9 

      these tax changes on the targeted sectors 10 

      in order to better understand whether and 11 

      how they would affect business behavior. 12 

                It's critically important that 13 

      we continue to improve the City's 14 

      business tax structure.  Taxpayers 15 

      deserve a system that's clear and easy to 16 

      comply with.  They also deserve a system 17 

      that's predictable, consistent and that 18 

      treats all taxpayers fairly. 19 

                In conclusion, because of the 20 

      potential significance of this 21 

      complicated proposal, the limited amount 22 

      of time businesses and other members of 23 

      the public have had to evaluate the 24 

      impact of the bill on them and the many25 
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      policy concerns that remain unaddressed 2 

      regarding legislation, we respectfully 3 

      suggest that the Committee continue to 4 

      evaluate the proposal and not vote it out 5 

      of Committee today. 6 

                Thank you for the opportunity 7 

      to provide testimony and we would be 8 

      pleased to answer any questions you may 9 

      have. 10 

                COUNCIL PRESIDENT VERNA:  Thank 11 

      you very much. 12 

                Mr. Mullin, please present your 13 

      testimony. 14 

                MR. MULLIN:  Thank you very 15 

      much, Madam Chair and Councilmembers and 16 

      guests.  Thank you for the opportunity to 17 

      participate in this hearing today.  I am 18 

      Stephen Mullin, Senior Vice-President and 19 

      principal of Econsult Corporation and I'm 20 

      here to testify in support of the 21 

      proposed legislation to reform 22 

      Philadelphia's business privilege tax. 23 

                It is my strong opinion that 24 

      this proposed reform would have a very25 
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      positive effect on the City's economic 2 

      competitiveness and fiscal health.  The 3 

      primary goal of this proposal is to 4 

      increase Philadelphia's economic 5 

      competitiveness by addressing the way the 6 

      current BPT makes the City a less 7 

      desirable location for business and 8 

      investment and growth.  And I want to 9 

      note too that this addresses a 10 

      structural, not cyclical, problem 11 

      associated with the City's tax system. 12 

      Some have referred to this as a grand 13 

      experiment, but I have to note that I 14 

      don't think that shifting basically to 15 

      what everybody else is already doing is 16 

      that much of a daring experiment.  I 17 

      think that staying out with something 18 

      that most places aren't using is more of 19 

      a grand experiment on that, but I'll note 20 

      a little bit later some further comments 21 

      on that. 22 

                But as both Rob just noted and 23 

      previous -- all other previous testimony, 24 

      this objective has been the focus of tax25 
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      reform efforts for many years, as it 2 

      hasn't gone unnoticed that the vast 3 

      majority of the new commercial, office, 4 

      retail and industrial development has 5 

      occurred outside the City over the past 6 

      two decades, reflecting the declining 7 

      relative demand for space in the City. 8 

      Paul Levy at the CCD had highlighted this 9 

      severe non-competitiveness for years, and 10 

      studies have shown that Philadelphia's 11 

      central business district as a proportion 12 

      of the overall metropolitan business 13 

      district lags far behind all of its major 14 

      competitors. 15 

                I've seen some estimates that 16 

      20 to 25 million square feet of office, 17 

      industrial and retail space completed in 18 

      the past 20 years has been outside of the 19 

      City of Philadelphia and not in. 20 

                Eliminating Philadelphia's 21 

      corporate income tax, the BPT's net 22 

      income, one of the very few local income 23 

      taxes in the country -- and that, I 24 

      believe, is for a reason.  I don't think25 
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      that any other cities would want to make 2 

      the mistake of even imposing a net income 3 

      tax or corporate tax -- would clearly be 4 

      one of the most business friendly actions 5 

      the City could take, and no longer would 6 

      existing or potential businesses have to 7 

      deal with a staggeringly unattractive 8 

      corporate income tax rate of 35 percent 9 

      federal, 9.9 percent state and 6.45 10 

      percent City, a total of over 50 percent. 11 

      Ask any site selection consultant or, for 12 

      that matter, Select Greater Philadelphia 13 

      how attractive our local corporate income 14 

      tax is to potential businesses. 15 

                Philadelphia has a chance to 16 

      come out of the current recession in a 17 

      stronger relative economic position than 18 

      it has in past recessions.  Adopting this 19 

      new BPT tax reform is the single best way 20 

      to accomplish such an important goal, 21 

      given the fiscal constraints that the 22 

      City faces now. 23 

                Our firm examined the proposal 24 

      and estimated the required replacement25 
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      gross receipts tax rate necessary to 2 

      achieve, after phase-in, a revenue 3 

      neutral BPT based on 2008 data.  Our 4 

      approach has been to compare this 5 

      proposal not with the current situation 6 

      but what would happen if the tax rate 7 

      reductions already on the books were ever 8 

      to be started again and the gross 9 

      receipts would decline to zero percent, 10 

      effectively dropping many large firms 11 

      doing business in Philadelphia markets 12 

      from the BPT rolls and further having 13 

      businesses located or based in 14 

      Philadelphia condemned to significant 15 

      competitive disadvantages. 16 

                This clearly turns conventional 17 

      wisdom on its head with respect to 18 

      reducing the business-killing local tax. 19 

      Ultimately the basic issue is whether the 20 

      overall positive effect of reducing the 21 

      net income tax rate would outweigh the 22 

      negative effect of increasing the gross 23 

      receipts rate.  We've heard a lot of 24 

      comments about the positive supply25 
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      effects, in particular on employment, of 2 

      the past reductions in the gross receipts 3 

      rate.  People who don't necessarily 4 

      understand the econometric methods used 5 

      to estimate the supply side effects or 6 

      the reasons for such effect interpret the 7 

      results very precisely.  Econsult too has 8 

      estimated regression equations to 9 

      estimate both the direct tax elasticities 10 

      and cross tax elasticities of the past 11 

      gross receipt rate reductions.  We do not 12 

      argue here that these past estimates are 13 

      not valid, although one should always be 14 

      careful when interpreting a point 15 

      estimate when data are not ideal. 16 

      Furthermore, elasticity estimates really 17 

      only apply to small incremental changes, 18 

      not to the complete elimination of a tax, 19 

      which is what is proposed here. 20 

                The fact that no rate changes 21 

      makes it impossible to make similar 22 

      estimates for the net income tax 23 

      elasticities is not a sufficient argument 24 

      to drop it from consideration, which is,25 
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      in effect, what has happened.  I will 2 

      discuss -- as I will discuss, there is 3 

      strong evidence that the very nature of 4 

      the gross receipts and net income taxes 5 

      suggest that eliminating the net income 6 

      tax would have a greater positive supply 7 

      side effect than eliminating the gross 8 

      receipts tax. 9 

                But first I want to note at 10 

      least five basic good tax policy rules 11 

      that I think should be considered here. 12 

                First, local tax policy should 13 

      reflect an understanding of how city and 14 

      metropolitan economies work, the 15 

      fundamentals of urban economics.  In 16 

      particular, it must recognize the key 17 

      distinction between businesses that sell 18 

      to outside markets -- they are called 19 

      exporters -- and hence bring money into 20 

      the local economy, and businesses, both 21 

      local and outside, that sell into the 22 

      market, which is driven by the desire to 23 

      service the demand of citizens and 24 

      businesses located in that market.  The25 
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      exporting businesses generate economic 2 

      growth, which generates income for the 3 

      City and, in turn, generates demand for 4 

      the local service businesses.  The 5 

      causality works only in this direction. 6 

      Demand drives local business delivery, 7 

      not supply side factors.  It is puzzling 8 

      to see people involved in economic 9 

      development, not in Philadelphia 10 

      thankfully, who do not understand this 11 

      fundamental fact. 12 

                The businesses that sell to 13 

      outside markets must deal with outside 14 

      competition and must locate where they 15 

      don't have competitive disadvantages, 16 

      oftentimes due to fiduciary requirements. 17 

      These firms are disproportionately 18 

      impacted by the net income tax.  Firms 19 

      that sell into the City want to access 20 

      the local markets and must have at least 21 

      some presence but can skirt or minimize 22 

      local BPT tax liabilities by keeping most 23 

      of their operations outside of the City. 24 

      Due to this behavior, these firms are25 
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      less impacted by the net income tax. 2 

                No. 2, business taxes have less 3 

      distortionary impacts when the rates are 4 

      lower and the base is higher.  The gross 5 

      receipts tax is on the order of $60 6 

      billion and the net income tax base is on 7 

      the order -- gross receipts tax base is 8 

      on the order of $60 billion and the net 9 

      income tax base is on the order of $4 10 

      billion, and the tax rate differentials 11 

      are significant, as we know.  Under the 12 

      proposal, it would be 0.5 percent gross 13 

      receipts tax rate versus the current 6.45 14 

      percent net income.  Shifting to an all 15 

      net income would lead to the opposite 16 

      effect, a smaller base pounded by a much 17 

      higher rate that can easily be avoided 18 

      and reduced and, in particular, by 19 

      locating operations outside of the City. 20 

      The City ends up with a smaller tax base 21 

      and then we all lose. 22 

                No. 3, studies on inter and 23 

      intra-regional effects of corporate 24 

      taxation typically find negative25 
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      elasticities with respect to the tax 2 

      rates, the so-called supply side effect. 3 

      These are, in a sense, the measure of the 4 

      distortionary effects on business 5 

      activities, including location.  The 6 

      corporate income tax is a hot topic 7 

      across countries and states.  Controller 8 

      Butkovitz yesterday mentioned the federal 9 

      tax debate in Washington and the 10 

      analogy -- I agree with the analogy, but 11 

      I think the analogy points to the federal 12 

      corporate income tax and not the personal 13 

      income tax debate going on in Washington, 14 

      and it may well be that we'll see a 15 

      reduction in the corporate income tax in 16 

      the United States. 17 

                Many state tax reform findings 18 

      have noted a preference for gross or net 19 

      receipts over corporate income taxes.  In 20 

      Ohio, arguably one of the biggest 21 

      economic laggards among the 50 states, 22 

      has shifted its corporate tax structure 23 

      away from corporate income to gross 24 

      receipts, as they considered their25 
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      corporate tax structure to be one of 2 

      their most unattractive features. 3 

      Initial analyses suggest that the shift 4 

      has been positive and they've been 5 

      noticed very highly in site selection and 6 

      corporate site selection world for this 7 

      shift. 8 

                The magnitude of these 9 

      elasticities is much higher for cities 10 

      than states and regions.  The reason is 11 

      simple, it is much easier to avoid local 12 

      corporate taxes by moving out or not 13 

      moving in or not expanding in than it is 14 

      to avoid state or federal corporate 15 

      taxes.  This avoidance isn't an illegal 16 

      activity.  It's profit-maximizing 17 

      activity.  Professor Wasylenko's review 18 

      of various studies led him to estimate 19 

      that the local elasticities can be as 20 

      much as four times higher than regional 21 

      or state elasticities.  This means 22 

      greater -- the supply side effects for 23 

      firms that want to avoid the tax are 24 

      greater for cities like Philadelphia.25 
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                And No. 5, we should be clear 2 

      about the concepts of equity and fairness 3 

      by understanding that there are really 4 

      two basic tax principles when dealing 5 

      with equity.  We have the benefit 6 

      principle and the ability to pay 7 

      principles of taxation.  One hallmark of 8 

      state and local taxation -- and this is 9 

      something I learned from my advisor, 10 

      Professor Bob Inman years ago -- is that 11 

      the benefit taxation is much likely to be 12 

      less distortionary; that is, causing 13 

      businesses to relocate or other activity 14 

      to reduce the tax, while the ability to 15 

      pay is likely to lead to significant 16 

      reduction in local tax bases.  While 17 

      we've read recently that some might think 18 

      that the tax system is -- that any tax 19 

      system not based on income defies common 20 

      sense, such taxes are in fact the most 21 

      appropriate and, by far, the most common 22 

      types of local taxes in the United 23 

      States.  Most local governments impose 24 

      taxes on businesses and people that do25 
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      not reflect income or ability to pay.  In 2 

      fact, one question we've heard here is 3 

      what other cities do.  By far, other 4 

      cities tax businesses via property taxes, 5 

      typically using a system that 6 

      differentially assesses business property 7 

      at higher rates than residential 8 

      properties and, two, via retail or gross 9 

      sales taxes.  Both of these are 10 

      essentially above-the-line taxes, as is 11 

      the gross receipts tax, and do not 12 

      account for income capacity.  Further, 13 

      the Mayor's recent Tax Commission 14 

      suggested a goal of shifting more of the 15 

      City's tax burden to the property tax. 16 

      Again, that is above the line independent 17 

      of income. 18 

                We worked closely with the 19 

      Revenue Department to identify, find and 20 

      examine disaggregated data from 2008 -- 21 

      and I thank Rob and Keith here for that 22 

      good working relationship throughout -- 23 

      the most recent year available to us, and 24 

      we have discussed with Finance and25 
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      Revenue Departments how our and their 2 

      assumptions and methodology differ. 3 

                The differences between our 4 

      estimates and the Administration's are 5 

      statistically small, but important, and 6 

      basically reflect two different forecasts 7 

      of two behavioral adjustments that are 8 

      simply impossible to estimate with any 9 

      precision here.  We both agree that the 10 

      impact of decreasing the ratio of 11 

      alternative relative to regular gross 12 

      receipts -- the ratio of alternative 13 

      relative to regular gross receipts tax 14 

      rates for wholesalers, manufacturers and 15 

      retailers would make it more 16 

      advantageous. 17 

                We have incorporated a 18 

      conservative assumption in our 19 

      calculations that the supply side effects 20 

      of the two tax rate changes are exactly 21 

      equal and, therefore, cancel out.  We 22 

      expect that rather than this being 23 

      zero-sum, the change will be dynamic and 24 

      good, having an overall positive effect25 
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      for the City's economy and spending, 2 

      because we believe the supply side effect 3 

      and the net income reduction will be 4 

      greater than the gross receipts -- than 5 

      that of the gross receipts increases for 6 

      the reasons summarized here again. 7 

                No. 1, growth of exporting 8 

      profitable firms generate growth -- 9 

      generates the growth in low margin local 10 

      service firms but not vice versa. 11 

      Accordingly, City tax policy should 12 

      encourage the profitable group to grow in 13 

      the City, thereby increasing employment 14 

      and laying the foundation for the growth 15 

      and demand that will help the lower 16 

      margin local service group.  The positive 17 

      impact of the net income tax reduction on 18 

      the high margin tax group will likely be 19 

      greater than the negative effect of the 20 

      gross receipts tax increase on the low 21 

      margin group because of this ability of 22 

      exporting businesses to locate outside of 23 

      the City. 24 

                Businesses for whom the25 
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      proposal -- and these businesses are ones 2 

      that are characterized by the following: 3 

      They serve larger geographic markets; 4 

      that is, demand is outside of the City, 5 

      they're export industries; two, they face 6 

      global competition; three, they have 7 

      higher profit and growth and hence can 8 

      increase employment; four, they are often 9 

      paying higher wages; five, they are 10 

      attractive and wooed by many other 11 

      jurisdictions; and, finally, they can 12 

      locate anywhere, especially within a 13 

      metropolitan area, for whom the local tax 14 

      burden is an important decision factor in 15 

      location. 16 

                While there may be winners and 17 

      losers in the short run, for many of the 18 

      industries that may experience a 19 

      short-run cost increase, such as large 20 

      hoteliers, the overall positive impact on 21 

      the top line revenues should more than 22 

      swamp any increases in their 23 

      above-the-line expenses, as the rate 24 

      increase is so small, about one-third of25 
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      one percent, compared to now and could 2 

      even be less for those that use the 3 

      alternative method and rate. 4 

      Furthermore, these taxes can be deducted 5 

      from the business's state and federal 6 

      taxes and the overall impact is even 7 

      smaller than the stated amounts.  This, 8 

      along with the planned universal $100,000 9 

      gross receipts exemption, the enhanced 10 

      alternative methods for wholesalers, 11 

      retailers and manufacturers, and the 12 

      amendments concerning telescoping, make 13 

      the impacts even smaller for individual 14 

      firms. 15 

                Another significant benefit 16 

      that would derive from this proposal 17 

      would be the dramatic increase in the 18 

      ease of administering and paying the BPT, 19 

      saving perhaps millions of dollars in tax 20 

      accounting costs and freeing up the 21 

      Revenue Department personnel to more 22 

      effectively collect the tax. 23 

                Now, that brings me to some 24 

      points that have been raised in25 



 491

           12/1/10 - WHOLE - BILL 100635 1 

      opposition by the Administration and 2 

      others, and they are important points and 3 

      they deserve consideration, and upon 4 

      review, I note that many of the arguments 5 

      against the proposal may suffer from 6 

      either conceptual or methodological or 7 

      practical issues. 8 

                I'll step through a few here 9 

      now. 10 

                First, the revenue shortfall of 11 

      23 million is a straw argument, in my 12 

      opinion.  The proposal was always to be 13 

      revenue neutral, and it's phased in five 14 

      years to provide flexibility to guarantee 15 

      that.  The real key is revenue neutral 16 

      compared to what year or what level, and 17 

      obviously the most current numbers would 18 

      be used.  The data that we used are 19 

      already two years old and we understand 20 

      that those are the latest available, but 21 

      the understanding is that it would be 22 

      used by -- the tax rate changes would be 23 

      used by the most current -- the current 24 

      revenues collected.25 
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                No. 2, concentration, studying 2 

      this, on static winners and losers 3 

      reflects a not carefully defined and 4 

      zero-sum and I think a highly inaccurate 5 

      view of the urban economy.  I'll post a 6 

      definition of winners and losers here.  I 7 

      say winners are those whose net benefits 8 

      would be greater.  So winners are firms 9 

      who would be more likely to be more 10 

      profitable, which is a function of both 11 

      revenues and expenditures, not just the 12 

      cost side.  I don't think that anyone 13 

      here on Council or the Administration or, 14 

      for that matter, myself would ever say 15 

      that the recent property and sales tax 16 

      increases led to all City property owners 17 

      and all consumers in Philadelphia as 18 

      being losers.  There's a flip side of 19 

      those where the benefits outweigh that. 20 

      Or as we note here -- we've heard from 21 

      hoteliers -- hotel taxes that are used to 22 

      support the hospitality industry are 23 

      recognized that those -- that there is a 24 

      benefit generated from those taxes.25 
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                In the real world, firms make 2 

      location, start-up, expansion, 3 

      contraction decisions all of the time. 4 

      We have 350,000 businesses in the 5 

      metropolitan area in a $370 billion 6 

      economy, and thousands, literally 7 

      thousands, of decisions are made every 8 

      year.  The real winners right now in one 9 

      sense and under the gross receipts 10 

      elimination plan are those businesses 11 

      that start, relocate or expand outside of 12 

      the City, and the real losers are those 13 

      businesses and citizens remaining in the 14 

      City with a smaller economic and tax base 15 

      than otherwise if some of the activity 16 

      had stayed or occurred in the City. 17 

                I'll note too all government 18 

      actions, a result in some type of winners 19 

      and losers initially because there are 20 

      transfers here, the hope in this 21 

      particular case is that the overall 22 

      benefit will lead to that increased 23 

      revenue and increased demand far 24 

      outweighing the additional costs, which,25 
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      as I've noted, will be a very, very small 2 

      percentage. 3 

                No. 3, the effect of a 4 

      corporate income tax, especially at such 5 

      a high rate, does differ across 6 

      industries.  People have looked at this 7 

      and said, Well, you got gross receipts 8 

      and you got net income, gross receipts 9 

      and net income, but they're sort of the 10 

      same here, but they do differ across 11 

      industries and the location effect will 12 

      be greater for firms that do not have to 13 

      locate in Philadelphia. 14 

                No. 4, the original business 15 

      privilege tax was designed to hit 16 

      businesses that did not already pay the 17 

      mercantile tax.  It was a way to deal 18 

      with state requirements that prohibited 19 

      taxing certain industries already 20 

      licensed by the state.  We think of it as 21 

      broadening the base, but that is slightly 22 

      inaccurate.  The bases at issue here are 23 

      not the number of firms, but rather the 24 

      aggregate gross receipts as defined by25 
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      the tax and the aggregate net income as 2 

      defined by the tax.  They may be 3 

      correlated with the number of firms, but 4 

      they are certainly not the same thing. 5 

      This is why the argument about the 6 

      100,000k exemption reducing the base is 7 

      only partially valid.  The aggregate 8 

      gross receipts under this exemption is 9 

      very small relative to the entire base. 10 

      We estimate it to be approximately ten 11 

      percent. 12 

                No. 5, the estimates of job 13 

      impacts, even with the caveat that they 14 

      aren't real estimates of job impacts, 15 

      carries an implied message the little guy 16 

      is getting clobbered by the rich guy 17 

      here.  Once again, this suggestion 18 

      doesn't take into account the mobility of 19 

      firms and employment, nor does it take 20 

      into account the likely profit-maximizing 21 

      behavior by all firms, all firms, in 22 

      response to the change in business tax 23 

      regime.  The identified winner industries 24 

      are exactly those that have seen the25 
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      biggest growth outside of the City in the 2 

      past two to three decades.  How their 3 

      growth outside of the City helps anyone 4 

      in the City, big guy or little guy, I 5 

      cannot see. 6 

                No. 6, the net profits tax 7 

      shift does not eliminate the 8 

      profitability penalty, as it is not a 9 

      business tax, but it's really the wage 10 

      tax for the individuals that have set up 11 

      their businesses here for unincorporated 12 

      businesses and partnerships and sole 13 

      proprietorships.  This proposal 14 

      eliminates the partial double taxation 15 

      these businesses face today.  So it is -- 16 

      even with the 60 percent credit.  So it 17 

      is a reduction in -- this is a reduction 18 

      in the profitability penalty. 19 

                No. 7, the competitive 20 

      advantage argument is simple.  Due to the 21 

      current income apportionment formula, 22 

      firms with employees and property outside 23 

      of Philadelphia pay a tax on a lower 24 

      percentage of their income than25 
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      businesses with all of their property and 2 

      employment in the City.  This is why the 3 

      disadvantage, the potential disadvantage, 4 

      for locating in the City would be 5 

      magnified in the future. 6 

                No. 8, firms already have to 7 

      calculate their NPT payments and even 8 

      when -- sorry; then they apply the BPT 9 

      net income 60 percent credit.  There 10 

      would be little or no more work required 11 

      on their part even if their NPT goes up. 12 

                Nine, it is hard to understand 13 

      how eliminating a business-killing tax 14 

      will lead to uncertainty here and the 15 

      businesses may prefer gross receipts to 16 

      net income because of tax amount 17 

      predictability. 18 

                No. 10, the proposal impacts 19 

      far more than the 90,000 businesses now 20 

      filing in Philadelphia.  It impacts any 21 

      firms that might be looking to move or to 22 

      start in Philadelphia too, and we hope 23 

      that it will impact thousands more in the 24 

      future.25 
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                No. 11, both of the current BPT 2 

      pilot programs implicitly bear witness to 3 

      the very problems outlined here about the 4 

      net income portion of the BPT, and I 5 

      think they're excellent programs and I 6 

      think they help make the case. 7 

                No. 12, the timing issue may be 8 

      mitigated by the phase-in proposal. 9 

      Rates could be adjusted, if needed, if 10 

      revenues aren't meeting targets. 11 

                Finally, I have been asked over 12 

      and over again two questions in recent 13 

      months, and I'll address them here. 14 

      Number one, am I refuting the econometric 15 

      work of our firm, Econsult, we did for 16 

      Mayor Street's Tax Reform Commission?  My 17 

      answer is not at all.  We still believe 18 

      reducing the gross receipts tax rate, all 19 

      else equal, is good for the business 20 

      environment.  But reducing the net income 21 

      portion, our city's onerous corporate 22 

      income tax, would help even more.  We 23 

      didn't examine this proposed swap, nor 24 

      has Professor Inman.  We are looking at a25 
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      different question today. 2 

                Second, and I recall being 3 

      asked this directly here, if this is such 4 

      a good policy, why didn't I advocate for 5 

      it when I was sitting in my friend's 6 

      shoes here in the 1990s?  And I asked 7 

      myself that.  My answer to that is, I ask 8 

      myself that same question every day, and 9 

      all I can say is that I may have 10 

      mistakenly concentrated on wage tax 11 

      reductions in those days.  I consider 12 

      that that may be one of the most -- one 13 

      of my biggest single mistakes as Commerce 14 

      Director, and I believe we'd be living in 15 

      an economically much stronger city now, 16 

      even accounting for the recent economic 17 

      downturn, if we had made the adjustments 18 

      in the net income tax in the 1990s. 19 

                That concludes my testimony and 20 

      I'm happy to join my panelists in 21 

      answering questions. 22 

                COUNCIL PRESIDENT VERNA:  Thank 23 

      you very much. 24 

                Mr. Dubow, do you agree with25 
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      the assumption that by eliminating and/or 2 

      reducing the gross receipts portion of 3 

      the BPT that non-Philadelphia firms have 4 

      a competitive advantage over Philadelphia 5 

      firms? 6 

                MR. DUBOW:  Well, I think 7 

      eliminating the gross receipts portion 8 

      helps kind of all firms that do business 9 

      in the City.  I think that there are 10 

      portions of the net income tax, the net 11 

      income portion of the BPT, that provide a 12 

      disincentive to be in the City, and 13 

      that's in part because we base part of 14 

      the tax on property and payroll.  And one 15 

      of the things we think we should look at 16 

      is getting rid of those two parts of the 17 

      tax and doing single-factor apportionment 18 

      so that you're just looking at sales, 19 

      which we think would help get rid of that 20 

      disincentive and the disadvantage to 21 

      being inside the City. 22 

                COUNCIL PRESIDENT VERNA:  Also, 23 

      Mr. Dubow, on Page 5 of your testimony, 24 

      you mention your concern for the25 
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      hospitality industry and you state, 2 

      quote, "Additional tax burdens through 3 

      the proposed BPT shift would presumably 4 

      inhibit growth for our city's hospitality 5 

      sector," end of quote. 6 

                Why do you believe it would 7 

      inhibit growth with the opening of the 8 

      Convention Center expansion? 9 

                MR. DUBOW:  In part, it's 10 

      because of what people in the hospitality 11 

      industry have been telling us, that this 12 

      increase in cost would make it harder for 13 

      them to grow in Philadelphia and would 14 

      make it less likely that other hotels 15 

      would want to open here. 16 

                COUNCIL PRESIDENT VERNA:  And 17 

      do you believe, as Councilman Green said 18 

      yesterday, it would cost approximately 19 

      $78 more -- 78 cents, I'm sorry, more per 20 

      day? 21 

                MR. DUBOW:  Well, it looks more 22 

      like what the hotel industry is looking 23 

      at is their total increase in costs, and 24 

      according to their testimony and things25 
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      they said, they are worried that they're 2 

      already not competitive and that anything 3 

      they did to their cost would make them 4 

      less competitive, in that they would 5 

      probably look at it in other ways. 6 

                COUNCIL PRESIDENT VERNA: 7 

      Mr. Mullin, Mr. Dubow on Page 6 of his 8 

      testimony identifies what he believes to 9 

      be an unintended consequence that the 10 

      total net profits liability would 11 

      increase from $12 million to $80 million 12 

      and would impact roughly 40,000 13 

      businesses. 14 

                Do you agree with his 15 

      assessment, and, if so, wouldn't this 16 

      adversely impact Philadelphia firms and 17 

      impact their operations? 18 

                MR. MULLIN:  First part of 19 

      that, yes, I do agree, and, in fact, this 20 

      is one of the areas where we disagreed in 21 

      our estimates here.  We actually thought 22 

      that that would be going up to 90 million 23 

      instead of 80 million.  So we actually 24 

      thought it would be more.25 
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                I don't see -- that's really 2 

      somebody paying -- instead of paying two 3 

      taxes this way where you credit one 4 

      against that, now you just pay the 5 

      original.  So it would still be a 6 

      reduction in the taxes for these 7 

      businesses here.  And one of the things 8 

      that we had to do was take that into 9 

      account in estimating what the 10 

      replacement gross receipts tax would be. 11 

      So, in a sense, more individuals, whether 12 

      they're partners or sole proprietors, 13 

      would be paying what's essentially the 14 

      City's wage tax, which they have to pay 15 

      now but they're allowed to credit a 16 

      portion of their net income tax against 17 

      it. 18 

                So I think the numbers are 19 

      right.  I draw a different conclusion, 20 

      and I do not see that as a bad thing for 21 

      Philadelphia businesses. 22 

                COUNCIL PRESIDENT VERNA:  Rob, 23 

      do you agree with Mr. Mullin's -- it 24 

      seems like we're shifting back and forth.25 
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                MR. DUBOW:  Well, I think the 2 

      issue is really what it does for firms' 3 

      costs, and we're concerned about the 4 

      businesses for which there are cost 5 

      increases, whether it's because of what's 6 

      going on with the gross receipts or 7 

      because of they no longer have the 8 

      ability to do the offset against net 9 

      profits. 10 

                So we're really looking at kind 11 

      of total cost and how that changes, and 12 

      clearly there are some firms that see 13 

      their tax liability go down, and that's 14 

      good for them, others that see it go up, 15 

      and that's what has created our concern. 16 

                COUNCIL PRESIDENT VERNA:  Okay. 17 

      Mr. Dubow, if this bill were to become 18 

      law, do you have any indication as to 19 

      what the millage rate for the gross 20 

      receipts tax for each year of phase-in 21 

      period to be in order to be revenue 22 

      neutral? 23 

                MR. DUBOW:  I can give you the 24 

      rate for 2015, but I'd have to get back25 
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      to you on the rates in the interceding 2 

      years.  So for 2015 to match the amount 3 

      that's in the Five-Year Plan, you would 4 

      need a rate of 5.44. 5 

                COUNCIL PRESIDENT VERNA: 6 

      Mr. Mullin, on Page 7 of Mr. Dubow's 7 

      testimony, Item No. 6 concludes that, 8 

      quote, "Based on this data, it does not 9 

      appear that the proposal significantly 10 

      reduces the competitive disadvantage of 11 

      Philadelphia companies as intended," end 12 

      of quote. 13 

                Do you agree with Mr. Dubow, 14 

      and, if not, why? 15 

                MR. DUBOW:  I think his answer 16 

      is going to be no.  I'm just guessing. 17 

                MR. MULLIN:  No.  I don't agree 18 

      with the conclusion.  I agree with the 19 

      numbers there.  I don't agree with the 20 

      conclusion.  I think that the competitive 21 

      disadvantage -- this is one of the things 22 

      that I think looking at a static position 23 

      and saying here these businesses -- this 24 

      is looking at 100 businesses.  There are25 
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      30,000, 40,000, 50,000 businesses out 2 

      there in Philadelphia, and potentially 3 

      more, potentially growing.  This 4 

      proposal, I think, will lead to greater 5 

      business growth in Philadelphia, because 6 

      it will reduce the disadvantage of 7 

      locating in Philadelphia. 8 

                So I wouldn't -- I don't look 9 

      at that based on just these.  I do agree 10 

      with those numbers there, but I don't 11 

      look at this.  The proposal here is much 12 

      more far reaching.  So that's why I don't 13 

      agree that that doesn't reduce the 14 

      competitive disadvantage. 15 

                COUNCIL PRESIDENT VERNA:  Thank 16 

      you. 17 

                At this time, the Chair 18 

      recognizes Councilman Green. 19 

                COUNCILMAN GREEN:  I yield to 20 

      Councilwoman Sanchez. 21 

                COUNCIL PRESIDENT VERNA:  Very 22 

      well. 23 

                Councilwoman Sanchez. 24 

                COUNCILWOMAN SANCHEZ:  Thank25 
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      you. 2 

                Thank you, both of you, and I 3 

      have to say for the record I've enjoyed 4 

      tremendously the work that we've been 5 

      doing over the last two years and I have 6 

      learned a lot from both perspectives, 7 

      from Steve and Rob, and really do 8 

      appreciate the spirit in which we've been 9 

      discussing and debating. 10 

                I wanted to ask a couple of 11 

      questions to Rob.  Some of my colleagues 12 

      missed yesterday's testimony as it 13 

      relates to both taxes and who pays what, 14 

      so I just want to put that kind of on the 15 

      record. 16 

                What types of business 17 

      activities do you need to owe gross 18 

      receipts to the City, Rob? 19 

                MR. DUBOW:  I'm sorry? 20 

                COUNCILWOMAN SANCHEZ:  What 21 

      kind of business activity do you need to 22 

      owe gross receipts to the City? 23 

                MR. DUBOW:  You have to -- are 24 

      you asking about what's exempt from gross25 
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      receipts? 2 

                COUNCILWOMAN SANCHEZ:  No, no, 3 

      no.  What type of business activity do 4 

      you have to have to pay gross receipts? 5 

                MR. DUBOW:  Just sales in the 6 

      City. 7 

                COUNCILWOMAN SANCHEZ:  Just 8 

      sales in the City.  So a company based in 9 

      New Jersey, Texas or China, they pay City 10 

      gross receipts? 11 

                MR. DUBOW:  Right. 12 

                COUNCILWOMAN SANCHEZ:  In our 13 

      discussions, have we looked at the trend 14 

      of the level of how many businesses pay 15 

      gross receipts but don't pay net income? 16 

      Do you know what that number is? 17 

                COMMISSIONER RICHARDSON:  I 18 

      couldn't tell you that number right now, 19 

      but we're looking at an analysis of that. 20 

                COUNCILWOMAN SANCHEZ:  Under 21 

      current law, if gross receipts is 22 

      eliminated and the net income remains, 23 

      would out-of-town companies with no 24 

      workers in Philadelphia owe any business25 
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      tax? 2 

                COMMISSIONER RICHARDSON: 3 

      Repeat your question again, please. 4 

                COUNCILWOMAN SANCHEZ:  Under 5 

      our current law, if gross receipts is 6 

      eliminated and net income tax remains, 7 

      would most out-of-town companies with no 8 

      workers in Philadelphia owe any business 9 

      taxes?  And I'm talking about the Coors, 10 

      I'm talking about the Buds, I'm talking 11 

      about multi-national companies who have 12 

      sales in the region and don't pay net 13 

      income. 14 

                (Witness approached witness 15 

      table.) 16 

                DEPUTY COMMISSIONER BRESLIN: 17 

      I'm Frank Breslin, Deputy Revenue 18 

      Commissioner. 19 

                A business would be subject to 20 

      the net income portion of the tax if they 21 

      had some physical presence in 22 

      Philadelphia. 23 

                COUNCILWOMAN SANCHEZ:  So to 24 

      clarify that point, so if you are a25 
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      business and we eliminate the gross 2 

      receipts and you don't have a physical 3 

      location in the City or an employee, you 4 

      would essentially pay no tax to the City 5 

      of Philadelphia? 6 

                DEPUTY COMMISSIONER BRESLIN: 7 

      Yes.  If you don't have any presence at 8 

      all in Philadelphia, you would not pay 9 

      the tax. 10 

                COUNCILWOMAN SANCHEZ:  Well, 11 

      you have presence because you have 12 

      activity. 13 

                DEPUTY COMMISSIONER BRESLIN: 14 

      If the only activity is the sale of goods 15 

      coming in and no other activity, then 16 

      there would be no business privilege tax. 17 

                COUNCILWOMAN SANCHEZ:  Okay. 18 

      And do you know about approximately how 19 

      many businesses like that exist, how many 20 

      different products and stuff we have in 21 

      the market that have no physical nexus to 22 

      Philadelphia? 23 

                DEPUTY COMMISSIONER BRESLIN:  I 24 

      don't know that number, no.25 
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                COUNCILWOMAN SANCHEZ:  But you 2 

      would agree with me that Coors and Bud 3 

      and all those folks most likely will not 4 

      pay any tax? 5 

                DEPUTY COMMISSIONER BRESLIN:  I 6 

      don't know their physical presence.  If 7 

      they have employees or property in 8 

      Philadelphia, then they would pay the 9 

      tax. 10 

                COUNCILWOMAN SANCHEZ:  And 11 

      that's an important point, because I 12 

      think a lot of this discussion has been 13 

      about what happens when you're a business 14 

      and you decide to have a physical and an 15 

      employee presence in the City of 16 

      Philadelphia.  I mean, that's the genesis 17 

      of this discussion, outside of the 18 

      numbers. 19 

                So if you're a 20 

      Philadelphia-based company and you sell 21 

      to the City of Philadelphia, what is your 22 

      net income liability? 23 

                DEPUTY COMMISSIONER BRESLIN: 24 

      I'm sorry.  Could you repeat that?25 
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                COUNCILWOMAN SANCHEZ:  If 2 

      you're a Philadelphia-based company and 3 

      you're selling to the City of 4 

      Philadelphia, what's your net income 5 

      liability?  What's your percentage of 6 

      your net income liability? 7 

                DEPUTY COMMISSIONER BRESLIN: 8 

      If you're a Philadelphia-based business 9 

      and you're selling only in Philadelphia? 10 

                COUNCILWOMAN SANCHEZ:  Right. 11 

                DEPUTY COMMISSIONER BRESLIN: 12 

      No sales outside of Philadelphia? 13 

                COUNCILWOMAN SANCHEZ:  Right. 14 

                DEPUTY COMMISSIONER BRESLIN: 15 

      Then you pay on all of your net income, 16 

      presuming that your property is all here, 17 

      your payroll is all here and your sales 18 

      are all here. 19 

                COUNCILWOMAN SANCHEZ:  And if 20 

      you're a Philadelphia-based business and 21 

      you're selling to Texas, what is your net 22 

      income liability? 23 

                DEPUTY COMMISSIONER BRESLIN: 24 

      You pay on your net income, but somewhere25 
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      less than 100 percent because of the 2 

      apportionment factors. 3 

                COUNCILWOMAN SANCHEZ:  Because 4 

      of the apportionment factor. 5 

                Let's talk a little bit -- we 6 

      had an accountant yesterday talk a little 7 

      bit about the types of activities that we 8 

      see particularly with these 9 

      non-Philadelphia-based businesses.  In 10 

      your estimation, because you work at 11 

      Revenue, how many of those businesses who 12 

      have no base in Philadelphia report out 13 

      their income?  When they're doing the 14 

      apportionment piece, how many of the 15 

      outside businesses do we have apportion a 16 

      large percentage of their sales outside 17 

      the City? 18 

                DEPUTY COMMISSIONER BRESLIN: 19 

      It'd really be impossible to answer that. 20 

      Most outside-of-Philadelphia businesses, 21 

      presumably all outside-of-Philadelphia 22 

      businesses apportion their net income, as 23 

      long as they're not selling 100 percent 24 

      into Philly and they'd still have25 
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      property outside. 2 

                COUNCILWOMAN SANCHEZ:  So it 3 

      would be fair to say that a large 4 

      percentage, maybe 90 percent, of the 5 

      businesses apportion most of their income 6 

      outside the City? 7 

                DEPUTY COMMISSIONER BRESLIN: 8 

      No.  That's the part that I can't answer. 9 

      I don't know -- they would apportion 10 

      their net income, but I couldn't estimate 11 

      what percentage they would apportion 12 

      outside.  There could be 13 

      outside-of-Philadelphia businesses who 14 

      sell a significant amount of product or 15 

      perform a significant amount of services 16 

      within the City. 17 

                COUNCILWOMAN SANCHEZ:  We've 18 

      talked a little bit about yesterday with 19 

      the accountant how people can set up an 20 

      office outside of the City and apportion 21 

      a fee to that, to the outside.  So they 22 

      could potentially have all their activity 23 

      here, but then they have this office that 24 

      they apportion a fee out.25 
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                In your discovery work, as you 2 

      guys seek out folks, do you see this 3 

      regularly? 4 

                DEPUTY COMMISSIONER BRESLIN: 5 

      We do see that.  I mean, it's not -- I 6 

      wouldn't say it's regularly, because of 7 

      the number of audits that we do, but we 8 

      do see that, yes. 9 

                COUNCILWOMAN SANCHEZ:  Of the 10 

      people that you audit, when you make a 11 

      decision to audit someone, to investigate 12 

      that, how many of the cases that you 13 

      audit, using that factor, end up being 14 

      true, that people are not apportioning 15 

      correctly? 16 

                DEPUTY COMMISSIONER BRESLIN:  I 17 

      couldn't answer that, because it is -- as 18 

      I think was testified to yesterday, it 19 

      can be a legitimate tax planning.  So 20 

      when we see it, if it's legitimate, it's 21 

      allowable. 22 

                COUNCILWOMAN SANCHEZ:  So we've 23 

      talked about people doing licensing fee. 24 

      One of the presentations yesterday was25 
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      from the Starr Restaurants, who have a 2 

      $128 million business, but they only make 3 

      a million dollars in the City.  Is that 4 

      normal? 5 

                DEPUTY COMMISSIONER BRESLIN: 6 

      Say that again.  I'm trying to run those 7 

      numbers in my -- 8 

                COUNCILWOMAN SANCHEZ:  Starr 9 

      Restaurants makes $128 million a year in 10 

      gross, but they only attribute or pay -- 11 

                MR. DUBOW:  So it would be 12 

      their revenues, you mean? 13 

                COUNCILWOMAN SANCHEZ:  Yes.  So 14 

      they're saying that their profitability 15 

      is about one percent.  Is that normal? 16 

                DEPUTY COMMISSIONER BRESLIN:  I 17 

      don't know if that's normal.  I mean, we 18 

      usually as part of an audit, we look to 19 

      industry standards, and the profit 20 

      percentages are going to vary from 21 

      industry to industry.  And, honestly, I 22 

      don't know those off the top of my head, 23 

      but we would go to a manual and look at 24 

      those.25 
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                COUNCILWOMAN SANCHEZ:  Okay. 2 

      Rob, I want to ask you a little bit about 3 

      the small businesses, because I think 4 

      that's one area of agreement that we have 5 

      in this proposal -- 6 

                MR. DUBOW:  I think so. 7 

                COUNCILWOMAN SANCHEZ:  -- 8 

      around helping the small businesses. 9 

                Based on your analysis, what 10 

      effect would this proposal have on 11 

      businesses with a million dollars in 12 

      receipts or less? 13 

                MR. DUBOW:  The analysis that 14 

      I've seen on it actually, I think, was 15 

      not ours but was an Econsult analysis, 16 

      but it showed a benefit under the bill of 17 

      about $20 million, and I think a large 18 

      part of that benefit comes from the 19 

      $100,000 exemption, which is one of the 20 

      reasons that we think that's something 21 

      that should be examined and maybe we 22 

      should pursue that, because we think that 23 

      provides a benefit to small businesses. 24 

                COUNCILWOMAN SANCHEZ:  So in25 
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      your estimation, because we keep talking 2 

      about winners and losers, since you 3 

      haven't done your own analysis on that, 4 

      you're relying on the numbers that 5 

      Econsult got from your office? 6 

                MR. DUBOW:  Got from analysis 7 

      they did based on data they got from us. 8 

                COUNCILWOMAN SANCHEZ:  Right. 9 

      So you would say for the most part 10 

      that -- would you say that most 11 

      businesses under a million dollars will 12 

      receive some sort of relief with this? 13 

                MR. DUBOW:  Let me find that 14 

      analysis again.  I think that's what the 15 

      analysis showed, and, again, I think 16 

      that's -- if you look at the numbers, we 17 

      think that a lot of that is because of 18 

      the $100,000 exemption, which is, again, 19 

      attractive to us. 20 

                COUNCILWOMAN SANCHEZ:  Of our 21 

      reliance of the, I think it's, $358 22 

      million in BPT, what number makes up the 23 

      net income side? 24 

                MR. DUBOW:  One second.25 
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                The net income side is most of 2 

      the total, but we don't have the exact 3 

      numbers. 4 

                COUNCILWOMAN SANCHEZ:  When we 5 

      talk about "most," is that -- 6 

                MR. DUBOW:  Maybe around 7 

      two-thirds. 8 

                COUNCILWOMAN SANCHEZ:  So 9 

      two-thirds of our business privilege tax 10 

      is net income? 11 

                MR. DUBOW:  You know, I 12 

      actually, if you give me a minute, I 13 

      think I can be more precise. 14 

                In the numbers that -- under 15 

      existing law, for 2008 it's about 270 16 

      million net income and about 90 million 17 

      gross receipts. 18 

                COUNCILWOMAN SANCHEZ:  And I 19 

      think it's fair to say that we've 20 

      established that most of the companies, 21 

      you have to be a Philadelphia company to 22 

      have a net income liability, right? 23 

                MR. DUBOW:  I don't think we've 24 

      established -- her question was whether25 
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      you have to be a Philadelphia company -- 2 

                COUNCILWOMAN SANCHEZ:  What 3 

      type of business activity do you need to 4 

      have in Philadelphia to have a net income 5 

      liability? 6 

                DEPUTY COMMISSIONER BRESLIN: 7 

      What would cause -- I'm sorry. 8 

                COUNCILWOMAN SANCHEZ:  What 9 

      type of business activity would you have 10 

      to have to have a net income liability? 11 

                DEPUTY COMMISSIONER BRESLIN: 12 

      You would have to have "nexus," is the 13 

      official term.  So you have to have a 14 

      connection to Philadelphia. 15 

                COUNCILWOMAN SANCHEZ:  Okay. 16 

      So our dependency -- two-thirds of our 17 

      dependency on business privilege tax is 18 

      net income.  In order for you to pay net 19 

      income, you have to have a physical nexus 20 

      in the City?  That's the point I wanted 21 

      to make. 22 

                DEPUTY COMMISSIONER BRESLIN: 23 

      Yes. 24 

                COUNCILWOMAN SANCHEZ:  Thank25 
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      you very much. 2 

                I'll pass it on, because I'm 3 

      sure I'll come back.  Thank you. 4 

                Thank you, Madam Chair. 5 

                COUNCILWOMAN TASCO:  The Chair 6 

      recognizes Councilman Goode. 7 

                COUNCILMAN GOODE:  Thank you, 8 

      Madam Chair. 9 

                My question is for Mr. Mullin 10 

      first. 11 

                MR. MULLIN:  Yes. 12 

                COUNCILMAN GOODE:  Good 13 

      afternoon, Mr. Mullin. 14 

                MR. MULLIN:  Good afternoon. 15 

                COUNCILMAN GOODE:  As you state 16 

      in your testimony, you were Commerce 17 

      Director in the mid '90s when the wage 18 

      tax cuts and gross receipts tax cuts 19 

      strategy was created; is that correct? 20 

                MR. MULLIN:  Correct. 21 

                COUNCILMAN GOODE:  And I know 22 

      that because I was actually your favorite 23 

      employee; is that correct? 24 

                MR. MULLIN:  That is correct,25 
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      too. 2 

                COUNCILMAN GOODE:  Good answer. 3 

                COUNCILMAN JONES:  Excuse me. 4 

      Point of information. 5 

                MR. MULLIN:  Didn't I have that 6 

      in my testimony? 7 

                COUNCILMAN JONES:  You had two 8 

      good employees.  Point of information. 9 

                COUNCILMAN GOODE:  The simple 10 

      question is, has that tax cut strategy 11 

      been successful?  And please describe in 12 

      detail your analysis of it. 13 

                MR. MULLIN:  Please describe in 14 

      detail your analysis? 15 

                COUNCILMAN GOODE:  The analysis 16 

      of how the wage tax cuts and gross 17 

      receipts tax cuts have worked since the 18 

      mid '90s. 19 

                MR. MULLIN:  Yes, I believe 20 

      they have been successful and -- 21 

                COUNCILMAN GOODE:  Can you 22 

      please describe in detail how you 23 

      think -- 24 

                MR. MULLIN:  It's the -- I25 
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      would say two things.  One on an 2 

      anecdotal side, I think it's been 3 

      popularly noted that the tax rate 4 

      reductions, I think, has been a factor in 5 

      business decision-making and location 6 

      here.  I also can think in the last ten 7 

      years, several -- takes place where we're 8 

      looking at econometric models to look at 9 

      what's happened to employment, what's 10 

      happened to aggregate activity, economic 11 

      activity, and tried to tie those -- not 12 

      just we at Econsult, but Bob Inman and 13 

      others -- tie those into causality from 14 

      the tax rate reductions. 15 

                COUNCILMAN GOODE:  So 16 

      notwithstanding the economic recession 17 

      and downturn, the strategy has worked? 18 

                MR. MULLIN:  I think so far 19 

      that I would say yes, and I think that we 20 

      have been structurally -- it's improved 21 

      the structure, the structural position of 22 

      Philadelphia. 23 

                COUNCILMAN GOODE:  Okay.  Let's 24 

      talk economic development shop.  When you25 
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      were Commerce Director, what did 2 

      non-Philadelphia-based businesses think 3 

      of the gross receipts cuts? 4 

                MR. MULLIN:  I'm sorry? 5 

                COUNCILMAN GOODE:  When you 6 

      were Commerce Director, what did 7 

      non-Philadelphia-based businesses think 8 

      of the gross receipts cuts? 9 

                MR. MULLIN:  I don't remember 10 

      too many -- I don't really remember too 11 

      much in terms of discussion by 12 

      non-Philadelphia-based businesses. 13 

                COUNCILMAN GOODE:  In terms of 14 

      business attraction, as the Commerce 15 

      Department attempted to attract 16 

      non-Philadelphia-based businesses, you 17 

      tried to sell the gross receipts tax 18 

      cuts; is that correct? 19 

                MR. MULLIN:  Yes. 20 

                COUNCILMAN GOODE:  And how did 21 

      they respond? 22 

                MR. MULLIN:  I think in general 23 

      favorably, but we were still on the sort 24 

      of, What else?  But I think -- I don't25 
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      think -- let me put it this way:  I don't 2 

      think anybody thought it was a bad thing. 3 

      I thought people thought it was a good 4 

      thing and continuing on that that was a 5 

      good thing, too. 6 

                COUNCILMAN GOODE:  But it was 7 

      attractive to them in terms of expanding 8 

      their business activity into 9 

      Philadelphia? 10 

                MR. MULLIN:  I can't recall 11 

      people specifically saying that, but it's 12 

      my impression that that was a positive. 13 

                COUNCILMAN GOODE:  Elimination 14 

      of the gross receipts portion of the BPT, 15 

      would that encourage national or 16 

      multi-national corporations to expand 17 

      their business activity within 18 

      Philadelphia? 19 

                MR. MULLIN:  Elimination -- I'm 20 

      sorry; elimination of the gross receipts? 21 

                COUNCILMAN GOODE:  Of the gross 22 

      receipts portion of the BPT, would that 23 

      encourage national or multi-national 24 

      corporations to expand their business25 
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      activity within Philadelphia? 2 

                MR. MULLIN:  On two fronts.  I 3 

      think the answer is not very much, on one 4 

      front.  If it's business activity, 5 

      meaning they want to locate operations 6 

      here, that -- 7 

                COUNCILMAN GOODE:  I'm not 8 

      talking about locating operations here. 9 

      I said expanding business activity. 10 

                MR. MULLIN:  Business activity? 11 

                COUNCILMAN GOODE:  If you 12 

      eliminate the gross receipts portion of 13 

      the business privilege tax, would 14 

      national or multi-national corporations 15 

      be encouraged to conduct more business 16 

      activity in Philadelphia? 17 

                MR. MULLIN:  If you're 18 

      referring to the part that's selling more 19 

      into Philadelphia, I don't -- I think 20 

      maybe a slight bit, but I don't think 21 

      that that would have much of a -- that 22 

      would move -- 23 

                COUNCILMAN GOODE:  I'm not just 24 

      talking about selling.  I'm talking about25 
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      business activity in general.  If you 2 

      have national or multi-national 3 

      corporations that are already 4 

      headquartered where they're 5 

      headquartered, it is not a wise 6 

      investment for them to necessarily change 7 

      their headquarters, particularly in this 8 

      economic climate.  If you move to 9 

      eliminate gross receipts tax, knowing 10 

      that they do business not just in 11 

      Philadelphia, not just in the region, 12 

      nationally, in some cases across the 13 

      world, I'm asking you what is the effect 14 

      of eliminating the gross receipts portion 15 

      of the BPT and would it not expand 16 

      business activity for national or 17 

      multi-national corporations? 18 

                MR. MULLIN:  I think it would 19 

      not have much of a positive impact on 20 

      multi-national corporations or large 21 

      corporations expanding their business 22 

      activity. 23 

                COUNCILMAN GOODE:  That wasn't 24 

      exactly the question.25 
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                MR. MULLIN:  It's -- 2 

                COUNCILMAN GOODE:  And I'm not 3 

      just looking for a yes or no. 4 

                MR. MULLIN:  Okay.  I would 5 

      think it would have a minimal impact. 6 

                COUNCILMAN GOODE:  Can you 7 

      quantify that? 8 

                MR. MULLIN:  No. 9 

                COUNCILMAN GOODE:  Okay. 10 

      Conversely, will this proposal compel 11 

      companies to relocate to Philadelphia? 12 

                MR. MULLIN:  Will this 13 

      proposal? 14 

                COUNCILMAN GOODE:  Yes. 15 

                MR. MULLIN:  To relocate or 16 

      locate? 17 

                COUNCILMAN GOODE:  Will it 18 

      compel companies to relocate to 19 

      Philadelphia? 20 

                MR. MULLIN:  Meaning move back 21 

      if they were out? 22 

                COUNCILMAN GOODE:  Yes. 23 

                MR. MULLIN:  I think some, yes. 24 

                COUNCILMAN GOODE:  The question25 
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      was, will it compel, is it an automatic 2 

      decision that you're going to move back 3 

      to Philadelphia because of this proposal? 4 

                MR. MULLIN:  I think -- 5 

                COUNCILMAN GOODE:  I'm about to 6 

      move to the yes or no question. 7 

                MR. MULLIN:  We moved off of 8 

      the yes/no now? 9 

                COUNCILMAN GOODE:  I'm about to 10 

      move into it.  The question was, does 11 

      this proposal compel people to relocate 12 

      their businesses to Philadelphia? 13 

                MR. MULLIN:  I think that there 14 

      would be some businesses that moved out 15 

      because of taxes that would seriously 16 

      consider moving back in. 17 

                COUNCILMAN GOODE:  That's not 18 

      what I asked, but I'm going to move 19 

      forward. 20 

                If it removes a disincentive, 21 

      does it actually create an incentive and 22 

      what is the incentive to create here? 23 

      What incentive is actually contained 24 

      within this proposal to relocate your25 
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      business to Philadelphia? 2 

                MR. MULLIN:  I think the 3 

      incentive is that you will not -- that if 4 

      you're profitable, you will not pay a 5 

      tax, differential tax, compared to being 6 

      profitable outside, and I think that's a 7 

      huge incentive. 8 

                COUNCILMAN GOODE:  Okay.  And 9 

      that incentive does not exist by 10 

      eliminating the gross receipts portion? 11 

                MR. MULLIN:  Far less.  I think 12 

      it's far less.  Gross receipts is far 13 

      less. 14 

                COUNCILMAN GOODE:  Could this 15 

      proposal cause companies or entire 16 

      industries negatively impacted by this to 17 

      halt their expansion of business activity 18 

      here? 19 

                MR. MULLIN:  I would find it 20 

      very hard to picture any businesses with 21 

      this proposal here or any industries that 22 

      would halt or cease their operations in 23 

      Philadelphia. 24 

                COUNCILMAN GOODE:  I said halt25 



 531

           12/1/10 - WHOLE - BILL 100635 1 

      their expansion. 2 

                MR. MULLIN:  Yeah.  I think -- 3 

      I would find it very hard to believe that 4 

      a case could be made for that. 5 

                COUNCILMAN GOODE:  Okay.  I'm 6 

      actually allowing you to go without yes 7 

      or no questions and allowing you to give 8 

      answers that are clearly opinion, if not 9 

      rosy opinion, because the questions I 10 

      will ask now are really a bit more 11 

      specific in terms of what this is really 12 

      about. 13 

                MR. MULLIN:  Right. 14 

                COUNCILMAN GOODE:  This is 15 

      really about whether this is possible. 16 

      Is it possible that we might not attract 17 

      new businesses into Philly under this 18 

      proposal and we might actually lose 19 

      business activity at the same time by 20 

      raising taxes and negatively impacting 21 

      those people impacted by this proposal? 22 

                MR. MULLIN:  Okay.  I think in 23 

      the first half, I would say, yes, it is 24 

      possible, because there's no guarantee in25 
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      the future.  On the second part, I think 2 

      that the probability of that happening is 3 

      very low. 4 

                COUNCILMAN GOODE:  We're moving 5 

      away from -- 6 

                MR. MULLIN:  Is it possible? 7 

                COUNCILMAN GOODE:  This is one 8 

      question I want to know.  Is it possible 9 

      under this proposal that we actually will 10 

      not attract new businesses into 11 

      Philadelphia and that we actually might 12 

      lose business activity because we're 13 

      raising taxes on certain industries? 14 

                The answer is, yes, it is 15 

      possible. 16 

                MR. MULLIN:  Yes.  If you're 17 

      talking about probability above zero, 18 

      yes. 19 

                COUNCILMAN GOODE:  What is the 20 

      probability based upon? 21 

                MR. MULLIN:  Well, there's 22 

      always stuff that can happen.  I think 23 

      that my view is that the first -- there 24 

      are a lot of factors that would lead to25 
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      the growth of the City here.  So I think 2 

      the first one has a higher probability. 3 

      The think the latter part, losing 4 

      businesses, has an extremely low 5 

      probability.  Possible?  Yes.  Extremely 6 

      low. 7 

                COUNCILMAN GOODE:  So it's 8 

      possible that we might not be able to 9 

      attract businesses or we might not have a 10 

      net gain in terms of business attraction 11 

      because we're raising taxes and choosing 12 

      to raise taxes on certain business 13 

      industries and that we might actually 14 

      lose business activity for the same 15 

      reason?  It is possible? 16 

                MR. MULLIN:  I think it's 17 

      always possible, but I think it's highly 18 

      improbable given this proposal, if you're 19 

      tying it to this proposal. 20 

                COUNCILMAN GOODE:  So, 21 

      honestly, aside from the fact that you 22 

      actually like this proposal, is it a 23 

      gamble? 24 

                MR. MULLIN:  Actually, that's25 
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      part of my -- I'll answer that by saying 2 

      I think everything is a gamble.  I think 3 

      it's less of a gamble than not doing it. 4 

                COUNCILMAN GOODE:  But is it a 5 

      gamble? 6 

                MR. MULLIN:  Yes. 7 

                COUNCILMAN GOODE:  Should we be 8 

      gambling in this economic environment? 9 

                MR. MULLIN:  Philadelphia is 10 

      one of the places I think on this planet 11 

      that should be gambling and should be 12 

      very, very, very bold. 13 

                COUNCILMAN GOODE:  So we should 14 

      be gambling in this economic environment? 15 

                MR. MULLIN:  We should be 16 

      gambling, with good odds. 17 

                COUNCILMAN GOODE:  Okay.  So 18 

      you obviously believe in this proposal, 19 

      but even if you believe in this proposal 20 

      and you talked about probability, even if 21 

      you think the proposal is right on paper 22 

      in terms of modeling, doesn't the timing 23 

      still suck? 24 

                MR. MULLIN:  Does the timing?25 
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                COUNCILMAN GOODE:  Doesn't the 2 

      timing still suck? 3 

                MR. MULLIN:  Actually, I think 4 

      the timing for this may well be an ideal 5 

      time, because we've heard a lot of people 6 

      saying let's start reducing taxes, 7 

      reducing taxes.  Everybody in this 8 

      building knows that that's going to be 9 

      very, very hard in this bad times now. 10 

      So looking at something where you can 11 

      phase something in where it could be 12 

      revenue neutral but still have a net 13 

      positive effect, this is exactly the time 14 

      that I would recommend a proposal like 15 

      this. 16 

                COUNCILMAN GOODE:  So it's a 17 

      good time to raise taxes? 18 

                MR. MULLIN:  It's a good time 19 

      to make the tax system more advantageous. 20 

                COUNCILMAN GOODE:  But it's a 21 

      good time to raise the gross receipts 22 

      tax; is that your testimony? 23 

                MR. MULLIN:  If that's just it, 24 

      I would say no, but if you're asking25 
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      about this proposal, I would say it's a 2 

      good time to make this swap, yes. 3 

                COUNCILMAN GOODE:  Let's go 4 

      back and let me ask this question:  Would 5 

      the strategy created in the mid '90s 6 

      continue to create economic progress when 7 

      the tax cuts are restored? 8 

                MR. MULLIN:  I think minimally 9 

      positive, yes. 10 

                COUNCILMAN GOODE:  Versus this 11 

      proposal. 12 

                MR. MULLIN:  Far less. 13 

                COUNCILMAN GOODE:  How do you 14 

      know? 15 

                MR. MULLIN:  Because of the 16 

      nature of the taxes. 17 

                COUNCILMAN GOODE:  How do you 18 

      know? 19 

                MR. MULLIN:  Nature of the 20 

      taxes and my 20, 30 years of being 21 

      involved in this, studying it, teaching 22 

      it, hanging out in it.  I don't know -- 23 

      none of us, by the way, can say exactly 24 

      what the numbers are, but --25 
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                COUNCILMAN GOODE:  But we know 2 

      the strategy has worked.  The first 3 

      question you answered was the strategy 4 

      has worked.  We know that the strategy 5 

      would continue to work to whatever extent 6 

      it would. 7 

                MR. MULLIN:  Right. 8 

                COUNCILMAN GOODE:  We actually 9 

      don't know how the tax shift would work. 10 

                MR. MULLIN:  Right. 11 

                COUNCILMAN GOODE:  Isn't that 12 

      true? 13 

                MR. MULLIN:  Well, we don't 14 

      know for certain. 15 

                COUNCILMAN GOODE:  But we do 16 

      know for certain that the existing 17 

      strategy has worked? 18 

                MR. MULLIN:  Correct. 19 

                COUNCILMAN GOODE:  Okay.  Let's 20 

      talk about revenue neutrality.  This is 21 

      my last question, because this is the 22 

      most troubling part of the testimony. 23 

                In your testimony, I think you 24 

      were right to say that we cannot25 
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      determine whether this proposal is 2 

      revenue neutral or not, because it has to 3 

      be budget based.  But also in your 4 

      proposal you actually go as far as to say 5 

      that in order to maintain the revenue 6 

      neutrality, all we have to do is keep 7 

      adjusting the rates.  Did you actually 8 

      mean that? 9 

                MR. MULLIN:  Yes. 10 

                COUNCILMAN GOODE:  You're 11 

      suggesting that we should change the 12 

      rates from year to year? 13 

                MR. MULLIN:  Yeah.  I actually 14 

      think that the rate changes will be 15 

      reductions, because as I noted in my 16 

      testimony, I think the net supply side 17 

      effect will be positive. 18 

                COUNCILMAN GOODE:  You believe 19 

      there will be reductions, but you don't 20 

      know? 21 

                MR. MULLIN:  Don't know, no. 22 

                COUNCILMAN GOODE:  So they 23 

      could fluctuate up and down?  Yes. 24 

                MR. MULLIN:  Yes.  I mean, I25 
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      don't know about up and down, but after 2 

      the first year, I don't think there would 3 

      be much changes. 4 

                COUNCILMAN GOODE:  If we focus 5 

      on revenue neutrality and it's budget 6 

      based, it has been adjusted on a 7 

      year-by-year basis, then the rates could 8 

      go up and down, and that's ridiculous. 9 

                MR. MULLIN:  I didn't hear the 10 

      last part. 11 

                COUNCILMAN GOODE:  That's 12 

      ridiculous to suggest that.  It's good 13 

      business tax reform policy.  Now, if you 14 

      want to say that it doesn't have to be 15 

      revenue neutral, fine, but if we're going 16 

      to sell this as revenue neutral and 17 

      accept the fact that revenue neutrality 18 

      is budget based, it means you have to 19 

      tinker with the rates, and it literally 20 

      means the rates could go up and down. 21 

                MR. MULLIN:  Right. 22 

                COUNCILMAN GOODE:  And that is 23 

      bad tax reform policy. 24 

                MR. MULLIN:  All else equal, if25 
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      you put the constraint on that you want 2 

      it revenue neutral, I think you suffer 3 

      with that, that's true. 4 

                COUNCILMAN GOODE:  And I think 5 

      we agree that that's not a smart 6 

      constraint to put on it -- 7 

                MR. MULLIN:  Well -- 8 

                COUNCILMAN GOODE:  -- if it 9 

      leads to rates going up and down? 10 

                See, you can't have it both 11 

      ways.  You can't sell it as being revenue 12 

      neutral without saying that the rates 13 

      might go up and down, which is bad 14 

      business tax reform policy. 15 

                MR. MULLIN:  My two comments 16 

      there is, I'm not necessarily arguing for 17 

      this for revenue neutrality on this.  I 18 

      know it's part of the story here, but I 19 

      think the tax -- the proposed swap, 20 

      revenue neutral or not, is a very -- 21 

      would be a very, very good thing for 22 

      Philadelphia.  I also think that the 23 

      changes after -- if you're phasing this 24 

      in, the changes each year would be25 
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      really, really, really small. 2 

                COUNCILMAN GOODE:  But that's 3 

      the point I want to raise, is that either 4 

      the aim is for it to be revenue neutral 5 

      or it is not, and both are bad. 6 

                MR. MULLIN:  Well -- 7 

                COUNCILMAN GOODE:  Because if 8 

      you want it to be revenue neutral, that 9 

      means the rates potentially go up and 10 

      down.  And if you don't want it to be 11 

      revenue neutral, this is the wrong time 12 

      to do it. 13 

                MR. MULLIN:  Well, I don't know 14 

      if -- I understand what you're saying, 15 

      but I'm not sure that the -- 16 

                COUNCILMAN GOODE:  You can't 17 

      have it both ways. 18 

                MR. MULLIN:  I'm not sure that 19 

      I weigh the rates going up and down as 20 

      much, because I think the rates going up 21 

      and down would be very small, and as I 22 

      noted before, I actually think that the 23 

      rate shifting will be reducing the rates 24 

      because the base will be growing faster25 
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      than we had anticipated. 2 

                COUNCILMAN GOODE:  "Could" be 3 

      growing faster. 4 

                MR. MULLIN:  Absolutely.  I 5 

      said "I think." 6 

                COUNCILMAN GOODE:  But if 7 

      there's a commitment to revenue 8 

      neutrality, the rates could go up and 9 

      down.  If there's not a commitment to 10 

      revenue neutrality, then it's fiscally 11 

      irresponsible.  It's one or the other. 12 

                MR. MULLIN:  I hear what you're 13 

      saying, but I don't agree with that being 14 

      fiscally irresponsible.  It's not 15 

      fiscally ideal, but I don't call it 16 

      irresponsible. 17 

                COUNCILMAN GOODE:  It's not 18 

      ideal. 19 

                Am I still your favorite former 20 

      employee? 21 

                MR. MULLIN:  Absolutely. 22 

      Somebody is shaking their head.  The 23 

      story, of course, is absolutely. 24 

                COUNCILMAN GOODE:  Thank you,25 
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      Mr. Mullin. 2 

                I have questions for Mr. Dubow. 3 

                MR. MULLIN:  Thanks. 4 

                COUNCILMAN GOODE:  Mr. Dubow, 5 

      does the Administration still support 6 

      elimination of the gross receipts portion 7 

      of the BPT? 8 

                MR. DUBOW:  Yes.  Is this yes 9 

      and no? 10 

                COUNCILMAN GOODE:  This is yes 11 

      and no.  It's more helpful. 12 

                So does the Administration, as 13 

      it stated, support the $100,000 exemption 14 

      which would create elimination of the 15 

      gross receipts for a majority of 16 

      Philadelphia businesses? 17 

                MR. DUBOW:  Can I do a little 18 

      more than yes or no on this? 19 

                COUNCILMAN GOODE:  Absolutely. 20 

                MR. DUBOW:  We support an 21 

      exemption.  A hundred thousand might be 22 

      the right number.  We'd like to kind of 23 

      try to figure out what the right level 24 

      is, but we support an exemption.25 
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                COUNCILMAN GOODE:  So will the 2 

      Administration adopt a policy of gross 3 

      receipts exemption as part of its 4 

      business tax reform strategy for the 5 

      future? 6 

                MR. DUBOW:  Yes. 7 

                COUNCILMAN GOODE:  Now, let me 8 

      get to the questions -- one more question 9 

      about that.  How much does the $100,000 10 

      exemption on gross receipts cost? 11 

                MR. DUBOW:  By itself, without 12 

      anything else in the bill, it's about $8 13 

      million. 14 

                COUNCILMAN GOODE:  About $8 15 

      million.  And so that's actually a 16 

      decision we may be able to make sooner 17 

      than later? 18 

                MR. DUBOW:  Correct. 19 

                COUNCILMAN GOODE:  Now, despite 20 

      the $100,000 exemption on gross receipts, 21 

      which I said before is the only reason 22 

      why I co-sponsored the bill, does this 23 

      bill raise taxes on any small businesses? 24 

                MR. DUBOW:  I would say that25 
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      there are likely businesses, small 2 

      businesses, that if they have -- and it 3 

      depends how you define small businesses, 4 

      but I think -- 5 

                COUNCILMAN GOODE:  I define 6 

      small businesses as annual gross receipts 7 

      of less than $1 million. 8 

                MR. DUBOW:  Yeah.  There would 9 

      be some firms that's under a million 10 

      dollars, depending on where their income 11 

      was and where their level of receipts 12 

      were, that could be losers under this 13 

      bill. 14 

                COUNCILMAN GOODE:  So the 15 

      benefit to small businesses will not be 16 

      only borne by large businesses; the 17 

      benefit to small businesses will also 18 

      become the burden of other small 19 

      businesses? 20 

                MR. DUBOW:  That's correct. 21 

                COUNCILMAN GOODE:  Despite the 22 

      $100,000 exemption on gross receipts, 23 

      does this bill raise taxes on any 24 

      Philadelphia businesses?25 
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                MR. DUBOW:  Yes. 2 

                COUNCILMAN GOODE:  So this tax 3 

      shift is not really about business size 4 

      or geography.  This is not really about 5 

      small businesses versus large businesses 6 

      or Philadelphia businesses versus 7 

      non-Philadelphia businesses.  The truth 8 

      of the matter is, the winners will 9 

      benefit on the backs of some small 10 

      businesses and the winners will benefit 11 

      on the backs of some Philadelphia 12 

      businesses based upon their industry type 13 

      and their profit margin; is that correct? 14 

                MR. DUBOW:  And their level of 15 

      receipts, yes. 16 

                COUNCILMAN GOODE:  Thank you. 17 

      So does this bill raise taxes on 18 

      labor-intensive industries? 19 

                MR. DUBOW:  Yes. 20 

                COUNCILMAN GOODE:  And for the 21 

      record, how many jobs do you think will 22 

      be lost? 23 

                MR. DUBOW:  There's no good 24 

      analysis of how many jobs would be gained25 
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      or lost through the bill.  There is an 2 

      analysis by Professor Inman that said 3 

      that the gross receipts change would cost 4 

      75,000 jobs, and that's obviously an 5 

      approximation.  So I think the kind of 6 

      underlying, if you want to call it, 7 

      gamble in the discussion that you had 8 

      before is that the net income reduction 9 

      will create more than 75,000 jobs, and we 10 

      haven't seen any evidence of that. 11 

                COUNCILMAN GOODE:  Okay.  Is 12 

      this bill currently revenue neutral? 13 

                MR. DUBOW:  It is not currently 14 

      revenue neutral. 15 

                COUNCILMAN GOODE:  And we've 16 

      redefined revenue neutral as being budget 17 

      based.  So in terms of your current 18 

      estimate on the best information you have 19 

      right now, what does the bill cost? 20 

                MR. DUBOW:  Compared to the 21 

      numbers in our Five-Year Plan -- 22 

                COUNCILMAN GOODE:  What does it 23 

      cost if implemented next year? 24 

                MR. DUBOW:  So next year you'd25 
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      have about a fifth of the reduction. 2 

      You'd still be going against the current 3 

      rates.  So against the current rates, the 4 

      full implementation would be about $23 5 

      million.  So a fifth of that would 6 

      probably be roughly about $4 million. 7 

                COUNCILMAN GOODE:  So to the 8 

      best of your knowledge and with the best 9 

      information you have right now, this 10 

      proposal costs $23 million in lost 11 

      revenue to the City and 75,000 jobs to 12 

      the City? 13 

                MR. DUBOW:  It would be $23 14 

      million by the fifth year if we weren't 15 

      changing rates.  The Five-Year Plan 16 

      assumes some rate change, which already 17 

      had some loss.  So against the Five-Year 18 

      Plan, it would be about 8 million in last 19 

      year, but you'd be losing money each year 20 

      as you got there, too. 21 

                COUNCILMAN GOODE:  So it loses 22 

      money, it loses jobs, to the best of your 23 

      knowledge? 24 

                MR. DUBOW:  Correct.25 
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                COUNCILMAN GOODE:  Thank you. 2 

                Thank you, Madam President. 3 

                COUNCIL PRESIDENT VERNA: 4 

      You're welcome. 5 

                The Chair recognizes Councilman 6 

      Jones. 7 

                COUNCILWOMAN TASCO:  Point of 8 

      information. 9 

                COUNCIL PRESIDENT VERNA:  Yes. 10 

      Excuse me, sir. 11 

                COUNCILWOMAN TASCO:  Could 12 

      Mr. Mullin state whether he agrees or 13 

      disagrees with Mr. Dubow on those 14 

      questions? 15 

                COUNCIL PRESIDENT VERNA: 16 

      Mr. Mullin? 17 

                MR. MULLIN:  I'm sorry? 18 

                COUNCILWOMAN TASCO:  The 19 

      questions that Councilman Goode asked 20 

      about the jobs and the cost, what's your 21 

      position on that? 22 

                MR. MULLIN:  Well, I would say 23 

      that on the terms of the cost, I think -- 24 

                COUNCILMAN GOODE:  Point of25 
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      information. 2 

                COUNCILMAN JONES:  We got 3 

      lights. 4 

                COUNCILWOMAN SANCHEZ:  There's 5 

      a point of information. 6 

                COUNCILMAN GOODE:  Point of 7 

      information.  I actually just wanted to 8 

      clarify my question since you want him to 9 

      respond to the question.  So I want to 10 

      clarify the question and ask the same 11 

      question I asked Mr. Dubow. 12 

                COUNCILWOMAN TASCO:  Would you 13 

      do that? 14 

                COUNCILMAN GOODE:  And so the 15 

      question is, in terms of the best 16 

      information you have now, the most 17 

      up-to-date information, in terms of how 18 

      the bill is currently constructed now, 19 

      without amendments, is the bill revenue 20 

      neutral or does it cost money, and is 21 

      there any projection for job loss? 22 

                MR. MULLIN:  How do I feel? 23 

      What do I think of that based on the 24 

      latest?  I think that it is25 
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      effectively -- 2 

                COUNCILMAN GOODE:  We are 3 

      actually asking what data do you have and 4 

      what does the data say about actual -- 5 

      not interpretation of data, but actual 6 

      data.  What does the data say in terms of 7 

      whether this -- actually, I'm going to 8 

      use your word now -- possibly, whether 9 

      this bill possibly loses money and jobs? 10 

                MR. MULLIN:  I think it's 11 

      possible, yes.  I think it's highly 12 

      unlikely.  Our estimates are that it's 13 

      revenue neutral based on 2008 there, but 14 

      there's possible swing.  And I think the 15 

      estimates that we've both done, I think, 16 

      are reasonable and I think that the 17 

      Administration's numbers are reasonable. 18 

      That $4 million a year phasing in, I 19 

      agree wholeheartedly with Rob that that's 20 

      a number there.  My view, though, is that 21 

      the net, as I said before, that the net 22 

      supply side effect will be positive.  I 23 

      do not believe -- 24 

                COUNCILMAN GOODE:  But you have25 
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      no proof of that. 2 

                MR. MULLIN:  No. 3 

                COUNCILMAN GOODE:  So the 4 

      actual cost -- there is an actual cost -- 5 

                MR. MULLIN:  Right, in that 6 

      particular case. 7 

                COUNCILMAN GOODE:  -- without 8 

      any growth? 9 

                You can estimate that there 10 

      might be growth.  You can project there 11 

      might be growth.  You can assume there 12 

      might be growth, but without growth and 13 

      without immediate growth, there's a cost. 14 

                MR. MULLIN:  Right.  And what 15 

      I'm saying is, assuming no growth and 16 

      without any growth at all, our estimates 17 

      were that it would be revenue neutral 18 

      based on 2008.  I, though, can see that 19 

      it's very possible and I think the 20 

      estimates that -- the lower estimates of 21 

      the $20 million is very reasonable too 22 

      looking out forward there, because our 23 

      estimates that it's revenue neutral is 24 

      not based on positive supply -- net25 
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      supply side effect there.  It's based 2 

      on -- the difference with our two -- it's 3 

      roughly $10 million difference.  We think 4 

      that the net profits tax will be $10 5 

      million higher than the Administration, 6 

      and we also think the impact of the 7 

      alternatives for manufacturing, retailers 8 

      and wholesalers will be slightly less -- 9 

      $10 million less than the Administration 10 

      thinks.  Both, I think, are very 11 

      reasonable. 12 

                I do not buy at all the $75,000 13 

      number for gross receipts alone.  I think 14 

      that the number would be positive, but I 15 

      have great concerns about that.  And Bob 16 

      Inman was my thesis advisor.  He's one of 17 

      the two people that got me in this world, 18 

      and I love him forever on that.  I 19 

      disagree with his estimates on that 20 

      there, but as was noted yesterday, those 21 

      numbers assume no positive effect 22 

      whatsoever. 23 

                So is it possible there would 24 

      be job loss?  Yes, it is possible.  I25 
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      think highly unlikely. 2 

                COUNCILMAN GOODE:  Okay.  I'm 3 

      going to quickly concede that there's no 4 

      need to debate anymore, at least from my 5 

      part.  Even if the numbers were close 6 

      enough, which they're not, they still 7 

      would be interpreted differently.  And so 8 

      clearly the question is whether we want 9 

      to take a gamble or not from moving from 10 

      a proven strategy to something that is 11 

      not proven yet in times of economic 12 

      downturn. 13 

                I think that there's some good 14 

      things that we can do that the 15 

      Administration has committed to in terms 16 

      of $100,000 exemption.  I think we should 17 

      continue discussion on this, but, of 18 

      course, as I said before, I'm not 19 

      prepared to vote for this as is, because 20 

      I've done my own analysis of it, weighed 21 

      both sides of it, and obviously am 22 

      somewhere in the middle, but closer to 23 

      the projection that I'm pretty certain 24 

      the bill costs money and the bill costs25 
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      jobs in the short term, and I'd be 2 

      willing to bet anything on that. 3 

                Thank you, Madam President. 4 

                COUNCIL PRESIDENT VERNA:  Thank 5 

      you. 6 

                The Chair recognizes Councilman 7 

      Jones. 8 

                COUNCILMAN JONES:  Thank you, 9 

      Madam President. 10 

                Steve, without a doubt, I am 11 

      your favorite employee after these 12 

      comments today. 13 

                MR. MULLIN:  I've listed you as 14 

      a former colleague. 15 

                COUNCILMAN JONES:  Well, I have 16 

      a couple of questions.  And I truly 17 

      respect the people at this table.  I want 18 

      everyone to know that.  I believe 19 

      sometimes we can disagree, but I think 20 

      this kind of discourse has proven one 21 

      thing for sure for me, that tax reform 22 

      and the debate about it is here to stay, 23 

      no matter what the outcome, and I want to 24 

      see if I can get both of you to agree on25 
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      one thing.  Is there a need for tax 2 

      reform? 3 

                MR. DUBOW:  I would clearly 4 

      agree on that. 5 

                COUNCILMAN JONES:  Yes.  We 6 

      agree on that? 7 

                MR. MULLIN:  Yes. 8 

                COUNCILMAN JONES:  And do we 9 

      agree at least on the $100,000 exemption 10 

      is good for Philadelphia? 11 

                MR. DUBOW:  We agree an 12 

      exemption is good. 13 

                COUNCILMAN JONES:  You agree on 14 

      that? 15 

                MR. DUBOW:  Yeah.  I think it's 16 

      just the dollar amount.  It may be 17 

      $100,000.  It may be the right amount, it 18 

      may not, but we agree that an 19 

      exemption -- 20 

                COUNCILMAN JONES:  Is that a 21 

      nod from all parties at the table or are 22 

      some people -- 23 

                COMMISSIONER RICHARDSON:  We 24 

      agree.25 
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                COUNCILMAN JONES:  You do? 2 

                COMMISSIONER RICHARDSON:  Yeah. 3 

                COUNCILMAN JONES:  So we 4 

      have -- is that Commerce Department as 5 

      well? 6 

                MR. DOW:  Yes. 7 

                COUNCILMAN JONES:  So we have 8 

      agreement on that. 9 

                Is that enough for, no matter 10 

      what the outcome of this legislation, 11 

      that we will be at the table to kind of 12 

      bring this forward or are our heels dug 13 

      in to our original positions to the point 14 

      where we're just not going to acknowledge 15 

      that good ideas germinate from all kinds 16 

      of places? 17 

                MR. DUBOW:  I think that's a 18 

      really good idea that did not come from 19 

      the Administration and that we support. 20 

                COUNCILMAN JONES:  That's 21 

      agreed across the board?  Because all of 22 

      you have a role in this, particularly the 23 

      small business portion, because they're 24 

      projected, some of them, as winners and25 
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      losers no matter how we do that. 2 

                So we agree that that will 3 

      happen no matter what?  I'm 4 

      specifically -- 5 

                MR. DUBOW:  I'm not sure why it 6 

      wouldn't. 7 

                COUNCILMAN JONES:  -- looking 8 

      at you, Mr. Dow.  I see three yes's.  Is 9 

      that a yes? 10 

                MR. DOW:  (Shakes head in the 11 

      affirmative.) 12 

                COUNCILMAN JONES:  So that's 13 

      unanimous.  Okay. 14 

                Can we go to the winners and 15 

      losers list?  Which I hate.  I really 16 

      hate the idea of winners and losers even 17 

      if a shift does impact you one way or 18 

      another.  I think once we started 19 

      labeling that, I mean, we were going down 20 

      a bad course. 21 

                But do you agree at least on 22 

      who is affected one way or another?  Do 23 

      both of my experts both agree on that 24 

      list or is there some deviation?  You had25 
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      a list of analysis of winners and losers. 2 

                MR. DUBOW:  You're talking 3 

      about this list that shows by industry 4 

      who would pay more taxes and who would 5 

      pay less taxes? 6 

                COUNCILMAN JONES:  Yes.  Is 7 

      that an agreed list or is there some 8 

      deviation there? 9 

                MR. DUBOW:  I think the only 10 

      place where there may be deviation is 11 

      because of the -- I think the only place 12 

      where there may be disagreement -- or 13 

      it's actually not even disagreement, it's 14 

      just not understanding yet -- is if the 15 

      amendment on the construction industry 16 

      goes in, what impact -- 17 

                COUNCILMAN JONES:  I think 18 

      that's a given by the sponsors of the 19 

      bill that that would be something that's 20 

      going to be amended. 21 

                MR. DUBOW:  Right.  So we're 22 

      not sure exactly what impact -- 23 

                COUNCILWOMAN SANCHEZ:  Point of 24 

      information.25 
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                COUNCIL PRESIDENT VERNA:  The 2 

      Chair recognizes Councilwoman Sanchez for 3 

      a point of information. 4 

                COUNCILWOMAN SANCHEZ:  I just 5 

      want to clarify with or without this 6 

      bill, it's a pyramid problem that I think 7 

      the Administration recognizes needs to be 8 

      corrected anyway, and it's an important 9 

      piece. 10 

                COUNCILMAN JONES:  Is that 11 

      unanimous agreement on that? 12 

                MR. DUBOW:  There is a pyramid 13 

      problem.  We do need to figure out how to 14 

      address it. 15 

                COUNCILMAN JONES:  Well, we're 16 

      getting somewhere today. 17 

                MR. DUBOW:  You know, I should 18 

      comment on that, and I think the sponsors 19 

      agree.  I think we've actually agreed on 20 

      a lot of things over time and kind of 21 

      worked well together. 22 

                COUNCILMAN JONES:  You couldn't 23 

      tell by me.  I mean, really, I've been 24 

      sitting through this for quite some time.25 
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      The agreement part is about this long in 2 

      the testimony and then the disagreement 3 

      is probably -- 4 

                MR. DUBOW:  Well, the 5 

      disagreement part is about the impact on 6 

      the economy, so that's pretty important. 7 

                COUNCILMAN JONES:  Okay.  We'll 8 

      agree on that. 9 

                You stated in your testimony 10 

      that there was no reliable data that 11 

      could project job impact one way or 12 

      another by this bill; is that correct? 13 

                MR. DUBOW:  The net impact of 14 

      the two changes, that's right. 15 

                COUNCILMAN JONES:  Do you agree 16 

      with that, Mr. Mullin? 17 

                MR. MULLIN:  Yes. 18 

                COUNCILMAN JONES:  So we agree 19 

      we don't know if it's going to have a 20 

      negative or a positive job impact.  And 21 

      so the uncertainties, if I understood my 22 

      colleague, is what is in question. 23 

                MR. DUBOW:  Can I put a little 24 

      more beef to that?25 
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                COUNCILMAN JONES:  I don't mind 2 

      yes and no's and you elaborate with me. 3 

                MR. DUBOW:  And I think that 4 

      Mr. Mullin would agree with this.  I 5 

      think that we probably both agree that 6 

      reducing the net income side will have a 7 

      positive effect -- would have a positive 8 

      effect on the economy and on jobs, and 9 

      that increasing the gross receipts side 10 

      would have a negative impact on the 11 

      economy and on jobs, and where the 12 

      disagreement is is what the netting of 13 

      that is. 14 

                COUNCILMAN JONES:  All right. 15 

      That's fair.  Can you elaborate -- 16 

                MR. DUBOW:  We are both about 17 

      to lawyer up for our answers. 18 

                COUNCILMAN JONES:  Okay.  No 19 

      problem. 20 

                If I understood your testimony 21 

      correctly, that of the top 20 cities, 22 

      we're still one of the only ones who uses 23 

      a gross receipt tax method? 24 

                MR. DUBOW:  I think that both25 
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      forms of tax, gross receipts and net 2 

      income, are rare for large cities. 3 

                COUNCILMAN JONES:  Why is that? 4 

      Elaborate on that. 5 

                MR. DUBOW:  What typically 6 

      happens is, large cities get at 7 

      businesses through the property tax, and 8 

      they can differentiate their tax rates 9 

      for businesses and residents.  Because of 10 

      the Uniformity Clause and the state 11 

      Constitution, we can't do that.  So 12 

      that's one of the problems with our tax 13 

      structure that we would need help from 14 

      the state to correct.  And I think if you 15 

      look at what every group that studied 16 

      taxes over time has said is that over 17 

      time we should move more towards property 18 

      tax, but because of the way the state 19 

      system is set up, it's very hard to do 20 

      that. 21 

                COUNCILMAN JONES:  So the 22 

      75,000 job losses are nebulous.  Somebody 23 

      pulled that -- although they are the 24 

      professorship, that might not be as25 



 564

           12/1/10 - WHOLE - BILL 100635 1 

      accurate or predictable?  You gentlemen 2 

      agree that that's not as predictable as 3 

      one might -- 4 

                MR. DUBOW:  I think even 5 

      Professor Inman would say he wouldn't 6 

      want you to use that as an exact number, 7 

      but I think he would also say that it's a 8 

      good indicator of kind of the scale of 9 

      what you would see, that there would be 10 

      significant job loss from increasing the 11 

      gross receipts and that that's a big 12 

      problem. 13 

                COUNCILMAN JONES:  Let me ask 14 

      this, and, again, I want to preempt this 15 

      with all jobs are important to the people 16 

      who have them, and I'm going to say that. 17 

      If you are in that job, it is very 18 

      important to you and your family and 19 

      important to us as a city who derives tax 20 

      revenues from it.  But under economic 21 

      theory, in almost an animal farm fashion, 22 

      are some jobs more equal than others by 23 

      way of -- manufacturing jobs actually 24 

      create service sector jobs; is that true?25 
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      Both of you have been professors. 2 

                MR. MULLIN:  I think it's 3 

      manufacturing activities, service 4 

      activities, different types of activities 5 

      generate demand for other businesses 6 

      there, but one of the big things to 7 

      remember too is that paying people 8 

      wherever they're working generates demand 9 

      for a lot of the stuff that we've heard 10 

      people talk about too, grocery shopping 11 

      and neighborhood services. 12 

                COUNCILMAN JONES:  So if I 13 

      manufacture product in China, that's 14 

      going to generate other services where? 15 

      In China.  Or do you say -- 16 

                MR. MULLIN:  If you're taking a 17 

      profit back and you live where you live 18 

      and you're taking a profit, that will 19 

      actually generate some demand for 20 

      services from you spending. 21 

                COUNCILMAN JONES:  So to some 22 

      degree, it is better to create those 23 

      kinds of opportunities in Philadelphia or 24 

      in the region at least so that some of25 



 566

           12/1/10 - WHOLE - BILL 100635 1 

      that synergy gets generated local? 2 

                MR. MULLIN:  I agree 3 

      wholeheartedly. 4 

                MR. DUBOW:  I guess I kind of 5 

      would say that I'm not here to argue in 6 

      favor of the net income tax, but my 7 

      concern is what happens when you 8 

      quadruple the gross receipts tax.  So I'm 9 

      not going to try to defend the net income 10 

      tax. 11 

                COUNCILMAN JONES:  I just want 12 

      on the record -- some things are on the 13 

      record because they need to be on the 14 

      record, and I just want to establish that 15 

      we agree that Philadelphia first, not to 16 

      violate any interstate commerce laws or 17 

      anything like that, but it is truly 18 

      better to get a business that is 19 

      employing people here, creating synergy 20 

      and other jobs and other sectors here 21 

      than to do it somewhere else, and I think 22 

      those are important goals as we start to 23 

      bring forth the issue of tax reform. 24 

                And then, finally, my comment25 
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      is that the only real loser is the people 2 

      paying the wage tax here at the rate that 3 

      they're paying it, and we're not 4 

      really -- and I said this before and I'm 5 

      saying it again today, is that I do need 6 

      more analysis of what the job creation 7 

      impacts are.  And that's the most 8 

      important single thing to me, because 9 

      with that, everything else takes care of 10 

      itself.  And so I don't know who we need 11 

      to try to figure that out, but as this 12 

      debate goes on for reform, I'd like a 13 

      little more impact analysis on that. 14 

                All right?  I love all of the 15 

      jobs.  I'm going to say it again.  I love 16 

      every job that we ever created from 17 

      whatever sector, but I do think Philly 18 

      first is where I'm going to always come 19 

      down on on job creation.  I spent my 20 

      adult life generating jobs, tax ratables 21 

      for this city, and I think that no matter 22 

      what happens today, this is something 23 

      that needs to be progressed further than 24 

      just some of the attitudes and hardened25 
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      positions that have been developed, and 2 

      I'm looking for all of us to come 3 

      together and kind of do what's right for 4 

      the region and the City. 5 

                MR. DUBOW:  And I think another 6 

      thing we agree on, that one of the 7 

      difficulties in looking at the impact to 8 

      this bill, at the jobs impact of the 9 

      bill, is the lack of kind of good data on 10 

      what changing the net income rate would 11 

      mean.  We would, I think, both love to be 12 

      able to tell you that's what it means or 13 

      here's kind of an indication of what it 14 

      means, but that data is just not there. 15 

                COUNCILMAN JONES:  And I just 16 

      want to say, Steve, the only reason 17 

      Wilson went on the line of questioning he 18 

      did is, all of those staff meetings we 19 

      sat in together where you asked our 20 

      opinion and really didn't want it, well, 21 

      the reverse happened. 22 

                Thank you, Madam Chair. 23 

                COUNCILWOMAN TASCO:  The Chair 24 

      recognizes Councilwoman Sanchez.25 
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                COUNCILWOMAN SANCHEZ:  I just 2 

      want to take this opportunity to make 3 

      this point.  It is going to be very 4 

      subjective to come up with an employment 5 

      analysis as requested because of what 6 

      both Rob and Steve have said, the lack of 7 

      jurisdictions comparable to ours that 8 

      have both of these taxes. 9 

                So I don't want to set up a 10 

      false expectation about our ability to 11 

      create a matrix that doesn't exist or may 12 

      not exist because there's not apples to 13 

      apples, and that that will be pretty 14 

      subjective.  And I think both -- as we've 15 

      gone back and forth, it will always weigh 16 

      in on what we believe the market shift 17 

      and the behavior would be.  But I don't 18 

      want to set up a false expectation, 19 

      because no matter how long we have this 20 

      conversation, it's going to be almost 21 

      impossible to gather. 22 

                MR. DUBOW:  That's actually 23 

      what I was trying to say, but you said it 24 

      much better.  Thank you.25 
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                COUNCILWOMAN SANCHEZ:  See, we 2 

      all can agree. 3 

                MR. DUBOW:  It's a great thing. 4 

                COUNCILWOMAN TASCO:  I just 5 

      have a question in terms of who benefits 6 

      and who might not benefit instead of 7 

      saying winners and losers.  The whole 8 

      field of technology, would they be 9 

      winners or would they be losers in terms 10 

      of -- we're talking about this bill 11 

      benefiting manufacturing and retailers. 12 

      Where does the field of technology, which 13 

      is now the going employment market in 14 

      this country, where do they fall? 15 

                MR. MULLIN:  Councilwoman, my 16 

      response to that is if we are talking 17 

      about sort of growing firms, technology 18 

      firms, in either start-ups or ones that 19 

      are in sort of the earliest phases, it's 20 

      my belief that this bill would be 21 

      extremely helpful to them, because they 22 

      are exactly the businesses that you lose 23 

      money early on and you gain -- and you 24 

      always forecast that you're going to be25 
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      earning profits afterwards or else you 2 

      wouldn't be in the business there, and 3 

      those are the ones that will be looking 4 

      and saying, When we get up on our feet, 5 

      start making money, that's oftentimes 6 

      when they say, Okay, now it's time to 7 

      exit the City, and I think this would 8 

      decrease the reason to do that. 9 

                MR. DUBOW:  The Revenue 10 

      Department analysis shows that the 11 

      computer services would see their tax 12 

      liability increase by roughly $600,000. 13 

      Telecommunications would see their 14 

      liability go up by about 1.3 million.  So 15 

      those two portions of the industry would 16 

      see their liability going up.  Management 17 

      and technical consulting, which may also 18 

      include similar types of technology, you 19 

      would see their liability go down by 20 

      about 1.3.  So it's kind of mixed.  And, 21 

      again, within those industries, that will 22 

      vary by business too, by firm. 23 

                COUNCILWOMAN TASCO:  Okay.  The 24 

      Chair recognizes Councilman Greenlee.25 
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                COUNCILMAN GREENLEE:  Thank 2 

      you, Madam Chair. 3 

                Just two quick things.  First, 4 

      Mr. Dubow, just generally, I know towards 5 

      the end of your testimony you talk about 6 

      additional concerns, and I know through 7 

      your testimony you talked about some of 8 

      the specific concerns you have about the 9 

      bill, but you say another major concern 10 

      for the Administration is the businesses 11 

      will see the tax structures unpredictable 12 

      and subject to change.  I guess in 13 

      fairness, is that really a reason to be 14 

      against the bill, though, that it's a 15 

      change?  Because we heard a lot of people 16 

      yesterday say they don't like the way 17 

      things are going now. 18 

                MR. DUBOW:  Right.  And I'm 19 

      actually not -- I'm glad you asked that, 20 

      because the fact that changing the 21 

      business structure, business tax 22 

      structure, in itself is not a bad thing. 23 

      It could be a really good thing.  What 24 

      worries us about it is that so many25 
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      people we contacted last week didn't know 2 

      this was happening, and having the tax 3 

      change happen at a time when people 4 

      aren't really aware of the debate is 5 

      something that we think is a concern. 6 

                So we think changing the tax 7 

      structure makes sense.  There just needs 8 

      to be kind of a process that we make sure 9 

      is inclusive. 10 

                COUNCILMAN GREENLEE:  So your 11 

      concern is more the awareness than just 12 

      the change in and of itself? 13 

                MR. DUBOW:  Yes. 14 

                COUNCILMAN GREENLEE:  All 15 

      right.  Thanks. 16 

                And, Mr. Mullin, just on -- I 17 

      know we've kicked around the whole job 18 

      impact thing, and Councilwoman Sanchez is 19 

      right, we'll probably never necessarily 20 

      get exactly what numbers we're at or who 21 

      will be impacted exactly, but I know it 22 

      was talked about a lot yesterday -- I 23 

      know you were here -- about that some of 24 

      the companies, corporations that will be,25 
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      quote/unquote, losers -- and I don't like 2 

      that term either -- but employ a lot of 3 

      blue-collar, maybe just high school 4 

      educated people, that they will -- they 5 

      could really be negatively impacted, that 6 

      type of -- and they're Philadelphians. 7 

      Example, the hotels, and I'm not saying 8 

      their numbers are right, but they threw 9 

      out 85 percent of their employees are 10 

      Philadelphians.  A lot of them are lower 11 

      educated, that kind of thing. 12 

                Have you looked at that 13 

      specifically?  Do you have a comment on 14 

      that? 15 

                MR. MULLIN:  With the latter, 16 

      yeah, I do have a comment.  Looking at it 17 

      specifically, those are the types of 18 

      firms that I was mentioning.  The 19 

      industries that we've been talking about, 20 

      the types of firms we've been talking 21 

      about, their fortunes are going to be 22 

      determined by demand, not by a very small 23 

      increase in their cost.  They've got all 24 

      kinds of cost factors, all these25 
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      businesses are in.  They're trying their 2 

      darnedest to compete and compete 3 

      aggressively here in this market.  By the 4 

      way, that's a good thing for Philadelphia 5 

      citizens, that they're doing that, both 6 

      inside and outside here.  But the 7 

      salvation for these businesses or their 8 

      growth is going to ultimately be 9 

      determined by demand.  And you'll hear 10 

      all these industries say, We need jobs, 11 

      jobs, jobs.  We need businesses, 12 

      businesses, businesses.  That's the 13 

      reason why I think this proposal stands 14 

      the best possible -- the best possible 15 

      thing that will lead to -- given -- 16 

      there's a lot of other things you could 17 

      do, but the best possible thing, given 18 

      the constraints and everything like that, 19 

      to generate demand.  I would really find 20 

      it very hard to believe that you would 21 

      find any type of significant employment 22 

      reduction, any type of -- Councilman 23 

      Goode was talking about expansions, the 24 

      hotel industry with expansions and things25 



 576

           12/1/10 - WHOLE - BILL 100635 1 

      like that.  What's going to drive the 2 

      hotel industry expansion is demand 3 

      based -- 4 

                COUNCILMAN GOODE:  Point of 5 

      information. 6 

                COUNCILWOMAN TASCO:  Councilman 7 

      Goode. 8 

                COUNCILMAN GOODE:  What drives 9 

      demand? 10 

                MR. MULLIN:  Income. 11 

                COUNCILMAN GOODE:  And income 12 

      comes from a combination of cost and 13 

      competitiveness? 14 

                MR. MULLIN:  Correct. 15 

                COUNCILMAN GOODE:  So if you 16 

      raise costs through taxes and compromise 17 

      competitiveness, that impacts demand as 18 

      well; is that not true? 19 

                MR. MULLIN:  Yes. 20 

                COUNCILMAN GOODE:  Okay.  The 21 

      demand is not some isolated thing in 22 

      terms of whether people still want to 23 

      come to hotels and book conventions, 24 

      things of that sort.  It's based upon25 
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      pricing and competitiveness and by taxing 2 

      industry, and by deciding to quadruple 3 

      the tax on an industry affects demand. 4 

                MR. MULLIN:  Right.  And my 5 

      point is, the tax rates that we're 6 

      talking about here are extremely small 7 

      and would not influence the supply curve 8 

      at all. 9 

                COUNCILMAN GOODE:  Whether an 10 

      industry loses jobs is based upon demand, 11 

      but demand is affected by costs and 12 

      competitiveness and impacted by 13 

      quadrupling of the gross receipts tax. 14 

                MR. MULLIN:  Actually, they're 15 

      both -- those are two independent -- 16 

      supply and demand are completely 17 

      independent.  Where they meet is what 18 

      happens, and I'm talking about shifting 19 

      the demand curve to the right. 20 

                COUNCILMAN GOODE:  But the 21 

      competitiveness -- what it comes down to 22 

      is, the income is based upon whether 23 

      people want to come here to conventions, 24 

      whether people think this is a good place25 



 578

           12/1/10 - WHOLE - BILL 100635 1 

      to come to conventions, whether we can 2 

      build the hotel rooms, and 3 

      competitiveness has a lot to do with a 4 

      decision to quadruple the gross receipts 5 

      tax and actually raise taxes on that 6 

      industry.  Demand is not completely 7 

      separate and isolated from that. 8 

                MR. MULLIN:  I'll agree with 9 

      one thing.  I'll note, I do agree that 10 

      that is a factor.  I think it's an 11 

      extremely small factor.  I think the big 12 

      picture here factor for hotel expansion 13 

      will be the state of the financing 14 

      industry.  When everybody is ready to 15 

      pour money back into the hotel world, I 16 

      think the Convention Center expansion, I 17 

      think the efforts of the City, the 18 

      Administration and Council here will be 19 

      very, very positive in that, and I 20 

      think -- I see a very positive outlook 21 

      for the hotel and tourism industry. 22 

                COUNCILMAN GREENLEE:  And I 23 

      just used hotel as an example.  I think 24 

      there's other -- the bigger companies25 
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      that would have their -- be affected by 2 

      the increase in gross receipts.  I was 3 

      just using the hotels because they gave 4 

      an example of their type of employee. 5 

                So you -- not trying to put 6 

      words in your mouth, but you think that 7 

      that impact is exaggerated?  Would that 8 

      be a fair way to say it? 9 

                MR. MULLIN:  Well, it was said 10 

      about one percent.  I think that the 11 

      impact, which is effectively less than 12 

      three-tenths or four-tenths of a percent 13 

      of revenues, is a very, very small factor 14 

      and would be swamped by the demand impact 15 

      of greater income. 16 

                COUNCILMAN GREENLEE: 17 

      Mr. Dubow, could I just ask your opinion 18 

      on that? 19 

                MR. DUBOW:  Sure.  What we've 20 

      heard from businesses is that they look 21 

      at how much their costs will go up.  So 22 

      even if $300,000 winds up being a small 23 

      percent of their overall revenue, they 24 

      still have that cost and they'll still25 
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      look for ways to offset it, and one of 2 

      the ways they may offset it is by hiring 3 

      fewer people. 4 

                COUNCILMAN GREENLEE:  So as 5 

      Councilman Jones was looking for 6 

      agreement, this is certainly one place 7 

      where you disagree, right? 8 

                MR. DUBOW:  Right.  This is the 9 

      impact on the economy part where we don't 10 

      agree. 11 

                COUNCILMAN GREENLEE:  All 12 

      right.  Thank you. 13 

                Thank you, Madam Chair. 14 

                COUNCILWOMAN TASCO:  Thank you. 15 

                The Chair recognizes Councilman 16 

      Green. 17 

                COUNCILMAN GREEN:  Thank you, 18 

      Madam Chair. 19 

                Good afternoon.  I've enjoyed 20 

      listening to you both and am enjoying the 21 

      very respectful dialogue that we're 22 

      having here today.  I wonder if I could 23 

      just ask -- change the tone of this 24 

      discussion.  I was wondering if you could25 
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      tell us how much businesses under a 2 

      $100,000 pay in gross receipts today and 3 

      how much they pay in net income today and 4 

      how many of those businesses exist? 5 

                COMMISSIONER RICHARDSON:  We 6 

      don't have the information with us today, 7 

      but we can provide it to you. 8 

                COUNCILMAN GREEN:  Well, I 9 

      fortunately have it right here.  I 10 

      believe this is information that Econsult 11 

      has shared with Revenue.  It's 2008 12 

      actual gross receipts tax under $100,000, 13 

      filers, is 1 million 8.  Net income from 14 

      these same filers is 20 million 95,000. 15 

                So when we are looking at 16 

      creating an exemption for the first 17 

      100,000 for new business -- or for up to 18 

      and including 100k, it really doesn't 19 

      address most of their tax liability.  It 20 

      addresses about three and a half percent 21 

      of their tax liability.  So just by 22 

      reducing the first 100,000 -- by 23 

      exempting the first $100,000 for people 24 

      in that category, does it make any sense25 



 582

           12/1/10 - WHOLE - BILL 100635 1 

      to do that in the context of leaving in 2 

      place a net income tax? 3 

                MR. DUBOW:  Yes.  I mean, 4 

      because they still get a benefit from it 5 

      of $1.8 million.  That liability would go 6 

      away. 7 

                COUNCILMAN GREEN:  In the 8 

      aggregate, they would have a tax 9 

      reduction of three and a half percent. 10 

                MR. DUBOW:  I think if you ask 11 

      the firms -- 12 

                COUNCILMAN GREEN:  Whereas we 13 

      would give them -- 14 

                MR. DUBOW:  I think if you ask 15 

      the firms whether they would like to have 16 

      that reduction, I think they would say 17 

      yes. 18 

                COUNCILMAN GREEN:  If you ask 19 

      them if they'd rather have that reduction 20 

      or have no tax, so if you said, Okay, you 21 

      have two choices, is it possible that if 22 

      they said -- Okay.  You have two choices. 23 

      One, we're going to change the tax 24 

      structure so you pay 96 percent of what25 
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      you used to pay, and the other is, we're 2 

      going to change the tax structure so you 3 

      pay nothing, which do you think the 4 

      businesses would choose? 5 

                MR. DUBOW:  I think any firm 6 

      would say, I'd rather not pay any taxes, 7 

      but we need actually to collect taxes for 8 

      a whole variety of reasons. 9 

                COUNCILMAN GREEN:  I understand 10 

      that, but we're not really giving any 11 

      kind of serious benefit to anybody 12 

      eliminating gross receipts and leaving in 13 

      place net income.  If you look at the 14 

      next level of category, it's 100,000 to 15 

      250,000, another very small segment, 16 

      you'd only be giving people -- you'd be 17 

      giving people an aggregate, maybe six, 18 

      seven, eight percent tax reduction, 19 

      instead of an aggregate -- excuse me for 20 

      a second -- almost 50 percent tax 21 

      reduction. 22 

                So the impact on small 23 

      businesses -- would you agree with this 24 

      statement:  The impact on small25 
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      businesses of a $100,000 exemption for 2 

      gross receipts, because you can't exempt 3 

      it for net income, exemption for gross 4 

      receipts for businesses under 250,000 is 5 

      negligible compared to the relief that 6 

      would be provided under our current 7 

      proposal? 8 

                MR. DUBOW:  I would agree based 9 

      on these numbers if they're accurate that 10 

      it's smaller.  I wouldn't agree that it's 11 

      negligible. 12 

                COUNCILMAN GREEN:  Would you 13 

      agree that it's 20 percent less benefit 14 

      at least, that it's 20 percent of the 15 

      benefit we're providing to small 16 

      businesses? 17 

                MR. DUBOW:  I mean, if this is 18 

      right -- and I'd have to actually see 19 

      what the benefit is for the firms above 20 

      100,000 -- it's clearly a smaller 21 

      percent. 22 

                COUNCILMAN GREEN:  Right. 23 

      Okay.  So small businesses will not be 24 

      greatly impacted.  The relief that they25 
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      are getting under our bill that was on 2 

      the chart over there yesterday would not 3 

      be -- it's apples and oranges in terms of 4 

      the relief that small businesses get 5 

      under our proposal. 6 

                MR. DUBOW:  They would still be 7 

      getting millions of dollars of relief, 8 

      which is significant. 9 

                COUNCILMAN GREEN:  I 10 

      understand, but it's a 50 percent tax cut 11 

      or an eight percent tax cut, and we're 12 

      talking about helping small businesses. 13 

      So when you don't have a net income tax, 14 

      that is the biggest bang -- that is the 15 

      biggest help -- would you agree that if 16 

      we eliminated the net income tax, that 17 

      would be the biggest help we could 18 

      provide to businesses under $250,000? 19 

                MR. DUBOW:  I would agree based 20 

      on this number it's a bigger impact than 21 

      the gross receipts tax, but I also have 22 

      to say I think getting rid of the net 23 

      income tax then forces us to quadruple 24 

      the gross receipts tax rates.25 
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                COUNCILMAN GREEN:  I'm glad you 2 

      mentioned the word "quadruple."  Could 3 

      you tell me how much of one percent the 4 

      increase is in the gross receipts tax 5 

      that we're proposing? 6 

                MR. DUBOW:  How much of one 7 

      percent? 8 

                COUNCILMAN GREEN:  Yes.  Out of 9 

      100 percent, how much are we increasing 10 

      the gross receipts tax? 11 

                MR. DUBOW:  Gross receipts tax 12 

      now is 91 million. 13 

                COUNCILMAN GREEN:  No, no, no. 14 

      In the millage. 15 

                MR. DUBOW:  Oh, you're going 16 

      from 1.415 mills to, depending on which 17 

      rate you use, anywhere from 0.53 to 18 

      0.577. 19 

                COUNCILMAN GREEN:  Actually, I 20 

      think we agree it's 0.544, right? 21 

                MR. DUBOW:  In the fifth year, 22 

      but not in the first few years.  The 23 

      first few years we didn't have reduction 24 

      yet, so you'd have to --25 
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                COUNCILMAN GREEN:  Well, we're 2 

      never at -- 3 

                MR. DUBOW:  Can I finish? 4 

                You'd have to go to the 5.77 to 5 

      be revenue neutral until the tax 6 

      reductions kick in, right?  Because the 7 

      first few years we don't have any tax 8 

      reduction.  That's what reduces the rate. 9 

                COUNCILMAN GREEN:  I don't want 10 

      to get distracted between the difference 11 

      in the millage it would have to be. 12 

                MR. DUBOW:  Well, you're asking 13 

      the question about millage, so that's why 14 

      I'm answering it. 15 

                COUNCILMAN GREEN:  Okay.  So 16 

      it's basically three-tenths of one 17 

      percent increase?  Under your analysis -- 18 

                MR. DUBOW:  Oh, from -- right. 19 

                COUNCILMAN GREEN:  So we're 20 

      talking about increasing the tax on 21 

      businesses in the City of Philadelphia on 22 

      their gross three-tenths of one percent, 23 

      roughly? 24 

                MR. DUBOW:  We're talking about25 
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      increasing it by $170 million and 2 

      increasing their net profits by another 3 

      70 million. 4 

                COUNCILMAN GREEN:  So of 100 5 

      percent, the tax we're talking about 6 

      taxing everybody who does business in our 7 

      market on gross is just slightly over one 8 

      half of one percent? 9 

                MR. DUBOW:  Which translates 10 

      into $170 million. 11 

                COUNCILMAN GREEN:  I 12 

      understand. 13 

                MR. DUBOW:  Which is a 14 

      significant amount of money. 15 

                COUNCILMAN GREEN:  Well, it's a 16 

      little bit of money from every business 17 

      rather than a lot of money from a few 18 

      businesses.  Would you agree with that? 19 

                MR. DUBOW:  No.  I would say 20 

      for some businesses it's a substantial 21 

      amount of money.  So the four HMOs, for 22 

      example -- 23 

                COUNCILMAN GREEN:  Well, it's 24 

      the same amount of money -- would you25 
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      agree with this statement:  It's the same 2 

      amount of money from -- 3 

                MR. DUBOW:  I'm going to guess 4 

      no, but we'll see. 5 

                COUNCILMAN GREEN:  Yes/no. 6 

                It's the same amount of money 7 

      from every -- it's the same exact tax on 8 

      the gross receipts from every business no 9 

      matter what their receipts are.  So if 10 

      you make 100 million, you pay 500,000. 11 

      If you make 1,000, you'd pay 5 bucks. 12 

                MR. DUBOW:  It's the same rate 13 

      for everybody?  Yeah, that's the same 14 

      rate for everybody. 15 

                COUNCILMAN GREEN:  So it's 16 

      exactly proportional.  Every business 17 

      accessing our market will pay the same 18 

      exact tax. 19 

                MR. DUBOW:  They'll pay the 20 

      same rate. 21 

                COUNCILMAN GREEN:  Will pay the 22 

      same rate, with no distortion for 23 

      apportionment or ability to charge 24 

      outside management fees or anything else.25 
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      Is that fair? 2 

                MR. DUBOW:  That's right. 3 

      People will pay the -- 4 

                COUNCILMAN GREEN:  Does that 5 

      make the tax fairer? 6 

                MR. DUBOW:  Well, it depends 7 

      how you define "fair."  If one of the 8 

      ways you look at fair is whether a firm 9 

      has an ability to pay, I think you want 10 

      to look at what their income is. 11 

                COUNCILMAN GREEN:  You 12 

      mentioned in your testimony the benefits 13 

      principle and how most cities are able to 14 

      differentially tax commercial real 15 

      estate.  Would you -- 16 

                MR. DUBOW:  I'm not sure I 17 

      mentioned that.  I think that might have 18 

      been Steve's testimony. 19 

                COUNCILMAN GREEN:  You 20 

      mentioned it in the answers to one of 21 

      your questions. 22 

                MR. DUBOW:  I did, but the 23 

      whole benefits thing was Steve's.  That 24 

      wasn't mine.25 
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                COUNCILMAN GREEN:  I'm sorry. 2 

      But you mentioned in your answer, I 3 

      think, to Councilman Greenlee that -- 4 

                MR. DUBOW:  Right.  Other 5 

      cities can differentiate property tax 6 

      because of -- and we can't do that 7 

      because -- 8 

                COUNCILMAN GREEN:  And we can't 9 

      do that. 10 

                MR. DUBOW:  Right. 11 

                COUNCILMAN GREEN:  And so what 12 

      is the best replacement for that?  Is it 13 

      an above-the-line tax?  If you were 14 

      starting our tax policy from scratch, is 15 

      another above-the-line tax, like property 16 

      tax, a better replacement for that which 17 

      we can't do or is it a net income tax? 18 

                MR. DUBOW:  I mean, I think the 19 

      theory behind going to the property tax 20 

      and the theory that the last Tax 21 

      Commission espoused was, you want to tax 22 

      things that can't move out. 23 

                COUNCILMAN GREEN:  That's 24 

      right.25 
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                MR. DUBOW:  Property can't move 2 

      out.  Sales can. 3 

                I don't think there's a perfect 4 

      substitute for property.  I think that's 5 

      one of the big problems we have. 6 

                COUNCILMAN GREEN:  That's 7 

      right.  So let's talk about that. 8 

      Yesterday during the testimony of the 9 

      Chamber, Stewart Weintraub talked about 10 

      actually during the Green Administration 11 

      the -- talked about the fact that the 12 

      revenue neutral shift that would have had 13 

      to occur in 1983 or '84 to have no gross 14 

      receipts tax and a net income tax was six 15 

      and a half percent, and the Chamber of 16 

      Commerce rejected a six and a half 17 

      percent only net income tax and instead 18 

      said that is way too high, that will 19 

      drive businesses out of the City, and so 20 

      what they ended up with was a compromise 21 

      of 3.05 mills gross receipts and 3.4, I 22 

      think, percent net income, and that is 23 

      the proposal they went to Harrisburg with 24 

      at the recommendation of the Chamber,25 
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      because a six and a half percent net 2 

      income tax is easy to avoid by crossing 3 

      the county line. 4 

                We now have a tax structure 5 

      where we have 1.45 mills, which is an 6 

      extremely low gross receipts rate, and 7 

      basically six and a half percent net 8 

      income tax. 9 

                With those two tax rates where 10 

      they are, which tax do you think has the 11 

      more negative impact on attracting 12 

      businesses to the City of Philadelphia, 13 

      so job creation and business retention? 14 

                MR. DUBOW:  Well, the only real 15 

      analysis that I've seen on either one of 16 

      those is on the gross receipts side.  So 17 

      I know that that has a very negative 18 

      impact on jobs in Philadelphia.  I assume 19 

      that the net income does, too.  In a 20 

      perfect world, we'd get rid of both of 21 

      them, and we would like to keep reducing 22 

      both of them. 23 

                COUNCILMAN GREEN:  Well, I 24 

      don't understand that, because I think we25 
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      can agree that a 1.45 mills tax -- tell 2 

      me, is it possible -- let's answer the 3 

      question another way.  Is it possible 4 

      that 6.45 percent net income tax has a 5 

      far worse impact on job creation, 6 

      business attraction, business retention 7 

      than the 1.45 mills gross receipts tax? 8 

                MR. DUBOW:  I think it's 9 

      possible that one -- 10 

                COUNCILMAN GREEN:  Is it -- 11 

                MR. DUBOW:  Can I finish? 12 

                I think one of the -- what 13 

      we've said all along is, we assume that 14 

      reducing the net income side would have a 15 

      benefit, but what we don't know is the 16 

      tradeoff between the two.  So we're 17 

      taking a gamble.  One side we know -- 18 

                COUNCILMAN GREEN:  I'm not 19 

      asking about the tradeoff.  I'm just 20 

      asking about those two rates.  And if you 21 

      had to choose today which to lower in 22 

      order to leave -- if you had to choose to 23 

      leave the net income the same and lower 24 

      gross receipts or leave gross receipts25 
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      the same and lower net income, which 2 

      would you choose to do today? 3 

                MR. DUBOW:  Well, what we've 4 

      proposed and we've chosen to do is to 5 

      lower both. 6 

                COUNCILMAN GREEN:  I 7 

      understand.  That's not the question. 8 

                MR. DUBOW:  But I can't really 9 

      answer that question because I don't 10 

      really know what that tradeoff is. 11 

                COUNCILMAN GREEN:  There's no 12 

      tradeoff.  We're either lowering the net 13 

      income or we're lowering the gross 14 

      receipts.  Which would you lower today? 15 

                MR. DUBOW:  What I'm saying is, 16 

      I don't know which one has a bigger 17 

      impact on jobs. 18 

                COUNCILMAN GREEN:  So it's your 19 

      testimony that you don't believe the 6.45 20 

      percent net income tax, after everything 21 

      we heard yesterday, the commercial 22 

      property owners in Center City saying 23 

      that they are losing deals because of the 24 

      6.45 percent net income tax, after25 
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      everything we've learned going through 2 

      this process, you don't think that the 3 

      net income tax is more damaging to the 4 

      City's economy than a 1.45 gross receipts 5 

      tax? 6 

                MR. DUBOW:  I think -- 7 

                COUNCILMAN GREEN:  I mean, 8 

      can't we agree on that, Rob? 9 

                MR. DUBOW:  I think that both 10 

      taxes are damaging, that reducing the net 11 

      income tax is a good thing.  So, I mean, 12 

      I would agree with that -- I agree with 13 

      that theory, that you should reduce the 14 

      net income side. 15 

                COUNCILMAN GREEN:  Okay, but -- 16 

                MR. DUBOW:  There hasn't been 17 

      any good analysis that would let me 18 

      answer your question. 19 

                COUNCILMAN GREEN:  Rob, you sat 20 

      next to Steve Mullin and heard his belief 21 

      about what's going to happen.  You guys 22 

      know each other very well.  We have 23 

      limited dollars to reduce business taxes, 24 

      and if we were just going to forget this25 
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      bill and say which tax should we reduce, 2 

      what would you recommend to the Mayor 3 

      today? 4 

                MR. DUBOW:  Well, I mean, we 5 

      have made recommendations to the Mayor 6 

      and it's on both.  I mean, I don't -- 7 

                COUNCILMAN GREEN:  But assuming 8 

      you couldn't lower both under state law, 9 

      you can only lower one. 10 

                MR. DUBOW:  Which one couldn't 11 

      we reduce under state law?  That will 12 

      make it easy to answer. 13 

                COUNCILMAN GREEN:  You can only 14 

      lower one.  Which one would you lower? 15 

                MR. DUBOW:  I really would 16 

      probably -- I mean, the path that we have 17 

      taken over time was reducing the gross 18 

      receipts tax, because every analysis we 19 

      saw of it said that it was a job killer. 20 

      I think we should keep reducing it. 21 

                COUNCILMAN GREEN:  I'm sorry we 22 

      can't reach agreement on what I think was 23 

      a point made extraordinarily obvious 24 

      through all the testimony and25 
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      Mr. Mullin's testimony. 2 

                Mr. Mullin, would you please 3 

      answer that question?  If you had to 4 

      today reduce one tax, net income or gross 5 

      receipts, with the limited dollars we 6 

      have available for tax reduction, which 7 

      would you pick and why? 8 

                MR. MULLIN:  I think that the 9 

      corporate income tax, the net income tax, 10 

      is a worse tax than the gross receipts at 11 

      the level.  So I would channel whatever 12 

      efforts -- whatever dollars were 13 

      available into that. 14 

                COUNCILMAN GREEN:  Okay. 15 

                COUNCILMAN GOODE:  Point of 16 

      information. 17 

                COUNCILWOMAN TASCO:  Point of 18 

      information.  Councilman Goode. 19 

                COUNCILMAN GOODE:  Thank you, 20 

      Madam Chair. 21 

                I think it's an excellent 22 

      question.  I just wish we would go a bit 23 

      further and actually quantify and talk 24 

      specifically about how much we have to25 
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      invest in tax reduction and what the 2 

      rates would actually be, because the 3 

      truth of the matter is, 6.45 percent is 4 

      much too high, but the question is, if 5 

      you're only taking it down to 6.4 or 6.35 6 

      or 6.3, does it really have any impact on 7 

      a business's decision? 8 

                And so to take the question 9 

      where it really needs to go, there has to 10 

      be actual rates on both sides, and 11 

      investment, in particular, tax rate 12 

      reduction on both sides in order to 13 

      answer the question. 14 

                So I think the question is a 15 

      good question if we actually pinpoint 16 

      what we're trying to get from the answer, 17 

      which is the specific amount of 18 

      investment if you have $10 million to 19 

      spend or $50 million to spend and it took 20 

      you down to this on gross receipts and 21 

      took you down to this on net income, 22 

      which would be better.  Because other 23 

      than that, it's just philosophical. 24 

                COUNCILMAN GREEN:  Well, I25 
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      completely agree with you, Councilman. 2 

      It is -- that is a discussion we're 3 

      having, what's better for the City of 4 

      Philadelphia, and I think the answers 5 

      were clear. 6 

                How much -- 7 

                COUNCILWOMAN TASCO:  What's the 8 

      answer? 9 

                COUNCILMAN GREEN:  The answer 10 

      is reducing the net income tax, and the 11 

      net income tax is the job-killing tax in 12 

      the City of Philadelphia because it's so 13 

      high compared to the other rate, which is 14 

      one-tenth of one percent compared to 6.45 15 

      percent. 16 

                At any rate, Mr. Breslin -- 17 

                COUNCILMAN GOODE:  Point of 18 

      information. 19 

                May I comment, Councilman?  May 20 

      I comment? 21 

                COUNCILMAN GREEN:  I mean, I 22 

      don't mind if you do.  I purposefully did 23 

      not do that to you while you were 24 

      questioning.25 
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                COUNCILMAN GOODE:  I don't want 2 

      to debate.  I actually just want to 3 

      comment. 4 

                I actually agree with you that 5 

      6.45 percent is too high.  I actually 6 

      agree that it is so high that it is the 7 

      most dangerous of the two.  I also agree 8 

      that we can't afford to lower it to a 9 

      point where it actually makes a 10 

      difference without jacking up the gross 11 

      receipts to a point where it makes a 12 

      difference.  And so all is not equal, 13 

      because the issue is this:  The reason 14 

      why we targeted gross receipts in the 15 

      past was because the rate was so low, it 16 

      was easier to get rid of.  And that was 17 

      the thought.  The other thought is, how 18 

      much do you really have to spend to lower 19 

      the net income to the point where it 20 

      makes a difference, and that's the 21 

      question that I'm interested in, if 22 

      that's helpful to the discussion. 23 

                COUNCILMAN GREEN:  I appreciate 24 

      that.25 



 602

           12/1/10 - WHOLE - BILL 100635 1 

                Mr. Mullin, I might get you to 2 

      talk about studies of just lowering 3 

      marginal tax rates, corporate tax rates, 4 

      in the United States and states and what 5 

      impact that has had on business expansion 6 

      and business activity, creating demand 7 

      with more money in the economy in a 8 

      second, but, Mr. Dubow, what is the gross 9 

      receipts rate in Lower Merion and 10 

      Cheltenham and in the municipalities 11 

      surrounding Philadelphia that have gross 12 

      receipts taxes? 13 

                MR. DUBOW:  I don't know. 14 

                COUNCILMAN GREEN:  It's about 15 

      1.5 mills, about the same as ours. 16 

                We compete in a region for 17 

      businesses.  Would you agree that the 18 

      City of Philadelphia would be a far more 19 

      attractive business location when people 20 

      are making choices within the region if 21 

      our tax structure was the same as the 22 

      surrounding counties? 23 

                MR. DUBOW:  I think, first, let 24 

      me say I think we compete in the region25 



 603

           12/1/10 - WHOLE - BILL 100635 1 

      but also with other regions, but we 2 

      definitely do compete in the region.  I 3 

      think -- 4 

                COUNCILMAN GREEN:  I guess I 5 

      should go with yes/no questions. 6 

                MR. DUBOW:  What? 7 

                COUNCILMAN GREEN:  I should go 8 

      with yes/no questions like Councilman 9 

      Goode. 10 

                MR. DUBOW:  And I think the 11 

      problem with our taxes are that they're 12 

      higher.  So I don't think it's 13 

      necessarily our structure, but that in 14 

      part because we're a city county, for a 15 

      whole number of reasons, our taxes are 16 

      higher. 17 

                COUNCILMAN GREEN:  Actually, 18 

      our property taxes are lower 19 

      significantly. 20 

                MR. DUBOW:  Right, but our 21 

      overall tax burdens both on businesses 22 

      and on individuals are higher than in 23 

      the -- both in the counties and in other 24 

      cities.25 
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                COUNCILMAN GREEN:  I'm not sure 2 

      that's true in the region. 3 

                MR. DUBOW:  Sure it is. 4 

      According to a comparative study that 5 

      Inman did, I think there are only 18 6 

      jurisdictions of the hundred and 7 

      something in the surrounding counties 8 

      that have higher tax burdens than we do. 9 

      We just have a higher tax burden. 10 

                COUNCILMAN GREEN:  And what 11 

      skews the higher tax burden on the local 12 

      economy more, the 6.45 percent net income 13 

      tax or the 1.45 mill gross receipts tax? 14 

                MR. DUBOW:  I haven't really 15 

      seen any good analysis that would tell me 16 

      which one skews it more. 17 

                COUNCILMAN GREEN:  Okay. 18 

                MR. DUBOW:  I mean, that's 19 

      really been the discussion we've been 20 

      having ever since we started. 21 

                COUNCILMAN GREEN:  No.  I 22 

      appreciate that.  I mean, I don't think 23 

      the questions I'm asking are 24 

      sufficiently -- I don't know what the25 
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      word -- is to have us not being able to 2 

      get sort of yes/no answers on them, 3 

      but -- 4 

                MR. DUBOW:  I think -- I would 5 

      agree. 6 

                COUNCILMAN GREEN:  I'm sorry. 7 

      I lost my pad.  Give me a second. 8 

                COUNCILWOMAN TASCO:  Well, your 9 

      time is a little up.  Let me go to 10 

      someone else and come back to you, 11 

      please. 12 

                Councilman Clarke. 13 

                COUNCILMAN CLARKE:  Thank you, 14 

      Madam Chair.  I was going to recommend 15 

      the introduction of the time clock very 16 

      soon, because it takes quite some time to 17 

      get around.  Thank you. 18 

                I actually just had a couple of 19 

      quick questions.  With respect to the 20 

      $100,000 exemption, which seems to be 21 

      something that most people can get a 22 

      grasp of and feel comfortable that that's 23 

      a program or a policy that we should 24 

      implement, and I understand the number25 
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      associated with that is around anywhere 2 

      between 23, 25? 3 

                MR. DUBOW:  No.  That just 4 

      $100,000 exemption outside the bill by 5 

      itself would be about $8 million. 6 

                COUNCILMAN CLARKE:  I'm sorry. 7 

      Say that again. 8 

                MR. DUBOW:  About 8. 9 

                COUNCILMAN CLARKE:  Eight 10 

      million? 11 

                MR. DUBOW:  Yes. 12 

                COUNCILMAN CLARKE:  So in terms 13 

      of that, the fact that the Administration 14 

      is comfortable with, at a minimum, having 15 

      that discussion and possibly implementing 16 

      something like that, is there a way or 17 

      was there any thought given to 18 

      implementing such a policy that would not 19 

      include increases on gross receipts to 20 

      offset that loss of revenue? 21 

                MR. DUBOW:  I'm not sure how 22 

      you get there.  We'd have to look at that 23 

      and look at how you'd want to phase it 24 

      in.  If you phased it in so that it25 
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      actually took effect in the out years of 2 

      the Plan, you could kind of maybe 3 

      substitute it for the reductions that we 4 

      have in the out years of the Plan. 5 

                COUNCILMAN CLARKE:  Phase it 6 

      in, phase in the $8 million loss in 7 

      revenue? 8 

                MR. DUBOW:  Yeah.  Right. 9 

      Because we already have some tax 10 

      reduction in the last couple years of the 11 

      Plan.  So there's some money for tax 12 

      reduction. 13 

                COUNCILMAN CLARKE:  So would it 14 

      be in addition to the other -- 15 

      maintaining the existing proposal for tax 16 

      reduction, it would be in addition to? 17 

                MR. DUBOW:  I'm not sure you 18 

      could do -- you might not be able to -- 19 

                COUNCILMAN CLARKE:  So you may 20 

      have to change something.  So that 21 

      wouldn't necessarily benefit -- if you're 22 

      going to possibly increase taxes that you 23 

      had projected to reduce and then you give 24 

      an exemption to those businesses, that25 
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      may not necessarily have -- I mean, right 2 

      now it's a relatively small impact as it 3 

      is.  So I would be concerned about doing 4 

      something like that that's not 5 

      legitimately helping a business if we're 6 

      going to -- 7 

                MR. DUBOW:  Right.  I mean, the 8 

      other thing you'd have to look at is 9 

      whether -- if you did it later in the 10 

      Plan, whether there are other ways the 11 

      Plan balanced. 12 

                COUNCILMAN CLARKE:  So it 13 

      sounds like to me to say that in fact in 14 

      spite of the fact that you said that's 15 

      something within the existing bill, a 16 

      portion of which something that you all 17 

      may be comfortable with, but not at this 18 

      time. 19 

                MR. DUBOW:  Well, and one of 20 

      the things too is you want to look at the 21 

      level.  So we might want to play around 22 

      with the level.  It might not be 100,000. 23 

      It might be a different level that would 24 

      cost less.25 
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                COUNCILMAN CLARKE:  So it may 2 

      be 50,000? 3 

                MR. DUBOW:  Right. 4 

                COUNCILMAN CLARKE:  Okay. 5 

      Mr. Mullin, I want to ask you a question 6 

      about the construction industry, and 7 

      there remains this concern about the 8 

      impact, and I can't find it in the 9 

      testimony.  There's so much that we have, 10 

      but I know that there was possible even 11 

      after the -- it was suggested that even 12 

      after the proposed amendment, that there 13 

      would still be a tax liability increase. 14 

                Can you kind of walk me through 15 

      that whole issue right now, this whole 16 

      issue of pyramiding? 17 

                MR. MULLIN:  The telescoping? 18 

                COUNCILMAN CLARKE:  Yeah, 19 

      pyramiding, telescoping, whatever term 20 

      you want to use, because there remains 21 

      some uncertainties, particularly from 22 

      members in the construction industry.  I 23 

      understand that the BIA, if they had not 24 

      already spoken in favor of it, but they25 
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      tend to be more from the development arm 2 

      of this whole construction industry, but 3 

      as we move down through the general 4 

      contractor and then the subcontractor and 5 

      then ultimately the worker, you may 6 

      have -- can you kind of walk me through 7 

      how you think -- 8 

                MR. MULLIN:  Yeah.  How that 9 

      works and what was being looked at? 10 

                COUNCILMAN CLARKE:  Yeah, and 11 

      how you think it would impact them both 12 

      before and after the amendment. 13 

                MR. MULLIN:  Yeah.  I do 14 

      think -- by the way, I don't think that's 15 

      unique to the contracting industry, but 16 

      it is a function of both subcontracting 17 

      and purchasing of another vendor inside. 18 

      You basically, you take gross receipts -- 19 

      you pay a tax on your gross receipts. 20 

      You pay somebody, and they have to pay a 21 

      tax on the gross receipts that you paid 22 

      either a sub or somebody else in 23 

      Philadelphia who is subject to the tax. 24 

      They build that into their price, so25 
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      you're sort of paying a double price, and 2 

      that's something that I think is a 3 

      general problem with that kind of -- 4 

      those kind of taxes. 5 

                In the big picture where we've 6 

      heard of like consumption taxes or 7 

      value-added taxes, they're specifically 8 

      set to take that double and triple 9 

      counting out.  So I think -- 10 

                COUNCILMAN CLARKE:  Where would 11 

      it come from? 12 

                MR. MULLIN:  Where would which 13 

      come from? 14 

                COUNCILMAN CLARKE:  In terms of 15 

      the steps, where would the elimination -- 16 

                MR. MULLIN:  I think the idea 17 

      of the way the people look at this -- and 18 

      I'm not completely familiar with the 19 

      amendment here, but I think the 20 

      fundamental idea is to say we pay gross 21 

      receipts, we have a gross receipts 22 

      liability of X.  We paid something -- 23 

      part of our gross receipts was used to 24 

      pay Rob for services that he provided.25 
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      He is paying gross receipts on that. 2 

      Once we see that he's paying gross 3 

      receipts, we take -- Steve Mullin can 4 

      take the credit, my company, can take the 5 

      credit for his gross receipts that had 6 

      been paid against what I -- so there's 7 

      not the double counting of that 8 

      component. 9 

                COUNCILMAN CLARKE:  So who 10 

      actually -- who does not get the credit 11 

      in that chain? 12 

                MR. MULLIN:  I think it's sort 13 

      of the bottom person in the chain. 14 

                COUNCILMAN CLARKE:  Does not 15 

      get the credit? 16 

                MR. MULLIN:  Right. 17 

                COUNCILMAN CLARKE:  So is that 18 

      fair? 19 

                MR. MULLIN:  Well, you're not 20 

      getting a credit -- if it's the bottom 21 

      person, then you're not paying -- you're 22 

      not paying the gross receipts tax that 23 

      somebody else is paying.  If you're the 24 

      bottom person or the bottom entity, then25 
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      you're not double paying for something 2 

      else.  The problem is, everybody above is 3 

      paying for not only the services, but the 4 

      charge for the tax. 5 

                COUNCILMAN CLARKE:  So in terms 6 

      of the liability, you're suggesting -- 7 

      and I want to make sure I'm clear with 8 

      this.  In terms of the increased tax 9 

      liability, none of those people have an 10 

      additional tax liability above that? 11 

                MR. MULLIN:  No.  They're 12 

      paying what they're already paying.  The 13 

      question is whether or not -- 14 

                COUNCILMAN CLARKE:  I'm saying 15 

      beyond what they're currently paying. 16 

                MR. MULLIN:  Correct. 17 

                COUNCILMAN CLARKE:  This will 18 

      not increase that? 19 

                MR. MULLIN:  Well, the 20 

      amendment would say that you get to take 21 

      a credit, so you would not have to pay 22 

      that same amount.  You would definitely 23 

      not be increasing it from that. 24 

                COUNCILMAN CLARKE:  Your voice25 
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      is fading out.  I want to make sure I'm 2 

      hearing you. 3 

                MR. MULLIN:  What's that? 4 

                COUNCILMAN CLARKE:  Your voice 5 

      is kind of fading. 6 

                MR. MULLIN:  Oh, I'm sorry. 7 

                COUNCILMAN CLARKE:  Say that 8 

      again.  The question is that there's an 9 

      existing tax liability under the current 10 

      structure.  If this new tax is imposed, 11 

      the thought is that it will be burdensome 12 

      to the construction industry.  So, 13 

      therefore, this amendment, if 14 

      implemented, will bring that tax 15 

      liability back to the existing number? 16 

                MR. MULLIN:  Yeah.  I think in 17 

      the aggregate, that's true.  The one 18 

      question is what portion of your gross 19 

      receipts -- what portion of the money you 20 

      take in are you paying out to subs and 21 

      things like that.  And that could differ 22 

      across different businesses there, but 23 

      basically you wouldn't have to -- 24 

                COUNCILMAN CLARKE:  Different25 
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      businesses within the construction 2 

      industry? 3 

                MR. MULLIN:  Yeah.  I mean -- 4 

      yeah.  I think even within the 5 

      construction industry.  Some might say we 6 

      sub out 60 percent of our work.  Some 7 

      might say we sub out 80 percent of our 8 

      work.  I'd say we sub out 20 percent of 9 

      our work, that kind of thing. 10 

                COUNCILMAN CLARKE:  Is there a 11 

      written analysis?  Because there seems -- 12 

      and I keep bringing this up, because 13 

      that's one of the industries that, from 14 

      my perspective given the district that I 15 

      represent, which is development heavy, 16 

      I'm very concerned about that, because as 17 

      most people know, it's already difficult 18 

      to build in the City of Philadelphia and 19 

      a lot of that is based on cost. 20 

                Has there been an analysis done 21 

      in very specific terms as to how -- 22 

                MR. MULLIN:  I'm looking at the 23 

      amendment, the proposed amendment.  The 24 

      amendment was developed based on -- if I25 
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      recall this correctly, this was -- these 2 

      were standard numbers given by industry 3 

      members here in stepping through that 4 

      would end up having the tax basically 5 

      be -- the increase basically be reduced 6 

      through the credits. 7 

                COUNCILMAN CLARKE:  The 8 

      increase reduced? 9 

                MR. MULLIN:  Going from the 1.4 10 

      mills to the 5.4, 5.7, 5.3 mills.  That 11 

      increase would be eliminated by the 12 

      credit, and the credits were designed to 13 

      do that. 14 

                COUNCILMAN CLARKE:  Mr. Dubow, 15 

      is that your -- you have a similar 16 

      analysis? 17 

                MR. DUBOW:  I think this is -- 18 

      if I understand, if I remember this 19 

      correctly -- I don't think I've quite 20 

      seen this before.  I saw something like 21 

      it.  And I think that by giving the 22 

      credits, depending on the credit, there 23 

      is a benefit.  I'd have to kind of go 24 

      back and look through this analysis to25 
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      make sure that I understood it.  But I 2 

      think this was one firm giving kind of 3 

      what they thought was typical.  So I 4 

      don't know how widely applicable this is. 5 

      That's what they represented, but I'm 6 

      not -- 7 

                COUNCILMAN CLARKE:  See, that's 8 

      one of the, speaking for myself, one of 9 

      the concerns I had, when you can identify 10 

      one firm, and I think pretty much in any 11 

      category, as we've witnessed over the 12 

      last day and a half, one person comes in 13 

      that has a restaurant, says, You know 14 

      what?  This works for me.  Another one 15 

      might come in and says it doesn't.  It's 16 

      like -- 17 

                COUNCILMAN GREEN:  Point of 18 

      information. 19 

                MR. MULLIN:  I think that's an 20 

      important -- 21 

                COUNCIL PRESIDENT VERNA:  Yes. 22 

      The Chair recognizes Councilman Green for 23 

      a point of information. 24 

                COUNCILMAN GREEN:  Thank you.25 
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                I just wanted to not get 2 

      involved in this discussion, but point 3 

      out that this was provided by the General 4 

      Building Contractors Association as a 5 

      typical project representing industry 6 

      numbers, and it was essentially revenue 7 

      neutral to the general contractor on a 8 

      $30 million project, and that was with 9 

      only a 0.83 percent profit margin, when 10 

      the testimony was that the normal profit 11 

      margin is above one percent. 12 

                COUNCIL PRESIDENT VERNA: 13 

      Councilman, I hate to interrupt you, but 14 

      the stenographer is asking for a 15 

      five-minute break. 16 

                COUNCILMAN CLARKE:  Absolutely, 17 

      Madam President. 18 

                COUNCIL PRESIDENT VERNA:  Thank 19 

      you. 20 

                (Short recess for court 21 

      stenographer.) 22 

                COUNCIL PRESIDENT VERNA: 23 

      Councilman Green, I think we're in the 24 

      process of asking questions.  Are you25 
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      finished? 2 

                COUNCILMAN GREEN:  Given 3 

      that -- 4 

                COUNCIL PRESIDENT VERNA:  I 5 

      think we called for a five-minute recess. 6 

                COUNCILMAN GREEN:  Yes.  Given 7 

      the course that we're taking, Madam 8 

      President, I will save my questions. 9 

                COUNCIL PRESIDENT VERNA:  Thank 10 

      you. 11 

                Does anybody else have any 12 

      questions? 13 

                (No response.) 14 

                COUNCIL PRESIDENT VERNA:  Do we 15 

      have anyone else to testify? 16 

                (No response.) 17 

                COUNCIL PRESIDENT VERNA: 18 

      Seeing no one, this Committee will stand 19 

      in recess until December 15th at 2:00 20 

      p.m. 21 

                Thank you. 22 

                (Committee of the Whole 23 

      adjourned at 5:15 p.m.) 24 

                    - - -25 
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