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COUNCI LMAN SQUI LLA:  Good
afternoon. Thank you for attending
today's Conmttee on Comrerce and
Econom ¢ Devel opnent. The hearing
today for this Conmttee will note
that the hour has cone and a quorum
of the Commttee is present.

M. MMonagle, can you
pl ease call the attendance.

THE CLERK:  Counci | man
Driscoll.

COUNCI LMAN DRI SCOLL:
Present .

THE CLERK:  Counci | woman
Gaut hi er.

COUNCI LWOVAN GAUTHI ER
Present.

THE CLERK: Counci | worman
G I nore Ri chardson.

COUNCI LWOVAN G LMORE
Rl CHARDSON:  Present.

THE CLERK:  Counci | menber
Squi I | a.

COUNCI LMAN SQUI LLA:
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Present.

THE CLERK: Counci | nenber
Young.

COUNCI LMAN YOUNG  Present.

COUNCI LMAN SQUI LLA:  Thank
you. A quorum of the Commttee is
present. The hearing is now called
to order. This is a public hearing
on the Commttee on Commerce and
Econom ¢ Devel opnent regardi ng Bil
No. 240582 and Resol uti on No.
240314. Bill No. 240098 is being
hel d at the request of the sponsor
and will not be heard at this
heari ng today.

M. MMonagle, can you
pl ease read the titles of the bill
and resolution. Before we read the
titles of the bills, Council man
Phillips -- and al so, acknow edgi ng
Counci | renber Phillips is present
for the hearing.

M. MMonagle, can you
pl ease read the titles of the bills

and resol uti on.
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THE CLERK: Bill No.
240582, an ordi nance anendi ng
Chapter 9-4400 of The Phil adel phi a
Code, entitled "Responsible
Busi ness QOperations," by anendi ng
the definition of critical nuisance
busi nesses and further clarifying
an obstruction of an investigation,
all under certain terns and
condi tions.

COUNCI LMAN SQUI LLA:  Thank
you. Can we please call the first
panel that we have to testify on
Bill No. 240582.

THE CLERK: Can we pl ease
have Francis Healy.

(Wtnesses approached
Wt ness Table.)

COUNCI LMAN SQUI LLA: Before
we hear testinony, |I'd like to
recogni ze Counci | mrenber Young.

COUNCI LMAN YOUNG.  Thank
you, M. Chair.

So this Bill 240582, |'m

the prine sponsor of this
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| egi slation, and what we're trying
to do here is address an issue that
|'ve seen in ny District with the
i npl enentation of the critical --
wi th the responsi bl e busi ness
oper ati ons ordi nance.
This is a new piece of
| egi sl ation that has been
i npl enented this year and for ne
the prem se behind this
| egi sl ation, behind this change, is
because there have been instances
where police discretion is involved
and we want to just get sone
clarity on when that discretion is
used, howit's used and to nake
sure that there's uniformty across
the Gty when this particular bil
I s being enacted and i npl enent ed.
There was an instance where
a property owner who is a business
owner, who has been a | awful
busi ness owner for a nunber of
years, was deened to be critically

nui sance after one incident within

Page 5

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

the past, | don't know,
20-sonet hing years outside of his
busi ness, right. And so, when you
shut that business owner down who's
a senior by the way, he's probably
alnmost in his 80s, so trying to
operate and navigate a particul ar
system when you're in your 80s
could be alittle difficult when
you're not getting the response,
when you're not getting the
conmuni cation that you are supposed
to be getting in a manner to try to
get your business establishnment
open again. So this business was
cl osed for al nost over a nonth.
There were enpl oyees who coul d not
go to work for over a nonth because
of the lack of communication
bet ween the police departnent and
t hi s busi ness owner.

And unfortunately, the
busi ness owner had to take his wfe
to the hospital today so he's not

able to be here to testify to his
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effect, but he did send a nessage
over. So | just want to provide ny
col l eagues | guess with a little
clarity on the situation.

And from his perspective
now, the owner's nane is Jake
Adans, he owns the Barber's Hal
facility at 1400 bl ock of Oxford
Street, basically says the Gty of
Phi | adel phi a shoul d check the
busi nesses out if there are any
I ncidents that have occurred within
the last two years if they want to
take action.

He wants to make sure that
the Gty is checking facts to know
that the custonmers or the potenti al
victins were actually custoners or
the perpetrators were actually
custoners of that particular
busi ness before they are able to
get shut down, and he just wants
folks to know that he | oves his
busi ness. But because of this

i nci dent, now he believes it's tine
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for himto nove on, right.

He's a | ongstandi ng
busi ness owner of our city. And
bei ng shut down by the Cty of
Phi | adel phi a has caused himto
real i ze that naybe he shoul d not be
I n business anynore. \When this one
i nci dent occurred, only this one
i nci dent at his establishnment
within the last | don't know how
many years deenmed himto be a
critically nuisance, so in his mnd
he thinks that the Cty of
Phi | adel phi a thi nks he's a nui sance
busi ness. Therefore, he shoul d not
be in operation.

And all the folks on this
panel and sone fol ks who are here
| i stening know what Barber's Hal
Is and what Barber's Hall neans to
the North Phil adel phia conmunity.
So for himto think that his
busi ness is now a critical nuisance
busi ness and it should not be in

operation, it just saddens ny heart
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because that's a place that |'ve
been going to for a long tine. And
we want to nmake sure that we are
keepi ng busi nesses open in the
city, good businesses open in the
city because they're good
t ax- payi ng busi nesses and they're
busi nesses that hire fromthe | ocal
conmuni ti es.

And so, we should not be in
t he busi ness of deem ng folks to be
critically nuisances, right, just
for the fact that an incident has
happened around their particul ar
business. So I'mjust looking to
get some clarity fromthe
Admi nistration on this issue on the
I npl ementation of it, on if there
are any regul ati ons associated with
this particular bill and how we can
nove forward to nmake sure that
there is fairness associated with
enforcenment of this particul ar
| egi sl ati on.

So thank you, M. Chair,
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for your tine.

COUNCI LMAN SQUI LLA:  Thank
you, Counci | nenber.

And, Council nmenber G I nore
Ri char dson.

COUNCI LWOVAN G LMORE
RI CHARDSON: Thank you. Thank you
so nmuch, M. Chair.

And | wanted to thank ny
col | eague Counci | renber Jay Young
who represents the 5th Counci
District for his advocacy for what
we all have known to be a very good
business in the 5th District for a
very long tine, Barber's Hall.

| also wanted to thank
Counci | mrenber Phillips who was the
sponsor of the bill that we all
wor ked on | ast year relative to the
responsi bl e busi ness ordi nance and
therefore the additional
i npl enentation and the work we all
did around the budget to ensure
that we had appropriate staffing to

deal with sort of the regulation
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end of this bill.

And so, | just ask that we
coul d have sonmething in witing,
sonme | evel of docunentation
regardi ng the conmuni cati on process
that the PPD has w th businesses
when this particular instance cones
into play so that we fully
under stand the comuni cation is
there and that everyone knows
what' s expect ed.

But I wanted to thank ny
col | eague for bringing this
I mportant issue to our attention so
that we can ensure froma
regul ati on standpoi nt that we have
sonething in witing about what the
process | ooks |ike noving forward.
So thank you, colleague. And thank
you to PPD. Thanks to
Counci | menber Phillips and all of
our col |l eagues for your work on
this issue. Thank you.

COUNCI LMAN SQUI LLA:  Thank

you.
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Counci | mrenber Gaut hi er.

COUNCI LWOVAN GAUTHI ER:
(Gestured.)

COUNCI LMAN SQUI LLA:  Ckay.
Counci | mrenber Philli ps.

COUNCI LMAN PHI LLIPS:  Hi .
Good afternoon, everyone. | also
want to echo the sentinments of
Counci | menber G | nore Ri chardson.
Thank you all for being here today.

This is -- as you know, for
several years we worked on this
pi ece of |egislation defined as the
critical nuisance business. And
within the current framework the
Phi | adel phia Police Departnment wl|
play an active role in enforcing
busi ness operations and this al so
hel ps us with having community and
nei ghbor hood enf orcenent whereas
essentially the business owner has
the responsibility to work with the
Phi | adel phia Police Departnent to
really understand what happened

during this incident. And also
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nost inportantly, the business
owner has the opportunity to
recei ve feedback on how to properly
work with the Phil adel phia Police
Departnment as well as find avenues
to secure their business even nore
after a violent incident.

So the reason why there's
only one tine that this is
happening so it doesn't -- so we
can get to a point where it doesn't
have to happen again. But | want
to thank Council menber Jeffrey
Young for listening and having our
conversations before this neeting
to really understand how we can
make this work.

| gather this is nore of a
regul ati on concern that he has in
ternms of how do you coordinate with
t he commandi ng officer and the
police departnment to enforce the
bill. And hopefully today we can
be able to find that out. But |

| ook forward to having this bill
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remain the way it is, so that we
could continue to try enhance it as
much as possi ble but renmain the way
it is. So | want to thank our
col | eagues for their support as
wel | . Thank you.

COUNCI LMAN SQUI LLA:  Thank
you, Council menber Phillips.

Counci | menber Gaut hi er.

COUNCI LWOVAN GAUTHI ER:
Thank you, M. Chair.

| wanted to thank Jay for
the bill as well as Council menber
Phillips. And | aminterested to
hear the discussion and participate
in the discussion. But | did want
to just touch for a nonent on how
i nportant the bill has been for ne
and ny constituents in the 3rd
District.

W' ve been dealing | would
say since the pandemic with a | ot
of viol ence on our nei ghborhood
commerci al corridors and the bil

gave us a way to react to that in a
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better way. Even instances that |
can renenber off the top of ny head
there was a homicide in a store at
40t h and Market. There were
mul ti pl e hom ci des on 55th and
Chester in front of businesses.

Just on Friday evening |
had a conmunity neeting about two
shooti ngs that happened on a
stretch of the 4,000 bl ock of
Lancaster Avenue. |In one instance
we'd requested a plan to nake the
area outside of the store safer
because that's what the bill allows
us to do. Before we can get the
pl an, there was another shooting in
front of the store, right. And so,
now we're working with two
busi nesses on a one-bl ock stretch
of Lancaster Avenue where there's
consi stently drug dealing and
shootings and | think that the
busi nesses have to participate in
maki ng sure that people are safe.

So | understand your very
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real concerns, but | just also
wanted to list that it's been very
difficult to deal with these

I nstances of violence. And nost of
the time when there is a shooting
or a homcide in front of a

busi ness, in ny experience it's a
busi ness that nei ghbors have been
conpl ai ni ng about for a really Iong
time and we haven't had a | ot of
tools to really address the issue.

So | just wanted to put it
on record that this has been a
val uabl e tool for nme and ny
District, and |I'm sure that other
District Council nenbers have had
sim |l ar experiences.

Thank you, M. Chair.

COUNCI LMAN SQUI LLA:  Thank
you.

Hearing no other additional
comments, Deputy Healy just state
your nane for the record and
proceed with your testinony.

DEPUTY COMM SSI ONER HEALY:
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Sure. Good afternoon, Chairnenber
Squilla. 1'mhere with Inspector
M chael O Donnell who oversees our
Nui sance Enforcenent Unit. [|I'm
here on behal f of the Conm ssioner,
Pol i ce Comm ssioner. And on behal f
of the Conmm ssioner, thank you for
all owi ng the police departnent to
voi ce its opinion on the proposed
anmendnents to City Code 9-4400.

For those that nay not be
aware, | was personally involved
wi th Counci |l nenber Bass with the
devel opnent of the original bil
creating the responsi bl e business
oper ati ons ordi nance, which was
ultimately enacted into Section
9-4400 in 2016.

| testified in support of
this legislation on behalf of the
departnent back then. This was a
great piece of |egislation designed
to directly inprove the quality of
life throughout Philadel phia. 1've

been wor ki ng on nui sance issues in

Page 17

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

col | aboration with the Law
Depart nent under then Chief Deputy
City Solicitor Kristin Bray al ong
with our [ ocal state partners for
many years.

9-4400 was a great start.
But as tine noved on, we realized
that this ordinance needed to
evolve. W needed to expand the
scope to address the nore types of
nui sance behaviors and all ow t he
police departnent to play an active
role in the enforcenent of the
busi ness ordi nance.

The question would be why?
Sinmply stated crine, disorder and
nui sance go hand-i n-hand. As such,
under the | eadership of Kristen
Bray we worked with Council menber
Philli ps and Counci |l menber Bass as
wel | as nmenbers fromthis Conmttee
to anmend 9-4400 for the better.
These were not mnor anendnents but
rat her a conpl ete overhaul of the

ordi nance to address the concerns
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rai sed by our comunities. So we
expanded the scope of the nuisance
behavi ors and equally, if not

I nportant, we included serious

vi ol ent behavi or whi ch was never
addressed in the earlier version of
t he ordi nance.

Sinply stated, shootings
and hom ci des occurring in and
around nui sance busi nesses were
sinply beyond the scope of the
ordi nance. Further, the departnent
voluntarily -- the police
departnent voluntarily assuned
responsibilities wth these
amendnents that woul d ot herw se
fall to our partners at L& . As I
stated above, crine, disorder and
nui sance go hand-i n- hand.
Therefore, having the PPD at the
forefront of enforcing this
busi ness ordi nance just nmade sense.

In anticipation of this
ordi nance and the additional duties

and responsibilities that woul d
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fall or be placed upon the PPD, the
PPD created the Nui sance
Enf orcement Unit which now
| nspector O Donnell overseas. This
unit coordinates wth District
captains to enforce chronic
nui sance busi nesses and is
responsi bl e for conducting the
i nvestigations in all critical
nui sance busi nesses.
Every potential critica
nui sance busi ness where vi ol ence
has occurred is fully investigated
to determ ne whether there is any
nexus or connection to the violence
bef ore any enforcenent actually
occurs. Only if there's a nexus to
this violence where the owners or
managers refuse to cooperate in a
prelimnary investigation does any
enforcenment action proceed. It is
for this reason that PPD nust
obj ect to the proposed anendnents.
These anmendnents wil |

interfere with our relatively
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new-found ability to i medi ately
respond to violent encounters in
busi nesses. If there is no nexus
bet ween t he busi ness and the

vi ol ence that occurs, the business
owners have nothing to fear

There's absolutely no need to all ow
a second violent incident to occur
before we, the police departnent,
can take acti on.

This contradicts all the
work we put into the 2023
amendnent. Since the begi nning of
this year just fromstatistica
perspectives, the Nui sance
Enf orcenent Unit has investigated a
total of 67 critical nuisances as
busi nesses where soneone has been
shot or injured or serious violence
occurred.

O this nunber based upon
the prelimnary investigation, and
"Il talk about that in a second,
it was determ ned that 34 of these

busi nesses had absol utely no nexus
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to the violence that occurred. As
such, there were no further
enforcenent actions. These

i ndi vi dual s cooperated with police
and it was over.

Conversely, 33 locations
were determ ned to have a nexus
with the violence. O these 33,
ni ne have been sent to L& and
ceased for not responding to the
intent to cease letters mailed
after the investigation. Six have
since reopened and an additi onal
t hree shoul d be opening in the very
near future.

There have been 12
abat enent pl ans, which are
successes, entered into thus far
with several others in the pipeline
to be finalized. And lastly, we
have about 21 other |ocations that
are currently in pending
resolution. So as you can see, the
current ordinance is well-witten.

But nore inportantly, it's working
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as envi sioned and working well.

For these reasons, | again
woul d and enter the departnent's
obj ection to anendi ng the current
ordi nance. Wth that being said, |
just want to say very clearly |
under stand t he Council nenber's
perspective of the one incident
t hat occurred.

But let ne just tal k about
the prelimnary investigations
conponent that we put into policy.
And by the way, our directive is
online. So everything we have
here, who to contact is actually
online. W have a commander's
gui de for our captains and it has
every step-by-step that goes
t hrough the process.

What we found out when this
ordi nance was initially
I npl ement ed, we were doing the
i nvestigations but -- we had
Macy's, the Macy's incident

happened. Basically that's a
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violent incident that happened at a
busi ness. So the question would be
what do we do with that. It's a
large -- was it involved, was it

not involved. And the answer is we
don't know. So we have to do an

I nvestigation on every business to
make sure that there's a nexus.

If there is no nexus with
the violent activity, then there's
no problem W don't go forward
wi th any actions. But the
I ndi vi dual s do have a
responsi bility under the ordinance
to respond to the police
depart nent.

So | understand you're
saying there's a comuni cati on
breakdown. |'mnot going to
di sagree that there may have been
one. But the ability to get in
touch with the 22nd District
Captain is not that conplicated.
['"mjust saying. But we can nake

this better and that's what |I'm
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here to say.

COUNCI LMAN YOUNG  That's
exactly what happened, but ']
talk to you after the hearing.

DEPUTY COW SSI ONER HEALY:
okay. But | think we can nake this
better if that's the issue at hand.
W in our policy -- like | said,
our policy is a guideline. 1'm
happy to add addi ti onal contact
information in that to ensure that
there's even -- |I'msorry, easier
access to the captains thensel ves.
So | can understand if you call the
District Operations room | can see
where comruni cation failures may
have happened. So |I can fix that
by policy very easily. So | can
actually make sure that I|Inspector
O Donnell's unit includes in the
intent to cease letters that
there's nmultiple contact |ocations
for every conmandi ng of ficer.

But the prelimnary

i nvestigations we do are really
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what | think makes a difference and
actually adds to the ordi nance that
we had it, because quite frankly
you're not going to take action on
every business just because
sonet hi ng bad happened in there.
Clearly, that's not the case. |If
t he business is not cooperating or
they're facilitating the conditions
that allow things to happen, those
are the places and only those
pl aces are the ones that the
ordi nance should be applied. So |
agree it shouldn't be on everyone,
but we're nmaking sure that we only
go after those that we have
credi bl e evidence and we maintain
docunentation as to the nexus
statenment or basically we call it a
nexus statenent, which is
equi valent to a probabl e cause
st at ermrent .

COUNCI LMAN SQUI LLA:  Thank
you. Thank you for your testinony.

One qui ck question before |
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turn it over to Council menber
Young, and | know because we have
al so used this piece of |egislation
inny Dstrict. And, |nspector
O Donnel I, | just want to ask for
clarity. | understand that a | ot
of times it's initiated fromthe
captain, but doesn't it too then go
to the Nui sance Task Force or your
departnment to oversee the incidents
that were reported to nake sure
they reach those nexus goals and
how then it would be enforced
because it's not totally just the
captain; is that correct?

DEPUTY COW SSI ONER HEALY:
So we're tal king about critical
nui sances, not the chronic?

COUNCI LMAN SQUI LLA:  Say
t hat again.

DEPUTY COW SSI ONER HEALY:
We're tal king about the critical
nui sances, one violent incident
happens at a | ocation. The other

ones are the chroni c nui sances
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where they have to have three
within a year

COUNCI LMAN SQUI LLA: Ri ght.
kay. |I'mtal king about the
chroni ¢ nui sances.

| NSPECTOR O DONNELL: So
the chronic ones stay with the
captains, and then they cone up to
us after they've had three
violations to our unit to
i nvestigate and then go forward
with --

COUNCI LMAN SQUI LLA:  So
they stay with the captains first?

DEPUTY COW SSI ONER HEALY:
Yes. And the reason for that is
the notice of intent to cease
operation is a | egal docunent that
basically initiates the |egal
process agai nst the business. Wat
happens is the centralized unit,
the captains will figure out the
three violations, forward the
paperwork el ectronically to the

Nui sance Unit and then the Nui sance
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Unit will collaborate wth the Law
Departnent and L&, primarily first
with the Law Departnment to see

whet her or not we have nexus. And
I f we have nexus, the connection
between the activities, then we
forward the package, the
information out to L& and we
forward the new notice of intent to
cease operations.

COUNCI LMAN SQUI LLA:  And
that's what | was referring to,
because it seens like it still goes
to the Nui sance Task Force or the
Nui sance Departnent to finalize
that. Even though they have the
three violations it's still not an
automatic --

DEPUTY COWMM SSI ONER HEALY:
Correct. W fine-tuned that with
the new anmendnents that happened in
2023 and the inplenentation of the
Nui sance Unit. Because |ike |
said, we want to nmake sure there's

consi stency across the entire city,
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so | didn't want to have 20

di fferent captains doing notices of
intent drafted differently. So we
work with the Law Departnent that
the | anguage is correct and they
review all the notices of -- |I'm
sorry, the intent -- sorry again,

t he nexus statenment, which is

equi val ent to a probabl e cause
statenent. And they | ook at that
to see whether or not there's
enough informati on or enough data
to nove forward.

And many tinmes they' ||l turn
around and say, no, there's not
enough or go see if you can find
sonet hing nore, nore videotape or
sonet hi ng al ong those lines. But
we wor k hand-in-hand with the Law
Depart nent.

COUNCI LMAN SQUI LLA:  And
what happens during that tine if
there isn't three? Doesn't it
start over again?

DEPUTY COMM SSI ONER HEALY:
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Which tinme?

COUNCI LMAN SQUI LLA: I f
there's three violations.

DEPUTY COW SSI ONER HEALY:
It's three within a year now.

COUNCI LMAN SQUI LLA:  Ri ght.
So now the year is up. Now, it
continues and you still have to
have three within a year at any
time, correct?

DEPUTY COWM SSI ONER HEALY:
Well, the good thing about this,
and this is the reason why -- |
mean, Council menber Phillips was
wi th us when we announced our
nui sance tracker. W do
el ectronically track because what
happens i s once you have your first
violation, the business -- this is
referring to chronic nui sances, we
have to notify the business. W
put you on notice, we send you a
|etter, be advised X, Y and Z
happened at your |ocation. They

don't have to do anything with us.
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We're just putting them on notice.

Second tinme we send them a
second letter. Well, often tines
inthat letter it says, if you have
any concerns, please contact the
captain. W were incredibly
successful with the first letter.
First letter goes out, a |ot of
times the business owners are not
necessarily the ones that are
runni ng the business, per se. And
they get notice of this and the
first thing they do is reach out to
the captain and say what's going
on, what can | do to fix this
problem Because our primary goal,
and | think this was clear
t hroughout the whol e process of
this legislation, we're not | ooking
to shut busi nesses down. W just
want themto be good nei ghbors.

So the issue is a | ot of
tinmes they' re reaching out at after
that first letter and things are

bei ng resolved. What we do is we
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enter into what's called an
abatenent plan. So if the issue is
you shoul d have nore caneras, you
shoul d have better lighting, you
shoul d have netal scanners, that
goes into an abatenent agreenent.
And t he abatenent agreenent gets
signed off. That's done. It goes
no further than there.

Now, if they violate the
abat ement agreenent, then we go to
the Law Departnent and we step back
into the intent to cease. But
we' ve been able to avoid that so
we're tracking -- | don't have the
speci fic nunbers now. But we track
the success with the first letter,
the second letter and the third
|l etter is obviously a notice of
intent to cease. They haven't
responded by that tine.

COUNCI LMAN SQUI LLA:  Thank
you so nuch. | appreciate it.

Counci | menber Young.

COUNCI LMAN YOUNG.  Thank
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you, M. Chair.

Just a coupl e questions on
nexus. Can you describe to us what
t he departnent uses as the
definition of a nexus to violence?

DEPUTY COWMM SSI ONER HEALY:
A nexus is a connection or --
that's the best way to say it. |If
we can articulate that the
condi tions that the owner all owed
at that location were in any way
contributory to the problem to the
vi ol ence or anything along those
lines, if there's a |lot of violence
out there, it's never been
addressed. |If they have probl ens
and they've never gotten a security
guard. So it's on a case-by-case
basi s.

And that's why just |ike
the District Attorney's Ofice
reviews a probabl e cause statenent,
we too have the Law Depart nment
| ooki ng at our nexus statenents

because we want a fair and
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obj ective review before we nove
forward. So we'll put the facts
down. And if they don't think we
have enough evi dence of nexus or a
connecti on between the business
owner being involved or actually
allowing the activities to fester
in a way, then we won't nove
forward. The Law Departnent won't
al | ow us.

COUNCI LMAN YOUNG:  Thank
you. | think another issue that |
have with the | anguage of the Code
s, yes, | understand the nexus,
but then it says or if the owners
or managers refuse to cooperate
with the prelimnary investigation,
right.

DEPUTY COWMM SSI ONER HEALY:
Ri ght .

COUNCI LMAN YOUNG  And so,
i f an owner not know ng
informati on, can that be deened as
a refusal to cooperate with the

i nvestigation?
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DEPUTY COW SSI ONER HEALY:
No, but if they don't respond or --
they have an affirmative duty to
respond within so many days after
they get the notice of intent to
cease. They have to reach out to
us. At that point in tine a |lot of
times like | said, we resolve nost
of these in the first letter when
t hey cone out.

Even with the critica
nui sance, we were getting into a
| ot of abatenents. A lot of
i ndi vidual s just say, listen,
there's crine all around ny
nei ghbor, | don't know how to do
anything. And a District captain
can step in and try to conme up with
sone type of collaboration and say
we can actually help. But the
I ssue i s they have to cooperate and
interact with the process. And if
they don't, then within the statute
or wwth the ordinance within five

days, that triggers the next |evel

Page 36

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

going to L&l.

COUNCI LMAN YOUNG  Thank
you for that clarity, which noves
into ny next question. Were is it
defined or how is a business owner
notified of that communi cation
bet ween t hensel ves and t he
district? How is that spelled out?
How i s the administrative review
requested and to whon?

DEPUTY COWM SSI ONER HEALY:
They receive the letter -- on the
notice of intent to cease they're
gi ven contact information and the
captain's personal information to
cont act.

COUNCI LMAN YOUNG: Ri ght.
And if that captain then says, |l
call you back and never responds,
then what's the recourse for the
busi ness owner ?

DEPUTY COW SSI ONER HEALY:
You raise a good point. | nean,
the issue is what could we do

better. | mean, what | can do is
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make sure that it's done by enani
so there's docunentation of a
failure to respond. But |'ve never
had a captain not, but | can see
where m scommuni cati ons can happen.
But | can fix that clearly with ny
directive by addi ng additi onal
contact information.
COUNCI LMAN YOUNG Are
t here objective standards or
protocols in place if after the
adm ni strative review has taken
pl ace and the review ng official
says the owner has still failed to
satisfy certain conditions, how can
they -- basically who determ nes
that? Wo determ nes you know
what, we don't |ike your plan so
you need to do sonething el se?
DEPUTY COW SSI ONER HEALY:
The police departnent has been
given that authority upfront with
this new ordi nance but we
col | aborate with L&l.

COUNCI LMAN YOUNG:  And
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under | guess the current code is
this -- do you have a subset of
standards that you | ook for when
fol ks enter into an abatenent plan
or how they denonstrate to the
departnent that renedi al neasures
are taken into place? Is this
subj ective or there's objective
standards or is it discretionary
anongst the departnents? Wat
standards are there to say that
this business will be treated |ike
t hat ot her busi ness?

DEPUTY COW SSI ONER HEALY:
Well, the proposed abatenent plan
reconciliations are listed in the
ordi nance. So we use that
ordi nance as a basis to sonme of the
t hi ngs that we should use. And we
work in collaboration. Like I
said, we're trying not to shut a
busi ness down. W're trying to
keep it open. So the issue is
often tines a negotiation between

the captain and the business owner
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and say, listen, these are the
things we believe would help with
the crine that you' re having or
sonet hing along those lines. So
we're trying to get themtogether
so we use that as a gui de.

I think there m ght be 18
or 20 different recommendations for
t he abatenment plan, and we use that
as a gui de.

COUNCI LMAN YOUNG  In this
current code, again if owners or
managers refuse to cooperate with
the prelimnary investigation, then
actions can proceed. But in any
current | aw ordi nance can a
busi ness owner be charged
crimnally for obstruction of an
i nvestigation if they are not
cooperative with these types of
I nvestigations?

DEPUTY COWMM SSI ONER HEALY:

COUNCI LMAN YOUNG  And so,

if they're not charged crimnally
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inthis matter, then why are we

hol ding themto | guess it seens to
be a higher standard to cooperate
with certain investigations dealing
with these instances of critical

nui sances?

DEPUTY COW SSI ONER HEALY:
This is the Cty ordinance as to
intent to cease operations. They
have to participate once the intent
to cease operations is issued.
That's outside the scope of the
PPD.

COUNCI LMAN YOUNG  Can you
define for us what is the
prelimnary investigation in this?
What matters are taken into
consi deration during the
prelimnary investigation?

DEPUTY COW SSI ONER HEALY:
Yeah. \When there's a shooting or a
hom ci de happens in a business, one
of the detectives assigned to
I nspector O Donnell will go on

scene, they'll gather all the other

Page 41

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

addi tional information fromthe

di vi si onal detectives based upon
the shooting so they have that body
of information. And then they'll
interview and talk to the business
owners and nanagers as to what
happened. And based upon the facts
and circunstances they' Il put a
nexus statenent or quite frankly
it'll be no nexus statenent if
there's nothing attached there.

We investigate all of them
but | need to say, well, why did we
not go on one and why did we go on
the other. So we have those
statenents and we nmaintain those
statenents, so there'll be either
statenent of nexus, there is a
connection, or she'll do an
I nvestigation -- |I'msorry.

There's two fenmal e detectives.

That's why | say she. They'll do
the investigation and they'll put
up -- it gets submtted to nyself

and it gets submtted to the Law
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Departnent to review. And if
there's no nexus, | look at that to
make sure that there is, in fact,
no connection. |If there's no
connection, that's the end of the
matter.

COUNCI LMAN YOUNG  One
final question. Regarding | guess
the actual cease operations that's
I ssued essentially by the
Departnent of Licenses and
I nspections and not the police, the
five-day period that the owner has
to contact the police captain,
right, essentially is there any
appeal s process for that owner if
they say they don't believe that
they shoul d be even investigated
under this particul ar nui sance,
under this particular code? |Is
there a process for themto appeal
that determ nation so they won't
have to call the police in that
five days to even start this

process?
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DEPUTY COW SSI ONER HEALY:
Vel |, what happens is when we do
t he paperwork, we send it off to
L& . L& wll then, before they
ever do the cease operations, they
reach out as well so there's
anot her opportunity for the
busi ness owner to interact with
L& . So nothing's shut down just
based on our say-so alone. It
woul d actually then be either the
failure to cooperate with L& or
L& determ nes that there's
sonet hi ng el se wong there.

So L& woul d then nmake that
call, but they don't unilaterally
do it on paperwork. The business
actual ly has al nost a second bite
at the apple to interact -- let's
assune they didn't want to talk to
the police. Wen L& gets
i nvol ved, they have the opportunity
to intervene and negotiate with L&l
to nmake it go away just |ike they

woul d have with us. So there's
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actually two shots at the apple for
busi nesses before anythi ng happens
about them bei ng cl osed.

COUNCI LMAN YOUNG. So | can
tell you in the case that | -- and
the reason why | brought this up,
that did not happen. There was no
opportunity to speak with L& . In
fact, it was primarily -- we all
know that if the police tell L&,
hey, l ook, this is a bad business
under this particular law, L& is
going to do what the police say,
because essentially again |ike you
nmenti oned the police has taken over
the duties of enforcenent for this
particul ar section in the code.

And so, | just want to nake
sure that we have a set of
standards that all police captains,
all districts are utilizing when
they're enforcing this |egislation,
because again, the discretion that
can be used fromcaptain to captain

based on the type of business that
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IS in a particular area can create
a lot of gray areas.

And for business owners who
are good busi ness owners who j ust
happen to have an inci dent outside
or near their establishnment and to
t hen say, oh, because you don't
know i nformati on but we think you
know, but you're telling us you
don't know, now we're going to say
you're refusing to cooperate with
us and now we're going to cone down
and enforce this |aw on you, |
think that kind arbitrarily sets up
di sputes between that business
owner and police that doesn't have
to be there if we are able to see a
set of standards, a set of
protocol s that everyone is playing
by. And then the business owner
t hensel ves know how to then
navi gate this bureaucratic process
when they get hit with one of these
vi ol ations or potential violations.

| think we need to have
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clear rules on how to request
adm ni strative review, how to do
all these things, so a step-by-step
gui de for business owners to
navi gate this process. And | don't
know i f that exists or not, but we
shoul d be encouragi ng that.

DEPUTY COW SSI ONER HEALY:
As for the appeal process, anything
t hat goes through the appea
process still is intact, so it's
not like there -- anything that
happens with L&, we're operating
basically as an agent for L&, can
be appeal able. So all that is
appeal abl e. Anybody has an
opportunity to appeal any actions
of a governnent agency when it
comes to a busi ness.

COUNCI LMAN YOUNG  Yeah.
But is the nmethod of conmunication
bet ween t he busi ness owner and the
police spelled out sonewhere |ike
on how they need to communi cate

with the police officer? Because
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essentially say it's a phone call
right, and you get a phone nunber.
But if the police is not responding
to that phone call, then is there
anot her met hod where the business
owner can fulfill their duty,

right, to conunicate with the
pol i ce?

DEPUTY COWMM SSI ONER HEALY:
Qur policies are actually put in on
a directive, it's online. And part
of that is there's sanple letters
that are attached that you'l
actually receive, they're formatted
letters. But to your point | can
add additional contact information
for the specific captains and
ensure that they're put on those
letters.

But | also want to touch on
consi stency. Consistency is the
very reason why we created this
unit, to make sure that 21
different captains didn't view

things differently so they may have
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chroni c nui sances in one area of
the city and they're being much
nor e aggressive than you would say
I n another part. That's where

| nspector O Donnell's group gets to
see and be consi stent and nmake sure
we're treating all businesses
fairly. So that's really one of
the reasons, well, prinmary reason
for creating the unit, to
facilitate that consistency and

fai rness.

COUNCI LMAN YOUNG Is it
possi bl e that, one, when a business
gets hit through one of these
violations that they can be -- you
say the directives are online. A
busi ness owner doesn't know to go
online to the police website to
check on what the procedures are
for them So is it possible that
once a violation has been given or
they get that notice in the mail,
can we al so send them what the

directives are so they know how to
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agai n proceed because they're not
going to -- | didn't know, right.
They' re not going to know to go
online to the police website to
| ook at what the directives are.

DEPUTY COWMM SSI ONER HEALY:
Li sten, this is very good
information. |'m happy -- like I
said, we constantly evol ve and
change. W're happy to put nore
contact information in the letters
but al so nmake a notice or a
reference to our website so they
can |l ook at it.

Qur website is basically
designed as it's -- | naned it a
Commander' s Gui de for Nui sance
Enforcenent. It's a step-by-step.
But as a business owner, you can go
t hrough the step-by-step and very
clearly understand where you fit
and what your responsibilities are
just by reading our directive.

But | can tighten up the

|l etters that go out to make sure
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that nore notice -- or not nore,
nore contact information is
provided in the event you can't by
one neans, there's a secondary
neans. And |I'Il even try to put a
third neans in there as well.

COUNCI LMAN YOUNG  Thank
you.

Thank you, M. Chair.

COUNCI LMAN SQUI LLA:  Thank
you. Thank you, Council nmenber
Young.

Are there any other
questions to Deputy Healy or the
| nspect or O Donnel | ?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng
none, thank you so nuch for your
testinony. | appreciate it, and we
will now nove on to -- is there
anybody el se here to testify on
Bill No. 2405827

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng

none, thank you so nmuch. Thank you
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for your testinony.

DEPUTY COWM SSI ONER HEALY:
Thank you.

COUNCI LMAN SQUI LLA:
M. MMonagl e, can you pl ease read
the title to Resolution 240314.

THE CLERK: Resol ution No.
240314, a resolution authorizing
the Council Conmttee on Conmerce
and Economnmi c Devel opnent to hold
hearings to investigate conmercia
office building market viability in
Center Gty Phil adel phia.

COUNCI LMAN SQUI LLA:  Thank
you. Go ahead.

THE CLERK: Can we pl ease
have Janmes Aros.

(Wtnesses approached
Wtness Table.)

COUNCI LMAN SQUI LLA:
Counci | renber Young.

COUNCI LMAN YOUNG.  Thank
you, M. Chair.

As one of the nenbers who

represents parts of Center CGity,
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I"d like to say Market Street is
our city's nost inportant
commercial corridor here. It was
inmportant to ne to introduce this
| egi sl ati on under st andi ng t hat
certain significant chall enges that
our city faces in our Center City
commerci al office building space.

W want to hear fromthe
I ndustry experts to see how we as a
city can do better at retention in
our conmercial office building
space but also figure out how we
can work together to ensure that
our city continues to grow during
this challenging tine.

| nean, when we | ook at
some of the nunbers, there are a
| ot of buildings in Center Gty
that are considered to be
distressed. And in the real estate
mar ket busi ness, that's not a good
thing. There are a nunber of
bui | dings that are in bankruptcy

right now. And so, we want to nake
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sure that as a city we still try to
capture that value for our city,
because | nmean our tax base depends
on Center Gty and | want to nake
sure that there are things in place
where we can continue to capture
that growmh like other cities are
doing and to really partner with
the private sector on ensuring that
our city has the tools in place to
keep us noving in the right

di recti on.

So | just want to thank
you, M. Chair, for allow ng ne
that tine.

COUNCI LMAN SQUI LLA:  Thank
you, Council nenber, and thank you
for introducing this resol ution.

A J., if you want to just
state your nane for the record and
then proceed with your testinony.

MR. ARCS: Sure. Good
afternoon, Chair Squilla and
menbers of the Commttee on

Commer ce and Economi ¢ Devel opnent.
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My nane is Janes Aros, Jr. and | am
t he Chief Assessnent Oficer for
the Cty's Ofice of Property
Assessnent. Thank you for the
opportunity to testify on

Resol uti on No. 240314.

OPA has cl osely nonitored
the activity of the Center City
of fice market over the past several
years. OPA utilizes the incone
capitalization approach when
val uing Center Cty office
buil dings. Earlier this spring OPA
conpl eted our Tax Year 2025
reval uation and certified those
assessnents, which were devel oped
usi ng mar ket data through June 30,
2023.

The total assessed val ue as
of that certification for office
buil dings in the Center Gty
submar ket s as desi gnated by OPA was
approximately $8.78 billion. For a
conpari son when OPA conpl eted the

nost recent prior cityw de
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reval uation for Tax Year 2025 which
used mar ket data through June 30,
2021, the total assessed val ue as
of that certification for office
buildings in the Center Cty
submar ket s as desi gnated by OPA was
approxi mately $9.82 billion. The
decrease of over $1 billion in
assessed val ue from Tax Year 2023
to Tax Year 2025 reflects recent
changes in the office market
attributed to several factors,
I ncl udi ng hi gher vacancy rates and
hi gher capitalization rates, which
Is a real estate netric that
estimates the rate of return on an
i nvest nent property. This
concludes ny testinony and | am
avai |l abl e to answer any questions
you may have.

COUNCI LMAN SQUI LLA:  Are
there any questions?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng

none -- thank you. On,
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Counci | renber Young.

COUNCI LMAN YOUNG  Yes.
Thank you for your testinony. Wen
OPA utilized the incone
capitalization approach when
determ ning the val ues of Center
Cty, where do you get this data
from when you're collecting the
i ncomes fromthe buil dings?

MR, ARCS: Sure. So we
were able to get some commercia
data for all commercial properties.
But in this case obviously we're
tal ki ng about office buildings
t hrough CoStar, which is an
i ndustry programthat can get
either sales or rental information,
and we also utilized severa
commerci al specific appraisal firns
in the area that are able to give
us insight on market data, what
rents and rates and everything are
going for. So those are two of our
nost primary sources of data as far

as what's going on in the nmarket
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when we do these val uations.

COUNCI LMAN YOUNG And is
there any differences when doi ng
eval uations regarding the different
cl asses of commercial real estate,
Class A, B, things |like that?

MR, ARCS: Yep. So we'll
break out -- so ny testinony
reference nunbers for Center City
overall. So there are three
submarkets included with that, so
we have Market West, Market East
and | ndependence Hall as we
designate it. So you could have a
different rate or a factor for a
| ocation and then there's your
cl asses, so Trophy A B, C

Sone of those rate figures
m ght end up being identical, but
we break it out so that way if
there are differences we woul d
reflect that in the assessnents and
we can -- when we do the
calculations if there's a cap rate

di ff erence between cl asses or
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vacancy or whatever, we have that
data available to us in doing the
val ues.

COUNCI LMAN YOUNG  And |
guess that decrease over $1 billion
in the value, can you tell us what
| guess froma revenue perspective
how nuch revenue loss that is to
the Cty of Phil adel phia?

MR. ARCS: | would not be
the person to give you that answer.
We're not | ooking at the actual
revenue. We're just trying to get
the valuations right, and that
nunber i ncludes sone exenpt val ue
soit's not all a taxable |oss
there. But we're not doing revenue
calculations for the Gty so |

woul d not be the person to answer

t hat .

COUNCI LMAN YOUNG  Thank
you.

Thank you, M. Chair.

COUNCI LMAN SQUI LLA:  Thank
you.
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Counci | renber Gaut hi er.

COUNCI LWOVAN GAUTHI ER
Thank you, M. Chair.

Were there any defining
characteristics of properties that
were worth less in '25 or was kind
of just everything valued at a
| esser anount ?

MR. ARCS: Yeah. So just
to give you a little bit of an
overal | perspective when we're
doi ng the val ues, we're doing
I ncone approach. W call it a
stabilized incone approach. So
we're taking class of properties
and we're assum ng certain factors
for everything in that class.

The reality of individual
buil dings may differ and that's
where we get people to cone in and
appeal. But when we're doing nass
appraisal, we're not going to do
1, 300 i ndi vi dual val ues across the
city. W're using standard rates

for class, |location, all that.
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But just to give you the
difference, for the Center Gty
properties in Tax Year 2023 the
vacancy rates that we use as part
of that standardized
capitalization, the range was 8 to
12 percent dependi ng on where they
were in Center City in the class.
For 2025, that range increased to
10 to 20 percent on a standardi zed.
So right there if you' re on that
hi gh end, that 20 percent end,
that's obviously a significant
i ncrease fromwhat we were | ooking
at in '23. Likew se, cap rates
went up anywhere from 10 to 15
percent. So when you're | ooking at
that, the higher the cap rate the
potential |ower rate of return.

So when you're | ooking at
ei ther cost of building or cost in
| endi ng, those are two big factors
with the way the commerci al
lending -- well, all lending rates

really, but particular in this case
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commercial | ending rates have
i ncreased. That is a huge factor

in sone of those cap rates going

up.
COUNCI LWOVAN GAUTHI ER
Thank you.
COUNCI LMAN SQUI LLA:  Thank
you.

Any addi tional questions?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng
none, thank you for your testinony.

M. MMonagl e, can you
pl ease call the next panel to
testify.

THE CLERK: Can we pl ease
have WII Carter.

(Wtness approached Wtness
Tabl e.)

COUNCI LMAN SQUI LLA:  WI I,
thank you for testifying. Just
state your nane for the record and
then proceed with your testinony.

MR. CARTER. Good

afternoon. WIlliamCarter, Vice-
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presi dent of Local Governnent
Affairs for the Chanber of Conmerce
for Greater Phil adel phia. First
time |'ve been on a panel by nyself
so kind of enjoying this.

Good afternoon, Chairman
Squi Il a, Council man Young and
menbers of the Commttee on
Comer ce and Economi ¢ Devel opnent.
Once again, WIlliam Carter, Vice-
presi dent of Local Governnent
Affairs for the Geater
Phi | adel phi a Chanber of Commerce
and a foundi ng nenber of the
Inclusive Gowh Coalition. And I
want to thank you again for
allowing ne to testify today.

Peopl e often ask what is
inclusive growh. And quite sinply
it means growh of the entire
I nt erdependent busi ness ecosystem
so that nmeans mcro, small, mdsize
and |l arge. And when busi nesses of
al | denographics grow, they hire

which is of particular inportance
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to City Council and the Mayor, |I'm
sure.

So it's good we're having
this discussion today as with any
del i cate ecosystem nai nt enance of
and support are critical, and any
di sruption wll have ripple
effects. This is no different when
it conmes to maintaining a strong
and attractive office market in
Phi | adel phi a.

It's well-docunented that
Phi | adel phia al ready has fewer
private enpl oyers of al
denogr aphi cs than conparabl e
| ocal es and very few for-profit
conpanies at the top of the Cty's
| ar gest enployer list. This dearth
of businesses has contributed to a
23 percent loss in job growth since
1970, and the recent pandem c only
exacerbated the statistic.

Study after study has shown
t hat business density correl ates

wi th fewer business startups, |ower

Page 64

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

econom ¢ out put and hi gher poverty
within areas. According to data
conpiled by the Center City
District in 2019, there were nore
than 50,000 daily visits on an
aver age weekday from non-resi dent
wor kers in the West Market Street
and JFK office district. And in
2020, that dropped to | ow fewer
than 5,000 comuters.

In 2023, there were roughly
30, 000 such commuters going to work
in office buildings west of Gty
Hal | data shows. \Wen there's |ess
demand for office | eases, building
owners can't sustain that business
nodel whi ch | eads to buil di ngs
sitting around, which |eads to |ess
workers within Gty limts, which
| eads to less foot traffic for
smal | and di verse busi nesses and
the entire ecosystem| discussed
earlier, and then it also leads to
a few lower tax base for the city

of Phi | adel phi a.
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So it stands to reason that
Phi | adel phia has to maintain the
viability of its office market to
keep enpl oyers and jobs in the
city. Wth adequate investnent and
mai ntai ning a strong office market
and attracting enpl oyers,

Phi | adel phi a can i ncrease busi ness
activity for traffic on our
commerci al corridors and nore
overall dollars flow ng throughout
Phi | adel phia, which will

I nportantly grow jobs and an

i ncreased tax base for public
services here in our city. And I
t hank you for our tine. So |
shoul d get one question. This is
my only panel. [|'mthe sol oist.

COUNCI LMAN SQUI LLA:
Counci | renber Young.

COUNCI LMAN YOUNG  Thank
you, WIIl, for your testinony. Can
you talk to us about how the
vacancies really affect the

busi ness-t o- busi ness commer ce
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mar ket here in our city?

MR. CARTER:. Yeah,
absolutely. This is sonmething we
tal k about all the tinme. |Inclusive
growt h nmeans everyone nmaki ng a good
living inclusively whether they
wor k for thenselves or others. And
so, when you have a snmall busi ness
general ly obviously that's usually
a nom and-pop and we're really
tal ki ng about m cro businesses.
Smal | busi nesses can be up to 10
enpl oyees or maybe a little bit
nore, mdsize businesses and | arge
busi nesses and so forth with the
anount of people they enploy. So
the nore people who are in office
bui | di ngs here, the nore businesses
here and the nore people who are in
of fice buildings here the nore foot
traffic we have throughout the city
for small and m cro businesses,
whi ch coul d be once again your
nmom and- pop, for mdsize businesses

who coul d be delivering services to
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t hese conpanies in these office
buil dings. And nore inportantly,
nore dol |l ars, economc dollars for
the tax base for the city of
Phi | adel phia to grow and be able to
sustai n our prograns and services
that we have throughout the city.
So it's an interdependent
ecosystem

You have to have -- you
want growh fromall. And other
cities are substantially invested
I n business growth. Right now we
are just above Detroit. | don't
like to say that out loud but it is
true. 1t's been docunented.
People from PEWand the Center City
District have this information. W
want to grow faster and nore robust
and have our office system our
of fice ecosystem full and robust so
that nore jobs fromtop to bottom
are here throughout the city and
nore noney is flow ng throughout

our city. It's an interdependent
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ecosystem

COUNCI LMAN YOUNG.  So what
t hi ngs do you think we can do as a
city to better invest at a higher
rate than Detroit?

MR. CARTER. Well, 1'm gl ad
you asked that question. And |I'm
| ooki ng at Counci | nenber Gaut hi er
and hopefully she's going to be
easy on ne this tinme. But | think
we all understand this. Right now
our city's |largest enployers are
eds, neds and governnent. Eds,
meds and governnment. So unl ess
you're in governnent like | amor
in eds and neds |i ke sone of ny
friends, we'll say this city is not
for you necessarily.

So how do you grow
enpl oyers fromdiverse -- |ike
Atlanta's doing it. Austin's doing
it. They're saying, hey, we are
open for business. So the nunber
one thing I hear on a regqular

basi s, and you know I worked here
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for 15 years and | used to think
they were crying wolf but it's not
the case, is we have to |l ower the
cost of doing business in the city
and we have to nmake it nore
attractive for businesses to cone
her e.

Heads of househol ds -- and
| say this all the tinme, heads of
househol ds or heads of conpanies
make the sanme deci sions as heads of
househol ds in determ ning where to
| ocate. They want to be sonewhere
where it's a nice environnent so
t hat neans cl ean, green and safe
obvi ously, but they also want not
to be knocked over the head for
being in that area.

So | right now, because |
don't work for the City, could nove
outside the city and give nyself a
3 percent raise. My wife as the
CEO of ny conpany at the house asks
nme all the tinme why don't we do

that, and it has to have an
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overriding argunent for ne to be
here. And, you know, | do like
being in the city.

So | would just say that we
need to | ower the cost of doing
busi ness. W need to nake it
easi er to do business and we have
to make it obviously safer to do
busi ness here and that will help
our office market grow, which is
obvi ously the subject of this
particul ar resol ution.

COUNCI LMAN YOUNG  Thank
you.

Thank you, M. Chair.

COUNCI LMAN SQUI LLA: | hope
she won't be too hard on you.
Counci | menber Gaut hi er.

COUNCI LWOVAN GAUTHI ER
Since he's by hinself today |I'm not
going to push himon (inaudible) at
all. But | did want to ask you if
you have studied how other cities
have approached this. W're not

the only ones dealing with this
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I ssue.

And | would say that | had
the opportunity to go to other
cities for conferences over the
past couple of years. |'ve been to
Denver. |'ve been to Qakland. |
woul d say that our downtown is
faring much better than other
cities that |1've seen. Those
cities felt very enpty to ne, even
a few years out of the pandem c

But anyway, have you seen
cities that have dealt with this
chal | enge effectively and what have
t hey done?

MR. CARTER: Yeah, and |
actually will -- when the Center
Cty District cones up here they
have all the data and we borrow
data fromthem but there is a
graph that shows private sector job
gromh. W are close to the bottom
of that graph year after year.

So since |'ve seen this

graph and studied it, it is that
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case. Several cities are above us,
Phoeni x. W hear about Phoeni x a

| ot because we are simlar in size
and | know that there's sone
annexation that happened in
Phoeni x, what have you. But
Phoeni x is grow ng jobs faster than
we are.

And | think it just really
takes for us to really understand
what it's going to take to grow
j obs here, and I'm not saying that
we don't. We're having
di scussions. CObviously there's a
Tax Reform Conmm ssion that's
tal ki ng thankfully and com ng out
wi t h reconmendati ons.

But we have seen that the
cities that invest in private
sector job growh are creating nore
j obs. Governnent doesn't grow
fast. It just doesn't. | don't
know how many people we've hired in
Cty Council since | left, but it's
probably not a whole |ot.
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And then eds and neds, they
grow when they expand their
footprint. Maybe a new buil ding
goes up and in their master plan,
but cities who are getting it are
investing in private sector job
growh. So mcro businesses turn
into small, small turn into
m dsi ze, mdsize turn into |arge
and even large turn into nega. |
say | root for all business like I
root for the Phillies and the
Eagles. | want themto win versus
our conpetition.

And we are in conpetition
versus other cities for residents,
for people saying, hey, I want to
cone there for opportunity. It's
j ust happeni ng and so nmany peopl e
are going to Atlanta, so many
peopl e are going to other cities,
D.C. and others. And we want to
say, hey, cone here not just
because we want you to cone here,

but al so we want you to contribute
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to our ecosystem of not only

resi dents but al so businesses and
comerce. Hopefully, that answered
your questi on.

COUNCI LWOVAN GAUTHI ER: |
think I was asking -- naybe the
answer m ght be we just have to
I nvest in business attraction and
busi ness growmh. | think | was
asking in particular if we're
tal ki ng about the downtown office
mar ket, are there particular
strategies that we should be using
to focus on the downtown office
mar ket and how have other cities
fared in bringing their downtowns
back to life?

MR. CARTER: Yeah. And |
wi || say nunber one is, and
everybody says this top to bottom
safety. Obviously, we need to have
a safe city and people need to feel
confortable comng. W have to
i nvest in our transportation.

Ri ght now SEPTA does not
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have nearly the funding they need
and we depend upon that here.
take the 17 bus often here and
back. And so, then obviously
| onering the cost of doing
busi ness. Once again we have the
hi ghest in the nation wage tax. |If
you're a worker, you would live in
t he suburbs and work in the suburbs
because you're saving yourself a
rack of noney.

And then we're also the
only city that double tax our
busi nesses. So it's a disincentive
to being here. And then the costs
here are pretty high relative to
the return. And |'m sure these
gent | enen behind nme can di scuss
that further and once again the
people from Center City District.
But those are the strategies. You
want to do whatever it takes to
attract good business actors to the
city.

W' re not tal king about --
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too many people cone to ne, they
say, oh, | feel businesses are |ike
M. Burns fromthe Sinpson just
trying to nake, you know, doi ng
this all the -- and that's not the
case. Mbost people, both ny
grandfathers were entrepreneurs.
Ei t her you work for yourself or you
work for others. And if you grow,
you hire. W want to attract those
type of people and that type of
energy to this city and get our
city -- | say this all the tine,
get our city popping again.

COUNCI LWOVAN GAUTHI ER:
Thank you.

MR. CARTER. Al right.

COUNCI LMAN SQUI LLA: G eat
job. Very nice and cordial. So
t hank you for your testinony, WII.
Appreciate it.

Seei ng no ot her questions,
M. MMonagl e, please read the next
testifiers.

THE CLERK: Can we pl ease
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have Prema Gupta, Job Itzkowitz and
Shal i mar Thomas.

(Wtnesses approached
Wt ness Table.)

COUNCI LMAN SQUI LLA: Good
afternoon, everyone. Thank you for
comng to testify.

Prema, we can start with
you. Just state your nane for the
record and then proceed with your
testi nony.

M5. KATARI GUPTA: (Good
afternoon. M nane is Prema Katari
GQupta. As ny colleague fromthe
Chanber said, we're the people from
the Center Gty District with the
data. |1'm CEO of Center City
District and I'mjoined by ny
col l eague dint Randall who is our
Vi ce- president of Econom c
Devel opnent.

|"mproud to be CCD s
second CEO foll ow ng behi nd our
founder Paul Levy, who now serves

as our Board Chair. Center Gty
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District is an independent private
sector-directed authority organized
under the Commonweal th Municipality
Aut horities Act.

CCD col |l ects assessnents
from 1,800 properties within
defi ned boundaries and uses this
revenue to provide prograns for a
cl ean, safe, attractive and well -
managed public environnent in our
downt own and ot herw se bol ster the
attractiveness and conpetitiveness
of Center City.

W' ve spent the last 33
years hel pi ng keep Center Gty
cl ean and safe wth cleaning crews,
comunity service representatives,
honel essness outreach
prof essionals, a relatively new
public safety patrol, a unique
partnership wth Phil adel phia
Pol i ce that includes a substation
in our office and nmanagi ng four
downt own parks, including Dlworth

Park right outside of City Hall
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"Il note that all of our prograns
suppl enent but do not replace Cty
servi ces.

Qur downtown district's
geogr aphy essentially covers the
m d and high-rise core of Center
Cty Philadel phia from6th Street
to the Schuylkill River and within
these few square mles are 42
percent of the City's jobs. And
whil e the perception of the
downt own wor ker may be |like a
partner at a law firm our downtown
ecosystemis really diverse and
I nt er dependent .

One of ny favorite
statistics is the fact that
two-thirds of downtown jobs do not
require a college degree. So for
every partner at a lawfirm there
are many janitors, baristas, hotel
conci erges and nedi cal technicians.
And we need to be m ndful of that
rich ecosystem of downtown jobs as

we consider the future heal th of
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our downt own.

It has been our
organi zation's self-interest to
track the health of the office
mar ket fairly excessively. |
nmenti oned the 1800 properties
within our district. 30 percent of
our assessnent revenue at CCD cones
fromjust 25 buildings, and not
surprisingly these are large office
bui | di ngs for the nost part which
were before the pandem c, at | east
reliably the highest val ue
properties in Philadel phia.

So today our downt own
contains about 40 mllion square
feet of office space. And what |
find conpletely astonishing is the
fact that since CCD s founding 30
years ago, the anount of office
space in our downtown has remi ned
constant, 40 mllion square feet.
It al nost doesn't nmke sense,
right, because we've seen new

Contast buil di ngs, we've seen

Page 81

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

Morgan Lew s, we've seen Chubb, al
t hese sparkling new buil dings.

And the good part of it, so
it's one of those good news/bad
news things, the good news is we as
a city that has | ed the way
nationally in converting outdated
of fice buildings to apartnents and
hotels, driven in large part by the
tax abatenment and our flexible
m xed-use zoni ng code, and |11
tal k nore about conversions in a
m nut e.

But here's the bad news,
and quite honestly |I find this
fairly horrifying, in the last 30
years whil e downtown's supply of
of fi ce space remai ned the sane
size, the supply of suburban office
space in our region has grown from
25 mllion square feet to 60
mllion square feet while we've
stayed constant. And if you're
wonderi ng why, | know that ny

predecessor would |ove to talk tax
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policy.

So of our 40 mllion square
feet of downtown office space,
nearly 9 mllion are currently
vacant, giving us a 19 percent
vacancy rate. Before the pandem c,
the vacancy rate was closer to 9
percent which is nornmal and quite
frankly healthy. And it's
I nportant to note that vacancy is
not distributed evenly across
of fi ce buil dings.

Qur newest and ni cest
bui | di ngs, the so-called trophy
class are generally well-occupi ed.
Trophy buil dings are where tenants
nove when they pursue a so-called
flight to quality, and this sort of
i nventory in our downtown has an 89
percent occupancy rate. It's our
ot her office buildings,
particularly the mddle Cass A
segnent that's bearing the brunt of
this trend. Vacancy in Cass A

buildings is close to 75 percent.
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The good news -- there is a
silver lining in this. Vacancy is
not driven by tenants |eaving
Phi | adel phia. Wth the exception
of a few departures, notably Radi an
tenants, have stuck around in
Center Gty since the pandem c and
we' ve even attracted a few new
conpani es.

So how is this possible
wi th vacancy clinbing? Tenants
across the board in nost industries
are downsi zing, trading extra space
for smaller and often higher
quality spaces. This is in part
because of hybrid and renote work
patterns and in the West Market and
JFK office district, there are
about 63 percent of the daily
wor kers conpared to 2019, but it is
worth noting that this nunber
continues to grow. And thanks to
t he | eadership of our Mayor and
conpani es |i ke Contast and | BX

there's about 6 percent nore
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workers in that office district
than there were | ast year and that
nunber continues to inch forward.

So goi ng back to
conversions, right, there's a
school of thought out there
suggesting that we nmay be able to
convert our way out of this office
vacancy crisis, and it's not easy.
"Il say that because nost office
bui | di ngs contai n dozens of
different tenants all of which have
| eases of different terns, |engths,
dates, structures. Downsizing and
relocating out of office buildings
doesn't happen at once. And it's
very rare for an office building to
be entirely vacant at once unl ess
it has a single occupant.

So | alnost picture this as
a gane of Jenga with irregular and
potentially destabilizing vacancies
t hroughout these office buil dings.
And al so, not every obviously

office building is suitable for
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conversion even if the building is
entirely enpty. Context, building
form |location of elevators, floor
pl ate size, elevator |ocations,
availability of wi ndows and a
variety of other factors all play a
crucial role in assessing a
building's feasibility for
constructi on.

As | said earlier, we have
|l ed the way nationally. W have
ot her cites nationw de reachi ng out
to us to understand how we've been
able to convert so many buil di ngs,
how we have such a strong
residential population in our
downt own, and we have converted
nearly 10 mllion square feet of
out dat ed space in the |last 30
years. And these other uses have
grown the downt own popul ati on and
al so enlivened our streets.

Currently CCD is tracking
about 1.5 mllion square feet of

of fi ce conversion under way, which
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we think should produce about 1, 000
nore apartnents in Center City.

But ultimtely, we cannot convert
our way out of the office vacancy
problem and I don't think we would
want to either.

We need to naintain and
grow t he nunber of office-occupying
jobs in our downtown that serve our
ci tywi de popul ation and reinforce
our great public transportation
system Center Cty District has
been very focused on this issue,
which is why we've been engagi ng
with the Gty's Commerce Director
Al ba Martinez and her teamto
initiate a proactive outreach
programto all large tenants
occupyi ng space in Center City.

The goal is to show that
city governnent and the downtown
busi ness i nprovenent district are
proactive and engaged and ready to
listen to what decision-nakers at

those office tenants have to say
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about operating in Center Cty.
The first phase of this outreach is
getting under way and we are
prepared to bring other partners
together to sit in on these
neetings with tenants as we
understand the quality-of-life
concerns and determ ne how to
i nprove their experience to ensure
that they are positioned to thrive
in Center City.

Aside fromretention, the
attraction of new tenants is
anot her opportunity. Wth a
concerted effort to attract new
firms fromthe suburbs and from
other major cities, |everaging our
tal ent pools and our great
transportati on system we can
support the firnms that are already
establ i shed here and vacancy in the
office district can be mtigated.

At Center Gty District we
bel i eve that our downtown is the

heart of opportunity, comrerce,
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culture and joy for the entire
region. The diverse interdependent
downt own wor kforce hails from every
corner of the city and region and

i ncl udes thousands from every
Councilmanic District. The team at
Center Gty District is commtted
to doi ng whatever we can to partner
with the Cty on prograns and
policy changes that will encourage
tenants to stick around and invite
others to ani mate your office
district in the years ahead. Thank
you for your tinme and

consi derati on.

COUNCI LMAN SQUI LLA:  Thank
you, Prema. | think we'll hold
questions until the whole panel is
conpl et ed.

Just state your nane for
the record and proceed.

M5. THOMVAS: Honor abl e
nmenbers of City Council, ny nanme is
Shal i mar Thomas and |''mthe

Executive Director of North Broad
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Renai ssance, the nonprofit nmanagi ng
both the North Broad Business

| mprovenent District and North
Broad Special Service District.
Thank you for the opportunity to
address you today regarding

Resol uti on 240314, a pressing issue
affecting our city's econom c and
communi ty | andscape, the office
vacancy crisis.

In recent years, our city
has w tnessed a significant
increase in office vacancies, a
trend accel erated by the COVI D-19
pandem ¢ and evol vi ng work
patterns. As we navigate this
chal | enging period, it is crucial
to address the nulti-faceted
i npacts of the crisis and explore
strategies to mtigate its effects.

I"mparticularly interested
in finding a renmedy on this as
busi ness attraction and retention
is atop priority for the North

Br oad Renai ssance, and office
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vacancy is directly related to our
goal s around job equity and can

i npact nore than 60,000 residents

I n our coverage area. W know t hat
what inpacts Center City wll
eventually find its way into our
nei ghbor hoods and can ultinmately

I npact our nei ghbor hoods
negati vel y.

I think we all understand
the positive inpacts that office
vacanci es have on our comunities,
but for the record I'll reiterate a
few. Econom c opportunities, new
of fi ce devel opnent can create jobs
for local residents, including
positions in construction,
mai nt enance and the service
sectors. Additionally, noving
busi nesses into new offi ce spaces
may provide entry-|evel jobs or
I nternships to comunity nenbers.
Support revitalization and
infrastructure efforts. O fice

buil dings often lead to
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revitalization in underdevel oped
areas, which can result in inproved
i nfrastructure such as better

roads, public transportation and
public anenities. This can enhance
the quality of life in surroundi ng
nei ghbor hoods.

Comuni ty devel opnent, sone
of fice projects include community-
focused conponents such as
af f ordabl e housi ng, public spaces
or community centers. These
devel opnents can provide direct
benefits to | owincone residents.
| f not addressed, the office can
have the foll ow ng negative
econom c inplications: First, the
rise of office vacancies has direct
econom ¢ consequences for our city.
Enpty office buildings result in
decreased property taxes which can
affect funding for essential public
services and infrastructure.

The shift towards renote

and hybrid work nodel s have changed
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the demand for traditional work
spaces. Many businesses are
re-evaluating their needs for
| arge, centralized office |eading
to increased vacancies in our urban
core. This shift has inplications
for local businesses such as cafés
which rely on foot traffic from
of fice workers.

Vacant office spaces can
contribute to blight and reduced
vi brancy in our neighborhoods. As
bui | di ngs remain enpty, they becone
eyesores and detract fromthe
overal | appeal of our city.
Furthernore, high vacancy rates can
di scour age new busi nesses,
devel opers and -- I'msorry. High
vacancy rates can di scourage new
busi nesses and devel opers from
investing in our community. | just
realized | should have nmade the
print nmuch |arger on this.

Wil e the office vacancy

crisis presents challenges, it also
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of fers opportunities for innovation
and revitalization. Qur city
governnents are actively supporting
and shapi ng new office building
trends through various policies and
initiatives ainmed at fostering

I nnovation, sustainability and
econom ¢ devel opnent .

My full testinony has a
conprehensi ve list of best
practices but for the sake of tine
["I'l highlight three: First,
pronoti on of innovation districts.
Sone cities are creating or
supporting innovative districts,
areas designed to foster
col | aborati on between busi nesses,
start-up, research, institutions
and governnment agencies. These
districts often feature nodern
of fice spaces tailored to the needs
of tech conpani es and ot her
i nnovative industries.

For exanple, the North

Broad Renai ssance is in the process
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of creating four districts to
support our inclusive econonic
goals. They include a tech
district, arts and culture
di strict, business district and
health district. Partnering with
the Gty on pronoting these
districts could prove beneficial to
bot h of our goals.

Second, econom c
devel opnment prograns. Cities often
have econom c devel opnent prograns
t hat support businesses in
expandi ng or relocating to new
of fice spaces. These prograns nmay
of fer financial incentives,
streamine permtting processes or
provi de other fornms of support to
attract and retain businesses.

A key industry to | ook at
I S experience-based busi nesses or
t he experienced econony. There's a
growi ng shift from owning products
val ui ng experiences. This trend is

driven by younger generations who
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prioritize experience over materi al
goods. Businesses that offer

uni que and nenor abl e experiences
are thriving in this environnent
and shoul d be incentivized to

| ocate to our areas, especially
considering the salaries for these
jobs can range from $40,000 to
$120, 000 a year.

Third, community engagenent
and public spaces. Gty
governnents are increasingly
I ncorporating public spaces and
comuni ty engagenent to office
devel opnents. This includes design
of fice buildings with accessible
publ i c areas, parks and conmmunity
facilities that enhance the overal
urban environnment. As | nentioned,
there's a full list in ny testinony
that can be reviewed at a |l ater
tinme.

By aligning policies and
i nvestnents with energing trends in

of fi ce space usage, city
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governnents are playing a crucial
role in shaping the future of urban
park environnments and fostering
sust ai nabl e, vi brant and adapt abl e
busi ness districts. Overall while
of fice building trends have the
potential to benefit | owincone
communi ti es through inproved

i nfrastructure and econonic
opportunities, it's crucial for the
ur ban pl anni ng and devel opnent
strategies to address and mtigate
the risks associated with those
trends to ensure that growh is
equitable and inclusive, and in
short 1'mtal ki ng about
gentrification.

I n concl usion, addressing
the of fice vacancy process requires
a col |l aborative and forward-

t hi nki ng approach. By |everaging
I nnovative strategi es and wor ki ng
together, we can transformthe

chal l enge into an opportunity for

growt h and renewal in Philadel phia.
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Thank you again for your attention
inthis matter. |'mconfident that
wi th your | eadership we can
navigate this crisis and build a
nore vibrant and resilient city.
Thank you.

MR | TZKON TZ: (Good
afternoon, Chair Squilla, nenbers
of the Commttee on Conmerce and
Econom ¢ Devel opnment. M nane is
Job Itzkowitz. |'mthe Executive
Director of the Add Gty Special
Services District. | want to thank
Counci | mrenber Young for introducing
this resolution on this issue and
for allowing ne to testify today.

By way of background, the
ad Cty Special Services District
is a municipal authority and
busi ness i nprovenent district in
Ad Gty. Now, inits 26th year
Od Gty Dstrict served to
suppl enent, but not replace, the
services provided by the Gty of
Phi | adel phia and the
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responsibilities of property
owners, contributing to a healthy
environnment for businesses to be
successful, for visitors to enjoy
their experience in Add Gty and
for residents to maintain a
positive quality of life.

However, despite these
ongoing efforts to enhance A d
Cty'svitality, dd Gty's
commerci al office market has not
been i nmune to the broader
chal | enges facing Phil adel phia and
the national office market. dd
Cty, including its immedi ate
surroundi ngs, is hone to
approxi mately 30 office buildings
enconpassing nore than 5 mllion
square feet of space. Mich of that
space is contained in Cass C
comercial office buildings.

O fice vacancy is a
national issue and Add Cty is no
exception. Wthin the past year

several large Ad Gty office

Page 99

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

bui | di ngs have vacancy rates in
excess of 40 percent, with at |east
two exceeding 70 percent, one of
whi ch was at 80 percent vacant.

Even nore offices are
occupi ed, enpl oyees are not in the
office every day. Wth this
absence of office workers, it's no
surprise that while foot traffic is
I nproved, it has not yet recovered
to prepandem c nunbers. The
subsequent inpact on Ad Gty is
multifold. The reduction in
occupancy and in office worker
attendance has an i npact on the
ground-| evel experience for
wor kers, visitors and residents
al i ke.

Retail vacancies in Ad
Cty have fluctuated significantly
over the past few years. And
al t hough they' ve recovered since
the pandemc, AOd Cty's retai
vacancy rate is starting to tick up

again in part due to the ongoing
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absence of those workers. But an
addition to the i mmedi ate i npact
created by the decline in office
wor ker foot traffic, increased
of fi ce vacancy and the
correspondi ng decline in property
val ues pose an existential threat
to our organi zation.

As you know, and you've
voted on this in the past, OCD s
five-year plan and budget is
approved by Cty Council. The
approved plan outlines how nuch OCD
budgets for assessnents each year.
That assessnent anount this year,
about $1.2 million, is then
all ocated to each comerci a
property owner based on the
rel ative value of their property
over the denom nator of al
commercial property in the
district.

So for exanmple, if your
property is worth 10 percent of all

the commercial value in the
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district, you pay 10 percent of our
budget and this year woul d work out
to about $120,000. Qur comercia
properties range in size and |'1]1
refer to themtoday as they are
nore commonly known, and those are
not necessarily their official
nanes today, for exanple on the

| arger side AOd Gty has the Penn
Mut ual Towers, the Boarse and the
Wel |'s Fargo buil di ng.

Smal | er properties include
three- to six-unit apartnent
bui |l di ngs or retail comrerci al
condos, even snaller re-assessed
deeded parking spots. So if you
have a deeded parking spot that's
not part of your house, you're
getting an assessnent from us.

Though the | arger buil dings
are fewer in nunber, they represent
a nmuch greater proportion of the
value of Od Gty conmercia
properties. This year Ad Gty
Di strict has 932 rate-paying
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properties. O those, the top 50
properties pay 65 percent of our
budget. \While sonme of those
bui |l di ngs are hotels and fairly
stable, many are traditional office
bui | di ngs.

Sonme of those buil dings
have traded recently at very deep
di scounts. The Col onial Penn
bui |l ding at 399 Market sold at 77
percent of its OPA val ue, then
assessed, (i naudible) appeal ed.

The Boarse sold at 65 percent of
Its OPA-assessed value. 400 Market
Street sold at 26 percent of its
OPA- assessed val ue.

As OPA or BRT, in the case
of appeals, catches up with new
mar ket val ues, the overall val ue of
comercial properties in Add Gty
continues to decline. But nore
Inmportantly to us as the district,
the larger properties represent a
smal | er percentage of the overall

commerci al property value. As that
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trend continues, we have to fill up
to that $1.2 million in assessment,
so as that trend continues, the
burden shifts fromthe | arger
properties to the snaller
properties. That includes snal
property owners and nom and- pop
busi ness tenants.

So recal ling that
hypot heti cal property that pays
$120, 000 us each year because it's
worth 10 percent of all of our
commercial property value, if the
top 50 properties in Ad City that
pay 65 percent of our rate
experience a 50-percent reduction
I n assessed value, the total value
of all commercial property in Ad
Cty would drop from1l.5 billion to
1 billion. And the property that
was payi ng $120,000 slips to
$90, 000. That $30,000 gets
redistributed to snaller properties
and our assessnment mllage rate

goes up 50 percent to nake up for
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the | ost val ue.

If the value of the |arger
properties shifts too nmuch and the
burden on the smaller property
owners becones too great, our
rat epayers may reject
reaut hori zation at their next
opportunity. Though the situation
is serious, there is hope. Ofice
conversi ons have energed as a
partial solution.

The Phi | adel phi a Busi ness
Journal recently reported that 400
Market Street is set to be
converted into 176 apartnents. The
Bourse wll convert sone space to
hospitality and the vacant food
hall will be replaced by a weddi ng
and event venue. Meanwhile 399
Market will remain as office space
but with nore conpetitive rents.

Nevert hel ess, while A d
City has made progress in
recovering foot traffic and

fostering residential growth, the
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of fice vacancy dilenma continues to
underm ne the stability of our
commercial corridor. As office
spaces remai n vacant and property
val ues decline, the financial
future of the district is at risk.

To address this, |
encourage us to work together to
seek solutions that not only
support the nei ghborhood but al so
preserve and enhance the val ue of
ad Cty's commercial real estate.
Thank you for the opportunity to
testify and |' m happy to answer any
guesti ons.

COUNCI LMAN SQUI LLA:  Thank
you. Thank you all for your
testinony. And sonetinmes we have
t hese chal |l enges and they create
opportunities. And | think if we
|l ook at it that way we'll be able
to overcone those chall enges and
grow the city as tines change and
as properties change too to nmake it

al ways one of the -- and | see it
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as when you see other cities that
al ways go through those gigantic
hi ghs and then gigantic | ows,
Phi | adel phia's curve is always a
little bit smaller and sl ower, |
t hi nk, because of sone of these
opportunities. It's interesting.

And | want to thank ny
col | eague Counci | menber Young for
bringing this resolution to the
table. And, Council nenber Young.

COUNCI LMAN YOUNG  Thank
you, M. Chair.

The question for Center
Cty District, essentially as you
go through your evaluation, | just
listened to what Job nenti oned
because of the | ower val ues, they
have to then shift sonme of that
stuff to sonme of the smaller
rat epayers, is that sonething that
Center City District properties
will have to go through as well as
the val ues of the properties are

| ower ?

Page 107

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

M5. KATARI GUPTA: Yeah. |
t hi nk that because we are
di stri buted anong 1800 properties |
think the math is not as dire, but
it is absolutely sonething that we
are | ooking at as well.

COUNCI LMAN YOUNG: And can
you describe to us | guess what
sone other cities are doing in
their core commercial areas to
hel p, | guess, keep it stabilized
as we cone out of the pandem c and
where we are nationally in that
rank?

M5. KATARI GUPTA: Sure.
And | think Council menber Gauthier
said this on the previous panel. |
wi Il say both quantitatively and
qualitatively our dowmmtown is in a
better position than many of our
peers. Interestingly enough, one
of the direct lines is this
conversi on process that we've been
doing for the last 30 years and the

fact that we have anong the | argest
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downt own popul ation. And so, those
fol ks have been shopping in our
stores and eating in our
restaurants and wal ki ng on our
sidewal ks for the last five years
where a lot of cities have enptied
out .

| think we al so overi ndex
on essential workers for a
downt own, Jefferson being our
| ar gest enployer and a | ot of those
fol ks have been com ng to work
every day. So those are things
t hat have helped us. And quite
honestly, we've also had sone great
| eadership. As | nentioned in ny
testi nony, sonme conpanies |like
Contast, [BX, certainly our Mayor
and that nunber just keeps coni ng
up, so | think we're in a good
pl ace conpared to others | would
say.

Through sonme of our
research efforts we have noted a

really strong correlation between
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commute tinmes and an individual's
i kel i hood of being back in the
office. And | think because we
have this grow ng downt own
popul ati on but al so, you know, you
can't mss them the amount of
apartnments being built kind of in
the periphery of our Center City,
that's shoring that up and that's
creating this great exchange

bet ween tal ent and the office that
| think will, as nmy coll eague Cint
says, wll future-proof us froma
per specti ve.

So where | am bul l'i sh and
where | do feel we have an
opportunity is connecting tal ent
and transit with sort of these
assets that we have in a way that
we are decades above other cities
in ternms of our downt own
residential population which is
great .

Where | am concerned, as |

nmentioned, is a lot of the
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buil dings that are readily

converti bl e have al ready been
converted and we've got a couple
probl em bui | di ngs that, you know, |
think some of the real estate
experts behind nme, we'll all need
to put our heads together to sort
out. But | think on a sort of
day-to-day vitality basis | think
we' re doing very well.

COUNCI LMAN YOUNG: Can you
describe to us how our city is
doing or let me rephrase the
guestion. How does our city
conpare to ot her downtowns when it
comes to the different nodes of
transportation in getting people to
and from our downtown and in
bet ween our downt own?

M5. KATARI GUPTA: Yeah, |
think that's a really great
question. Do you have anything top
of mnd -- do you have nunbers top
of mnd, dint?

MR. RANDALL: (I naudi bl e).
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COUNCI LMAN YOUNG  Woul d
you mnd comng to the m crophone
to testify pl ease?

M5. KATARI GUPTA: Sorry.
| need to start a (inaudible).

COUNCI LMAN SQUI LLA:  When
you conme up, just state your nane
for the record and then proceed
wi th your testinony.

(Wtness approached Wtness
Tabl e.)

M5. KATARI GUPTA: dint is
studying this right now

MR. RANDALL: Hi. Good
af t ernoon, everyone. dint
Randal | , Vi ce-president of Econom c
Devel opnent at Center City
District. On a cityw de |evel,
we're typically 5th or 6th in the
country in terns of folks getting
to work by nmeans other than a car.
So typically right behind New York,
San Franci sco, Boston, D.C. and
Chi cago, and then i nmedi ately ahead

of Seattle and a few hours. So to
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Prema's point, that is a real
conpetitive advantage for us, the
fact that so nuch of our talent
pool can access the 42 percent of
the city's jobs that Center City
contains w thout a car.

And to your point, Prem,
about that feedback |oop of this
sort of huge boom and renta
housing in particular that's going
on kind of in the nei ghborhoods
I mredi ately around Center City, the
nore the popul ation is aggregated
within a couple mles of all these
of fice buildings, the nore people
there are that can just walk into
wor k, hop on a bi ke, et cetera.

| can say too this is a
final point on that, that just
| ooki ng at kind of the popul ation
I mredi ately around Center City, as
many as 30 percent or nore of the
downt own wor kf orce wal ks to work
which is a fairly stratospheric

nunber as far as major cities'

Page 113

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

comuting rates by wal ki ng.

COUNCI LMAN YOUNG  Thank
you. You nentioned our talent
pool. What can we do or how can we
| everage that tal ent pool given
that we are a city full of eds and
meds and essentially the tal ent
pool is comng fromthose
institutions? How can we better
| everage the ancillary businesses
that are associated with the eds
and neds to attract themto cone to
our Center City and things |ike
t hat ?

M5. KATARI GUPTA: Yeah. |
think it's a huge opportunity that
fol ks Ii ke Canpus Philly have been
wor ki ng on for a great deal of
time, but we long say and this is
fairly qualitative, if you like
cities there's no better East Coast
city tolivein -- there's no
better city in Anerica to live in
because of our relative

affordability -- and to be clear,
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not affordable to all but for folks
conmpari ng anong our peer cities --

| think it's a real opportunity for
us.

But just kind of going back
to the statistic | nmentioned in ny
testinony that | really just want
to underline, this idea that we've
had this constant supply of 40
mllion square feet of office space
i n our downtown while suburban
mar ket s have grown from25 mllion
to 60 mllion. And going back to
your idea of transit, | nean those
j obs, those 42 percent of cityw de
j obs are all accessible without a
car to Phil adel phians. That's not
the case for the suburbs. They're
like climate -- they're a variety
equity oppor -- there are a variety
of reasons why we need to shore up
in the job opportunities that are
avai l able in our downtown and
ot herw se accessible by transit.

COUNCI LMAN YOUNG.  Thank
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you.

COUNCI LWOVAN GAUTHI ER: MWy
question is for Center City
District as well. You tal ked about
a survey of -- did you say that you
all were doing a survey of existing
sort of office businesses, office
bui | di ngs downt own?

M5. KATARI GUPTA: W
certainly track the office market
very closely. W haven't done a
survey in a period of tine.

COUNCI LWOVAN GAUTHI ER: Oh,
| thought you nentioned that in
your testinony. | mght have
m sheard you.

M5. KATARI GUPTA: Yeah.

No, | don't think I did. W're
doi ng a survey of inpressions of
downt own ri ght now that you've
probably gotten 12 or 15 enmils
about .

COUNCI LWOVAN GAUTHI ER
Ckay. Wonderful. | want to ask

have you thought about naybe
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expandi ng and doi ng the surveys of
t he businesses that are |ocated in
t he suburbs just to understand why
they made the decisions they did?
W may think that we know but maybe
we don't fully know, and that m ght
be val uabl e i nformati on.

And al so, have you thought
of doi ng sone surveying of recent
busi nesses that have noved downt own
about why they made that decision?
For instance, | heard the best
story from Dawn Summervill e about
Chubb at one point |ooking to | ook
nove outsi de of Phil adel phia, but
Commer ce and others being able to
convince themto nove to Center
Cty to the location they're
bui |l ding and to consolidate their
headquarters, so they're bringing a
| ot of other jobs here. | don't
have a full story about why they
made that deci sion.

So are we al so expandi ng

our data points about why office

Page 117

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

space i s expanding in the suburbs
and why we have gotten sone new
busi nesses to cone to Center City
as we continue to grapple with this
chal | enge?

MB. KATARI GUPTA: Yeah,
think that's a great question. And
"1l just go back and note that
during the pandenmic we really only
| ost one sizable conpany to the
suburbs. 1'd say in response to
your question the econom c
devel opnent trope used to be that a
conpany woul d | ocate close to the
CEO s headquarters or a CEO s hone.
That's no | onger generally the
case.

Conpani es are increasingly
| ooking to be close to tal ent,
close to our universities, close to
our col |l eges, close to our young
people. And our sort of sense just
serving residential devel opnent in
and around Center City, | think the

maj ority of people noving to new
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apartnents are probably 35 and
younger. Certain to be sure we
have -- Center City is a place that
Is hospitable to all sorts of
peopl e different stages of their
life and I think we need to sort of
neet people where they are, but |
think we are increasingly seeing
interest in looking at Center City
because of the proximty that is
regional, a young educated
wor kf or ce.

COUNCI LWOVAN GAUTHI ER: ME.
Thomas.

M5. THOVAS: Yeah, | did
want to chinme in because as |
menti oned business attraction and
retention is sonething that the
North Broad Renai ssance is starting
to look at heavily. And | just
recently had two exanples of a
busi ness that has to | eave and the
busi ness who wants to |locate to
Nort h Broad.

The busi ness who has to
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tinme keeping up with the prices and
just not understanding the way
grow h is happening at this rapid
pace. So finding support for

busi nesses to hel p them navi gate
the growi ng nmarket and the changi ng
comunity, especially renters, can
certainly be hel pful.

And then a business who
wants to locate is just really
having a tough tinme trying to
bridge the gap to get theminto the
space, so helping themfind the
funding to kind of close the gap to
get themin there is one of the
t hi ngs that we're working on.

COUNCI LWOVAN GAUTHI ER
Thank you so nmuch. That's really
hel pful to understand. And | think
as we continue to strategize around
this and bring our downtown Philly
back, it'd be helpful to just have
as nmuch data as possi bl e about why

busi nesses are meki ng ot her
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deci si ons or why busi nesses deci ded
to | ocate here because those could
be -- there could be things that we
can grow over tinme that woul d
attract even nore businesses to our
downt own ar ea.

M5. KATARI GUPTA: |'d say
as we work through our outreach to
exi sting tenants we'll be nore than
happy to share what we learn with
you.

COUNCI LWOVAN GAUTHI ER
Thank you.

COUNCI LMAN SQUI LLA:
Counci | renber Young.

COUNCI LMAN YOUNG  Thank
you, M. Chair.

This question is for
Ms. Thomas. As you' ve done
research into other places that
have these different districts,
have any of the nunicipalities
provi ded any tax incentives for
these different districts in order

to help spur the growh as they are
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creating thenf

M5. THOVAS: Yes, that's
one of the tactics that | have in
here, providing incentives to
help -- and | just nentioned that,
provi ding incentives to hel p get
the businesses to really get into
the location. So, yeah.

COUNCI LMAN SQUI LLA:  Thank
you.

And one | ast question
before we go. So how do we -- when
we see the vacanci es say Wl nut
Street, Chestnut Street, Market
Street and then work with private
owners who own those properties to
try to convince themto nmaybe work
on reduced rent or things |ike
that, how do we hel p those owners
work with us to do sonething like
t hat ?

MR |ITZKOWTZ: So in Ad
City it's alittle bit different,
right. W are lucky that sonme of

our new owners are local, but in a
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| ot of places these owners are
shar ehol ders, right, investors. In
fact, a lot of our small properties
have that. So in sone of our
vacancies in our small office
bui |l dings either we need to do a
coupl e things, one, |I'mthinking
about the photo I showed you before
the hearing, right. 1It's potenti al
of fice space that we need to get
cracked into shape because it's so
vacant that it's got L& violations
on it.

But in the nore gl oba
sense, there's sone education
requi rement about what's realistic
about the market. And to be honest
with you, 399 Market seens to be
doing well relatively at reduced
rents. And so, sonetines people
have taken a hit on what that
acqui sition value is and that
all ows sone market forces on the
rental side to sort of solve

t hensel ves. Sonmeone took a | oss,
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but it ends up being that there's
still enough demand to bring it in.
| also wanted to just
menti on sonet hing. Council nenber
Young nentioned incentives. W
wor ked really hard with the
Commer ce Departnent during the
Nutter Adm nistration to extend the
Keyst one | nnovati on Zone, which
cane from University Cty and
stopped at Jefferson at 9th Street
to extend to dd City, and that
captured a lot of start-up tech
firmse in Od Gty fromlet's say
2011 or so through 2019. And so,
that was a great product because we
had a lot of tech firnms noving into
t he nei ghbor hood and expanding in
t he nei ghbor hood.
When the pandemic hit, a
| ot of those tech firns | ost
personnel to California salaries
while they're still living in
Phi | adel phia, which is great for

our incone but not great for our
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of fice spaces. So | think what we
need to be |l ooking for is the next
simlar incentive zone, whether
that's enacted locally or at the
Commonweal th [ evel to incentivize
people being in office or at |east
| easi ng those office spaces.

M5. THOVAS: And to your
poi nt, Councilman, | think that's a
great question, a great opportunity
for us toreally talk to the
property owners. As | think about
one property right now on North
Broad that's ready to go that had
two potential new busi nesses cone
and ook at it but for sone reason
the property owner is just not
confortable | easing to those
i ndividuals. And so, | don't know
what that is and | think it
requires a conversation. So that's
a great question so thank you for
it.

COUNCI LMAN SQUI LLA:  Thank

you.

Page 125

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

Counci | renber Gaut hi er.
COUNCI LMOVAN GAUTHIER: So
when we tal k about the 40 mllion
square feet of office space in
Center City and that it hasn't
grown over the past several decades
or so, do we al so consi der that
of fice space has grown in other
areas of the city?
For instance, in University
City I think we have nmuch nore
of fice space than we did. So, one,
was curious as to whether that was
a part of the cal cul ati on when we
conpare ourselves to the suburbs?
MS. KATARI GUPTA:
Certainly it could be. Being
singularly focused on Center City,
| nmean | | ook at the 40 mllion
square feet. But you're absolutely
right, there has been a great
anmount of growth in University City
as well but perhaps not at the pace
that we've seen in the suburbs.

COUNCI LWOVAN GAUTHI ER
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Ckay. CGot it. And then | like the
I dea around these different sort of
I nnovati on zones or industry zones.
But | would love to see incentives
tied to hiring |local people in our
nei ghborhoods in a way that we can
really track as we continue the
conversati on.

COUNCI LMAN SQUI LLA: Al so,
as we | ook at conversions, and
obviously Center Gty the nmake-up
of it and the reason why it works
IS when you have busi nesses there,
peopl e are there during the day,
right. And when people are there
during the day, it's pretty busy
during the day for the retail and
shops and things |ike that. But
then when's it's residential,
peopl e then cone back at ni ght and
they' re busy.

If it all goes to
residential, obviously there's a
chall enge and it doesn't really

work. So | think as we | ook at
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that and, yes, I'"'malso in favor of
gentrifying the area through
conversion and ot her neans, but |
think we have to be careful too to
make sure that we incentivize the
comer ci al space, the office space
as a good mx for Center Gty in
order to keep it vibrant.

Job.

MR | TZKON TZ: Yeah. |
mean, | think all of us would agree
that there's a lot of value in
commerci al m xed-use. W all have
commer ci al m xed-use zones. So Ad
Gty is entirely CMX-3. But to
your point, AOd Gty's residential
popul ation in 1980 was 1,000 people
and it's 7500 today. So still
small, still half the size of
Fishtown. Wiy aren't you getting
the new restaurant, Fi shtown got
it. Well, we're half the size.

And so, | think a | ot of
ad Gty businesses would not have

survived if not for that growh in
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resi dents because they were there
and able to wal k around. They
woul d not have survived the
pandem c. That said, there's stil
opportunity to grow nore
residential w thout inpacting
office, right, w thout addressing
sone of those spaces that are hard
to convert. In Ad Cty we stil
have vacant |land. W still have
one-story buildings that are not
historic. And there's a couple of
barriers in place due to
redevel opnent. Sone of them are
long tinme held in famlies, held in
trust. But there's certain things
Representative Khan in Harrisburg
has i ntroduced, (inaudible) Reform
bill that will enable us in Ad
Cty to really devel op and convert
sone of the smaller buildings into
nore residential. So that's
sonet hing we're supporting at Ad
Cty District.

COUNCI LMAN SQUI LLA:  Thank
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you. So it's a delicate bal ance
that we need to understand. But
again, like we said earlier these
chal | enges bring different
opportunities and it's on us to
find them and nake sure they
happen. So thank you.

Are there any other
guesti ons?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng
none, thank you for your testinony.

M. MMonagl e, can you
pl ease read the next people to
testify?

THE CLERK: Can we pl ease
have Phil Butler and Brent
Hut chi nson.

(Wtnesses approached
Wtness Table.)

COUNCI LMAN SQUI LLA:  Phi l
and Brent, thank you. Philip, you
want to just state your nane for
the record and proceed wi th your

testinony. And then we'll do Brent
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and then we'll ask questions when
you both are conpleted. Thank you.

MR. BUTLER. So good
af t ernoon, Chairperson Squilla and
est eened nenbers of the Commerce
Econom ¢ Devel opnent Conmittee.
["m Phil Butler, current Chapter
Presi dent of NAIOP G eater
Phi | adel phi a where we represent a
broad network of real estate
professionals in the office,

i ndustrial and m xed-use real
estate sectors.

First, | wish to extend ny
gratitude to Council nenber Young
for convening this crucial hearing
and to all the Commttee nenbers
for addressing the pressing issue
of office vacancies in Center City,
a matter that significantly inpacts
the vi brancy and econom c heal th of
Phi | adel phi a.

Today | bring to |light our
organi zation's comm tnent and

perspectives on the matter that
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concerns not just the industry but
t he soci oeconom c of our city, the
adaptive reuse of distressed office
spaces. NAIOP recogni zes that the
potential for such endeavors to
revitalize urban centers as

evi denced by the grow ng vacancy
rate and the evol ving dynam cs of
our wor kpl ace.

A post-pandemi ¢ worl d has

redefi ned our urban | andscapes
| eavi ng notabl e footprint on
Phi | adel phia real estate.
Phi | adel phia's office vacancy rate
currently stands at a concerning 23
percent which underscores an urgent
need for innovative sol utions.

In 2019, the rate was
significantly | ower at 13 percent.
This increase has left many office
bui | dings enpty leading to a
specter of what are often called
zonbi e buildings. These buil dings
are not only eyesores but al so

i ncreased risks of foreclosures.
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Wth fewer people downtown,
| ocal businesses suffer and
bui | ding owners are forced to
appeal their property assessnents
which cuts the Gty's revenue. The
concept of adaptive reuse --
transform ng underutilized office
buildings in a residential,
educati onal or m xed-use
facilities -- is a sustainable
response to the urban chall enge.

Hi storically, Philadel phia
has seen over 9 mllion square feet
of office space creatively
repurposed. That's equal to the
vol ume of three Contast towers.
This transformati on not only
revitalizes the buildings but also
breathes new |life into our city's
econony by attracting new residents
and busi nesses. However, the path
for conversion is fraught wth
hurdl es, from securing capital and
navi gati ng conplex zoning |laws to

addr essi ng substantial structure
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chal | enges. These barriers
necessitate a concerted effort from
al | stakehol ders, including
financial institutions, city

pl anners and community | eaders to
foster an environnment that is
conduci ve to such significant
transformati ons.

NAI OP advocates for the
policies that encourage these
conversions as they hold the key to
not only addressing the vacancy
crisis but also for addi ng nuch-
needed housing stock to our city's
i nventory. Notably, the Pittsburgh
Cty Council recently supported
| egi sl ation that provides property
tax exenptions for such
conversions, highlighting a
proacti ve approach to urban
redevel opnent.

Simlarly, NAIOP nationally
backs the Revitalizing Downtowns
and Main Streets Act, recognizing

the critical role of adaptive reuse
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I n nodern urban econom es by
providing a 20 percent federal tax
credit for conversions projects.
To mirror such successes, we
propose that Phil adel phia adopts

I ncentivizing neasures that
facilitate easier conversion
processes, possibly mrroring the
adaptive reuse incentives found in
cities like Los Angeles and
Buf f al o.

For instance, Los Angel es
has sinplified the process for
devel opers through an adaptive
reuse ordi nance that eases zoning
and parking regul ati ons and speeds
up approvals. |In Buffalo, the
Eerie County Industrial Devel opnent
Agency offers tax incentives |ike
property tax savings, sales tax
exenptions on construction
mat eri al s and nortgage recording
t ax abat enent.

Such incentives could

significantly |ower the entry
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barriers for devel opers, ensuring
t hat conversion projects are not
feasi ble but also attractive for --
or not just feasible but attractive
froman investnent standpoint.
Al ong with our testinony, NAICP
G eater Philadel phia will be happy
to provide details on adaptive
reuse incentives enacted in other
cities to the Chair and the
Commttee at |arge.

As di scussed earlier, the
chal l enges that we face with
di stressed office buildings in
Center Gty, and | think
Chai rperson Squilla said this
earlier, it's not just a problem
but a profound opportunity to
rei magi ne, reinvent and rejuvenate
what we have in this city.

Wth the strategic support
fromthe city policies and the
col | aborative approach across all
sectors, we can transformthese

idl e structures into vibrant
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functional spaces and contribute to
the Cty's growth and resilience.

| want to thank you all for your
attention and your tinme today and |
wi Il answer any questions as they
conme. Thank you.

MR. HUTCHI NSON:  Good
afternoon. M nane is Brent
Hut chi nson. |'mthe CEO of OPEX
CRE Managenent, a property and
managenent services firm Over the
course of ny entire 19-year career,
I've had the privil ege of working
in Center City al ong West Market
Street, just blocks away fromCty
Hall from 19th and Market to 15th
and Market. 1've personally been
W tness to al nost two decades of
positive transformation in and
around Center City.

Today |' m honored to share
ny experience and know edge as the
Chair of the Building Owmers and
Managers Associ ati on of

Phi | adel phi a conmonly known as
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BOVA. | would like to thank
Council man Mark Squilla as well as
the entire Commttee on Conmerce
and Econom c Devel opnent for this
opportunity to testify on
Resol uti on 240314.

As many of you know, BOVA
s a nonprofit organization whose
nmenbers provide within the Gty
limts alone over 51 mllion square
feet of office space for over half
amllion office workers. Menber
bui | di ngs include virtually all
maj or high rise office towers in
the city.

Qur nmenber buil di ngs not
only define the Phil adel phia
skyline and add character to the
city, but they have historically
been a trenmendous econom c driver
for the city and the region. It
may be a common refrain, but make
no m stake the Phil adel phia
commerci al office market and the

city as a whole is at a critical
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inflection point. Simlar to peer
cities across the nation, enployee
return to office is presently not
at viable |evels.

Despite the significant
headw nds, our industry renmain
optimstic regarding the future.
For success, it is paranount that
the public and private sectors
col | aborate and devel op a
nmeani ngful , sustai ned path forward
t oget her.

The current headw nds |
speak of are significant and
i ncl ude, but are not limted to,
record high interest rates, reduced
liquidity, rising inflationary
pressures, nounting insurance
burdens, anem c enpl oyee return to
of fi ce brought about by hybrid and
renote work and commercial office
tenants reducing their |eased
prem ses by 25 to 40 percent upon
| ease renewal. These realties are

| eadi ng to declining property
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val ues, which in turn reduces tax
revenue placing a financial strain
on the entire city.

Property owners are facing
i ncreased financial pressure and
many are at risk of default.
According to a recent report by
CRED Q Phi |l adel phia ranks 10th
anong the top 50 U.S. markets with
10. 4 percent of all CMBS | oans
ei ther delinquent or in special
servi ci ng.

Many commercial office
bui | di ngs are facing severe
financial distress, resulting in
I npossi bl e recei vership, |oan
covenant defaults or foreclosure.
Wth declining val ues, tax appeals
by property owners occur. The
reassessnent of property val ues
will create substantial |oss for
the city. A prine exanple is 1500
Spring Garden Street, which
occupies an entire city bl ock near

Broad Street and Spring Garden.
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Fol | om ng a recent appeal,

t he Board of Revision of Taxes
significantly | owered the
assessnment for the 13-story office
bui | di ng, reducing its value over a
three-year range from 192 mllion
to 101 mllion in 2023 down to 87
mllion in 2024 and 76 million in
2025. These reductions represent a
conbi ned | oss of $280 mllion or 51
percent in total assessed val ue
over that three-year period. As a
result, the Gty of Philadel phia
wWill lose 3.9 mllion in tax
revenue. That is just one
bui | di ng.

Wth that backdrop, we need
to look internally and externally,
how do we entice new businesses to
our great city while creating a
path forward to retain those
organi zati ons and busi nesses
al ready | ocated here and who are
contributing to our city's economc

success. Together we nust find
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uni que but reasonabl e sol utions.

The inflection point we are
at necessitates that the Gty makes
strategic investnents that solidify
our footing not just today, not
just for tonorrow but for the |ong
haul. | hold in ny hand a recent
copy of Business Facilities
magazi ne. This publication is a
source for business site selection.

In this year's annual
ranki ng of top netros, state and
gl obal | ocations to select,

Phi | adel phia is not nentioned.

This city, this governing body
needs to be infuriated. This needs
to be a call to action, how do we
turn the tide and nake the top of
every category or sector.

We need nore jobs, nore
grow h, nore opportunity and we
need nore |ife-sustaining jobs for
the residents of Phil adel phi a.

This will not conme from nmandates or

addi ti onal regul atory burdens, but
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will conme froma desire and w ||
for busi nesses choosing to be

| ocated i n Phil adel phia, and
particularly the city of

Phi | adel phi a.

First and forenost, we nust
make doi ng business in Phil adel phia
wel com ng, increasing regulatory
constraints maki ng us |ess
attractive. Cty red tape should
be elim nated and access to needed
approval should be streamined.

And of course we all face the

i ncreased econom ¢ burden of our
existing tax structure. Gty wage
tax, BIRT and U&O are contri buting
factors in businesses either

| eavi ng Phi | adel phia or deciding
not to |locate here.

What type of solutions can
BOVA Phi | adel phia offer. W circle
back to our opening remarks, a
col | aborative public-private
partnership is key to the effective

and neani ngful solution. 1'm not

Page 143

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

certain we hold the magi ¢ wand t hat
will cure all, but we can offer
sonme suggested strategic
i nvestnents that may help turn the
tide.

And before | share our
t hought s, BOVA believes that one of
the keys to an inproved
Phi | adel phi a econom ¢ outl ook is
getting nore workers, private and
public sector alike, back into the
office. Let me go on record to say
t hat BOVA appl auds Mayor Parker and
her Adm nistration for the bold
action to require Gty workers to
return to the office five days a
week.

As our nmenbers conmuni cate
wi th organi zati onal and busi ness
| eaders in and around the city, |
can say unequivocally that these
| eaders want their workers back in
the office and are | ooking to see
what others are doing and taking

cues from peer enployers. Actions
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speak | ouder than words. Mayor
Par ker shoul d now have no issues
standi ng before private sector

| eaders and federal governnent for
that matter in saying please join
me, please do as | do.

The City cannot or should
not attenpt to mandate a private
sector return to office, but in
turn should seek to put in place
i ncentives that drive desired
results. W have a few initial
t houghts: A Use and Cccupancy tax
credit tied to an enployer's
physi cal occupancy | evel within
their space. Phil adel phia faces
uni que tax burdens, if |everaged
effectively, can actually help
conbat property distress.

The Use and Cccupancy tax
is billed nmonthly to tenants in
addition to base rent, real estate
taxes and ot her m scell aneous | ease
charges. |In the case of return to

office, this tax is inposed whet her
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one person is in the office or 100
enpl oyees. This creates an
obligation to pay that tax.

To utilize this tax
strategically, we can offer tenants
a tax credit against their use and
occupancy liability based off the
per cent age of enpl oyees who return
to the office. For instance, and
we have an exanpl e here, sonebody
added earlier what the actual
dol I ar amobunt woul d mean as far as
a decrease in assessed val ues, so
we put it to work here: A credit
of $0.25 per square foot could be
applied to the nonthly enpl oyee
occupancy rate. |Incentives could
be structured to encourage
enpl oyers to exceed occupancy
t hreshol ds of 50 percent, 75
percent, with no credits avail able
for those bel ow 25 percent. This
approach could lead to significant
savings for our tenants, thus

creating the incentive.
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Those nunbers are rather

small, so I'lIl do ny best here to
share with you. |If you go down to
the bottomright -- sorry. Yeah,

right there. Thank you. That's
the nonthly billing of 1500 Spring
Garden, $111,000 that the | andl ord
woul d charge tenants on a nonthly
basis. That's at the assessnent of
$192 mllion.

If you change that 192
mllion to the new assessed val ue
of 76 mllion which was approved,
that drops your nonthly billed rate
to $42,000. So the City is mssing
out on roughly, approximtely
$70,000 a nmonth in Use and
Cccupancy tax on top of the 3
mllion that they're already |osing
on real estate taxes.

There's real savings in the
Use and Cccupancy credit if you
scroll down a little bit. To the
right, I'msorry. You can provide

savings to tenants based on their
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occupancy within their space, in
turn incentivizing themto bring
their enpl oyees back.

Si nce commerci al | andl ords
al ready track and submt nonthly
tax calculations, integrating this
initiative would require m ni nal
adm nistrative effort. W already
do this. Let's renmenber
reassessnents also affect this tax.
And reverting to the 1500 Spring
Garden Street exanple, the recent
reassessnent translates into an
addi ti onal 800,000 in annual |oss
to the City's tax revenue. That's
just one building. This would have
been billed to the tenants. So
I nstead of passively accepting
t hese | osses through appeal, which
we are doing, we should proactively
encour age enployers to push to a
return to office, thereby
i ncreasi ng property val ues and
saf eguarding the City's revenues.

Anot her potenti al
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initiative would be incentivizing
enpl oyers or enployees to hire

Phi | adel phia residents. This could
i nvol ve potentially offering Use
and Cccupancy or Business |ncone
Revenue Tax di scounts so enpl oyers
hire city residents. This may
drive enployers to hire city

resi dents who pay hi gher wage t ax.

Alternatively, the Gty
coul d consider a wage tax rebate to
resi dents who work for
Phi | adel phi a- based enpl oyers. Wth
12, 000-plus residential units
com ng online by the end of the
year, the Gty should | ook at ways
to stinulate demand to avoid
simlar distress in the residential
mar ket .

This city has the potenti al
to take proactive steps before it's
too late, especially through
i nnovative solutions. They can
| ead the nation in a return-to-

office policy. W are nmaking
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significant strides every day to
benefit all residents and busi ness.
Now, it's crucial that we foster a
simlar environnment focused on

busi ness retention and attraction.

BOVA is prepared to
col |l aborate with the Gty in
crafting and pronoting effective
public policy that will position
Phi | adel phia for success not just
in the short-termbut in the |ong
haul . Thank you again for allow ng
us to testify today and | stand
ready to answer any questions you
m ght have.

COUNCI LMAN SQUI LLA:  Thank
you. Thank you for your testinony
and al so appreciate the i deas and
opportunities that could be out
there as far as incentives are
concer ned.

Counci | mrenber Young.

COUNCI LMAN YOUNG:  Thank
you, M. Chair.

Just a couple of questions
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in general. So how does the tax
exenpt status of a |lot of our
i ndustries here in Philadel phia
affect the Center Cty office
mar ket essentially, because | know
Penn had a | ot of space in Center
Cty. Now, they're devel oping
their own stuff and they're not
payi ng taxes on that stuff. So
from your perspective how has that
i npacted our city's revenue
proj ections?

MR, HUTCHI NSON:  Usi ng
Uni versity of Pennsyl vania as an
exanpl e, | had the pl easure of
havi ng under our managenent 1500
Mar ket Street or Centre Square.
Uni versity of Penn was a
significant tenant within that
building. Believe it or not they
used that space across fromCty
Hal I, 15th and Market as back- of -
t he- house space because University
City rental rates were higher than

Center City office rates, which is
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ast oundi ng.

COUNCI LMAN YOUNG  Vow.

MR. HUTCHI NSON:  They have
since declared fromny
understanding that they' re going to
be | eavi ng that buil ding.
Therefore, there's $0 rent that's
going to be paid on their space.
They were not paying real estate
taxes on that space, and that
bui | di ng whi ch once had 8500
visitors on a daily basis is down
to a few hundred right now.

So | don't knowif |I'm
answering the question that
exactly, but just giving you a
flavor of what a bigger tenant |ike
that in the Gty of Phil adel phia
can have an effect.

COUNCI LMAN YOUNG  Yeah.
Thank you. | was just |ooking for
t he inpact, right, because for ne
t hose eds and neds are tax-exenpt
entities and they do contribute a

lot to our city, but they also take

Page 152

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

away a lot as well, particularly
when it cones to things that our
city needs to continue to grow. |
think that a nove |ike that again
hurts our Center City office market
whi ch this hearing is about, right,
our Center City office market. So
we want to really figure out what
ot her things we can do to
i ncentivize those | arger
institutions because we are a big
eds and neds city. Wat can we do
as a city to kind of make them be
nore of a productive citizen in
know ng that they're contributing
to sone of the issues that we're
havi ng?

MR, HUTCHI NSON: So the
of fice buildings are constrai ned a
ot of tinmes by |ow covenants with
regards to rental rates. So it's
not as easy -- and | think you had
asked the question earlier, is
there any way we can | ower rental

rates to incentivize tenants to
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cone into the city. Existing |oan
covenants wll say that X, Y, Z
| andl ord cannot sign a | ease at
| ess than $30 a square foot because
that affects the investnment of the
bondhol ders on the back end.
So if anything, it would
take a policy by the Gty to
suppl enent maybe sone of that rent
to stay within the Center Gty
limts or West Market Street as an
exanple, right. That's where |
think the Gty can be hel pful,
because | do not think the
| andl ords woul d be able to achieve
that type of lower rental rate that
they m ght be getting el sewhere or
devel oping in University Gty.
COUNCI LMAN SQUI LLA:  Poi nt
of information. But isn't it also
possi ble to incentivize both the
City helping out but the landlord
m ght, not |lowering the rent, but
sonetines give a nonth free, you

give a security deposit, you do
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ot her things, you keep the rent
stabl e but incentivize people to
conme through other neans besi des
reduci ng the rent cost?

MR, HUTCHI NSON: There is
free rent. There's also tenant
I nprovenent dollars given to build
out tenant spaces. However, that
all plays into a whol e business
pl an and financi al package that a
| ender woul d consi der an owner
giving to a tenant.

So when | say suppl enent
some of the rental rate, the rental
rate woul d say $30 square foot on a
rent roll. However, maybe the City
suppl enent ed sone of those dollars
so it's actually noney comng to
the building versus not having it
in the formof free rent.

COUNCI LMAN YOUNG  You
menti oned U&O a |l ot in your
testinony. Do you feel that U&O i s
a barrier for new conpani es or new

busi nesses wanting to | ocate here
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in the city of Phil adel phia?

MR, HUTCHI NSON:  Yes. Use
and Cccupancy is unique to the City
of Phil adel phia, and I've had to
educate a ot of tenants on it over
nmy years of managi ng properties.
The burden is real anobng other
taxes and if we're trying to work
w thin what we have now, it's a
good option. Nane aside, you can
really utilize that for sone short-
termincentive to bring their
enpl oyees back into the office.

The exanple, and again I am
not an attorney, |'mnot a tax
expert but if you crunch the
nunbers, if you're an enpl oyer and
you can save $25,000 a year by
telling your enpl oyees to cone back
into the office at a 75 percent
threshol d, woul d you nake that
deci sion. $25,000 can be a | ot of
noney to a business. So there's
that type of opportunity out there

that unfortunately the Gty is
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| osing right now based on the
reassessnents that are goi ng on.

COUNCI LMAN YOUNG:  When
there's turnover in the comercia
mar ket and the new tenant is |
guess outfitting the space, are
they all owed any type of abatenents
for that new work that's bei ng done
for their particular square
f oot age?

MR HUTCHI NSON:
Abat enents - -

COUNCI LMAN YOUNG.  Yeah, or
do they get any -- is there any U&O
abatenents or are there any
property tax abatenents associ ated
with that newly constructed space
that they are in?

MR. HUTCHI NSON:  There's --

MR. BUTLER: | can answer
the question. So the current
| egislation -- so there's not a
specific incentive out there for
t he redevel opnent of any particul ar

size, scale and space. One of the
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ki nd of -- going back and circling
sonme of the previous questions, as
a devel oper projects have had --
historically projects wthin city
limts and outside of the city
limts, one of the first,
particularly as we tal k about the
region in Philadel phia itself, but
t he Phil adel phia region as a whol e,
one of the initial concerns and
guestions that we get is about the
tax base, is about the tax base
associ ated with the organi zati on,
the corporation, particularly if
it's a national or even an East
Coast search for an organi zation
| ooking to relocate and the tax
base associated with the individual
enpl oyees so that corporation or
conpany's ability to attract or
retain the best staff.

And so, you start to have
this tug and pull between we need
everybody to cone back to work.

Phi | adel phia is a great place to do
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busi ness and a great place to |ive,
but we find ourselves in this push
to get everybody back into the

of fice, which kind of the tax base
starts to push against the ability
to do that in a nmeani ngful way for
t hese corporations, so it becones a
di | emra.

You | ayer on the city and

the state's ability to incentivize,
in particular sone of the states
that we go against in ny particul ar
sector which is kind of bio, life
sciences, et cetera, you start to
| ook at the packages that the
Ral ei gh, Durham area, Boston,
San Franci sco, those other areas
start to give. And so, our ability
to give sone kind of incentive on
the front end to attract and retain
and then maybe it escalates up is
critically inportant and it's from
a conpetitive nature standpoint.

COUNCI LMAN YOUNG  Coul d

you el aborate a little bit nore on
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what is it, the Downtown
Revitalization Act and what that
Act will specifically do for a city
i ke Phil adel phi a?

MR, BUTLER. So | won't
call myself an expert on what
Pittsburgh or sone of these other
cities have done. Wat | would say
is that sonme of this goes back to
your guestion about the eds and
nmeds as well. It starts with a
conversation froma devel opnent
st andpoi nt.

As ny col | eague here has
menti oned, there are a bunch of
| evers to push and pull on and all
of it goes back to dollars. At the
end of the day it goes back to the
ability to be able to underwite a
deal to either redevelop what's
existing. And if we tal k about
conversions, if I amlooking to
convert an existing building and we
get past the structural conponents

of it, right, the footprint, the
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core of the building and all those
things that nmake it not feasible or
borderline feasible to take a
bui | di ng and convert it, we start
to get into this area and this
space of how can |, one, ease the
zoni ng requirenents that allow ne
to get to typically whatever that

m xed-use need is that | need to
get to, and what are the other

| evers, whether it's parking. So
It doesn't always have to be kind
of a dollar or tax base. But if
you start to | ook at what ny
ability is froma parking ratio
standpoint, you start to |look at ny
pace of being able to kind of turn
and convert because every day is
cost of carry in the deal and those
types of things.

And so, that's part of --
sitting here froma NAl OP
standpoint, that's the dial ogue
that we want to enter into.

There's no silver bullet, but
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there's opportunities to kind of

l ook at it in a couple of different
ways that maybe there's a nosaic of
different pieces that incentivize

t hat does not cost too nuch of a
burden or sort of precedent that
the city is not wlling to live

wi th, but that also actually drops,
eases the pressure, the financial
pressure to be able to get in and
convert sonet hi ng.

COUNCI LMAN YOUNG  Thank
you, M. Chair.

COUNCI LMAN SQUI LLA:
Counci | mrenber Gaut hi er.

COUNCI LWVOVAN GAUTHI ER: |
have a question for BOVA. | was
curious about the magazi ne that you
showed in the begi nning of your
testinony that we weren't nentioned
in. So I'mcurious as to who was
menti oned and what factors did they
base the ranki ng on?

MR. HUTCHI NSON: So no rea

surprise because | think we've al
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heard the Austin story, so Austin
I's ranked No. 1 in best business
climate, followed by Ral eigh, North
Carolina; Boise city surprisingly,
Salt Lake, Nashville, Dallas,
Fayettevill e, Arkansas, Lexington,
Charlotte, so a |lot of the

sout heast states.

And again, | don't want to
paint a broad brush and | didn't
necessarily study each city and
what they were particularly good
at, but you see a conpany, a
Phi | adel phi a- based conpany |i ke
Brandyw ne Realty Trust, you see
their nanme all over Phil adel phi a.
They're in Austin now. \Wen | say
that, they are developing in
Austin, so they see the
opportunity.

And | believe part of the
narrative is it's easier to
devel op, it's encouraged to
devel op, and they've had trenendous

success at it. And |I'd be happy to
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share this with you if you want to
read it afterwards.

COUNCI LWOVAN GAUTHI ER:

Yeah, |'d love to see it. [1'd |love
to understand what other cities are
doing in a fuller sense and how
that conpares to what we're doing
here in Phil adel phia. Thank you.

MR, HUTCHI NSON: Yes, of
cour se.

COUNCI LMAN YOUNG Wl |,

t hank you for your tinme and your
testinony. | appreciate it.

So | guess we're going to
call up | guess this will be the
| ast panel, Lauren Glchrist, M ke
Fox and Steve Ml lin.

(Wtness approached Wtness
Tabl e.)

COUNCI LMAN YOUNG  Thank
you. Please proceed with your nane
and your testinony.

M5. G LCHRI ST: Absol utely.
Thank you so nmuch. Good afternoon,

Chai rperson Squilla and nenbers of
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t he Commerce and Econom c

Devel opnment Conmittee. M nane is
Lauren G lchrist and I'mthe EVP
and Mar ket Leader for Newmark in
G eat er Phil adel phi a.

Newrark is a commerci al
real estate services firm
specializing in the |easing, sale,
fi nanci ng, constructi on managenent
and property managenent of office,
industrial, multi-famly and retail
t hr oughout the Phil adel phi a region.
| lead a team of 160 people and
supervi se our offices in Center
Cty, King of Prussia, Marlton, New
Jersey and W I m ngton, Del awar e,
and |"ma resident of the city of
Phi | adel phia. Thank you to
Counci | mrenber Young for convening
this hearing and requesting this
t esti nony.

It is no secret that the
panden c precipitated substanti al
structural changes to the office

mar ket i n Phil adel phia and around
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the country. Qur office vacancy
rate across the City stands at 21.7
percent as of the end of @ 2024
with an availability rate of that
space of 26.3 percent.

This neans that 11.2
mllion square feet of office space
Is avail able today. Effectively,
10 Contast towers stand vacant
across a total office inventory of
about 42.5 mllion square feet of
space. These figures stand in
stark contrast with the prepandem c
vacancy rate of just 9 to 10
per cent.

Wth persistent tenant
downsi zings in the wake of changing
space utilization patterns and
anem c tenant attraction activity
fromoutside the narket, we
anticipate these changes to
continue into the future. Market
East and Market West saw a conbi ned
net absorption of negative 131, 000

square feet in the first half of
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the year. That is approxi mtely
equi val ent to about five floors of
of fi ce space.

Net absorption is the
change in occupi ed space in the
market and it's a neasure of the
change in utilization patterns over
time that inpacts that vacancy
rate. Current tenants in the
mar ket or the nunber of active
requi rements for tenants total ed by
square feet are 1.5 to 1.7 mllion
square feet, |less than half of what
they were prior to the pandem c and
reflective of tenant downsi zi ngs of
our data of approximately 40 to 60
percent for in-place tenants.

Wth al nost no activity
fromnew tenants to the market, we
expect this pattern of negative
absorption and increasing vacancy
to continue. While this problem
may initially seem contained, the
conplications of ballooning vacancy

in the market have far-reaching
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i nplications for not just |andlords
but al so | enders and the nunici pa
tax base, as we have tal ked about
extensi vel y today.

Recent sal es conpar abl es
put office buildings trading for
apartment conversion at about $55
to $85 per square foot whereas
Class A office assets were trading
for $300 to $350 per square foot
prior to the pandemic. And | can
al so report that our newest nost
sophi sticated offices, even if they
wer e devel oped a few years ago such
as the Contast towers were
devel oped for sonmewhere around
$1, 000 per square foot which shows
you the stark contrast between what
assets are trading at today versus
what they were built for and
therefore trading far bel ow
repl acenent costs.

More than 5 mllion square
feet of space is in special

servicing or receivership. These
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are two very specific financial

dedi cations having to do with the
buil ding status with the |ender,
and these account for approximtely
11 percent of all space in the city
t oday.

The inplications of these
statuses are | ender foreclosures
for fractions of purchase asset
value, leading to multi-mllion
dollar lawsuits for borrowers and
| enders alike. Philadel phia's tax
base is certainly not imune to the
I ssue surrounding distressed office
ei t her.

In addition to declining
transfer taxes, which is one aspect
of the code we've not tal ked about
t oday, reassessnents and appeal s
have reduced assessed val ues of
several high profile office
bui | di ngs by 25 to 50 percent
reflective of both declining
| easi ng revenues and the residual

val ues of the assets, costing the

Page 169

Lexi tas Legal Phil adel phia
215-504- 4622




Conmittee on Commerce and Econoni ¢ Devel opnent
09/ 30/ 2024

© 00 N o o b~ w N P

N N DN DN MDD P P P FP P PP R PP
o b~ W N B O © 00 N oo 0o M W N B+, O

Cty mllions of dollars in tax
revenue.

There are al so severa
i nplications beyond the financi al
that are worth understandi ng.

First, office tenants may find
thenselves in buildings that are
unabl e to provide basic services
and mai nt enance due to declining
revenues when they're in distressed
status, resulting in quality
declines that may nmake workers
think tw ce about working from hone
or having their clients conme into
the office, where they are noted to
spend addi ti onal revenue on
transportation as well as services
such as catering.

These revenue declines may
result in fewer janitorial,
security and mai ntenance jobs, the
econom c |ifebl ood of many worki ng-
cl ass Phil adel phians. Finally and
per haps nost inportantly, when

i nvestors | ose noney in real estate
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t hey becone nore reticent to invest
in the sanme | ocation again and
| enders are less likely to lend to
the sanme sponsor or business plan
in that |ocation.

The out - of - mar ket and
I nternational capital sources that
were drawn to Phil adel phia's office
mar ket prior to the pandemc are
unlikely to return after losing so
much noney following their exits
this market cycle, creating even
nore chal l enges to attracting the
non- Phi | adel phi a based capital that
Phi | adel phia so desperately needs
to growits investnent and econonic
base. Thank you for your tinme and
attention. |'m happy to address
any questions about ny testinony or
any ot her aspects of the market.

COUNCI LMAN SQUI LLA:
Counci | mrenber Young.

COUNCI LMAN YOUNG:  Thank
you.

Just one question. It was
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noted earlier there seens to be --
well, there is a shift now or trend
that CECs are locating their
conpani es where they are from or
live. Do you see that sane thing
happeni ng across our region?

M5. G LCHRIST: | don't
think there's great data to
substantiate that one way or
another in particular, but |I can
report prior to the pandem c that
there was a race for talent. |If
you | ook at the unenpl oynent rates
prior to the pandem c for people
hol di ng a Bachel or's degree or nore
they were sub-2 percent which is
far beyond the conditions that
econom sts woul d consider to be
full enploynment. And certainly
t hrough the pandem c we saw t hose
rates rise quite a bit.

But for exanple, the
M |1l ennial generation is one of the
| ar gest generations on record and

we have seen as M Il ennials have
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aged towards chil d-bearing and
school, that in some cases we have
| ost sonme of that population to the
suburbs for the perception and
reality of public safety as well as
for the perception and reality of
the quality of public education.
So sone of that woul d be excepted
naturally. But | do believe that
there is still a very strong desire
for enployers to be close to their
tal ent base because it is far
cheaper to occupy nore expensive
real estate than it is to pay the
I ncreasing costs that we see as
tal ent markets have continued to
constrain. So in that sense
Phi | adel phi a does have sone
advant ages, but | woul d say that
both things are true and both
t hi ngs can conpete with one
anot her.

COUNCI LMAN YOUNG:  Thank
you.

One thing you did nention
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whi ch wasn't brought up again was
the transfer tax, and because these
properties are trading at sonetines
50 percent of their previous val ue,
it has a great effect on our tax
system-- | don't know if your

I ndustry had that or your conpany
had that, but do you have an idea
of what that |oss of value is for
our city when it cones to those
properties selling at a nuch | ower
rate and the rate that would pay in
transfer taxes?

M5. G LCHRIST: So | don't
have those data at ny fingertips,
but we can certainly provide you
with informati on surroundi ng the
commerci al trades that have
occurred. But | would note that,
for exanple, trade vol unes around
the country are down substantially
across all asset classes but
begi nning to rebound as we have
gotten a little bit nore clarity

around interest rates, for exanple.
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So we can certainly provide sone of
t hose nunbers.

| expect Rob Dubow woul d
al so have sone insight into the
vol ume of tax revenue collected for
the transfer tax in 2024, 2023,
'22. But it is significantly | ower
just by virtue of the fact that we
have seen fewer assets trade. And
t he ones that we have seen trade,
as nentioned before, are selling
for a fraction of their previous
assessed val ue.

For exanpl e, even one asset
that is going to continue to remain
as office space, not necessarily
converted, the owner sold that
asset at a | oss which woul d nean
that between the first trade when
he had bought it and then when he
had sold it the transfer tax was
substantially | ess on the second
trade.

COUNCI LMAN YOUNG G ven

where we are in the market with the
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interest rates, how is your

I ndustry view ng the reductions in
interest rates? And noving
forward, what do they potentially
see as the forecast for the market
noving into the future?

M5. G LCHRI ST: To be sure,
there is a lot of what we call dry
powder or capital sitting on the
sidelines that has been waiting for
direction around interest rate
relief. W probably noticed when
t he Fed announced their 50-basis
poi nt cuts | ast week that even the
public markets did not nove
substantially kind of on that
notice, and it's because a | ot of
t hose reductions have been baked in
at this point in tine.

What we can report is that
our volune of broker opinion of
val ues, so BOvs as we woul d cal
them have increased pretty
substantially up until this nonent,

but we have not necessarily seen a
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huge vol ume of investors kind of
cone off of the sidelines just yet
because interest rates remai n above
historic |evels.

But I would al so say given
the | osses that are if not actually
realized, certainly on the books on
a lot of owners and | enders, |
don't anticipate just yet, unless
they have to, that a | ot of groups
are going to be anxious to sell
sinply because they're going to
| ook for inproving conditions,
maki ng sure they nmake their equity
I nvestors and their | enders whol e
to the extent that they can, so |
woul d not say that we have seen
substantial volunme of new interest
in selling at this point in tine.
W will see what happens if we get
a second rate cut this year and
certainly after the presidential
el ecti on.

COUNCI LMAN YOUNG  Thank

you.
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Thank you, M. Chair.

COUNCI LMAN SQUI LLA:  Thank
you, and thank you so nuch for your
testinony and for hanging in there
all this time. W appreciate it.
And thank you to everybody who
testified and your help.

Are there any other
guesti ons?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng
none, is there anyone else here to
testify on Bill No. 240582 -- |I'm
sorry, on Resolution No. 2403147?

(No response.)

COUNCI LMAN SQUI LLA:  Seei ng
none, thanks again. Thank you so
much. We will end our public
hearing and we will now go into a
public neeting.

There being no further
questions from nenbers of the
Commi ttee and no other wi tnesses to
testify, I wll ask if anyone el se

IS present?
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(No response.)

COUNCI LMAN SQUI LLA:
Heari ng none, | want to thank all
the panelists and w tnesses for
their participation today. And as
we go into the public neeting,
Resol uti on No. 240314 will be held
at the call of the Chair and Bill
No. 240582 will be held in
Comm ttee on behalf of the sponsor.

That will end our public
meeting. Thank you so nuch.
Everybody have a great day.

COUNCI LWOVAN GAUTHI ER:
Thank you, M. Chair.

(Comm ttee on Conmerce and
Econoni ¢ Devel opnent concl uded at

3:50 p.m)
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I, hereby certify that the proceedi ngs
and evidence noted are contained fully and
accurately in the stenographic notes taken by
me in the foregoing nmatter, and that this is a

correct transcript of the sane.

TANEHA CARROLL
Court Reporter - Notary Public

(The foregoing certification of this
transcri pt does not apply to any reproduction
of the sane by any neans, unless under the
di rect control and/or supervision of the
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