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As a Buffalo congressman, Jack Kemp popularized the notion of giving tax breaks to companies that invest and hire in distressed industrial sites and neighborhoods. 

The idea caught on, and about 40 states established enterprise zones. But somewhere over the past generation, that vision was hijacked. And Buffalo may be the extreme example of Kemp's idea turned on its head. 



	City Hall, with the help of Gov. George E. Pataki's administration, is using its richest development package to provide tax breaks to some of the city's biggest corporations and most-influential business executives, a Buffalo News investigation has found. 

But few jobs, for poor people or anyone else, are created. And investment lags in distressed neighborhoods. 

Meanwhile, state government, which is broke and raising the sales tax on consumers, is losing more than $200 million each year from these tax breaks across the state. 

Consider who benefits in Buffalo: 

M&T and HSBC banks save more than a combined $4 million a year in taxes. 

Cellino & Barnes and 21 other downtown law firms can be exempted from paying sales tax on everything from computers to staples -- among other tax breaks. 

And between them, political insiders Carl Paladino and Mark Hamister own more businesses eligible for zone benefits than all the minority-owned firms in the program. 

"It looks to me like New York State has developed a program that really isn't an enterprise zone program, but a way of giving tax breaks and incentives to businesses," said Alan Peters, a University of Iowa professor who has conducted two studies of enterprise zones across the nation. 

To determine the effectiveness of the city's enterprise zone program, The News interviewed more than 70 business executives, government officials and national experts and analyzed the records of 520 companies that had signed up for Buffalo's 8-year-old program through last October. 

Here's what it found: 

Two-thirds of companies that obtained benefits under the program failed to meet their employment goals; one-third lost jobs. 

Companies participating in the zones actually lost jobs during their first two years in the program. 

The jobs that companies anticipated creating paid an average of $10 an hour, nearly $3 below the region's median wage. 

The program is not attracting businesses from outside the region, with 3 percent of companies enlisted having relocated into the city, mostly from the suburbs. 

Minority-owned firms account for just 5 percent of companies certified for the program, even though the city's population is 46 percent minority. 

Manufacturing companies, generally considered the best kind of business to subsidize because they can generate other economic activity, account for a much smaller portion of participating firms here than in most other cities. 

In addition, The News found that the city has broken its enterprise zone into more than 130 noncontiguous parcels as part of an effort to reach as many businesses as possible, even though many of them have only vague plans to make use of the program. 

Most business people, meanwhile, said that the tax benefits do little to influence their decisions and that they do nothing extra to hire economically disadvantaged workers. 

City officials don't say the program is a roaring success, but they contend it has helped keep companies in the city and added some jobs, even if the numbers are not impressive. 

"That's more jobs than we would have had without the program," said David Stebbins, interim president of the Buffalo Economic Renaissance Corp., the agency that oversees zones. 

Intent to combat poverty 


New York State created its enterprise zone program in 1986 and has made several major revisions since. It called them Empire Zones. There are now 72 zones scattered around the state, and virtually any city of even modest size has one, including Lackawanna and Niagara Falls, as well as a growing number of suburban areas, including the Town of Tonawanda. 

Tax breaks are the cornerstone of the program. And New York offers a wider range of tax breaks than most states, everything from rebates on local property taxes, to exemptions from paying sales tax, to tax credits for buying equipment and hiring disadvantaged workers. Companies can also get discounts on their electric, natural gas and telephone bills. 

To get the tax breaks, companies are supposed to locate in or near neighborhoods with high levels of poverty and unemployment or in faded industrial areas. 

If a company simply maintains its work force, it can get get an exemption from paying sales tax on everything from building materials to office supplies. 

If it adds jobs, a company can get a rebate on property taxes or a reduction on state income taxes. 

If a company invests in equipment -- particularly for manufacturing -- it can get nearly double the tax credit of companies located outside zones. 

Legislative and administrative rule changes made over the years have blunted some of the program's anti-poverty focus, but made the tax breaks much richer. 

"I think it lost its Jack Kemp vision," said Michael J. Wasylenko, an associate dean and professor of economics at the Maxwell School of Syracuse University. 

But the law remains clear as to the program's purpose: "to stimulate private investment, private business development and job creation" in impoverished areas. 

The Empire State Development Corp., controlled by Pataki appointees, sees it differently. 

"We consider this an economic development program," spokesman Alex Dudley said, adding that fighting poverty and promoting business activity "are not mutually exclusive goals." 

But Assembly Speaker Sheldon Silver, the force behind an overhaul of the program several years ago, said the law's "clear intent" remains "encouraging companies to create jobs in blighted areas." 

"It's a good program if run properly, but it's not being run properly and costing us a lot of money," he said. 

Law firms benefiting 


Elsewhere, communities sent companies to zones -- that is, they established zones around distressed areas. 

In Buffalo, city officials brought the zones to business. Rather than putting only the city's most distressed areas in the zone, they also included much of the city's most attractive downtown real estate. 

And while downtown is perceived as struggling, it gained 3,300 jobs from 1997 to 2000, the period just before firms started signing up for the program en masse. 

Nevertheless, downtown business interests requested -- and got -- their companies into the zone. 

"We convinced them to put all the properties on Main Street in the zone," developer Paladino said. 

He argues that Buffalo is no longer attractive to manufacturers but has had success with service industries, many downtown. 

"We're better off investing in those who are already here," he said. 

Among those already here are lawyers. And while Kemp and his fellow proponents didn't have law firms in mind when they started pitching enterprise zones, only restaurants have flocked to the program in greater numbers. 

Twenty-two law firms participate in Buffalo's program, including the region's three largest firms and eight of the largest 14. 

Extending enterprise zone benefits to lawyers is an "odd thing," said Diane Lupke, a nationally recognized enterprise zone consultant. 

Lawyers are saving money in several ways, starting with a waiver on paying sales tax. 

"Over the course of the next 10 years, we'll be buying furniture, computers, telephone systems, computer software, paper -- lawyers go through a lot of paper -- and it adds up," said Christopher Doyle, a partner in Hodgson Russ, the region's largest law firm. 

Cellino & Barnes, perhaps the region's best-known firm because of its aggressive television and billboard advertising, also signed up. Partner Steve Barnes said he's unsure what his firm's savings will be. But given that the firm added close to 40 employees since being certified last summer, it stands to gain a substantial wage tax credit worth up to $300,000 over five years. Because of the firm's legal structure, he and his partner will also see their income taxes cut. 

Big tax savings 


Law firms are not the only ones benefiting. Nor are they reaping the biggest tax breaks. 

Small employers account for most of the 520 companies signed up for the program. Two-thirds employ fewer than 20 workers. But that's not to say they're getting most of the tax benefits. 

Most smaller business operators interviewed reported their savings are in the thousands or tens of thousands of dollars a year. 

For example, the savings at Digicon Imaging amount to about $30,000 a year, said Jim Barnes, who owns the digital and printing company. He employs about 70 in space in the former Trico Building on Washington Street and said the savings from the program help make a downtown location a cost-competitive location. 

"It's helping to level the playing field," he said. 

Larger downtown corporations, however, enjoy bigger tax breaks. 

At M&T, the addition of 412 jobs since the bank qualified for benefits in 2001 resulted in the state's issuing a credit on M&T's corporate income tax equal to the amount of local property taxes it pays on its two Main Street office buildings. 

That is saving the company $1.15 million annually for a decade, then a decreasing amount for the following five years. Total estimated savings: $13.8 million. 

There's more. Bank officials say they're saving about $1 million a year in sales tax, and The News estimates that tax credits for the additional jobs they've added are worth about $3 million over five years. 

In total, M&T could receive more in tax breaks than National Fuel sought in tax breaks from the county to stay in the area before withdrawing its request in the face of stiff public criticism. 

Other large companies receiving tax breaks include: 

HSBC Bank saved $2 million last year in state corporate income taxes, a bank spokesman said. The bank has added 172 jobs at its downtown headquarters since qualifying for benefits in 2001. 

Rich Products saved about $700,000 in 2002, thanks to an exemption from paying sales tax and a rebate on property taxes, said Joseph Segarra, vice president of finance. Rich had planned to expand when it signed up in 2001. But the firm has lost nearly one-fifth of its local work force -- about 60 jobs -- since then, he said. 

Delaware North Cos. is saving about $400,000 a year thanks to a sales tax exemption, a spokeswoman said. 

The Buffalo News is in line for at least $1.75 million in additional investment tax credits related to the paper's $38 million purchase of new printing presses and accompanying building improvements. The paper will also receive an undetermined amount of property tax relief and discounts on its increased electric bills once the new presses are operating. 

Keeping presses and the production plant at its current location -- rather than building in the suburbs as many other papers have done -- reflects The News' commitment to downtown, Publisher Stanford Lipsey said. 

The paper would have done the pressroom project downtown with or without the zone incentives, he said, while noting the expense of staying downtown included spending "several million dollars" to raise the current plant's roof to accommodate the new presses. 

Regarded as subsidy 


Many real estate developers and commercial landlords receive tax breaks although they don't anticipate creating many jobs. Many regard the zone as a straight subsidy program, and they don't make pretenses about creating jobs. 

Paladino is redeveloping the former L.L. Berger department store at 500-518 Main St. into 29 upscale apartments and offices. He believes he will save $240,000 in sales tax on building materials. 

"We would not be able to do the Berger building without a subsidy," he said. 

The payoff to the state: He projects creating two jobs in two years, including a $6.50-an-hour attendant/security guard. 

Anthony Kissling has used the zone program to hold down his real estate taxes on about a dozen apartment buildings his company owns. Kissling, in his application, projected the creation of two jobs. 

Business executives defend their use of the zone program, which city officials said included downtown in part to make it more competitive with suburban office parks. 

"These benefits have made us think twice, three times about locating jobs here . . . that could have gone elsewhere," said Keith Belanger, M&T's senior vice president for corporate services. "And it's had the same effect on others." 

Frank Mauro, who helped draft the original zone legislation in the 1980s when he worked for the Assembly and who has observed the program since then, is skeptical. 

"Since 2000, this has been a 'We bring the zone to you program, particularly if you are well connected,' " said Mauro, executive director of the Fiscal Policy Institute, an Albany-based watchdog group. "What they are doing is giving Empire Zone benefits to companies to do what they were going to do anyway, where they want to do it." 

Interviews with business officials bear him out. Though most termed the program helpful, few said it was central to their decision. 

Doyle, the attorney from Hodgson Russ, termed the program's influence on his firm's decision "certainly not a major factor." 

"Our decisions are based on a whole lot of different issues," he said. 

Michael Lin's use of the enterprise zone fits Kemp's vision. 

It didn't prompt Lin to buy a five-story brick warehouse at 127 Cherry St. in 1999 for $115,000. But it gave him a reason to keep his growing company in the city. 

The 44-year-old Clarence resident bought the Buffalo Sonic Blinds store in Amherst in 1995 and decided four years later to manufacture blinds. Lin considered constructing a small plant in the suburbs, but realized he would get a lot more building -- and potential for growth -- for the same money in the city. 

Lin knew the retail side of the business, but manufacturing was new to him. He visited plants around the country, learned about equipment and processes, and spent about $200,000 buying equipment over the past five years. 

Finding the right workers was another challenge. He has gone through a lot of them -- the assembly work requires a lot of precision measurements -- and it wasn't until he started employing a math test that his turnover slowed. 

"Everyone we have is from the neighborhood. It's nice, they can walk here," Lin said. 

The company saves up to $25,000 a year through Empire Zone benefits, Lin said. 

"If I'm going to survive, I have to save on my overhead," he said. "The Empire Zone gives us a chance to control our costs." 

The company landed a contract with one of the nation's five largest retailers of blinds. He expects his work force to climb to 20 or 30 over the next five years. 

Lin expects to stick with Buffalo, in part because of zone benefits. 

"It makes a huge difference," he said, "looking at Buffalo as being a long-term thing rather than short-term." 

Poor not hired 


Lin is not the only success. Zone benefits have helped make the financing work for two inner-city grocery stores and is helping to foster business development along William Gaiter Parkway. 

But the program has failed to meet many of the goals city officials established when they applied for Empire Zone status. 

The Central Terminal and Republic Steel plant sites remain undeveloped. The push to attract Canadian and other out-of-town companies also fell short. 

And the emphasis on providing jobs for city residents is so far off the radar screen that the city doesn't even bother tracking who is getting jobs that are created. 

Few company executives interviewed said they are taking any special steps to hire economically disadvantaged workers, even though the state provides double the tax credit, to $3,000 annually over five years. 

And the head of the agency responsible for training workers and matching them with prospective employers said his organization hasn't been asked to do anything special for the Empire Zone program aside from a program aimed at neighborhood commercial strips. 

"You can come out with whatever incentive you want, companies want to hire the most qualified worker," said Jim Finamore, executive director of the Buffalo and Erie County Work Force Investment Board. 

Brenda McDuffie, president of the Buffalo Urban League, said the problem extends well beyond qualifications. 

"There is not a systematic approach," she said. "There's no follow-up and no direct outreach." 

News researcher Andrew Bailey contributed to this report. 




