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Chairman Johnson, Chairman Farrell, Members of the Senate Finance and Assembly Ways & Means Committees, thank you for the opportunity to appear before you today.

My name is Michael Smith. I am President and CEO of the New York Bankers Association, representing the more than 160 banks and thrifts, with 4,900 branches, that provide vital financial services in nearly every community across the State.  Our diverse membership employs more than 300,000 New Yorkers. The Clearinghouse Association, LLC has endorsed our testimony and we are representing them here today also.
We embraced the Governor’s message from his State of the State address when he said that we are all one New York and that economic revitalization, especially in upstate, would be the linchpin of this Budget.  We, like many New Yorkers, were heartened to hear his pro-growth message that there would be no tax increases in his Budget.

On January 31, we learned that the Governor’s no tax increase policy would not apply to banking corporations, which pay their taxes under Article 32 of the Tax Code.  In fact, the proposals under the current Budget would double the tax on banks, which now stands close to $ 1 billion.  While the Budget characterizes these proposals as “loophole closers,” the outcome of these proposals, if enacted, will hurt  -- not only the banks, but the communities and customers they serve. Very simply, these proposals ensure that funds available to bank customers and their communities today will be funneled to Albany tomorrow. 
As Mayor Bloomberg stated in his testimony before you, “ …the Legislature voted these ‘loopholes’ for economic incentive reasons that  haven’t gone away. Also, since the State gets its share of ‘loophole closings’, double the amount of money is taken out of the hands of our businesses that are already highly taxed – the very ones we’re trying to keep from leaving…”  
In addition, our community banking sector is experiencing severe financial pressure as a result of 1) the difficult economic climate in many communities in which banks and thrifts operate; 2) the compression of interest rates and 3) competition from non bank providers, including credit unions, which pay no taxes, while our larger institutions are being enticed to move to other states or even to other countries to remain competitive. The additional tax burden proposed in the Governor’s Budget will only increase these financial and competitive pressures.
We strongly dispute the argument that these proposals, which are clearly not loophole closers, were unintended and serve no business purpose.  In fact, these provisions were purposefully created by the legislation twenty years ago to achieve specific objectives which remain important today. Also, as Governor Mario Cuomo stated in his approval memorandum on Chapter Law 817 of 1987, when both the REIT and bad debt reserve deductions were decoupled from the Federal Tax Reform Act of 1986, these provisions are necessary to "return the Federal tax reform 'windfall' to business taxpayers…."
Like the complexity of our State’s economy, our tax laws have been crafted to reflect an industry with several distinct sectors.  The industry is comprised of local community banks and thrift institutions, regional multi-state holding companies and the larger national and global banks.  The Bank Tax, like many tax provisions, includes incentives and revenue-adjusting formulas to stimulate housing, stabilize local government finance, assist small business, and spur corporate headquarters’ building in New York.
We can trace the existence of the Real Estate Investment Trust (REIT) to specific authorization by the State Legislature in 1987. Its purpose was then, and remains today, the stimulation of housing credit.  With regard to the Budget Amendments about REITs recently proposed by the Governor, the banking industry was encouraged by the recognition of the REIT’s vital role in the economy. Given that, the REIT deduction should apply to all banks, no matter the size.
The bad debt deduction exists to insulate banks from the volatility of the credit markets and, for thrift institutions, protect their mandate to provide home loans. 
The interest and dividend deductions were intended to ensure a consistent flow of revenues to the State, preserve the status of the State as a corporate center and provide a viable market for State and local government securities.
The wage factor discount was incorporated in the law to stimulate New York employment.  
All of these provisions were established in law in 1985 and thereafter to ensure stable and predictable revenues for the State, as well as maintain New York as the world’s financial capital. These incentives, taken together, have achieved their purpose and continue to help keep New York competitive in the financial services area. We know they are working because bank employment has gone up in the Hudson Valley, in Western New York, in Central New York and right here in the Capital District. Decisions have been made, and are being made, on the basis of the tax law’s consistency and workability. Why change now? 
The Budget proposals would injure not only the banking industry, but its customers and communities. Enactment of these tax increases, and make no mistake, these are tax increases, would have an immediate negative impact on jobs and force a contraction in the resources that banks would have available to extend credit to families and small businesses. 
And for all banking institutions in New York State, some actions will be inevitable and the consequences will be real. 
Banking employment has been growing significantly in many parts of the State, where high-paying bank jobs cause a positive, ripple effect on spending and the support of many other businesses and jobs in the community. These include professional and business services such as accounting and law, retail and wholesale trade, restaurants, health care, insurance and financial services, and real estate and building services. For each bank job lost, an additional related job will also be lost. 
Banks and thrifts have been steadily increasing lending to small businesses. In fact, small business lending grew 33%, to almost $16 billion, from 2000 to 2004.  This has been vital to our State, particularly in areas that are struggling to diversify and modernize their local economies. This legislation could limit funds available for small business lending.
A bank or thrift could also be forced to increase rates on mortgage loans, in order to offset the costs of these tax increases. In one instance, an increase of 20 basis points over the life of a 30-year, $400,000 loan would result in an additional $19,000 in interest costs.
In addition, removing the tax advantage of investing in State and local government securities will drive banks to seek better performing investments. The market for these securities will shrink substantially. Charitable, civic, cultural, and health organizations throughout the State depend upon the generosity of banks and thrifts to meet their objectives. The redistribution of these funds to Albany in the form of higher taxes will no doubt have a detrimental effect in every city and village where, today, a bank supports a worthwhile cause in the community.
Let me clarify the record on the revenues bank taxes have generated for the State.  Since the enactment of the 1985 Act, banking’s share of corporate taxes increased from 5% to 13%, or close to $1 billion and double that for New York City banks.  To repeat, in 1985, banks and thrifts paid 5% of the State’s corporate taxes. Today, banks and thrifts pay almost three times that percentage. By contrast, banks employed in 2006 approximately 4% of private, non-farm employees in New York State and produced 5.7% of the State’s domestic product. Thus, it is clear that the banking industry’s current tax burden is more than appropriate. Consider the other taxes banks and thrifts pay, such as property taxes, sales and use taxes, New York city corporate income taxes, the MTA surcharge, and the New York City Commercial rent tax – the total of these payments exceeds $5 billion annually. And these numbers do not include the hundreds of millions of dollars in charitable and civic contributions that banks make every year in communities across New York State.  
Uncertainty is not good for banking and our customers.  The markets demand performance and predictability.  We have been told by one banker that these proposals have caused him to rethink his plans for expansion in New York. They have inflicted uncertainty on to the balance sheet of banking, one of our State’s most productive engines for growth and economic development.  
The bank tax proposals as presented in this Budget are not the right approach for the highly complex tax law that governs the highly complex industry of banking.

New York’s bankers would support -- and would look forward to participating in -- a comprehensive look at the bank tax law based on established principles, similar to the 1985 effort.  
We support any effort that stimulates economic and employment growth, predictability and the strengthening of New York State as a financial center.

Members of the Legislature, we strongly and respectfully urge you to reject these bank tax increases. The Budget proposals are not loophole closers. They are, in fact, $1 billion worth of new taxes on a vital New York industry.
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Figure 1 New York State Corporation and Business Taxes

Total Banking Industry Tax Receipts*

Source:  NYS Dept. of Taxation and Finance
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Total Tax Receipts by Industry

Source:  NYS Dept. of Taxation and Finance

1985 1990  1995        2000       2006

BANKING

$170        $425        $548   $526         $842     + 7.9%

Insurance

$231         $415       $503    $590       $915     + 6.8%

Utilities

$983      $1,029      $1,579     $1,486     $681      - 1.7%

All Other     

$1,786      $1,510      $3,059       $2,943      $3,811   + 3.7%

TOTAL      

$3,170      $3,379      $5,689       $5,545  $6,249   + 3.3%

Bank Share      5.4%     12.6%       9.6%   9.5%      13.5%
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