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May 9, 2012
The Mayor of Los Angeles and Honorable Members of the City Council:

In analyzing the work of Professor Charles Swenson of the University of Southern California for
the Business Tax Advisory Committee at the request of panel chair Lloyd Greif, we have
developed a list of key positives and negatives in the methodology and execution of his work.
Overall, we found the work to be solid and effective in its intended goals and results. At the
Milken Institute's nonpartisan California Center, we firmly believe that examining means to
improve the business climate of the city of Los Angeles is essential not only for the continued
economic health of the city itself, but also for the surrounding region.

Key Points
Strengths:

[ Professor Swenson employed proper methodologies in engaging the Los Angeles City
business tax impact study. His application of regional economic modeling, background research
and academic reference on effects of changing tax codes on Los Angeles is appropriate.

2. . From an economic analytical and practitioner’s perspective, data applications and the
utilization of multiple data sets in the study are conventional and the application of method is
sound. Based on the description in the study, Professor Swenson leveraged the NETS data set
and the City’s tax data (LATAX) to yield a unique combination of tax revenues, number of
establishments by types and employment by detailed industry classification for modeling. "This™
blending of database construction is perhaps uniquely suitable for this type of study — enabling
the fracking of a more detailed interpretation of where and how much an economic impact can
take place given an array of tax code changes.

3. We thought that the background research on the topic is suitable and the various
benchmarking used with regards to tax code change stimulus on “a typical regional economic
system” is appropriate.

4. Benchmarking the proposed tax code changes to two previous actual tax code alterations is
perhaps not the best analytically and methodologically, but is reasonable and acceptable as they
are used to simulate the potential effect of change since there is no other alternative given the

shortage of utilizable data.
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Weaknesses:

I. Although the application of REMI modeling is sufficient to compute the total impact and
to construct a framework of economic benefit, the utilization of Type Il multipliers and, in
particular, a lack of time element in the modeling process could magnify economic benefit or
slightly overstate total economic impact.

2. The all-inclusive economic benefit, an aggregate of direct, indirect and induced effects,
can underestimate the large size of leakages present in the Los Angeles City economy. With the
close proximity of other cities and mini-clusters of various kinds surrounding Los Angeles, the
induced effect of an impact study such as this type should be interpreted carefully.

3 The main shortcoming in the study, from Milken Institute's perspective, is a lack of
explicit time elements in interpretation of the impact. While REMI is an excellent tool to capture
economic shocks (in this case, a change of tax code), the model lacks a strong time stamp on
allocating impact over a time horizon. Indeed, the model might have captured the totality, but the
shape and/or the distribution of impact is not well described in the process. This is relevant since
new additions of buildings, physical ekpansion, and relocation of businesses due to a more
favorable tax scheme will have to go through a drawn-out process of applications in licensing,
environmental impact reports, and permitting, as well as other approvals. The model has to be
calibrated to reflect this uniquely California or Los Angeles government regulatory process.

In conclusion, it is clear that the positives of the methodological approach employed in Dr.
Swenson’s study given the data constraints far outweigh any shortcomings. Although it is likely
the net positive impact of changes to the tax code are slightly overstated, most of this effect
would be in the very near term. Given the considerable lack of transparency in the methodology
of the critiguing work from the Blue Sky Consulting Group, it was very difficult to fully analyze
their own numbers, but the overall information provided by Professor Swenson gives a largely
accurate portrayal of the economic impacts of the elimination of the City of Los Angeles’ gross
receipts business tax, particularly considering the constraints under which he appears to have
operated.

Very truly yours,

}Z&t/"';/ 7%"‘7”#\
Kevin Klowden
Director, California Center
Managing Economist
Milken Institute

and
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-Director of Research

Milken Institute



LOS ANGELES COUNTY ECONOMIC DEVELOPMENT CORPORATION

May 9, 2012

The Los Angeles County Economic Development Corporation (LAEDC) President and Chief Executive Officer Bill Allen
submits the following statement into record regarding Subject One (File No. 09-1914-58) on the agenda at the City of
Los Angeles Jobs and Businass Development Committee Special Meeting on May 9, 2012:

"The Los Angelés County Economic Development Corporation (LAEDC), an organization dedicated to promoting job
growth, economic expansion and preserving the overall global competitiveness of Los Angeles County, urges the ity
of Los Angeles to proceed with the phased elimination of the City's gross receipts business tax, which continues to be
a major disincentive for businesses starting up in, relocating to or staying in the City of Los Angeles. The LAEDC
strongly believes that phasing-out the City’s burdensome and inequitable gross receipts business tax in a prudent,
responsible way will help attract, grow and retain companies within the City of Los Angeles and, in doing so, help
reverse the wholly unsustainable and very worrying trend of having added more than 823,000 people, but losing
more than 165,000 net jobs in the City of Los Angeles since 1980. At the LAEDC, we firmly believe that strong, healthy
communities begin with good jobs. And so, we — as public stewards - must all work together to take bold and
courageous actions like this that will create and retain jobs, strengthen and modernize the City's economy, and care
for and improve the overall quality of life for ail our residents.”
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August 21, 2012

The Honorable Eric Garcettl, Chair

Jobs and Business Development Committee
Los Angeles City Council

200 N. Spring Street, Rm. 470

Los Angeles, CA 90012

SUBJECT: Business Tax Advisory Committee Recommended Plan for Reduction—and Eventual
Elimination—of the City Gross Receipts Tax

Dear Councilmember Garcetti:

On behalf of the Valley Industry and Commerce Association (VICA), we urge the City of Los Angeles to
proceed with the phased elimination of the city's business tax according to the Business Tax Advisory
Committee revised plan recommended on August 2, 2012,

The BTAC plan is a three phase approach, each five years in duration, with the uitimate goal of
elimination of the gross receipts tax. The recommendation would phase out the city's burdensome and
inequitable gross receipts business tax In a prudent, responsible way.

During Phase One, the nine tax classes are consolidated into three classes, reducing top rates
{currently 0.507 percent, 0.356 percent and 0.315 percent) to 0.255 percent over the first five years in
equal installments. During Phase Two, the tax classes are further condensed into two and the top rate
(0.255 percent} is reduced 1o 0.127 percent over the following five years. The last phrase will
completely phase out the tax by reducing the remaining rates (0.127 percent and 0.101 percent) to zero
in equal instaliments over the final five years.

The plan calls for friggers in the 3rd, 5th, 8th, 10th, 12th and 14th years of the three phases, in orderto =
protect the city against drastic revenue losses. This epproach would stop the planned reduction from
moving forward, if General Fund revenues do not increase or stay neutral. The plan would ailow for the
reductions {o resume only once revenue gains equalize with the fax cuts,

Rather than simply relying on an increase in business tax, the plan calls for General Fund revenue
changes to be measured based on all revenue sources impacted by economic activity. This would not
only include business faxes and license and permit fees, but sales, property, utility, transit cccupancy,
documentary transfer, parking and residential development taxes.

Based on this approach, the city's maximum exposure is $25 million per year during the first phase and
$15 million per year during the second phase.

and. Businass Development Committee in mid-July includes Phase One,

the BTAC proposal establishes a long-term plan with trigger points for each year of the phase-out
based on multiple indicators of economic health,

Valley Industry & Commerca Association » 5.121 Van Nuys Bivd, Ste, 203, Sherman Caks, CA 91403 - phone: 818.817.0545 » fax 818.907.7934 « wyy vics com




This gradual, common sense approach to the elimination of the gross receipts tax will provide the
certainty required for current and potential Los Angeles-based businesses. The work completed by the
first BTAC demonstrated that a cumulative 15 percent drop in all rates over a five-year period resulted
in a significant growth in the General Fund and Business Tax Revenues. This plan by BTAC Il creates
the potential for a similar, but significantly greater positive impact on the city economy.

The city's gross receipts tax continues to be a major disincentive for starf-up businesses, existing
businesses cutside the city considering relocation into Los Angeles and current resident businesses
considering whether to stay. We urge you to consider the revised BTAC proposal and implement it into
further recommendations to the full Council.

The city must ax this tax in a prudent, fiscally responsible manner. The BTAC recommendation is just
such a plan.

Stncerely,

David Adelman Stuart Waldman

Chair President

CC:  The Honorable Antonio Villaraigosa The Honorable Tony Cardenas
The Henorabte Herb Wesson The Honorable Richard Alarcon
The Honorable Ed P. Reyes The Honorable Bernard C. Parks
The Honorable Jan Perry The Honorable Bili Rosendahl
The Honorable Paul Krekorian The Honorable Mitchell Englander
The Honorable Dennis P, Zine The Honorable Jose Huizar
The Honorable Tom LaBonge The Henorable Joe Buscaino

The Honorable Paul Koretz

Veliey Industry & Commerce Assoclation + 5121 Van Nuys Blwd,, Ste, 203, Sherman Ogks, CA 91403 « phone: §18,817,0545 » fmx B1B.G07. 7834 + wyyw. vica.com
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May 1, 2012
Honorable Eric Garcetti
Chair, Jobs and Business Development Committee
City of Los Angeles
200 North Spring Street
Los Angeles, CA 90012

Dear Councilmember Garcetti:

The Black Business Association {BBA) urges the City of Los Angeles to proceed
with the phased elimination of the City’s gross receipts business tax, which
continues to be a major disincentive for businesses starting up in, relocating to
or staying in the City of Los Angeles. The BBA strongly believes that the Business
Tax Advisory Committee’s (BTAC) recommendation to begin phasing-out the
City’s burdensome and ineguitable gross receipts business tax in a prudent,
responsible way will help attract, grow and retain companies within the City of
Los Angeles is consistent with our organization’s goal to endorse public policles
that foster a strong and vibrant economic climate for all businesses.

At the BBA, we firmly believe that strong, healthy communities begin with good
jobs. And so, we — as public stewards — must all work together to take bold and
courageous actions like this that will create and retain jobs, strengthen and
modernize the City's economy, and care for and improve the overall quality of
life for all our residents.”

A report relative to the phase-out of the gross receipts tax will be discussed at a
Special Meeting of the City of Los Angeles Jobs and Business Development
Committee on Wednesday, May 9, 2012 and we urge you to take immediate
action and move the BTAC recommendation forward without further delay.

The Black Business Association was founded in 1970 with a mission to advocate
and promote the development of African-American owned businesses with the
goal of creating a firm economic base that support the self-determination and
survival of the African-American and urban community. As a membership
organization, we are constantly at the helm, securing innovative means and
policies that protect our constituency and their business interests.

Sincerely:
<y
4 ﬂ'L’é

[F—

Earl “Skip” Cooper

AFFRIATE ORGANIZATIONS

Association of Black
Women Entrepreneurs

Black Women's Network

California Black
Charnber of Commarce

California Counci of Black
Chamber

Minority Business
Enterprise Legai Delense
& Edycation Fund

Nalional Biack
Business Counci

The Greenlining Institute

The Naticnal Association
of African American
Chambers of Commerce

The National Black
Chamber of Commaerce

Pan African Film & Ans
Festival

Recycling Black Dollars

Zambia-USA Ghamber of
Commerce

MEMORANDA OF
UNDERSTANDING

Califormnia Manufacturing
Technology Center

Los Angeles Econornic
Development Cerporation

Los Angeles Minority
Business Cpportunity
Committee

Southwest Los Angeles
County Small Business
Dfavelopmeat Center

U.3, Small Business
Administration
Los Angeles District Office

. Southland Business
Develepment Partnership

The Urban Leadership Project

USC Business
Expansion Network

Valley Economic
Davelopment Center

——apiete Wik SOt

President & CEO

Cc: Honorable Bernard Parks Honorabhle Tom La Bonge

The Black Business Association
Mailing Address: P.O. Box 43139, Los Angeles, CA 90043

Tel: (323) 2919334 = Fax: (323) 857-4610 « Website: www.bbalu.ore © E-mail: muil@bbala.org
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8 May 2012

Honorable Eric Garcetti

Chair

Jobs and Business Development Commitiee
City of Los Angeles

200 North Spring Street

Los Angeles, CA 90012

Dear Councilmember Garcetti:

The Asian Business Association of Los Angeles (ABA)} urges the City of Los Angeles
to proceed with the phased elimination of the City’s gross receipts business tax,
which continues to be a major disincentive for businesses starting up in, relocating
to or staying in the City of Los Angeles. The ABA strongly believes that the Business
Tax Advisory Committee’s (BTAC) recommendation to begin phasing-out the City’s
burdensome and inequitable gross receipts business tax in a prudent, responsible
way will help attract, grow and retain companies within the City of Los Angeles is
consistent with our organization’s goal to endorse public policies that fostera
strong and vibrant economic climate for all businesses.

At the ABA, we firmly believe that strong, healthy communities begin with good
jobs. And s0, we — as public stewards — must all work together to take bold and
courageous actions like this that will create and retain jobs, strengthen and
modernize the City’s economy, and care for and improve the overall quality of life
for all our residents.”

A report relative to the phase-out of the gross receipts tax will be discussed at a
Special Meeting of the City of Los Angeles Jobs and Business Development
Committee on Wednesday, May 9, 2012 and we urge you to take immediate action
and move the recommendation forward without further delay.

Sincerely:
o

Dennis J. Huang
Executive Director

cc:  Honorable Bernard Parks
Honorabie Tom La Bonge

Tumer Construction

U.8. Bank

U.5. Smai! Business Adminisiration
Union Bank

Verizon

The Walt Disney Company

Welis Fargo

ASTU BUSINess Associntion 5 the premiere mon-profit orgonization that servesthe
needs of Asian Pacific Islander business owners and professionals. ABA has been
proactively gssisting these businesses gain access to economic opportunities and
advancement since 1976. ABA has an active membership base of over 500, and
offers programs to help these businesses grow.

120 5. San Pedro Street, Suite 523 | Los Angeles, CA 90012 | T{213) 628-1ABA | F(213) 628-3222 | info@aba-la.org | www.aba-la.org



PARTNERS

October 17, 2012

Mayor Villaraigosa and Los Angeles City Council
via email

Dear Mayor Villaraigosa and City Council Members:

[ am writing you regarding the proposal to reform the Gross Receipts Business
Tax. While I cannot evaluate the opportunity to replace lost revenues from a reduction in
the business tax, I can certainly speak knowledgably about the impediment the Gross
Receipts tax represents for growing local businesses and their willingness to remain in
Los Angeles.

I am a Founding Partner and President of GRP Partners (“GRP”). GRP is located
in Century City and we are the largest Venture Capital fund in Southern California. The
115 companies that my Partners and I have funded as startups employed 20,060 people in
Los Angeles County at December 31, 2011, We certainly understand what it takes to
create a successful business and what it means to build businesses from a concept into

enterprises that employ hundreds or even thousands of people.

When we initially fund a company, it usually employs fewer than five people.
Our companies do not generally become profitable until they are generating $10 million
to $50 million in revenue by which time they employ 70-200 people. In this context, a
0.5% business tax is onerous and it is one consideration in our decision to locate new
companies in Santa Monica or Culver City where the gross receipts tax for a corporate
headquarters is 1/4 the amount that would be paid in Los Angeles. In fact, GRP currently
has 18 portfolio companies located in LA County and only two are located in the City of
Los Angeles. Those two were attracted to the lower occupancy costs in West LA and
currently have little revenues.

i

Our portfolio companies located outside LA have made decisions in the past as
part of an acquisition to close the Los Angeles offices of acquired businesses in part
because of the Gross Receipts Tax. In particular, Los Angeles offices were closed by
Costco as part of the Price Club acquisition, by Office Depot as part of the Office Club
acquisition and by PETSMART as part of the Pet Stuff acquisition due in part to the

added burden the Gross receipts tax represented.

2121 Avenue of the Stars » Suite [630 « Los Angeles, CA 90067
(310) 785-5100 - www.grpvc.com



As you consider changing the gross receipts tax, please contemplate the value to
the city of new job creation. Perhaps there is a formula whereby tax credits are earned in
the current year against the gross receipts tax for each full time job created during the
preceding year. This mechanism would directly trade tax revenues for job creation.

You face a difficult challenge in balancing the budget for our complicated city.
Please find a way to do so in a manner that encourages job creation instead of driving
jobs away. Thank you to each of you for your service to the City and for your

consideration of my perspective.

Sincerely,

Steven J. Dietz
President
GRP Partners




Metro Management Systems, Inc.
304 West Century Boulevard

Los Angeles, California 80003

(323) 779-4185

(323) 7794187 Fax

May 7, 2012

Honorable Eric Garcetti, Chair

Jobs and Business Development Commitiee
City of Los Angeles

200 North Spring Street

Los Angeles, CA 90012

Dear Councilmember Garcetti:

I am taking this opportunity to urge the City of Los Angeles to proceed with the phased elimination of
the City’s gross receipts business tax, which continues to be a major disincentive for businesses starting
up in, relocating to or staying in the City of Los Angeles. The City has for too long been headed in the
wrong direction. We no longer create jobs for young people and it is clear the young adults in Los
Angeles must look toward self-employment and entrepreneurship to secure a middle class lifestyle in our

City.

I strongly belicve that the Business Tax Advisory Commitiee’s (BTAC) recommendation to begin
phasing-out the City’s burdensome and inequitable gross receipts business tax in a prudent, responsible
way will help attract, grow and retain companies within the City of Los Angeles and foster a strong and
vibrant economic climate for both new and established businesses.

I have reviewed the report relative to the phase-out of the gross receipts tax and understand it will be
discussed at a Special Meeting of the City of Los Angeles Jobs and Business Development Committee
on Wednesday, May 9, 2012. I urge you to take immediate action and move the BTAC recommendation
forward without further delay.

As a business owner in Los Angeles and resident of the __ District, I support the self-determination and
survival of the African-American business community. If the African- American business community 1s
to thrive then this business tax must go!

Sincerely:

Ella Avery-Smothers

President

Ce: Honorable Bernard Parks
Honorable Tom.La Rnnge




Primestor Developoeent, Ing,
A Cerizied Moty Buospiess Eotetpone

201 South Fyueroa Street, huite 300
Los Anrgetes, €A 90012 HSA

Pel: 3U060 21107

Fax: 213.223.5098
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February 3, 2013

Honorable Paul Krekorian, Chair

Via: eric.villanueva@lacity.org

Ad Hoc Commitiee on Business Tax Reform
City of Los Angeles

200 North Spring Street

L.os Angeles, CA 80012

Dear Councilmember Krekorian:

| am taking this opportunity to urge the City of Los Angeles to proceed with the
phased elimination of the City’s gross receipts business tax, which continues to
be a major disincentive for businesses starting up in, relocating to or staying in
the City of Los Angeles. The City has for too long been headed in the wrong
direction. We no longer create jobs for young people and it is clear the young
adults in Los Angeles must look toward self-employment and entrepreneurship
to secure a middle class lifestyle in our City.

| strongly believe that the Business Tax Advisory Committee’'s (BTAC)
recommendation to begin phasing-out the City’s burdensome and inequitable
gross receipis business tax in a prudent, responsible way will help attract, grow
and retain companies within the City of Los Angeles and foster a strong and
vibrant economic climate for both new and established busingsses.

| have reviewed the report relative to the phase-out of the gross receipts tax
and understand it will be discussed at a meeting of the Ad Hoc Commitiee on
Business Tax Reform of the Los Angeles City Council very soon. | urge you to
take immediate action and move the BTAC recommendation forward without
further delay.
As a business owner in Los Angeles, | support the self-determination and
survival of the business community. If the Los Angeles business community is
to thrive then this business tax must go!

Respectfully,

/’ g WS S R
iﬁ“ e

Leandro Tyberg
‘President
PRIMESTOR DEVELOPMENT, INC.

cc. Coundilmember Enic Garcett, Vice CHEIF
cc.  Councilmember Joe Buscaino

cc.  Councilmember Mitch Englander

cc.  Councilmember Jose Huizar

cc. Councitmember Dennis Zine

CMlsersiZen, PRIMESTOR\DesklopiCityolLA Gross Regeipts Tax itr §2-04-13 doe

Peoperty, Comtraction and Assct Management, Leasing, Real Bstate Development, Tattlement and Acquisifions
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