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Mr. Chairman and Members of the Commission, my name is Gary Tepas, Chief Executive Officer of Emkay Inc.  I am here today, along with several of my colleagues and competitors, to speak in opposition to the new 4% lease tax increase proposed in the County’s 2004 Budget.





Emkay, Inc. is one of the oldest commercial fleet leasing and management companies in the United States.  Founded in 1946 in Illinois, the vehicles in Emkay’s fleet, which ranks among the top ten largest fleets in the nation, are titled in Cook County, as well as in other locations throughout the country.





Joining me this morning in the submission of these comments are the CEO’s of two other nationally prominent Illinois-based, and Illinois-born, vehicle leasing companies:  Mr. James S. Frank, President & CEO of Wheels, Inc., headquartered in Des Plaines, and Mr. Gary Rappeport, President & CEO of Donlen Corporation, headquartered in Northbrook.  Donlen Corporation was founded in 1965, and Wheels, Inc. – which enjoys the distinction of being the oldest fleet leasing and management company in the United States – was founded in 1939. 





We are also joined by representatives of the American Automotive Leasing Association (AALA), the national association representing the commercial automotive fleet leasing and management industry.  Each of our companies is a member of AALA. It is estimated that AALA member companies own approximately 3,560,000 of the cars and light duty vehicles that are leased by businesses throughout the United States. Of that number, approximately 78,000 leased vehicles are located in Cook County. 





The commercial fleet leasing industry is united in its opposition to Cook County’s proposed 4% lease tax industry for several reasons.  First, the tax is excessively burdensome. It will have an unsettling effect on the customer and service base of vehicle lessors currently doing business in Cook County.  Moreover, it will have the chilling effect of discouraging companies from expanding current operations or developing new businesses and job opportunities for Cook County and Chicago.  





Second, the proposal thrusts Cook County into the “lease versus buy” decision of a customer by creating an unfair bias and favorable tax treatment for the option of purchasing vehicles versus the option of leasing vehicles. This bias toward ownership, as opposed to the option of leasing, is extremely unfair to the vehicle leasing industry and seriously threatens existing, often long-standing client / customer relationships.  An obvious outcome to the loss of these relationships would be the loss of jobs for employees in the leasing industry, many of whom are located in Cook County.  





Third, the proposed 4% tax is shortsighted.  Companies, as well as consumers are more likely to switch to the purchase over leasing option.  Thus the near term revenue gain will inevitably result in a longer-term revenue loss.  





Fourth, companies that have used leasing as an alternative to debt financing could be forced to utilize loans to finance their fleets, which will reduce available capital for business expansion and, once again, inhibit job creation.  





Finally, imposition of a 4% leasing tax combined with the 6% Chicago Transaction Tax raises the total tax on leasing in Chicago to 10%.  As our following example shows, this creates a tax burden that is nearly three times higher than the national average.  Enactment of the tax would dramatically reinforce the image of Cook County and Chicago as being unfriendly and unsupportive of business interests.  As companies that have been here for many years with deep roots in the communities and neighborhoods around us, we are hopeful that the Commission would take greater interest in encouraging economic growth and job creation, rather than discouraging business development and job growth.  








SUMMARY & CONCLUSION





In summary, Mr. Chairman, it is our collective opinion that the proposed 4% lease tax – which results in a tax burden that is nearly three times higher than the national average – would be a significant blow to the very customers and clients who stand to gain most by the ability to lease vehicles.  In our view, the 78,000 leased vehicles currently based in Cook County would likely be significantly reduced.  The proposed county tax is unfair and bias and would eliminate leasing as a competitive financing option for both large and small businesses, as well as consumers.  While claiming to be the answer to a near term revenue gain, the chilling economic impact of the tax would inevitably result in long term loss in both revenue and jobs as businesses seek friendlier, more competitive environments outside of Cook County and Chicago.   





We urge this Committee, and the Commission, to vote against the proposed 4% lease tax increase.  We appreciate the opportunity to speak with you today.  Your questions are welcomed. 





















































FINANCIAL IMPACT TO THE VEHICLE LEASING INDUSTRY


AND COMPARISON TO OTHER JURISDICTIONS





Leasing of motor vehicles provides a viable and attractive financing option to our clients and customers.  In most states, leasing companies are allowed to purchase leased property without paying state and local sales taxes on the purchase. Rather, these states impose a sales tax on the monthly rental stream. Thirty-one (31) states use this method of taxation. Fifteen (15) states charge tax upfront on the cost of the property when acquired by the leasing company. In most cases, no tax is due on the rental or lease of the property in these states.





Currently, Illinois imposes an upfront tax on the purchase of a vehicle by a leasing company. Tax rates vary by location. An 8.75% tax is paid on leased vehicles titled in Chicago. In addition to the upfront tax paid, Chicago imposes a 6 % Chicago Transaction Tax on lease receipts.





The American Automotive Leasing Association (AALA), the national organization representing the commercial fleet leasing and management industry, estimates that 3,560,000 commercial vehicles are leased throughout the United States.  Of that, it is estimated that 78,000 vehicles are located in Cook County.





The following charts illustrate the effect of the proposed 4 % Cook County lease will have on typical fleet leased vehicles. Information used for this analysis was obtained from AALA and Automotive Fleet Magazine.





Average fleet Vehicle Cost			$22,000


Average lease 					36 months


Average lease monthly payment		$500


Average rental tax rate 			5.36 %





TOTAL TAX BURDEN FOR CARS LOCATED IN TYPICAL RENTAL TAXING STATE


Tax paid to acquire the vehicle				$  0


Rental tax paid to state over life


of the lease	($500 x .0536 x 36)				$965


					Total          		$965


				


TOTAL TAX BURDEN FOR CARS PURCHASED AND LEASED IN CHICAGO


Tax paid to acquire the vehicle ($22,000 x .0875)		$1925


6 % Chicago Transaction Tax on lease


stream ($500 x.06 x 36) 						$1080


4 % Cook County Lease Tax ($500 x .04 x 36)		$  720


				Total				$3725





SUMMARY	


Tax burden in Chicago / Cook county is 2.86 times the national average - You pay $2760 more in tax. ( $3725 less $965)


Average monthly tax burden in typical rental state 5.36 %


Average monthly tax burden in Chicago - 20.7% (Total tax payments $3725/ lease total lease payments $18,000).
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