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TAX CREDITS TO STIMULATE JOB OPPORTUNITIES IN
RURAL AREAS

WEDNESDAY, MAY 21, 1669

U.S. SenaTe,
CoMMITTEE ON FINANCE,
Washington, D.C.
The committes met, pursuant to call, at 10:15 a.m,, in room 2221,
New.d$enato Office Building, Senator Russell B, Long, chairman,
residing.
!;Pre§exlgt: Senators Long, Talmadge, Harris, Williams, Curtis, and
annin,
Opening Statement of the Chairman

The CuarmaN. The hearing will come to order. )
This morning the committee begins 2 days of hearings on pro-
Is to stimulato the creation of job opportunities in rural areas.
ne such s}:roposal is embodied in S, 15, a bill authored jointly by the
distinguished senior Senator from Kansas, Mr. Pearson, and the dis-
tinguished senior Senator from Oklahoma, Mr. Harris. This bill, co-
sponsored by 37 additional Senators, would extend tax credits for
investment In job-producing real and personal property. It would
also allow special deductions for amounts paid to rural employees
while they are being trained for their new work, and for depreciation
on the gx;operty used in the new enterprise.

At this point, it is an open question as to whether the tax credit
approach is the best means available for creating new job opportuni-
tltt)agécgerhaps more direct means can be worked out to achieve this
objective,

On the other hand, it is an open secret that President Nixon has
ﬁivon tax credits high priority in his administration and apparently

e is preparinf recommendations along this line for submission to
Congress at a Iater date. If tax credits are to be used, there is much
to commend the attention to rural areas that S. 16 envisions. The crea-
tion of new jobs will slow the migration of rural youth to the cities,
and will deter the growth of inner-city ghettos. Correspondingly, the
pressure on big-city budgets and welfare programs could be eased.

Manpower is one of the greatest assets of rural America, but the
mechanization of the farm has cut back drastically on the availability
of jobs. Fostering the development of rural areas can enable us to .
capitalize on the employment potential of nonurban talent without
adding to the problems of the cities.

Senator Pearson, we welcome you here and note the fact that you
have done yeomen work not only in trying to work up solutions to the

1)
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problem but in persuadingi 37 of your fellow Senators to join with
you in cosponsoring your bill, ) )

We have a long list of witnesses to hear during this proceeding.
Each of them has been urged to confine his oral comments to less
than 15 minutes. Even so, afternoon sessions both today and tomorrow
seem likely.

In the announcement of the hearing, it was stated that the com-
mittee would receive written statements for the record through Friday,
May 23. I am advised that many Xeople would prefer more time for
the submission of written viows. Accordingly, without objection, we
will hold the record open for written papers until the close of business
on Friday, the 13th of June,

‘We had hoped to have a spokesman from the Treasury Department
here today. Unfortunately, because they are engaged in the work of
assisting the President in the formulation of his own tax-credit recom-
mendations, they felt it would not be proper to state a dpublic attitude
on this question prior to the announcement of the President’s program.

Let me state very clearly for the record that this hearing today does
not relate in any way to tho legislation under consideration in the
House to repeal the 7-percent investment tax credit. We will conduct a
hearing on that matter at a later date, and I suspect that Congress
will repeal that credit.

Without objection, we will include at this point in the record the bill
S. 15, our committee press release announcing these hearings, and our
committee staff summary of S. 15.

(The material referred to follows:)
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IN THE SENATE OF THE UNITED STATES
Janvary 15 (legislative day, Jantany 10), 19690

Mr. Pearson (for himself, Mr. Aiken, Mr, Aveen, Mr, Bex~err, Mr. Brooxe,

Mr. Byep of West Virginia, Mr. Caxxon, Mr. Coox, Mr, Coorer, Mr.
CorroN, Mr, Curris, Mr. EacLeToN, Mr. Graver, Mr, Haxsen, Mr. Harnis,
Mr. Hart, Mr. Hareiee, Mr. Hruska, Mr. INovye, Mr. Javirs, Mr. McGee,
Mr. McGoverN, Mr. MErcavr, Mr. MiLLer, Mr. Moxpare, Mr. MoxTova,
Mr. Moss, Mr. Mu~or, Mr. NeLsox, Mr. Percy, Mr. Proury, Mr. Raxpovrei,
Mr. Risicorr, Mr. Scorr, Mr. Sroxe, Mr. Tavrmance, Mr. THURMOND, Mr,
Typines, and Mr. Youna of North Dakota) introduced the following bill;
which was read twice and referred to the Committee on Finance

A BILL

To provide incentives for the establishment of new or expanded

W @ =0 OO v o W N
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job-producing industrial and commercial establishments in
rural areas.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the “Rural Job Development
Act of 1969".

DECLARATION OF PURPOSE

8eo. 2. The purpose of this Act is to increase the effec-
tive use of the human and natural resources of rural America;
to slow the migration from rural areas due to lack of eco-
nomic opportunity; and to reduce population pressures in
urban centers resulting from such forced migration.

VII-0
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2
DEFINITIONS

8Ec. 3. As used in this Act—

(1) The term “Secrctary” means the Socretary of
Agricaltare,

(2) The term “‘rural job development area” means any
area which the Secretary of Agriculture determines is—

(A) a county—

(i) no part of which is within an area desig-
nated as a standard metropolitan statistical area by
the Bureau of the Budget,

(ii) does not contain a city whose population
exceeds fifty thousand, and

(iii) in which more than 15 per centum of the
families residing therein have incomes under $3,000

_per annum; or

(B) a county defined in paragraph (A) (i) and
(i) in which for the most recent five years employment
has declined at an annual rate of more than 5 per
cenfum; or

(C) an Indian reservation or a native community
designated by the Secretary after consultation with the
Secretary of the Interior; or

(D) a county defined in pamgriph (A) (i) and
(ii) and is undergoing or is likely to undergo a sub-

stantial emigrtion of persons residing therein (other
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than military personnel and their dopendents) as a oon-

sequence of the closing, or curtailing of operations, of

an installation of the Department of Defense.
The Necretary's finddings nnder this subsection shall be wade
on the haxix of the most recent satisfactory data availahle
to him.

(8) The term “person” means an individual, a trust,
estate, partnership, associntion, company, or corporation,

(4) The term “industrial or commercial enterprise”
means any of the following types of husiness engaged in,
hy any person, through an industrinl or connercial facility—

(A) the manufacture, production, processing, or
assembling of personnl property—

(i) for sale to customers in the ordinary course
of business excluding any part of the activities of
such husiness consisting of retail sales and leases, or

(ii) for use in such person’s business,

(B) the distribution of personal property as prin-
cipal or agent, including, hut not limited to, the sale,
leasing, storage, handling, and transportation on thercof
but excluding any part of the activities of such husiness
consisting of retail sales and leases, or

() the construction of any huilding in a vl
joh development area as eonteetor for, or for sale to,

any customer, hut only in the case of a person engaged
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in the business of constructing such buildings as a con-

tractor for, or for sale to, customers.
The term “industrial or commercial cnterprise” does not
include the activities of selling, leasing, or renting out of
real property including the selling or leasing or renting
cut of a factory, workshop, office, warchouse, sales outlet.
apartment house, hetel, motel, or other residence, or the
lending of money or extending of credit.

(5) The term “industrial or commercial facility’’ means
a fixed place of husiness, in which an industrial or com-
mercial enterprise is wholly or partly carried on, including
but not limited to—

(A) a place of management or office,

(B) a factory, processing facility, plant, or other
workshop,

(C) w warehouse or sales outlet,

(D) a center for the transportation, shipping, or
handling of property,

(E) a recreation facility, including guest accommo-
dations constructed as part of such a facility, providing
recreation to the public for a charge or fee which is (i)
not inconsistent with State recreation plans, approved hy
the Bureau of Qutdoor Recreation, (ii) other recreation
facilities consistent with local economic development

plans, but no benefit shall be granted for recreation
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fucilities where the tax eredit wonld result in an undue

local competitive advantage.

The term “industrial or commereinl faeility” does not inelude
any store, or other premises, or portion of premises used as a
retail facility.

(6) The term *“retail sale or lease” means a sale or lease
made to a party whose payments therefor do not constitute
the expenses or costs of a business.

(7) The term “retail facility” means a store, premises,
or portion of premises in which a substantial percentage of
the sales or leases are retail sales or leases,

TITLE I—ELIGIBILITY FOR ASSISTANCE

CERTIFICATION

Skc. 101. (a) The Secretary shall issue a certificate of
cligibitity for henefits under this Act to any person who is
engaged in an industrial or commercinl enterprise, through a
new industrial or commereinl facility (or a new portion of
such a facility) located in a raml job development area, if—
(1) such facility has been approved by local
authority as consistent with local zoning ordinances and

cconomic aud physical planning;
(‘.’.)' such facility (or new portion thereof) was
placed in service by the person to whom the certificate is
to he issued in a rural jobh development area in the first

taxable year of the certification period;
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(3) placing snch facility (or uew portion thereof)
in =ervice has resulted in vegutar, full-time employment
by such person of at least ten additional persons;

(4) at least 50 per centum of the persons em-
ployed at such faeility (including the existing portion of
an expanded facility) in such first taxable year ave (A)
persons who reside within snch runal jobh development
arca or any other rural job development arca within
reasonable commuting distance of such facility, or (B)
persons who within the threc years preceding the com-
meneement of their enlovment (i) have served at
least one vear on active duty in the Armned TForees of
the United States, or (ii) have heen envolled for af feast
one year in the Job Corps:

(5) the Seeretary defermines that the industrial or
commereial enterprise wax uot relocated from one area
to another except that he may waive this requirement
if (A) the establishment of such fndustrial or com-
mercial facility will not result in an increase in unem-
ployment in the arca of original location (or in any
other area where such enterprise conducts business
operations), or (B) such industrial or commercial fa-
cility is not being established with any intention of

closing down the operations of such enterprise in the
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area of its original location or in any other arca whero

it conducts such operations;

(6) the person to whom the certificate is to be
issued agrees, in such form and manner as the Secretary
may preseribe, to maintain records listing the munes and
residences of all full-time employces at the industrial
or commercial facility for which the certificate is being
issued, tho datc on which they were hired, their employ-
ment, tpeir residences and economic situation at the
time of hiring, and any other information reasonably
required by the Secretary for the purposes of this title;
and

(7) the Secretary determines that the expected
benefits to employment and to other aspects of the eco-
nomic and social welfare of such rural job development
urca warnanl the gmuling of the income tax incentives
under title 11 of this Act as to the capital investment in
sich industrial or commereial facility.

(b) The Sccretary shall issue a separate cortificate of
eligibility with regard to each industrial or comimnercial facil-
ity (or new portion thereof) which meets the requirements
of subsection (a) regardless of whether such facility is oper-
ated by any person as part of a single industrial or commer-

cial enterprise.
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(o) The Secretary shall issue a certificato of eligibility
for benefits under this Act to any person who is a successor
in interest to any person operating an industrinl or commer-
cial enterprise which has established an industrial or commer-
cial facility in a rural job development arvea and with respect
to which facility a certificate of eligibility was issued under
subsection (a), if—

(1) such person agrees to continue to use the facil-
ity as an industrial or commereial facility, and to con-
form to the requirements of subsection (a) ; and

(2) the issnance of such certificate is in accordance,
as determined hy the Sccretary, with the policy set forth
in subsection (a) (5) respecting the relocation of
industry.

(d) The Secretary shall terminate a certificate of eligh-
hility issued (o any person under this soction to operate an
industrial or commereinl facility whenever he detennines,
after an appropriate hearing, that the person to whom xuch
certificate was ixsued has failed, after due notice and a rea-
somable opportunity to correet the filure at such facility, to
carry out its ngreement inder subsection (a) (4). In making
a determination under this subsection, the Seeretary shall he
guided by, but not limited to, the following criteria:

(1) A reduetion in the number of qualified jobs

provided by any such enterprise below the minimums
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specified in subsection (a) (4) shall not be grounds fo
termination of a certificate of eligibility issued to such
enterprise, if the Secretary determines that (i) such
reduction results from business or economic factors be-
yond the control of such enterprise, and (ii} not less
than two-thirds of all the persons employed full time
in such jobs by such enterprise to meet the requirements
of subsection (a) (4) continue to meet those require-
ments,

(2) A change in the residence of any person em-
ployed by such enterprise, after his employment has
commenced, shall not affect his status for purposes of ap-
plying section (a) (4).

(e) The Secretary may waive all or imrt of the require-

ments specified in subsection (a) (4) if he finds that the
operation of a facility requires skills that are not available
within the rural job development area and that the expected
. benefits to other aspects of the economic and social welfare
of the rural job development area warrant the granting of tax

incentives under title II of this Act.

(f) Each certificate of eligibility issued under this sec-

tion shall describe the industrial or commercial enterprise and

the industrial or commercial facility (or the portion thereof)

with respect to which it is issued in such detail as may be
8. 156—2
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necessary for purposes of administering the income tax in-
centives under title II of this Act.

(g) The Secretary shall keep intercsted and participat-
ing Federal, State, and local agencies fully apprised of any
action taken by him under this section.

(h) No certificate of eligibility shall be issued under
this section to any person, unless application therefor is re-
ceived by the Secretary prior to the expiration of ten years
after the date of enactment of this Act.

REPORTS

Sko. 102, (a) The Secretary may by regulation require
any person to whom a certificate of eligibility is issued under
section 101 to file such reports from time to time as he may
deem necessary in order to carry out his functions under
this title.

(b) Whoever, in any report required to be filed under
this section, knowingly makes a false statement of a material
fact, shall be fined not more than $—————— or ix'npris~
oned for not more than

TITLE II—-TAX INCENTIVES

INCOME TAX CREDIT FOR INVESTMENT IN DEPRECIABLE

years, or both, .-

PROPERTY IN RURAL JOB DEVELOPMENT AREAS
8ec. 201, (a) Subpart A of part IV of subchapter A
of chapter 1 of the Internal Revenue Code of 1954 (relating

to credits allowable) is amended hy renumbering section 40
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as 41, and by inserting after section 39 the following new
section:
“SEC. 40. INVESTMENT IN CERTAIN DEPRECIABLE PROP-
ERTY IN RURAL JOB DEVELOPMENT AREAS.

“(a) Qenerar Rune.—There shall he allowed, as a
credit against the tax imposed by this chapter, the amonnt
determined under subpart C of this part.

“(b) ReaurATiONS.—The Sccretary or his delegate
shall prescn’b; such regulations as may he necessary to carry
out the purposes of this section and subpart C.”

(b) Tart IV of subchapter A of chapter 1 of such Code
(relating to credits against tax) is amended by adding at
the end thereof the following new subpart:

“Subpart C—Rules for Computing Credit for Investment
in Certain Depreciable Property in Rural Job Devel-

opment Areas

“Sec. 51. Amount of credit.
“Sec. 52 Certain dispositions, ete., of section 40 property.
“Sec. 53. Definitions; special rules,

“SEC. 51. AMOUNT OF CREDIT.
“(a) DETERMINATION OF AMOUNT.—

“(1) GeNERAT RULE.—The amount of the crcdit
allowed by section 40 for tho taxable year shall he equal
to:

“(A) 7 pereent of the qualified expenditures

(as defined in section 53(h)) nde during the
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taxable year in regard to section 40 real property
(as defined in section 53 (a) (8) ), and
“(B) 14 percent of the qualified expenditures
made during the taxable year in regard to section

40 personal property (as defined in section

63 (a) (4) ).

In the case of qualified expenditures made with respect
to a section 40 facility (as defined in section 53 (a)
(5)) which is located in a rural development area (as
defined in section 3 (2) of the Rural Job Development
Act of 1969) which has a population density of less
than 25 persons per square mile, the percentages speci-
fied in subparagraphs (A) and (B) shall be 10 percent
and 17 percent, respectively.

“(2) LimiraTioN.~—Notwithstanding paragraph
(1), the credit allowed by section 40 for the taxable
year shall not exceed the taxpayer’s liability for tax for
such year. ‘

“(8) LiaBiLITY FOR TAX.—For purposes of this
section, the liability for tax for the taxable year shall be
the tax imposed by this chapter for such year, reduced
by the sum of the credits allowable under—

“(A) section 33 (relating to foreign tax

credit),
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“(B) section 35 (relating to partially tax-
exempt interest) ,
“(C) section 37 (relating to retirement in-
come), and
“(D) section 38 (relating to investment in
certain depreciable property).
For purposes of this paragraph, any tax imposed for the
taxable year by section 531 (relating to accumulated earn-
ings tax), section 541 (relating to personal holding com-
pany tax), or section 1378 (relating to tax on certain
capital gains of subchapter S corporations), and any addi-
tional tax imposed for the taxable year by section 1351
(d) (1) (relating to recoveries of foreign expropriation
losses) , shall not be considered tax imposed by this chapter
for such year, .
“(b) CarrRYBACK AND CARRYOVER OF UNUSED
CREDITS.—

“(1) ALLOWANCE or CREDIT.—IF the anmount of
the ecredit determined under subsection (n) (1) for
any taxahle year exceeds the taxpayer’s linbility for tax
for such taxable year (hereafter in this subsection re-
ferred to as the ‘unused credit year’), such excess
shall be—

“(A) a section 40 credit carryback to each of
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the 3 taxable years preceding the unused eredit year,
and
“(B) a section 40 eredit carryover to cach of

the 10 taxable years following the unused credit

year,
and shall be added to the amount allowable as a credit
by section 40 for such years, except that such excess
may be a carryback only to a taxable year ending after
the date of the enactment of the Rural Job Development
Act of 1969. The entire amount of the unused credit for
an unused credit year shall be carried to the earliest of
the 13 taxable years to which (by reason of subpara-
graphs (A) and (B)) such credit may be carried and
then to each of the other 12 taxable ycars to the extent
that, because of the limitation contained in paragraph
(2), such unused credit may not be added for a prior
taxable ycar to which such unused credit may be carried.

“(2) LimirATION.—The amount of the unused
credit which may be added under paragraph (1) for any
preceding or succeeding taxable year shall not exceed
the amount by which the taxpayer’s linbility for tux for
such taxable year exceeds the sﬁm of—

“(A) the credit allowable under subsection
(a) (1) for such taxable year, and

“(B) the amounts which, by reason of this
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subsection, are added to the amount allowable for
such taxable year and attributahle to taxable years
preceding the unused credit year.
“SEC. 52. CERTAIN DISPOSITIONS, ETC., OF SECTION 40
PROPERTY.
“(a) GeNkRAL RuLkR.—Under regulations prescribed
by the Secretary or his delegate—

‘(1) EarLy p1sposiTIONS.—If section 40 prop-
erty (as defined in section 53 (a) (2)) is disposed of, or
otherwise ceases to qualify as section 40 property with
respect to the taxpayer, the tax under this chapter for
the taxable year in which the disposition occurs shall be
increased by an amount equal to the credits allowed un-
der scction 40 for prior taxable ycars for qualified ex-
penditures (as defined in section 53 (b)) which were
made—

““(A) in the case of section 40 real property

(as defined in section 53 (a) (8) ) within 10 years

before the date of the disposition, or

“(B) in the case of scction 40 personal prop-

orty (as defined in section 53 (a) (4)) within 4

years beforo tho date of tho disposition.

This paragraph shall not apply to any qualified expen-
ditures with respect to which there has been an inorease

of tax under paragraph (2).
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“(2) TERMINATION OF CERTIFICATE.—If the sec-
tion 40 certificate (as defined in section 53 (a) (1)) is
terminated under section 101 (d) of the Rural Job De-
velopment Act of 1969, with respect to a section 40
facility of the taxpayer—

““(A) the taxpayer’s tax under this chapter for
the taxable year in which the termination occurs
shall be increased by an amount equal to the credits
allowed under section 40 for prior taxable years for
qualified expenditures which were made in accord-
ance with section 53 (b) (3) within 3 years before
the date of the termination with respect to all sec-
tion 40 property used at, or in connection with,
such facility, and

“(B) the taxpayer’s gross income for the tax-
able year in which the termination occurs shall be
increased by an amount equal to the deductions
allowed to the taxpayer under section 183 in such
taxable year and the 2 preceding taxable years with
respect {o employees employed at sueh facility.
“(3) CARRYBACKS AND UARKYOVERS ADJUSTED,—

In the case of any dispositibn described in paragraph
(1) or any termination described in paragraph (2), the
carrybacks and carryovers under section 51 (b) shall
be adjusted.
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“(b) Sectiox Nor To ArpLY IN CERTAIN CASES.—
Subsection (a) shall not apply to—
“(1) a disposition by reason of death,
“(2) a disposition to which section 381 (a) applies,
“(8) a disposition necessitated by the cessation of
the operation of a section 40 facility where the Secretary
of Agriculture certifies that such cessation results from
economic factors beyond the control of the section 40
business (as defined in section 53 (a) (6)), or
“(4) a disposition on account of the destruction
or damage of section 40 property by fire, storm, ship-
wreck, or other casualty, or by reason of its theft.
For purposes of subsection (a), property shall not be treated
as ceasing to be section 40 property with respect to the tax-
payer by reason of a mere change in the form of conducting
the section 40 business so long as the property is retained in
such business as section 40 property and the taxpayer
retains a substantial interest in such business.
“SEC. 53. DEFINITIONS; SPECIAL RULES,

“(a) SEcTION 40 CERTIFICATE, ETC.—For purposes
of this chapter—

“(1) SECTION 40 CERTIFICATE.—The term ‘sec-
tion 40 certificate’ means a certificate of eligibility issued
by the Secretary of Agriculture under section 101 of
the Rural Job Development Act of 1969.

8. 15—3
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““(2) SECTION 40 PROPERTY.—The term ‘section

40 property’ means property which, in regard to a tax-

payer conducting a section 40 business—

“(A) is of a character which is subject to the
allowance for depreciation provided in section 167
and which is not property of a kind which would
properly be includible in the inventory of the tax-
payer if on hand at the close of the taxable year or
which is not property held by the taxpayer pri-
marily for sale to customers in the ordinary course
of his trade or business,

“(B) will be used by such taxpayer (i) as a
section 40 facility, (ii) as an integral part of, or in
the operation of, any such facility, (iii) in furnish-
ing transportation, communications, electrical en-
ergy, gas, water, or sewage disposal primarily to
any such facility, and

“(C) has at the time it is first used by such
taxpayer after such taxpayer has been issued a sec-
tion 40 certificate in regard to the section 40 facility
at, or in connection with which, such property is
used, & useful life of at least (i) 4 years in the case
of section 40 personal property, (ii) 10 years in the

case of section 40 real property.

Property shall not be treated as section 40 property if,
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after its acquisition by the taxpayer, it is used by a
person who used such property before such acquisition
(or by a person who bears a relationship described in
section 179(d) (2) (A) or (B) to a person who used
such property before such acquisition) .

‘““(3) SECTION 40 REAL PROPERTY.—The term ‘sec-
tion 40 real property’ means section 40 property which
is section 1250 property (within the meaning of section
1250 (c) ).

“(4) SEOTION 40 PERSONAL PROPERTY.—The term
‘section 40 personal property’ means section 40 property
which is section 1245 property (within the meaning of
section 1245 (b)).

“(5) SECTION 40 FACILITY.—The term ‘section 40
facility’ means an industrial or commercial facility (as
defined in section 3 (5) of the Rural Job Development
Act of 1969) which is specified by the Secretary of
Agriculture in a section 40 certificate.

‘“(6) SeorioN 40 BUSINESS.—The term ‘section 40
business’ means an industrial or commercial enterprise
(as defined in section 3 (4), of the Rural Job Develop-
ment Act of 1969) with respect to which a section 40
certificate has been issued which has not been terminated
under section 101 (d) of such Aect.

“(b) QUALIFIED EXPENDITURER.—
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“(1) IN GENERAL.—The term ‘qualified expendi-
tures’ means, with respect to each taxable year, expendi-
tures by the taxpayer—

“(A) properly chargeable to capital account,
“(B) paid or acerued for—

“(i) the manufacture, production, construc-
tion, or erection of scction 40 property,

“(ii) the acquisition of section 40 property
by a purchase (as defined in section 179 (d) (2)
and subsection (d) of this section), or

“(iii) the reconstruction, permanent im-
provement, or hetterment of section 40 prop-
erty, and
“(C) made before the close of the 10-year

period heginning with the date on which a section

40 certificate is first issued to any person with

respect to the section 40 facility, at, or in connection

with which, such property is used.

“(2) LimrraTioN.—Expenditures in regard to sec-
tion 40 real property shall be treated as qualified ex-
penditures only if the construction, erection, acquisition,
reconstruction, permanent improvement, or betterment
for which such expenditures are made, conforms to the
standards prescribed hy the Sccretary of Agriculture,

“(3) YEAR OF QUALIFIED EXPENDITURES.—AIl
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qualified expenditures shall be deemed made in the tax-
able year in which—
“(A) in the case of qualified expenditures for
the manufaéture, production, construction, erection,
or acquisition by purchase of section 40 property,
the year in which the section 40 property is placed
in service, and
“(B) in the case of qualified expenditures for
the reconstruction, permanent improvement, or bet-
terment of section 40 property, the year in which
the section 40 property as reconstructed, improved,
or bettered as a result of the qualified expenditure
is placed in service.
For purposes of this paragraph, any manufactured, pro-
duced, constructed, erected, or acquired section 40 prop-
erty, or any reconstructed, improved, or bettered sec-
tion 40 property, shall be deemed placed in service’in
the taxable year in which such manufactured, produced,
constrieled, erected, or acquired section 40 property, or
siich section 40 property as reconstructed, improved, or
bettered, first becomes subject to depreciation by a tax-
payer computing depreciation on a daily basis,

“(4) REPLACEMENT PROPERTY.—If section 40
property is manufactured, produced, constructed, erected,

reconstructed, or acquired to replace property which
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was dostroyed or damaged by fire, storm, shipwreck, or
other casualty, or was stolen, the qualified expenditures
with respeet to such section 40 property which would
(but for this pargraph) be taken into account for pur-
poses of scetion 51 (n) shall he reduced by an amount
equal to the amount received by the taxpayer as com-
pensation, by insurance or otherwise, for the property so
destroyed, damaged, or stolen, or to the adjusted basis
of such property, whichever is the lesser.

“{(0) CERTAIN LEASED PROPERTY.—A person who isa
lessor of property, which in the hands of the lessee consti-
tutes section 40 property, may (at such time, in such man-
ner, and subject to such conditions as are provided by reg-
ulations prescribed by the Secretary or his delegate) elect
with respect to any section 40 property, as to which no prior
credit under section 40 has previously been taken, to treat
the lessee as having purchased such property for an amount
equal to— . ' .

“(1) except as provided in paragraph (2), the fair
market value of such property, or

“(2) if such property is leased by a corporation
which is & member of an affiliated group (within the
meaning of section 46 (a) (5)) to another corporation
which is a member of the same affiliated group, the basis

of such property to the lessor. If a lessor makes the elec-
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1 tion provided by this subsection with respect to any
2 property, the lesseo shall be treated for all purposes of
3 this subpart as having acquired such property. For pur-
4 poses of this subpart, the uscful life of property in the
5 hands of the lessce is the useful life of such property in
6 the hands of the lessor.
7 “(d) SuscHAPTER S CORPORATION.—In the case of
8 an electing small business corporation (as defined in section
9 1371)—
10 “(1) the qualified expenditures for each taxable
11 year shall be apportioned pro rata among the persons
12 who are sharcholders of such corporation on the last day
12 of such taxable yecar, and
14 “(2) any person to whom any expenditures have
15 been apportioned under paragraph (1) shall be treated
16 (for purposes of this subpart) as the taxpayer with
17 respect to such oxpenditures, and such expenditures shall
18 not (Dy reason of such apportionment) lose their char-
19 acter as qualified expenditures.
20 “(0) Esraris AND Trusts.—In the caso of an estato
21 or trust—
22 “(1) the qualificd oxpenditures for any taxable
23 year shall be apportioned between the estate or trust and
24 the beneficiaries on the basis of the income of the cstate
25 or trust allocable to each, and
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“(2) any beneficiary to whom any expenditures
have been apportioned under paragraph (1) shall be
treated (for purposes of this subpart) as the taxpayer
with respect to such expenditures, and such expenditures
shall not (by reason of such apportionment) lose their

character as qualified expenditures.

- SO e W N -

“(f) Cross REFERENCE.—

“For application of this subpart to certain acquiring
corporations, see section 381(c)(24).”

(s <]

(o) Section 48 (a) of such Code (relating to definition

o

of section 38 property) is amended by adding at the end
10 thereof the following new parngraph:

11 “(7) SECTION 40 PROPERTY.—\ny property
12 which is section 40 property (as defined in section

13 53 (a) (2)) shall not be treated as section 38 property

14 to the extent that expenditures for the manufacture, pro-
15 duction, construction, ercction, reconstruction, perma-
16 nent improvement, betterment, or acquisition of such
17 property constitute qualified expenditures (as defined in
18 section 53 (b)).”

19 (d) Section 381 (ec) of such Code (relating to carry-

20 overs in certain corporate acquisitions) is amended by adding
21 at the end thereof the following now paragraph:
22 ““(24) CREDIT UNDER SECTION 40 FOR INVEST-

23 MENT IN CERTAIN DEPRECIABLE PROPERTY IN RURAIL
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JoB DEVELOPMENT AREAS8,—The acquiring corporation
shall take into account (to the extent proper to carry
out the purposes of this section and section 40, and under
such regulations as may be prescribed by the Secretary
or his delegate) the items required to be taken into ac-
count for purposes of section 40 in respect to the distribu-
tor or transferor corporation.”

(e) (1) The tahle of subparts for part IV of subchapter

W 0 =0 & v R W N e

A of chapter 1 of such Code is amended by adding at the
10 end thercof the following new item:

11 «“Subpart C—Rules for computing credit for investment in

12 certain depreciable property in rural job development
13 areas.”
14 (2) The table of sections for subpart A of part IV

15 of subchapter A of chapter 1 of such Code is amended by
16 striking out the last item and inserting in lieu thereof
17 the following:

“Sec. 40. Investiment in certain deprecinble property in rural

job development areas.
“Sec. 41. Overpayments of tax.”

18 (3) Part V of subchapter A of chapter 1 of such
19 Code (relating to tax surcharge) is amended—

20 (A) by renumbering section 51 as 56, and

21 (B) by striking out “51” in the table of sec-
22 tions and inserting in lien thereof “56”.

30-015 0—69——3
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1 DEPRECIATION DEDUCTION

2 SE0. 202, Section 167 of the Internal Revenue Code of _-

3 1954 (relating to deprecintion) is amended by redesignat-
4 ing subsection (j) as (k) and by inscrting after subscection

5 (i) the following new subsection:

(i “(i) SroriON 40 PROVERTY.—

7 “(1) Uskrurn LIFE.—At the election of the tax-

8 payer—

9 ““(A) the useful life of any property which is
10 section 40 property (as defined in section 53 (a)
11 (2)) shall, for purposes of this section, he 66}
12 percent of the useful life of such property deter-
13 mined withont regard to this paragraph; and
14 “‘(B) the guideline class lives prescribed by the
15 Secretary or his delegate which are applicable to
16 any property which is section 40 property shall,
17 for purposes of this section, be 663 percent of the
18 guideline class lives applicable to such property
19 determined without regard to this paragraph.

20 An election under this paragraph shall be made at such
21 time and in such manner as the Sccretary or his dele-
22 gato prescribes by regulations.

23 “(2) NEARFST FULL YEAR—If the useful life or

=

guideline class life of any: property as determined under
25 subsection (i) includes a fraction of a year, snch useful

26 life shall be deemed the ncarest full year.
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“(3) RESERVE RATIO TESTS.--In justifying class
lives used for purposes of the deduction allowed by this
section under the reserve ratio tests preseribed by the
Scecretary or his delegate, a taxpayer who makes an
election under paragraph (1) (B) shall, for all pur-
poses, be deemed to have utilized class lives equal to
150 percent of those applicable determined without re-
gard to this subsection,

“(4) SALVAGE VALUE.—In determining the sal-
vage value of section 40 property subject to an election
under paragraph (1), the uscful life of the property
shall be deemed that life which would he applicable
without regard to paragraph (1).

“(5) ExcrprrioN.—No election may be made un-
der paragraph (1) with respect to any section 40 prop-
erty which is placed in service after the expiration of
the 10-year period beginning on the date on which a
section 40 certificate (as defined in section 53 (a) (1))
is first issued to any person for the section 40 facility
(as defined in scction 53 (a) (6)) at, or in connection
with which, snch section 40 property is used.”

NET OPERATING LOSS CARRYOVERS

Sro. 203. Section 172 of the Internal Revenue Code of

24 1954 (relating to net operating loss deduction) is amended—
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(1) by striking out “(D), and (E)” in subsection
(b) (1) (B) and inserting in lieu thereof “(D), (E),
and (F)";

(2) by adding at the end of subsection (b) (1) the
following new subparagraph:

“(F) The portion of a net operating loss for

any taxable year to which (under subsection (1))
this subparagraph applies which is allocable to the
operation of a section 40 business (as defined in
section 53 (a) (6) ) through a section 40 facility (as
defined in section 53 (a) (5) ) shall be a net operat-
ing loss carryover to each of the 10 taxable years
following the taxable year of such loss.”

(3) by redesignating subection (1) as (m), and
by inserting after subsection (k) the following new
subsection:

“(1) CarrYOVER OF NET OPERATING LOSSES OF SEC-
TION 40 BusiNEssEs.—Subsection (b) (1) (F) shall apply,
with respect to the operation of a section 40 business through
a section 40 facility, only to a net operating loss for (A)
the taxable year in which the operation of such facility is
begun by any section 40 business under a section 40 oertifi-
cate (as defined in section 53 (a) (1)), or (B) any of the

9 succeeding taxable years.”
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SPECIAL DEDUCTION FOR COMPENSATION PAID DURING
TRAINING OF EMPLOYEES

Skc. 204, (a) Part VI of subchapter B of chapter 1
of the Internal Revenue Code of 1954 (relating to itemized
deductions for individuals and corporations) is amended by
adding at the end the following new section:

“SEC. 183, SPECIAL DEDUCTION FOR CERTAIN BUSI-
NESSES OPERATING IN RURAL JOB DEVELOP-
MENT AREAS.

“(a) GeNERAL RunLe.—In the case of any person
engaged in a section 40 husiness (as defined in section 53
(a) (6)), there shall be allowed as a deduction for the
taxable year (in addition to any deduction under section
162) an amount equal to 50 percent of the compensation
paid.or incurred in money during the taxable year to each
employce who—

“(1) satisfies the requirements of section 101

(a) (4) (A) or (B) of the Rural Job Development

Act of 1969,

“(2) performs substantially all of his services as an
employce at a section 40 facility (as defined in section

53 (a) (5)) through which such scction 40 business is

conducted, and

“(3) is receiving training to acquire the skills nec-
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cssary to perform (A) tho position or job in which ho
is employed or (B) another position or job as an em-
ployee of such section 40 facility.
“{(b) LIMITATIONS.—

“(1) IN aeNERAL.—The deduction under subsec-
tion (a) shall be allowed with respect to the compensa-
tion of an employee only—

“(A) if the Secretary of Labor certifics that
such employee requires training to acquire the skills
in order to perform satisfactorily the position or job
in which he is employed or for which he is heing
trained, and

“(B) for the period that the Sceretary of Labor
certifies that such training is so required.

““(2) DrLreATION oF DUTIRS.—The Secrctary of
labor wny perform his duties under pamgraph (1)
tirongh the United States Pmployment Service or
through such Stato agencics as he way preseribe.”

(b) Tho table of sections for part VI of snbchapter B
of chapter 1 of such Code is mmnended by adding at the end

thereof the following now item:

“Sec. 183. Npecial deduction for certain businesses opernting
in rural job development areas.”

EFFECTIVE DATE
Sro. 205. The amendments made by this title shall ap-
ply to taxable years ending after the date of the enactinent
of this Act.
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TITLE HI—=MISCELLANEOUS PROVISIONS
ECONOMIC AND BUSINESS DATA

Sko. 301. The Secretary may collect, analyze, and pub-
lish data pertaining to investients in various types of enter-
prises in relation to cmployment, inventories of resources,
unemployment and underemployment, svitability of potential
locations for various types of enterprises, qualifications, and
skills and training needs of the labor foree in various areas,
market information, and other economic subjects, for use in
carrying out the pnrposes of this Act and for the information
and guidance of husinessmen who may seck to establish job-
creating centerprises in mml joh development areas. In the
connection of such data, existing sources and facilities shall
he utilized to the maximnum extent feasible.

NATIONAL ADVISORY COMMIIMTRE

Sue. 302, The Seeretary miay appoint o National Ad-
visory Cotmittee on Rurd Industrialization which shall con-
sist of twenty-five menthers and shall be composed of repre-
sentatives of husiness, industry, lahor, agriculture, State, and
local governments, and the gencral publie. The Secretary
shall designate a Chairman from the members appointed to
such Committee. Such Committee, or any duly established
subcommittee thereof, shall from time to time make recom-
mendations to the Sccretary relative to the carrying out of
his duties under this Act. Such Committee shall hold not less

than two meetings during cach calendar year.
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ANNUAL REPORT
Stc. 303, Tho Secretary shall make a comprehensive
and detailed annual report to the Congress of his operations
under this Act for each fiscal year beginming with the fiseal
year ending after the dote of enactment of this Aect. Such
report shall be transmitted to the Congress not later than
January 3 of the year following the fiscal year with respect
to which such report is made.
APPROPRIATIONS AUTIIORIZED FOR INFORMATION
PROGRAM
SEc. 304. (a) The Secretary is authorized to colleet and
disseminate relevant cconomic data and to serve as an infor-
mation clearinghouse for local communities and businesses
considering establishing job-creating enterprises in job devel-
opment areas. Information programs under this section shall
include—
(1) telling businessmen of the advantages of locat-
ing plants in raral Ameriea;
(2) providing a site location and analysis service;
and
(3) assisting in the coordination of community,
State, and Federal programs for industrial and commu-
nity developmént. '
(b) There is authorized to he aﬁpmpriatod $250,000

for each fiscal year to carry out the provisions of this section.
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[Press release, May 13, 1969]

RussiLL B, LONG, DEMOCRAT, oF LOUISIANA, CHAIRMAN, COMMITTEE ON FINANCE,
ANNOUNCES HEARINGS ON Tax INCENTIVES To ENCOURAGE BUSINESS To LOCATE
IN RURAL AREAS

Chairman Russell B, Long today announced that the Committee on Finance
will hold 2 days of hearings on legislation to encourage the development of new
job-creating industries in rural areas. The chairman stated that spokesmen from
the Treasury Department and from the Department of Agriculture will be lead-
off witnesses. :

He emphasized that this hearing does not relate in any way to President Nixon's
recommendation that the 7-percent investment tax credit be repealed. For that __
reason, the committee will not receive testimony with respect to the investment
tax credit during this hearing on the use of tax credits for rural development, and
witnesses are requested to omit references to it from thejr statements.

The hearing will begin at 10 a.m., on Wednesday, May 21, 1969, in room 2221,
New Senate Office Bullding.

Legislatlon presently before the Committee on Finance dealing with this sub-
ject is embodied in 8. 16, introduced by Senator James B, Pearson of Kansas and
cosponsored by 38 other Senators.

Included in this bill for business enterprises locating in rural areas designated
by the Secretary of Agriculture as economically deficlent are Federal tax in-
centives such as: (1) speclial tax credits related to the cost of bulldings and
equipment; (2) special accelerated depreciation schedules; and (3) extra deduc-
tions for wages paid to low-income persons. In return for these benefits, the busi-
ness must show that its operation will create new jobs and hire a certain percent-
age of §ts work force from the locality and from low-income categorles.

The bill contalns a provision almed at preventing economic dislocation by
relocation of industrial and commerclal firms, and recapture provisions for firms
which vlolate the terms of the program,

Persons desiring to be heard on this important matter should submit requests
to Tom Vail, Chief Counsel, Committee on Finance, not later than Monday, May
19, 1969. In order to facllitate the hearing, those with similar interests should
designate a single spokesman to present their testimony. As soon as the hearing
schedule Is fixed, witnesses will be advised of thelr time of appearance, and a full
witness list will be announced.

Witnesses who are scheduled to appear are urged to make thelr statements as
brief as possible to conserve the time of the committee. In order to further conserve
time, the committee will be pleased to recelve from any interested person a written
stateraent for inclusion in the printed record of the hearings in lieu of a personal
apperance. Chairman Long urged that those persons who desire to contribute
written statements submit them to Mr. Vail no later than Friday, May 23, 1969.

All statements should include a summary sheet and subject heading and should
be submitted to the committee the day before the witness is to testify.

SUMMARY OF S. 16—RuURAL JoB DEVELOPMENT AoT OF 1069
(Prepared by the Staff of the Committee on Finance)

GENERAL PURPOSE

The general purpose of this bill is to give tax benefits to taxpayers who invest
in industrial and commerc{al enterprises in rural areas. The principal tax benefits
are:

1) :1 tax credit of 7 percent of investments made in depreclable real
property ;

(2) ta tax credit of 14 percent of investments made in depreciable personal
property ; :

(3) an election to increase the depreciation deduction for property qualify-
ing for the program ; and

(4) an additional deduction for compensation paid to employees while
they are In training.

Generally, only investments in property to be used in manufacturing or at the
wholesale level of business actlvity would qualify. Investments in property to be
used in retail trade would not qualify.
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CERTIFICATE OF ELIGIBILITY

The program envisioned by this bill would be administered by the Secretary
of Agriculture. Before a& taxpayer would be entitled to the tax benefits of this
bill, he must recelve a certificate from the Secretary of Agriculture stating that the
taxpayer’s plans for investment in a rural area meet the various requirements of
the bill. The more important requirements relate to the definitlon of a “roral
area” and the family Income of the residentlal population. Speclal rules are
provided for a rural area with a declining employment rate or an area where a
substantial emigration of persons (other than military personnel) i3 expected
because of a closing of a Depar{ment of Defense Installation.

In addition, the taxpayer must intend to meet certain employment standards.
The more important standards require that the new or expanded facility must
result in the full-time employment of at least 10 additional persons from the
rural area and that at least 50 percent of the persons employed at the facllity
reside in or near the facility or have recently served for 1 year on active duty in
the Armed Forces of the United States or in the Job Corps.

The Secretary of Agriculture is required, with certain exceptions, to terminate
a cerificate of eligibility if the required employment standards are not maintained
by the taxpayer. If a certificate of eligibility is terminated, then the tax credits
for prior taxable years—within limits—are recaptured. Similarly, tax credits
are recaptured if the property which originally qualified for the credit is diverted
from its intended use. Also, in the event of a termination of a certificate, the
election to Increase the depreciation deduction for qualified property s terminated
and future depreclation deductions would be computed under present rules.

TAX INCENTIVES

Taz credit.—A tax credit equal to 7 percent of investments in depreclable real
property and 14 percent of investments made in depreciable personal property is
allowed under the bill once a certificate of eligibility has been obtained by the
taxpayer. In certain areas with a very low population density, the tax credit
is increased to 10 percent and 17 percent respectively. If a tax credit is taken
on property under this bill, then the present 7 percent investment tax credit
may not be taken on the same property.

Increased depreciation deduction.—In addition, once a certificate of eligibllity
has been obtained, a taxpayer may elect to depreclate property which qualifies
for the tax credit over two-thirds of its estimated useful life. Salvage value
would be computed without reference to the shortened useful life.

Deduction for compensation patid to employces in training.—An additional
deduction is also allowed which 18 equal to 50 percent of the compensation paid
to each employee in a tralning program. In order to qualify for this additional
deduction, the Secretary of Labor must certify that the employee requires training
to acquire the skills for the positlon or job in which he is employed or for
which he is being trained. The deduction is allowed only for the period of time
that the Secretary of Labor certifies that the trainingis required.

OTHER PROVISIONS

The bill authorizes the Secretary of Agriculture to collect, analyze, and publish
data pertaining to the business investments contemplated by the bill. In addition,
the Secretary of Agriculture may appoint a Natlonal Advisory Committee on
Rural Industrialization to assist in implementing the program.

The bill would be effective upon the date of its enactment ; however, the amend-
ments made by the bill with respect to the income tax incentives would apply only
to taxable years ending after the date of enactment.

The Cuairmax, Our first witness this morning will be the distin-
guished senior Senator from Kansas, the Honorable James B. Pearson.

STATEMENT OF HON. JAMES B. PEARSON, A U.S. SENATOR FROM
THE STATE OF KANSAS

Senator Pearson. I thank the chairman.
Mr, Chairman, Senator Williams, there is the old joke that you
can read your statement in 15 minutes or summarize it in 30 minutes,
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and so I will just proceed as quickly as I can with recognition of
the heavy schedule of witnesses you have and make some remarks
and seek to make them as briefly as possible.

Mr. Chairman, first I would ask permission that the statement
I made on the Senate floor January 15 in introducing the “Rural
Job Development Aot of 1969,” which is S, 15, along with the dis-
tinguished Senator from Oklahoma—Mr. Harris—.—mth *his permis-
sion, as he is the principal cosponser, be placed in_the, record, and
I also ask that a two-page outline of 8. 15 and a detailed, section-
by-section analysis of the bill £repared by Mr. George J. Leibowitz
of the Legislative Reference Service be made a part of the record.

Mr. Chairman, let me begin by complimenting the committee’s
decision to hold frearings on possible tax-incentive legislation to en-
courage the development of new job-creating industries in rural areas.
I believe that these hearings will establish a most valuable and impor-
tant record and that they will help to further demonstrate and bring
into sharper focus the growing national recognition that we must
take new and bold steps to expand the quantity and quality of eco-
nomic opportunities in smaller towns and cities of America.

Population Distribution

No one seriously proposes a “return to the land and the village”
but many are deeply concerned that our poiimlation distribution is
becoming unnecessari}y and dan%erously tilted toward the giant
mifalopolis and away from the smaller community.

t the time of the American Revolution 90 percent of our people
were farmers. Today 90 percent of all Americans earn their living
by other means. And this flip-flop in the farm population ratio has
been accompanied by a decline in the relative proportion of people
in smaller towns outside the great metropolitan centers, Thus 70 per-
cent of all Americans now live on 1 percent of the land. Forty-five
percent live in only 25 metropolitan centers. In the Harlem section
of New York City there are 122,000 persons per square mile, which
is equivalent, Mr. Chairman, to squeezing all the people of Kansas
onto the acreage of 20 of our average-size farms. And if present
trends continue unchecked, 80 percent of our people will live in metro-
Politan centers, with most of them being crammed into just five super

‘strip cities.” )
Crisisin the Cities

These simple statistics alone are enough to cause pause. But it is
today’s headlines reporting the ‘“crisis of the cities"—a crisis of fester-
ing slums, rising crime rates, disinte%')rating families, chronic unem-
ployment, riot-torn streets, bumper-to-bumper traffic, swelling welfare
roles, polluted air, and contaminated water—which have finally forced
us to question old dogmas and to search for new alternatives.

And as we have searched for the underlying causes of these crises, .
we have come to recognize that many of these problems can be traced
to the overcrowding of people and the excessive concentration of
industry. Now we realize that the task ahead is not simply to make
our metropolitan centers more efficient and more livable for more and

1The material referred to appears at p. 55.
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mg;o eople, but how to keep more and more people from crowding
into them.

Historically, public opinion polls have shown that the majority of
our people would prefer to live in smaller communities if they had a
choice, As we survey our beleaguered cities and contem‘)lnte their fu-
ture, if present trends are not altered, the Nation as a whole, I believe
is coming to the conclusion that we must revitalize our smaller com-
munities so that those who would prefer to live in such communities
will have & meaningful opportunity to do so.

‘We must attempt to strike a more reasonable, n more healthy rural-

urban balance.
Immediate Needs

How is this to be accomplished ? Actually, because there are so many
things which we do not understand about the why and wherefors of
economic growth and how one goes about influencing and controlling
growth patterns, we cannot at this stage identify a complete and de-
tailed program of action. However, certain immediate needs are ap-
parent. We need to improve rural health and education and expand
rural housing. We need to improve and expand such public services as
water and sewage facilities and transportation networks in rural areas.
We need to take new steps to assure the preservation of the family-
farm system of agriculture for it is the economic base on which so
many of our small towns rest.

e need to do these things and more. But in the final analysis the
greatest need is the expansion of job opportunities. For unless we can
create several hundred thousand new and better jobs each year in our
rural communities, nothing else that we will do will have any mean-

ingful effect.
Rural Job Develnpment Ace

This %oal will not be accomplished by any one program, but I am
thoroughly convinced the enactment of legislation along the lines of
the Rural Job Development Act would represent a necessary and de-
sirable beginning. ,

This bill would seek to attract new job-creating industries to rural
areas through o series of tax incentives, including a tax credit on ma-
chinery, equipment, and buildings, on accelerated depreciation allow-
ance, and a specinl tax deduction on wages paid workers needing the
jobtraining,

I refer the members to the committee brief and to the material which
I have asked to be inserted in the hearing record for a detailed de-
scription and explanation of the bill, Here I want to elaborate on
which I consider to be its key underlying principles.

First. The bill does not involve a direct cash subsidy. It would, of
course, result in a reduction of tax receipts to the Treasury to the ex-
tent that businessmen took advantage of the credits and deductions
offered. But I believe that this would only be temporary and that, in-
deed, the new wages and incomes which would be created would gen-
erate a net flow of tax revenue to the Treasury which would then offset
the revenues lost through the tax incentives.

I make this point about the minimal costs of implementing the
Rural Job Development Act because even with the conclusion of the
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Vietnam war we will continue under a tight budget situation as we
legislate under emergency conditions to control the incendiary con-
ditions of the cities. e )

Second. Another important feature of the bill is that it employs
Federal inducements to private enterprise in the belief that the new
economic activity which will hereby be generated will not yield new
profits to the private investor but broad economic gains to the whole
rural community. .

This is not a reversion to the old do%ma that whatever is good for
business necessarily has to be good for the country. Rather it 1s 2 mod-
ern, pragmatic recognition, on the one hand, that Government cannot
do everything and, on the other hand, an acceptance of the fact that
through a more judicious stimulus of the private sector we can ease
many of our economic and social problems.

Third. It is also important to note the broad-area coverage of the
Rural Job Development. Act. Most rural areas, not {'ust. the poverty-
stricken ones, would be covered under the area eligibility definitions of
the bill. Indeed, one of the criticisms which has been made of the bill,
and I think it is with some justification, is that it is too broad in its defi-
nitions of eligible rural areas, o

One of the reasons for the broad definitions of area eligibility em-
ployed in this bill is the great scarcity of current, accurate, and defin-
itive data on significant economic characteristics of communities out-
side our standard metropolitan areas, This lack of reliable data makes
it very difficult to write definitions with pinpoint precision,

But, for the most part, the broad provisions of the bill are deliberate.
This follows from the fact that the purpose of the bill is to encoura
rural development in general. Thus we wanted to make sure that 1t
would be broadly applied to all rural areas and not be limited to such
povertfr-stricken regions as Appalachia and the Ozarks.

I believe this is an absolutely essential guideline for the entire rural
revitalization effort. We must concern ourselves with eliminating rural
poverty, but we must not be limited to only that, our vision and our
goals must be much broader.

Fourth. The bill does not attempt to define growth centers. There are
those who would criticize the bill for this emission. They would argue
that its definition of cligibility should be more precisely tailored to
the potential growth centers,

Actually I am fully aware that only certain areas have the poten-
tial for growth and that others do not. But the trouble here is that
I doubt that we can really say with any precision which areas have
this potential and which do not. The birth of new types of industry,
the continued improvements in transportation nndy communication,
and the changing tastes of the American consumer make it extremely
difficult to predict with any certainty, even with the best of data,
the economic potentinl of any given area. Moreover, it is important to
keep in mind that. plain old Tocal chamber of commerce type booster-
ism and the unpredictable coincidence of noneconomic ft);ctors often .
have & major cffect on whether a given community will grow, hold its
own, ordecline,

By making the incentives in this bill brondly available, all the fac-
tors which affect economic growth, many of which we do not know
with any precision, will be allowed to operate freely. I think it neces-
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sary to let the free play of economic enterprise and local initiative be
the principal deciding factors as to which areas will most benefit from
the bill’s provisions,

In summary, Mr., Chairman and members of the committee, I would
reemphasize the theme that the revitalization of rural America will
not only benefit those who prefer to upgrade their living standards
without migrating to the cities, but will benefit the Nation as a whole.
The present trends which continue to result in mounting urban con-
gestion, rising urban costs, and a widening gap between urban aspira-
tion and urban achievement, can and must be altered through an
ag%ressnve program of rural revitalization.

he CHAIRMAN. Senator Harris.

Senator Harris, Thank you, Mr. Chairman.

I just want to compliment Senator Pearson, who has done an out-
standing job in drafting this legislation and in pressing it to this
point. And I want to comYliment you, Mr. Chairman, and this com-
mittee for setting the bill down for hearings. I have been pleased
to be the principal co-sponsor with Senator Pearson of this bill since
we first introduced it in 1967, and I believe that the idea embodied
in the bill is gaining in supf)ort.

I am especially proud also to have here today and tomorrow several

rominent Oklahomans who are devoting their time and efforts to the
industrial development of the small towns throughout our State.

They include Mr. Gene Redden, director of the Mid-America
Industrial District at Pryor, Okla.; Mr. Jim Rice, who is manager of
Oklahoma Aerotronics, a small business concern in Hartshorne, Okla. ;
Mr. Dick Moore, who is chairman of the Oklahoma Industrial Ad-
visory Team and vice president of the Arkansas-Louisiana Gas Co.
in Altus, Okla.; Mr, Czar D. Langston, Jr., manager of the Oklahoma
Association of Electric Cooperatives in Oklahoma City, and Mr. John
Shearer, professor of economics and director of the Manpower and
Research ining Center at Oklahoma State University, who will
present testimony on behalf of himself and Dr. Richard Poole, dean
of the School of Business at Oklahoma State University. Mr. Frank
Kliewer, president of the midwestern Oklahoma Industrial Founda-
tion, will submit a statement.! T do hope in that connection, Mr. Chair-
man, that the record on these hearings will be held open until June 13
in order that those who are interested might submit testimony to be
included in the record for the consideration of the committee,

I will call the attention of the committee to the fact that the Senate
Subcommittes on Government Research, which I chair, last year on
May 17 and 18 conducted a conference on the campus of Oklahoma
State University at Stillwater, Okla., cosponsored by Ford Founda-
tion and by Oklahoma State University, entitled “Rural-to-Urban
Population Shift—A National Problem.” This manpower conference
was attended by economists, sociologists, university é)residents, Gov-
ernment officials, representatives of labor unions, and interested citi-
zens, all of whom recognized the pressing need to exgand opportuni-
ties in small towns, smaller cities, and rural areas. The record of the
conference is found in the committee print entitled “Rural-to-Urban
Population Shift—A National Problem,” and can be obtained
through the subcommittee. ,

4 Mr, Kliewer's statement appears at p. 200.
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Mr. Chairman, I will ask unanimous consent that my complete
statement might be inserted at this point in the record, and simply
say further that I do not, of course, feel that we can solve the prob-
lems of the cities by solving the problems of the country, but for the
long pull I believe that we cannot solve the problems of the city with-
out solvmi the problems of the country, and without making the
country—that is, rural areas, smaller cities, and smaller towns—places
where there are greater opportunities for private jobs, I believe that
this bill and the thinking behind this bill would point us in the right
direction, and therefore I am very grateful that you have agreed to
these hearings, 3r. Chairman, and that these good people have agreed
to come and testify.

The Cxammman. Thank you, Senator Harris.

(Senator Harris’ statement follows:)

STATEMENT oF HoN., FREp R. HaRRig, A U.S., SENATOR FROM THE STATE OF
OKLAHOMA

Mr. Chairman and members of the committee, I appreclate this opportunlity
to present testimony in support of S. 15, the Rural Job Development Act of
1969 and in suppoxt of the concept of providing incentives to attract job producing
industry into small towns and rural communities.

I first joined with the distinguished Senator from Kansas, Mr, Pearson, as a
sponsor of this legislation in 1867. Unfortunately, no actlon was taken on the
bill in the 90th Congress; therefore, Senator Pearson and I and some 34 co-
sponsors reintroduced the leglislation in January of this year, I am happy
that the Senate Finance Committee has now decided to hold these hearings.
on this very important legislation, and I know that our distinguished Chairman,
who is from a predominantly rural state, s very interested in industrial devel-
opment in small towns and rural communities and creation of jobs for unemployed
and underemployed rural citizens. .

I am especially proud to have there today and tomorrow several prominent
Oklahomans who are devoting their time and efforts to the industrial devel-
opment of small towns throughout our state. \With us today are Mr. Gene Redden,
Director of the Mid-America Industrial District, Fryor, Oklahoma, Also, Mr,
Jim Rice, Manager of Oklahoma Aerotronics, a small business concern in Hart-
shorne, Oklahoma, and Mr. Dick Moore, Chairman of the Oklahoma Industrial
Advisory Team and Vice President of the Arkansas-Loulslana Gas Company
in Altus, Oklahoma, and Mr. Czar D. Langston, Jr.,, Manager of the Oklahoma
Assoclation of Electric Cooperatives in Oklahoma City and Mr. John Shearer,
Professor of Economics and Director of the Manpower and Research Training
Center, Oklahoma State University, who will present testimony on behalf of
hiniself and Dr. Richard Poole, Dean of the School of Business at Oklahoma
State University. Mr. Frank Kliewer, President of the Mid-western Oklahoma
Industrial Foundation, who because of other commitments was unable to be
with us in person, has submitted testimony for the record.

I would, by the way, Mr., Chairman, like to request that the Record of the
hearings be held open until June 13 in order that those who are Interested
might submit testimony to be included in the Record for the consideration
of the committee.

Mr. Chairman, as you know, because of the lack of opportunity, our young
people for years have been leaving the farms and small towns and moving into
our cities. Unofficial estimates of the Census Bureau indicate that by 1985,
unless the trend of rural-to-urban population migration is reversed or reduced,
125 milllon Americans, or almost half our population then, will live in three
huge strip cities—one stretching from Boston down to Washington, one from
Buffalo to Chicago, around the Great Lakes, and the third from San Francisco -
to Los Angeles, This is an astonishing trend and one which, I think, we have the
responsibility to check if at all possible, The economic decline of the rural areas
and small towns of America could be traced almost exclusively to the lack of
private jobs. I began then to.try to determine ways we could encourage more
Job-producing industries and commercial plants to locate in rural areas, I dis-
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cussed this matter with leading economists and Lusinessmen throughout the
country and Huully determlued that a system of tax fucentives wowmd offer
encouragement to industries to locate in small towns and rural commumuties and
would thus provide the private jobs so desperately needed in these arcas. It
also becawme npparent to me that a program of this nature woutd not only be
beneficlal to the rural areas and smail towns but would also ease the pressure
which i3 building up 1n our large wetropolitan cities because of the over-crowded
conditions with accompanying problems such as water shortages, nlr and water
pollution, over-burdened transportation systems, crowded school rooms, intde-
quate services, and, of course, crime and delinquency.

Natlonal policy, consclously and unconsciously, has, over thie past years,
encouraged our people to move from the rural areas and small towns into the
larger cities. I am glad that the Senate has begun to ask whether it is Inevitable
that more and more of our people must be packed into less and less llving space.
The Senate Committee on Government Operations has held hearlugs on leglsla-
tlon to create a National Commission on Balanced Economic Growth, The
Senate Subcommittee on Government Research, which I chair, last year on
May 17 and 18 conducted a confereuce on the campus of Oklahoma State Univer-
sity at Stillwater, cosponsored by Ford Foundation and Oklahoma State Uni-
verslty, entitled “Rural-to-Urban Population Shift—A National I’roblem.” This
Manpower Conference was attended by economists, soclologists, university presi-
dents, government offtcinls, ro(fresentatlvcs of labor unions, and interested citi-
zens, nll of whom recognized the pressing need to expand opportunities in
small towns, smaller citles and rural areas. The Record of the conference Is
found in the Committee Print entitled “Rural-to-Urban Population Shift—A
Natlonal Problem,” and can be obtained from the Subcommittee,

We have passed legislation over the yecars to make life In rural areas and
small towns more comfortable, healthy, and rewarding, But the time has come,
Mpr., Chajrman, when we must face up to the fundamental imbalance of the
opportunity between rural and urban arens.

The economic decline of rural Anierica can be traced almost exclusively to
the lack of private jobs, The search for better economic opportunity has forced
the migration of our rural population to already over-burdened, over-crowded
citles. Unfortunately, and regrettably, many of these rural-to-urban migrants
lack the education and skllls to compete In the technical labor markets of our
urban centers. Therefore, many become residents of the city slums and ghettoes,
and great human resources are wasted. Proud people who once made a real
contribution to soclety suddenly became dependent upon it, unable to cope with
the complexitles of city tife. It 18 not surprising that a Gallup Poll shows that
nearly one half of all Americans would prefer to live in a small town or on a
farm, yet only one third do and this number is dwindling.

In order to stabilize our rural and small town population, we must foster,
if we can, a re-thinking of national policy. I feel this basle concept 1s contained
in the Rural Job Development Act which proposes the following tax incentives
for a 10 year period from the date of enactment to new job-creating business
enterprises locating in rural job development areas:

1. A 14 percent tax credit on personal property (machinery and equipment).
A 7 percent tax credlt on real property (Iand and buildings).

2. An accelerated depreclation of two-thirds of normnl, uscful, or class
life for machinery, equipment and bulldings.

3. A tax deduction equal to 50 percent of the wages pald to workers for
whom the enterprise must provide on the job training. This speclal deduction,
which would be in effect during the training perlod, s intended to encour-
age the enterprise to hire and train local people who lack the required
labor skills.

4. All credits and deductlons can be carrlied backward three years or
forward for a maximum of 10 years, or if the business is a corporate subsld-
fary, utilized against other outside income of the parent corporation.
A purchaser of the business could use the carryovers otherwise avallable
to the seller if the purchaser continues the business.

The ldea of government incentives to stimulate private investment is not a
new one. Capital gains are taxed at half thelr normal rate to encournge long term
investment. Oll and mineral exploration and production is encouraged through
our system of depletion allowances. In recent years, we have allowed accelernted
deprecintion rates to encourage the building of grain storage facilitles and
defense plants. Thus, government Incentlves are n trled and proven method of
encouraging certain types of investinent. These incentives should now be broad-
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ened to Include a tax incentive for the locatlon of job-producing industries in
the rural areas and small towns of our country such as provided in 8, 15, the
Rural Job Developimnent Act. Industrial development in rural Ameriea has been
slow because of the high risk Involved. Transportation facilities are sub-standard
in many rural arcas.

Market accessibility and shipment of finished products is ofien more expensive,
Adequate bulldings nre not always avallable and must be constructed at company
oxpense. But perhaps the biggest deterrent to the development of rural Amerlea
has been and s the Inck of an adequately trained working force. People in rural
Amerlea are whling to work, but many lack the skills needed for jobs In our
highly technical industries. In order to encourage the training of local persons,
the IRural Job Development Act calls for a speclal deduction equal to 60 percent
of the wages pald to nny local person requiring on-the-job training. This deduction
would be In cffect for the duration of the training period,

Mr. Chalrman, increased opportunity must be and is the national gonl for
those living in poverty both urban and rural. This bill, S. 15, and the subject of
these hearings furthers our goanl of providing Increased opportunity, but the
Rural Job Development Act has an additlonnl purpose: To balance cconomlie
development throughout the entire country and to slow down the whole process of
urbantzation If possible, Mr. Chalrman, I realize that very little legislation is
perfect when it Is first introduced. I am sure that we willl hear some excellent
suggestions for Improvenment of the Rural Job Development Act from the out-
standing list of witnesses scheduled to testify before us. 1, of course, nm not tled
to all the specifie provistons of this leglslation, However, the concept Is sound and
we should move forward toward the implementation of the necessary incentives
to bring about the development of job-producing industrles in rural arcas and
small towns and smalt clities, I appreciate the faet that you have scheduled these
hearings and I am certainly hopeful that out of the hearings will come legislation
which can be enacted and implemented, Once again, I would like to express my
appreciation for the interest shown by my fellow Oklahemans for traveling here
to Washington to testify concerning the need for thiz Rural Job Development
Act. Thank you.

The Cuamaax. Senator Trlmadge,

Senator ‘Tarmapar. Thank you, Mr. Chairman,

I, too, desire to compliment. Senator Pearson for making what 1
think is a very fine statement. As the Senator knows, I am a cosponsor
of the bill, T compliment also my friend and colleague from Oklahoma
for his statement. I agree with it. T think most of the problems of our
cities had their ovigin fivst in problems in rural areas. Job opportuni-
ties were simply lncking in the rural areas. These people.swkmg a bet-
ter life largely migrated to our urban areas, many of them with little
education, fow job skills, and little training.

And | agree, nlso, that we can never solve the problems of the citics
until we nttack first. the root causes of these people migrating from the
rural areas to the urban areas. And I think that is where the first
attack should be. It does not. mean wo ought to stop our efforts to solve
the problems of the cities. Weo are spending billions and billions of
dollars in attempting to do that, but the problems in our cities are
getting worse all the time and not better, And I think these problems
will continue until we make rural life more attractive with greator
opportunity for employment in rural areas.

Seator Prarsox. M. Chairman, I thank the Senator. May T just
say that not only is this the migration of the unskilled and the rural
untalented, often not. through any result of his own situation, but
migration also takes with it not only the unskilled but the bright,
talented, educated youth who arve the vital source of leadership and
new hopa in rurml communities, So we lose on the one hand the unskilled
and on the other hand very skilled that you need in rural communities.

Tho Cirarman, Senator Willinms.

30-016 0—00-—-—4
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Senator WiLrianms. Senator Pearson, I, too, want to join with the
other members of the committee in complimenting you on your state-
ment and the objectives you seek. There are just a couple questions
that come to mind and perhaps for the record you will want to answer

them.
Investment Credit Aspectsof S.15

Do you think there is any conflict between the initiation or recom-
mendation of an investment credit as provided under this bill with
the other action that we are being asked to take to repeal the invest-
ment credit in general? Do your(l:%ink there is any conflict?

Senator PearsoN. Yes, Senator, I think so. I think there is a direct
conflict with the recommendation made by the President in the tax
reform bill. We take this route more out of necessity than out of
conviction or any t sense of confidence as to what is the very best
way to do it. The bill was drafted last year along these lines, reintro-
duced this year along these lines prior to the time that the President
made his recommendations. And I'might say that, as we face the prob-
lem of providing an incentive for industry to go into rural areas, we
recognize the budget situation today—particularly with the rural areas
no longer having the political power that they had 20 and 30 years
ago—will not provide for any sort of appropriation means of provid-
ing this incentive in the form of a subsidy, Senator, I think the candid
and honest answer to your question is in the affirmative.

Senator WiLLiams. Well, as I gather from the bill, of course, we
have a 7-percent investment credit now but it does not cover plauts,
as you know:. It just covers machinery.

enator PrarsoN. That is correct. F‘I"his is not only a continuation,
Senator, but it is an enlargement upon the tax-incentive program.

Senator WiLLiams. And as I understand it the investment credit
under your proposal would go to buildings and plants, as well as
equipment and go as high as 10 percent instead of the 7 percent that
is now effective.

Senator PearsoN. That is correct, Senator.

Senator WiLLiams. And it goes as high as, it ranges between 14 and
17 percent investment credit on equipment, is that correct?

enator Pearsox. That is correct, Senator.

Senator WiLLiams. And who would make the determination—I

notice that in your statement here you refer to the—

Secretary of Agriculture To D(gg(ximine Eligibility for Investment
Sredit

Senator PrarsoN. The authority for administering the law would
be assigned to the Secretary of Agriculture, Senator Williams.

Senator WiLLams. That is what T was getting at. Speaking about
the definitions of those cligible rural areas, the Secretary of Agriculture
would make the determination as to—

Senator Pearson. In those—I beg your pardon.

Senator WirLriays. I mean if this was enacted, the Secretary of
Agriculture would make the determination whether X plant was
eligible for these credits and to what extent they were eligible within
the range of 7 to 10 for the plant and the range of 14 to 17 for the other.
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. Sc;nator PearsoN. And within the range of the definition set
orth——

Senator WiLL1as, In the range of definition.

Senator Pearson. In the range of the definition set forth in the bill,

Possible Conflict Between Departments of Treasury and Agriculture?

Senator WiLLiarms. Would his determination be binding on the
Secretary of the Treasury if the Secretary of the Treasury disagreed?

Senator PearsonN. I do not believe I know the answer to that
question.

There is a provision for consultation, but that does not answer
your question.

Senator WirLiays. I know there is consultation.

Senator Pearson. I do not know how to answer your question.

Senator WiLLiaas. From reading it, it appeared to me——

Senator PearsoN. I would assume that it would be, frankly, yes.

Senator WiLLiasms. Do you think that there would be a possible
conflict developing here where we would have an agency of the Gov-
ornment other than the Treasury Department having the ability to
grant tax incentives over the objections of the Treasury Department?
Do you think it could develop into somewhat of a problem there?

In other words, what I am fearful of—

Senator Pearson. I understand your question,

Senator WiLLraMs (continuing). We would end u!p with discrim-
inatory law, and would not it be virtually impossible to coordinate
the two administrations with different departments having the right
to make decisions as to the tax obligations?

Senator PrarsoN. Well, Senator Williams, I am positive there is
a Fossibility of disagreement, and the consultation provision of the
bill sought to ameliorate that contingency.

Senator Wirrianms, I noticed on page 16 of the bill—

Senator Pearson. I would like to do a little research on that partic-
ular point and answer your question to some better extent, if I may.

(Subsequent testimony clarified this point.)

Senator WiLLiaxs. Sure. I am raising these because I think these are
questions that should be considered as we proceed to make a determina-
tion cn it.

Senator PearsoN. Yes.

Treatment of Real and Persoréal CII’mpert.y‘ Under the Investment
: redit

Senator WiLLiams., Another point. I notice on page 16 of the bill
in lines 22 and 23 it is stated that to be eligible for the special invest-
ment credit the personal propert?' need only have a 4-year life and
the real property need only havea life of 10 years.

Now, the point that came to my mind, what type of plant would be
constructed, or building, that would have a life of 10 yearst Would that
not be a weak construction, and would we not be building a slum poten-
tial? Because most of the real pro({)erty that is built has a life, a normal
life, of 30 years, and I just wonder what type of a building or plant
you are figuring to have with a 10-year life?
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Senator Pearson. Senator, I agree with you. I rather imagine that
provision within the bill itself was provided in contemplation of very
small types of industries. One of the provisions of the bill indicates
that there shall be an employment of at least 10 persons, so we con-
template pretty small endeavors as such. And I rather imagine that
new t ggconstruct.iou, the steel fabricated small building type which
woulc a part of the realty was the type of construction that we
were thinking about as distinguished from the rather large, perma-
nent, long-range construction that one would contemplate when you
consider thelife span of realty in the normal sense.

Senator Wirriams. But as the applicant for the benefits of this bill
applied, the final decision as to whether or not the particular struc-
ture qualified under the 10-year limitation would depend on and be
made by the Department of Agriculture, is that correct ?

Senator Pearsox. I think that is right, Senator.

Senator Wirriams. Now, I notice—and of course that makes a great
difference in the deprecintion schedule as you vealize.

Senator Peanson, Yes. And I appreciate your concern.

Senator Wirriayms. And we have another agency of the (Govern-
ment establishing depreciation schedules, too.

Now, in another section of the bill T notice that the suggestion is
made that the Secretary would also have the right to say that this
could be depreciated over two-thirds of its established nornal life.

Now, would that mean that if the Secretary of Agriculture decided
that a certain building could be depreciated, could be established with
:\] lqggear life, would it then be able to depreciate it in two-thirds of

1e10?

Senator Prarson. That is correct. That is my interpretation,
Senator.

Senator WirLiays, Well, that was my interpretation. That would
mean that this building could be depreciated in 624 years, and then
it would nlso be eligible for the declining balance method.

Senator PearsoN. Yes.

Senator Wirriays. That would mean that about one-third of it could
be written off in depreciation in the first year?

Senator PearsoN. In somewhat of a defensive response, Senator,
let me say that both the area of definitions and the range of tax
incentives is not a part of this bill that so far as I am concerned—
and I do not speak for any of the cosponsors—represents any hard
and fast determinations or judgments as to precisely what it ought
to be. You have to start from someplace if you are going to put a
piece of legislation-—— :

Senator WiLriams. I am just trying to understand it, and as I
understand it that would be the mechanics of it.

Senator Pearson. That would be the mechanics of it, and to
interpret your own questions, there are considerable incentives.

Senator WirLrams. As I gather it, if you could depreciate a build-
ing in 634 years under the accelerated deprecintion, in close mathe-
matics you could write off about one-third of the cost of the building
in the first year. In addition to this you would get a 10-percent tax
credit. And if the individual was in the 70:percent bracket, that would
be a substantial incentive, would it not? Would you agree on that?

Senator PearsoN. Yes, indeed. Yes, indeed.
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Senator WirLrasms. And at the end of 10 years, it would be well
written off, and then in the 4-year——
Senator PearsoN. Senator, may I interrupt you to say——

Prohibition of Runaway Corporations

Senator WiLrtams. Surely.

Senator Pearson (continuing). I would like to point out at the
same time there are two other provisions of this bill that give some
balance to the very point that you are so properly bringing up now.
One is the provision for recapture of all of the incentives through
showing of lack of conformity with the provision of the bill. And the
other is n prohibition against the so-called runaway corporation.
It will serve no purpose whatsoever if we should have a company
in Topeka pick up and move to Emporia, Kans., so to speak.

I wanted to make that clear because I had not done so earlier.

Senator WiLtianms., Yes, Yes. I realize that, and T was going to get
that in a moment. But since you brought it up, who would make the
determination that X company was leaving?

Senator Pearson. I think we are still back in the Department.

Senator Wirtiays. The Department of Agriculture would be mak-
ing the determination. And in making that determination, if they made
it negutive from the standpoint of the company npplyinpiv, and the
company still moved, it would mean an additional tax liability to the
company, would it not.?

Senator PrarsoN. Yes,

Enforcement Problems Raised

Senator WiLrtams. Now, how would they enforce that? Because
Agriculture has no enforcement proceeding for taxes, and if the
Treasury Department. disagreed with it in tho beginning, would the
Treasury Department have to enforce the Agriculture Department’s
decision us to the amount of tax linbility that X company owed?

Senator Prarson. Yes,

Senator WiLtiams. And the Department of Agriculture would
determine the tax linbility and the penalty that would have to be
paid as a result of a company moving over their objections?

Senator Prarson. Well, I think the point you made is n continuing
development of n very valid point of criticism. That is the conflict
between the Department of Treasury in their normal and original
jurisdiction and the Department of Agriculture.

Senator TaryabaE, ‘Vould the Senator yield at that point?

Senator Wirriams., Yes,

Senator TaLaanar. I would like to point out that this would not be
the first time that o bill would be adopted by the Congress that had
two different areas of the Government involved. We passed section 168
of the Internal Revenue Code to give accelerated writeoffs in certain
instances, and the certifying authority at that time was designated by
the President by Executive order,

Of course, in the field of foreign relations, ns the Senate knows, we
also have several Departments engaged—Stato Department, Com-
merce Department, sometimes the IL)’e%:nso Department, So I do not
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think it is unusual to have more than one agency of the Federal Gov-
ernment involved in & given action at a given time.

I thank m‘y friends from Delaware and Kansas for yielding.

Senntor WirLiays. Yes, I am just trying to get an understanding
of how this would operate and maybe it would be better to have one or
more agencies or three or four. I am just trying to understand it.

Now, on the equipment provisions, as I understand it, the Secretary
of Agriculture could make those eligible to be written off in 4 years.

Now, in depreciating it, could this 4-year also be eligible for the two-
thirds of the period, which would bring it down to 3 and a fraction
years, of writeoff?

Senator Prarson. I think so, Senator. I have just been advised by
my staff that maybe the conflict of jurisdiction is not as hard and
precise as I indicated to the Senator, that. provisions would be that
the Secretary of Agriculture would certify eligibility and then the
’tlgx justification would have to be made by the Secretary of the

reasury.

Senator WiLriays. That point could be corrected anyway.

Senator Pearson. Oh, yes.

Senator WirLiams. It isnot really——

Senator Pearson, Let me just say in response to the Senator from
Georgia’s comment, that I ]ikewise have some recognition of con-
flicting jurisdiction and joint action in some of these fields. T did not
have the examples in mind that he brought forward. But I would like
to correct this part of the proposal.

Senator WiLLiams. But assuming they were all under tho same
Del;]artment, this question—I mean these questions would Le related
to the mathematics of the formula.

Senator Pearson. Yes.

Accelerated Depreciation of Equipment

Senator WirLrams, And I notice that under this section—the equip-
ment would be written off, as I understand it, in 4 years and then under
this section consideration could be made that they could write it off
in two-thirds of the stated life.

Senator Pearson. That is right.

Senator WiLrniams, And that would mean that they would write
it off in 314 years and they would still, as I understand it, be eligible
for the accelerated depreciation,

Senator Pearson. I'think thatisright.

Senator Wirrtiaxms. And if you write something off in 314 years
under accelerated depreciation, you are writing off substantially all
of it the first year in depreciation of the equipment, because youn are
writing off about two-thirds of it at least, just about, the first year, plus
the fact of & 17-percent. investment credit. Is that correct?

Senator Pearson. Yes, I think so.

Senator WiLrtams. Which means that practically 100 percent of
the cost would be written off if the individual was in a higher bracket
the first year.

Senator PrarsoN. We wrote in very strong incentives. We may have
written them in too strong, Senator, as far as that is concerned.
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Special Deductions for Wages Paid During Training Period

Senator WiLLiass. Now, one other question. I do not want to take
too long. But I notice on the er:&)loyment feature—I think it is on
page 29 of the bill—it is indicated that there bo a deduction in addi-
tion to the regular deduction for compensation of an amount equal
to 50 percent of the compensation paid to employees who meet certain
qualifications under the Rural Job Development Act of 1969.

Now, does that mean that the employer would get a deduction for
150 percent of the wages to that employee ?

Senator Pearson. I think so. It says, in the explanation of the bill—
I would like to read the third paragraph—*This special deduction
would be in effect during the training period. It is intended to encour-
age the enterprise to hire and train local people who lack the required
labor skills.”

I think the answer is in the affirmative: 150 percent.

Senator WiLLiams. That the employer would get in addition to the
depreoiation schedules we are outlining in investment credit: he could
write 150 percent of whatever he paid the employee?

Senator PearsoN. During the training period.

Senator WirLrams. During the training period. Do you think that
this is too liberal or do you think that it is—~—

Senator PearsoN. I think not, Senator. So much of our great train-
ing programs have been in the abstract. We have great training pro-
grams to train an enormous number of people without reference to the
specific job opmtunit»v. I know the human investment tax credit pro-
posal that has been in the Senate for a number of years sought to recog-
nize the principle that manpower training was best when & given com-
{:any trained a given man for a given job, And that is—this proposal

ere seeks to recognize that principle. I do not know what the training
period would be, of course, It would vary with the particular job. It
may vary with the particular individual, what capabilities they have.
But obviously we think this is & proper incentive and not excessive.

Senator WiLLiams. But it would mathematically be to the advantage
of the employer to keep the trninin% period as long as he could and
flunk a few of the applicants, would it not? Because if you take 50
percent more credit—

Senator Pearson. Well, if we assume bad faith, that would also be
correct.

Senator WirLriams. I do not say that there is any bad faith ever, but
occasionally one will develop somewhere, and I just wondered if it
would be possible for an employer, and would it not have a built-in
incentive for him to—

Senator PrarsoN. Well, I cannot. find the place now, Senator, but the
Department of Labor I think certifies—on page 30, line 15—the Secre-
tary of Labor shall Perform his duties under paragraph one, and se
forth, so forth, which I think indicates that he specifies the length of
time, or at least lays down some guidelines there.

Senator WiLLrams. Well, I a})precinte your cooperation in this.

Senator Pearson. I am %;mte ul to the Senator for raising these
polints. We are hopeful for the bill, and we are hopeful for a workable
solution.

The CuAirMAN. Senator Fannin.
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Senator FaxNiN. Yes, Mr. Chairman. I too join my colleagues in
commending the distinguished senior Senator from Kansas for his
efforts in a very much needed area. We realize the problems in our
cities, industrial areas, and places where people are migrating, and the
need for rural job development.

Indian Reservations Under S. 16

I regret that I was not here earlier, and I not not want to be repe-
titious, I do not know whether the distinguished Senator from Okla-
homa covered the Indian reservations or not or discussed that matter.

Senator Prarson. They are covered.

Senator FanniN. I understand they are but has the subject been
under disscussion?

Senator Pearsox, It has not, Senator.

Senator Fannin. I am vitally interested in that because in my State
almost a third of the State is composed of the Indian reservation.
Twenty-seven point seven percent, to he exact, of our land area is
Indian reservation. And I am wondering just how this is going to
operate. I think it is vital to the reservations since, instead of 10 or 15
percent unemployment, we have 30, 40, 50, 60, 70 percent unemployed
on the reservation, and we are trying to do just exactly what is being
attempted b£ this bill, that is, to encourage job development on the
reservation. But there are problems and, as I see it, a proliferation of
programs, It is my fear that this would be under the Secretary of Agri-
culture, who, I understand, will certify after consulting with the Sec-
retary of Interior, and I imagine that would be through the BIA.

I am concerned because we have a great number of programs that
do not come under the BIA on the reservation, and they should have a
direct responsibilit‘)]'. So the right hand does not know what the left
hand is doing. We have as many as six different agencies operating on
one reservation in my State, and this is a great duplication of services.

I am just wondering if any thought has been given as to how this
could be controlled so that we would not be duplicating the work of
other agencies.

Senator Pearson. Senator, I recognize that. You have to place the
authority someplace. And there is already existing machinery within
the Department of Agriculture for rural job deve ofpment,. It isnot a
great part of their program, of course. It is one of the many, many
programs they have over there. And we have placed the certification
of the areas under the authorization of the Secretary of Agriculture
in relation to counties as they have been identified in the bill. We
thought it proper to include the Indian reservations. We thought it
proper to leave that to the Secretary of Agriculture. But I
understand— )

Senator FanNin. I am not in disagreement with that, I think that
would be a very simple matter as far as the certification is concerned.
What I am worried about is the operation of the program after it
underway. There must be supervision and I am concerned about how
the supervision would be handled. What I would like to do——

Senator Pearson. I think it would be handled just as——

Senator Fannin. I think the Senator realizes that there are a vast
number of employees, BIA employees, on each Indian reservation. In
faot, we are sometimes concerned about the number.
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Senator Prarson, Yes, . Lo )

Senator Faxn1n. And I agree with the objective of the bill. Tam very
much in agreement. I would like to help in every way. )

There are some questions that natum]l‘x: you would not have avail-
able answers to, but I would like to have this reviewed and perhaps we
could make some suifvestions. And I would like to incorporate my ef-
forts with Senator Harris’, because I know that he has the same in-
terest that I do regarding this subject. And I feel that perhaps we
could make some recommendations that would simplify the operation
of the program. . .

Senator Pearson. Well, I thank the Senator. I recognize—I think
I have been urging legislation in the Senate for 3 or 4 years for the
creation of a new Hoover Commission——

Senator FANNIN. Yes. . ) ]

Senator Pearson (continuing). To look into the great proliferation
of agencies and bureaus and administrations, partioularly with the
almost niagara of legislation we have passed in the last several years.
The Senctor from Arizona has cosponsored that measure and has been
very helpful. I think it is gone by the board now with the President’s
action to create an executive board to do this very chore. But the con-
flict and the duplication and the lack of efficiency and the waste in-
volved in existing programs may find a home in these sort of proposals,
too. I do not know the answer to it unless we have a complete restruc-
turing, and a complete review, and then some action on the part of the
Congress. I am hopeful that the leﬁ.islation we pass giving the Presi-
dent authority to reorganize plus his new executive will solve
many of the Problems that the Senator knows about in general and
sees with particularity in relation to this bill, .

Senator Fannin. Well, I certainly thank the distinguished Senator,
and I realize the importance of this bill. I am not in any way criticizing
the intent or the objectives.

Senator PearsoN. Oh, I understand.

Senator FannNIN. But I hope that we can coordinate our efforts so
that we can eliminate some of the duplication. We are just not reachin
the Indian people. We have so much of the money being spent on ad-
ministration because of the proliferation that I have spoken about.
So with your cooperation, I am sure that we can work out something
on this particular subject.

Thank you.

Senator PrarsoN. I sharethatconcern, Senator.

The Cnairman. Senator Pearson, I saved myself for last to ask you
a few questions about the matter because I wanted to expose you to
the other members of the committee, particularly to your colleague
John Williams, As you know, he is the watchdog of the Treasury. 1 i
fgou have any idea about taxes that has some defect in it, he is the most "

ikely man in the Congress to find it. And he has explored in some
detail the problems involved in this tax-credit proposal. But, basically,
I think you have the right idea.

Lack of Jobs Forces Migration to the Cities

. As I understand, what you are trying to do is to reverse this migra-
tion where good, honorable, decent people have to leave their rural
homes because they have no jobs and go to a big city looking for a job.
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Some of them wind up robbing banks, some engage in the life of crime.
If you had found them an honest employment opportul_ut?' to begin
with, they would have stayed back there in Kansas or Little Rock or
Houma, La., or Dry Prong, back there working hard to make an honest
living, would they not? That is what {oru are trying to do, keep them
at home making an honest living rather than having to move away
looking for a job opportunity. . .

Senator PEarsoN. Senator, the starting point is jobs, and the migra-
tion, as I said before, is of those who lnck skills and those who have
skills, To the extent that the bri ht, educated young people leave the
country and go to the cities, we offer them, the cities, a subsidy for that
human intelligence and endeavor.

But the chairman has correctly stated the Surpose. We take the tax-
incentive route for we know of no other. And I would like to reiterate
that the area definitions are extremely hard to draw because you do
not have_the statistical information outside the metropolitan areas.
The tax incentives themselves—no one knows what is the proper in-
centive or. what is a fair incentive. But I think most will agree that
incentives in any other manner are lacking today, and I know of no
other way.

The CHAIRMAN. Now, Senator Pearson, back in the days when no-
body thought there was anything wrong about accepting an hono-
rarium, some building and loan people asked me to be their speaker
down in Puerto Rico. And I so took my wife and flew down there. And
if I do say it, that was a case of being underworked and overpaid. I
made them a speech, and saw the beautiful beach at San Juan, and one
thing I noticed was that the migration from Puerto Rico to New York
City had been reversed. Instead of those people being crowded into
those New York slums, they were all coming back to Puerto Rico, That
was their home. That is wlere they wanted to be. And they had lovely
places down there. e

Now, I would think that if that continues for awhile, if you would
g0 up to that congested area around Harlem, you will find that instead
of having 10 people to the room, they have only got eight to the room,
and after awhile only five people to a room, maybe four people to a
room, because folks find it desirable to go back home.

Now, the truth was that they did not want to leave home to begin
with, did they? -

Senator Pearson, I doubtif they did, Senator.

‘The Cuaryan. Perh Ys,msmy of them would like to see New York
City, but as far as living there, they would profer to stay in their home-
town and go to work making a living.

Now, the only- question that occurs to me is whether we cannot
achieve the same results you areseeking at a much less revenue loss than
you are advocating. I think that the Senator from Delaware would vote
for what you want to do. His question is whether this is the most
efficient way to do it? And that ismy question.

Loan Guarantee Programs As Compared With a Tax Credit

For example, it occurs to me that we might get there easier and
more efficiently by simply having a loan guarantee program where
we would guarantee someone that if he would build an industry in
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a small community, which is losing population—and if he lost some
money—we would pay off the loan for him.

I have looked at that investment tax credit. That was President
Kennedy’s dream, and I was eventually pursuaded to vote for it against
my better judgment, Now, if we have our way on this committee I
think we are going to repeal that thing. But I would have hated to
see President Kennedy a bitter and frustrated man because Congress
would not go along with him on what he thought was the way to solve
the Nation’s economic problems, But there we were paying—well, we
were talking about $1.5 billion then and now it is over $3 billion—for
people to do what they would have done anyway.

ow, if all you are doing is giving a guy a tax _a.dvanta;ie to do
something he would do anyway, you must admit that is a fairly ineffi-
cient way to spend Government money or to adjust against taxes,

Senator PearsoN. Oh, I think so, I think—if the chairman will par-
don me, I think the facts are that in the case of developing some sort of
job opportunities in the rural areas today, the facts are that there are
few, that the direction really is not that way.

The Cuairyan, And what we are trying to do with this hearing,
as I understand it, is to find the most efficient way that we can that
would at the same time produce results. We do not want to just pass
a bill and then find out a year or two later that nothing happened, nor
do we want to pass a bill where we are spending & fortune in givinﬁ
some rich men all sorts of tax advantages only to find that we pai
him to do something he would have done anyway.

Senator PearsoN. That is right.

The CrairmaN. So, if we can work out the most efficient way to do
this thing, I take it that you would be willing to go along with that?

Senator PearsoN. O, oh, of course. I am for this bill. The tax incen-
tive I still think is a good way to solve this, But the problem is not
the way we do it. The problem is getting the job done, and to some
extent today.

The Crairman, Well, I would be willing to vote for your bill, pro-
vided I was convinced this is the best way you can get the mileage
for that much money. And if we can work out the formula to get the
jobdone, I think we ought to do it.

Senator Pearson. In relation to the loan guarantee approach, I
think we will find on investigation a marked limitation of capital
within the rural areas themselves to do a great deal of financing.

The CuairyaN. Yes, but you have a potential, if I do say it, Senator
Pearson, that you did not have a year ago—you have a Republican
President. He can call insurance companies and big banks and tell
them that they ought to loan some money for rural development—that
the Federal Government will guarantee it but they make the loan, If
T may say so, some of the people have a hostility toward Democrats in
the White House and they would not move as fast and efficiently, at
least, not nearly as ({uickly as they would if they were called upon by
the same guy they voted for. .

Now, one other thing we ought to do one of these days, i{ we cannot
do anything about the tight money, is to start saying who gets the
bank credit and who does not—for example, requiring n fellow to
make a downpayment to buf' something rather than just lettin
the people buy something at 100 percent credit. They can buy it, o
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yes, but by the time they get through they are paying more for
the interest than they are paying for the principal.

So I would think if we can agree on the mechanics, the purpose you
are trying to achieve, it would certainly merit a majority vote in the
U.S. Senate and in this committee.

Let me thank ?'ou for initating this. And if there is some way that
we can work with you to perfect the mechanics of what you are trying
to do, I think you can muster a majority vote,

Senator Pearson. Fine. I thank the chairman. Iet me say that I
think the administration is vitally concerned about this particular
problem. The Vice President of the United States hieads up a specinl
committes today which I am a member of, that includes a number of
men from the business community. And I recall'a number of men from
the great insurance—and that particular committee is studying the
concept of new towns. But also it is studying the concept of revitalizing
the small rural communities that do exist and does direct its atten-
tion to the problems of the hard core of the cities, the suburbs, the new
towns, and rural. So I think the administration is vitally concerned,
Senator. I thank you,

Mr. Chairman, I have a letter from James McCain, who is president
of Kansas State University, who endorses the concept of this bill,
And T would like to insert that in the record with the other matters
that I directed to your attention some time ngo, and indicate likewise
that Mr. James Garver, Mid-America, Inc, of Parsons, Kans,, is here
today, and also Mr. Floyd W. Smith, who is director of the Agricul-
tural Experiment Station, Kansas State University, and Mr. William
May, who is vice president of the Federal Land Bank, Wichita, Kans.
I would like to introduce then: to the committee, They will appear later
as witnesses. I thank you very much.

The CHARMAN. Justa minute.

Senator Harris, do you have any more questions?

Senator Harris. I donot haveanything.

The CuamrMan. Mr, Talmadge?

Senator Taryapae. Nothing further.

The CuairyaN. Mr, Williams?

Senator Wirrtams. No; I do not have any more questions. Just let
me thank you for coming before the committee. And T want to add
that T do not quarrel with the objectives you seek to achieve. My
questions were merely asked in order to get an understanding as to
how this is going to work, because I am sure that, to the extent that
any advantages are made in any of these bills, you want to be sure
it siphons down to the man in the street and is not stopped in the
middle somewhere. And we have got to understand it in order to intel-
ligently make the decision.

Senator Prarson. I understand, and I could not agree more,

The CuzatryaN. We do not want this to turn out to be one more of
these rich-men-get-richer poverty programs,

Senator Peanrson. Senator,my name ison it,too.

The Cuamryan. Well, thanks very much.
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(Material referred to earlier by Senator Pearson follows:)

KANSA8 STATE UNIVERBITY,
Manhaltan, Kans., May 20, 1969.
Hon. JAMES B. I’EARSON,
U.8. Senate,
New Senate Office Building,
Washington, D.C.

DeARr SENATOR PEARSON : The Rural Development Act of 1969, 8. 15, is a much
needed step in providing incentives to reverse the flow of human and capital
resources from the rural areas I wish to commend you for the leadership you
have glven in sponsoring this legislation. I regret it was impossible for me to
testify in support of the bill before the Committee on Finance. We are, however,
very pleased that Acting Vice P'resident for Agrlculture, Floyd W. Smith, whl
be able to appear {n support of the measure,

I feel this LIl has great significance not only for the rural areas such as we
have In Kansas but also for the great urban complexes of New England, the
Great Lakes area, and the West Coast, Investment and employment opportunities
in the rural areas not only provide incentives for economic growth and develop-
ment in the rural arcag, but should relleve some of the basic problems of the
urban areas. The city like other living organisms can become so hvge as to be
unable to provide for its vital functions. The problems of pollution, poverty, and
soclal unrest I Lelieve are an outgrowth of the ever-crowding of more and more
people into the metropolitan complexes. Policles encouraging lower geographie
concentrations of economic activities will be one means of solving our pressing
urban problems.

You have performed a valuable service to rural Amerlca in calling attention
to the seriousness of the problems arising in both rural and urban areas as the
geographle concentration of economic activities continues. We wish to assure
you of our continued support in your efforts in this matter.

Sincerely yours,
JAaMES A. McCaln,
. President,

Froor STATEMENT OF HoON. JAMES B. PEARsSON, A U.S. SENATOR FROM THE
STATE OF KANSAB, oN THE INTRODUCTION OF S. 156

RURAL JOB DEVELOPMENT ACT

Mr. President, I introduce today, with the Senlor Senator from Oklahoma (Mr.
Harrls) a bill to encourage the development of new job-creating industrles in
rural areas, thus serving to expand the economic base and more fully and effec-
tively utilize the human and natural resources of our rural communities. The
resulting expansion of economic opportuntities would help to slow the wigration
from rural areas, which is primarlly the resuit of a lack of economlic opportunity,
and therefore, at the same time, reduce the population pressures of our over-
crowded and overburdened metropolitan areas.

Providing a judicious blend of private initiative and public responsibility—
the bill, in brief summary, would work as follows:

A serles of tax incentives—a 14 percent tax credit on personal property, a 7
percent tax credit on real property, an accelerated depreclation of two-thirds of
noruial life, and a 50 percent tax deduction on wages paid workers given on the
Job training—would be offered to industrial and commercial enterprises locating
in countles designated as “rural job development areas” by the Secretary of Agri-
culture. Rural job development areas are counties which have no clity of over
50,000 populatlon and where at least 15 percent of the families have incomes of
less than $3,000, Indian reservations are also included. To be eligible the enter-
prise must hire at least 10 people and wherever possible must hire at least 50
percent of the work-force from the local area. The bill contains a prohibition
against “runaway” firms and recapture provisions for those firms which willfully
violate the terms of the program. It authorizes $250,000 to service the rural in-
dustrialization program in the Departinent of Agriculture. )

Mr. President, although several improvements have been made, the bill we
introduce today Is esaentlally the same as the Rural Job Development Act of
1067 which was Introduced during the first session of the 90th Congress. The
original bill was very well received. In the Senate thirty-three of our colleagues
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Joined Senator Harrls and me in cosponsoring the bill. Also on the House slde
the 1967 bill was introduced by a number of Republicans and Democrats alike,

Since that time a number of groups and individuals have endorsed the principle
of tax incentives for the purpose of bringing new business and industry into our
rural communities. For example, the ure of tax incentives for rural Industrializa-
tion has been endorsed by the National Advisory Commission on Civill Disorders
as well as a speclal task force of the Republican Coordinating Committee.
President-elect Nixon has spoken with favor of rural tax incentives and the
National Rural Electrification Assoclation has also given its strong endorsement
to this approach.

These are onlg' a few of the endorsements by public officlals. In addition the
Rural Job Development Act has received many editorial endorsements by news-
papers all across the country.

Mr, President, the support for the Rural Job Development Act is but one mani-
festation of the great Interest in the overall theme of rural development, which
has also been variously referred to as rural revitalization, rural urban balance,
and balanced urbanization. But whatever label we use we are all talking about
the urgent necessity of expanding economic and soclal opportunities in our rural
communities. :

As we all know major portions of rural America are economically depressed,
and often lacking adequate public services. These conditions in and of themselves
justify and, indeed, demand major new efforts to improve and expand economic
and soclal opportunities available in rural communities.

But the objectives of the rural developnient movement are truly national, not
sectional. For in fact the rural development movement represents a new and
vital part of our growing effort to deal with the crisis of the citles,

We have finally been forced to recognize that many of the problems which
constitute the cris!s of the cities can be traced to the overcrowding of people and
the excessive concentration of industry. Thus the rural development movement,
which ultimately seeks to slow down the great rural to urban migration, {f suc-
cesls'tul. will be of benefit not only to our rural communities but to our cities as
well,

And within the past two years we have come to realize that rural development
is not simply a desirable objective but, indeed, a national necessity.

Mpr. President, we now realize that many of our old notions about urbanizatton
and rural migration simply are not valid.

Into the cities have come the unskilled rural poor attracted by the lure of
economic advancement. Many gain, but a tragically high number do not. Instead
of economlic salvation too many of the rural poor, hoth white and black, find
tenements, unemployment, welfare, and the depersonatized, demoralized environ-
ment of the slum-ghetto.

Into the citles also come the young, the educated and the talented. They often
do much better materially, but for this economic gain they pay the social costs
of the loneliness of the crowd, the frustrations of congested strects and crowded
stores, the stultifying sameness of the bedroom suburbs, and the loss of com-
munity identity.

Into the citles come industry and for the most part it has prospered. But in-
creasing numbers are now finding the cost of dolng business in the city pro-
hibitive. And as the urban resident breathes the fouled air of industrial smog,
he fomles to understand the hazards as well ag the benefits of commercial con-
centration,

When it.takes $20,000 in tax dallars to bring one more automobile into New
York City during rush hour, we must wonder at the burden of maintaining our
giant metropolitan areas.

When a freight truck can move from one slde of the city to the other no faster
than the old horse drawn freight wagon, we realize there is an awful lot of
economic waste and Inefficlency associated with doing business in a megalopolis.

When millions of city dwellers cannot find jobs, we see more clearly how
ridiculous it I8 not to try to make {t possible for more people to stay where they
are, rather than moving to the city only to wind up on the welfare roles.

YWhen we contemplate the adverse effect that crowding, congestion, and other
urban environmentatl hazards have on the quality of human life, we value more
highly the living opportunities enjoyed in the countryside and small towns,

Thus, Mr. President, the growing national commitment to the goals of rural
development stems in a very large part from the recognition that major section=
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of our great metropolitan centers have become economically ineficient, physi-
cally unhealtby, soclally undersirable and psychologically depressing.

The task ahead is clear. We must expand the quantity and quality of eco-
nomic and soclal opportunities in rural America so that those who choose to do
£0 will have the freedom to remain where they are and not Le forced to move
to the already overcrowded and overburdened metropolitan nreas.

This task will not be easily or quickly accomplished. And we do not yet fully
understand all the needs which must be met nor all the policy alternatives
which must be consldered.

But I think it is clear to all that new jobs lle at the heart of the rural de-
velopment effort. For unless we can create upward of 500,000 new and better
Jobs each year in our rural communities, nothing else we will do will have any
meaningful or lasting effect.

DESCRIPTION OF THE BILL

Mr. President, the bill we introduce today aims precisely at this goal of creat-
ing new jobs. It applies a proven principle to a particular need. The principle is
that tax policy does in fact influence the course of business investment, The par-
ticular need Is that speclal incentives are necessary to encourage a sub-
stantial increase of private {nvestment in rural areas in order to overcome
some of the factors which otherwise discourage business expansion into these
areas.

Many potentlal locations are far removed from substantial market areas, thus
adding extra transportation costs to the product. But by the same token, firms
incur higher transportation costs in bringing in the supplies necessary to pro-
duce the product.

The shortage of trained labor may also serve as a barrler. Another barrier
is that in many cases, public services such as electricity and water and sewage
facllities may be inadequate and expensive.

An additional barrier, which is difficult to measure, but which nevertheless
exists, Is a social outlook which discourages location in smaller cities. We don't
attempt to clalm that this bill would change this. We do believe, however, that
it will at least serve to stimulate a new questioning and debate among the di-
rectors of private enterprise and from this a new outlook may be developed.

Mr. President, the tax incentives provided by this bill are as follows:

First, a 14 percent tax credit on personal property (machinery and equip-
ment). A 7 percent tax credit on real property (land and bulldings).

And if the rural job development area has a population density of less than
25 persons per square mlile (the national average Is 1) the credit on personal
property 18 increased to 17 percent and the credit on real property is increased
to 10 percent. This Incentive recognizes that the normal factors which often
work against expanded rural investment are magnified in the more sparsely
populated areas. These areas are often quite far removed from major industrial
and commercial centers thus adding to transportation costs for example. Cer-
tainly we belleve that these additional incentives are consistent with the objective
?fdprotmlotlng the maximum feasible geographical distribution of new job-creating
ndustrles.

Second, an accelerated depreclation of two-thirds of normal, useful, or class
life for machinery, equipment and bulldings;

Third, a tax deduction equal to 50 percent of the wages paid to workers for
whom the enterprise must provide on-the-job-training.

This special deduction, which would be in effect durlng the training period,
Is Intended to encourage the enterprise to hire and train local people who lack
the required labor skills. .

Fourth, all credits and deductlons can be carried backward three years or
forward for a maximum of 10 years, or if the business s a corporate subsidlary,
utilized against other outside income of the parent corporation,

B&:ﬂllness enterprises would recelve these tax benefits under the following
conditions:

First, the enterprise must be located in a “rural job development area” desig-
nated by the Secretary of Agriculture and defined as follows: A county, no
part of which contains a standard metropolitan statistical area and which has
no city with a population in excess of 50,000, and where at least 15 percent
of the familles have incomes under $3,000 or where employment has declined
at a rate of more than § percent during the previous 5 year perlod; or where
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the closing or curtalling of operations of an installation of the Department of
Defense is likely to cause a substantlal migration of persons reslding in the
area.

The Secretary of Agrlculture, after consulting with the Secretary of the
Interlor may also certify Indian reservations.

Second, to receive an eligibility certificate, the enterprise must demonstrate that
it has not discontinued n comparable enterprise in any other area and will not
reducakhe employment in any other area.

Third, the enterprise must create at least 10 new jobs at the beginning of
the operation.

Fourth, to assure benefits to a local community, at least 50 percent of the
original working force must be residents of the rural Job development area.
However, the Secretary can walve this requirement it the labor requiremente
of the enterprise exceeds the local labor supply, and if the Secretary determines
that the establishment of the enterprise in the area will promote economic
benefits consistent with the purposes of this Act.

Fifth, to continue to qualify, the enterprise must maintain the same working
force unless clrcumstances beyond its control prevent §t from doing so. The bill
also provides an effective recapture provision In those cases where a firm will-
tully violates the eligibllity requirements.

Sixth, before the enterprise is glven an eligibility certificate, the Secretary must
have written notice from the local governmental unit responsible for zoning
requirements to the effect that the proposed enterprise meets the existing regula-
tions and that there are no immediate {ﬂnns for altering those regulations. This
will assure that the local community is aware that the enterprise anticipates
locating there, thus giving the community a chance to prevent the move should it
choose to do so.

Seventh. The enterprise must be engaged In industrial or commerciat produc-
tlon (manufacturing, producing, processing, assembling, wholesale operations,
or the construction of buildings and facllities in the authorized area). This
precludes benefits to retall and service enterprises which might be competitive
with local establishments. Recreational enterprises may be certified provided
they would not be competitive with existing enterprises in the area.

Mr. President, in addition to the tax Incentives the bill would authorize
$250,000 for the Department of Agriculture so that the Secretary may collect
and disseminate relevant economic data and to serve as an information clearing
house for local communities and businesses consldering establishing job-creating
enterprises in job development areas.

Mr, President, we belleve that an fmportant feature of the Rural Job Develop-
ment Act is that it employs Federal inducements to private enterprise in the
bellef that the new economic activity which will thereby be generated will
bring broad economic gains to the whole rural community.

‘This i{s not a revision to the old dogma that whatever is good for business
necessarily has to be good for the country. Rather it is a modern, pragmatic
recognition, on the one hand, that government cannot do everything and, on
the other hand, an acceptance of the fact that through & more judiclous stimulus
andblcoutrol of the private sector we can ease many of our economlc and social
problems.

Mr. President, It is also important to note that most rural areas, not just
tl;et ﬁ)o;;aﬁly stricken ones, would be covered under the area eligibllity definitions
of the bill,

This follows from the fact that the purpose of this bill i8 to encourage rural
development in general. Thus we wanted to make sure that it would be broadly
applied to all rural areas and not be limited to such poverty stricken areas as
Appalechia and the Ozarks.

Although we belleve it wlill compliment exIsting rural poverty programs, this
is not a rural poverty blll as such. Of equal or greater importance, it will help
prevent the further spread of poverty and eventually generate new heights of
prosperity throughout much of rural Amerlea,

Some have suggested that the bill gshould be more preclsely taflored to potential
rural growth centers, We are aware, of course, that not all rural areas have
the potentinl for growth, But the problem {is that of rellably identifying those
which have the potentlal for growth and those which do not.



59

The birth of new types of industry, the continued improvements in transporta-
tion and communication, and the changing tastes of the Amerlcan consumer raake
it extremely difticult to predict with any certalnty the economic potential of any
given area. By making the fncentives In this bill broadly available, all the factors
which effect economic growth, many of which we do not know with precision, witl
be allowed to operate freely.

Mr. resident, the enactment of this bill would result {n a drain on the Trensury
to the extent that businessmen take advanicge of tax incentives, But at the sawe
time, the new economic activity thus stimulated would genernte an Increased flow
of revenue to the Treasury. Precise predicitions are jmpossible, but we belleve
that over the intermediate and long run the benefits will more than offset the
losses ; that the total tax revenue flow will be expanded, rather than decreased.

But beyond the tax losses and gnins diveetly attributable to this program one
must also conslder its indirect Influcnce. We believe that A more extensive geo-
graphical distribution of our industrinl and comnercial capacities will strengthen
the overatl natlonal economy. We believe that strengthening of rural communities
will result in substantial soclal benetits, We belleve that the slowing of the tlow
of rural people to the urban slums wlll reduce the public costs of uuemployment
and welfare payments and also ultimately, the costs for other public services in
those areas such as those for law enforcement.

Mr. I'resident, the passage of the Rural Job Development Act will not solve all
the problems of rural Amcrlca. Its adoption would, I believe, do a great deal to
create the type of new job opportunities which rural Ameriea so urgently needs.
Aud because of this Its ennctment constitutes, 1 bLelleve, the necessary first step
toward the attalnment of a more reasonable and healthy rural-urban balance.

Mr. President, I ask unnninious consent that the text of the Rural Job Develop-
ment Act of 1909 be printed in the Record at this polnt.?

RurAL JoB DEVELOPMENT AoY (8. 15)
1. PURPOSE

The purpose of the bill 18 to attract new job-producing industrial and com-
mercial establishments in rural ureas so as to more fully and effectively utilize
the human and natural resources of rural America; slow the migration from the
rural areas due to lack of economie opportunity ; and to reduce population pres-
sures in urban centers resulting from such forced migration.

I1. PROCEDURE

This bill would make available a serles of tax incentives to new job-creating
enterprises which locate in rural development areas and which meet certain speci-
fled requirements. Authority for administering the law is assigned to the Secre-
tary of Agriculture.

A. Rural job development area
A “rurat Job development area” is:

1. A county (a) no part of which fs within a Standard Metropolitan
Statistical Area, (b) does not have a city of over 50,000 populatfon, and
(c) in which at lcast 15 percent of the families have Incomes of under $3.000.

2. A county which meets the requirements of 1 (a) and (b) and where
gmployment has declined at more than § percent per year during the last

years.

3. A rcounty which meets the requirements of 1 (a) and (b) and where the
closing or curtalling of the Department of Defense 13 likely to cause a sub-
stantial migration of non-military persous residing in the area.

4. The Secretary of Agriculture will also certify Indian reservatlons after
consulting with the Secretary of Interlor,

)

1The bill, 8, 15, appears at p, 8 of this hearing.

80-015—69——8
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B. Incentives
The bill proposes the following tux incentives to new job-creating business
enterprises locating in rural job development arcas:

1. A 14 percent tax credit on personal property (machinery and equip-
ment). A 7 percent tax credit on real property (land and bulldings).

(n) If the rural job development area has a population density of less
than 25 persons per square mlile (the nationat average is 51) the credit
on personal property is increased to 17 percent and the credit on real
property Is increared to 10 percent.

2, An accelerated depreciation of two-thirds of normal, useful, or class life
for machinery, equipment and buildings,

3. A tax deduction equal to 50 percent of the wages paid to workers for
whom the enterprise must provide on the job training. This speclal deduction,
which wouid be In effect during the training perlod, is {ntended to enconrnge
the enterprise to hire and train local people who lack the required labor skills,

0. Type of enterprisc

The enterprise must be engaged tn commercial or industrial production (manu-
facturing, producing, processing, assembling, wholesale operations, places of
management, or the construction of buildings and facllitles in the authorized
areas). Recreational enterprises may be certified provided they would not be
competitive with exlsting enterprises in the area,

D. Employment requlrencnt

1. Tlhe enterprise must create at least 10 new jobs at the beginning of the
operation.

2. At least 5" wrcent of the original working force must be residents of
the area or witu:n conveilent daily commuting distance. This reguirement
will be walved If the labor force requirements of the enterprise exceeds the
local tabor supply, aud if the Secretary determines that the establishment
of the enterprise in the area will generate benefits consistent with the
purposes of this Act.

3. To continue to qualify for benefits, the employer must maintain the
same working force unless economie eircumstances beyoud his control
prevent him from dolng so.

E. Prohibition against “runaway” firms

The employer must demonstrate that he has not discontinued a comparable
enterprixe or enterprises in any other area and will not reduce his employment
in any other area as a result, directly or indirectly, of the establishment of and
operation of the enterprise.

F. Rccapture provigions

A recapture provision would serve as an effective deterrent in preventing firms
from wllifully violating the employment requirements or from taking advantage
of the beneiits and then closing down operations without economic justification.

III. APPROPRIATIONS

$250,000 is to be appropriated so that the Secretary of Agriculture, as provided
by the bill, may collect and disseminate relevant economic data and to serve as
an information clearing house for local communities and businesses considering
establishing job-creating enterprises in job development areas. It would be ex-
pected that this appropriatioss would be utilized to fund the Rural Industrial
Program which was created in 1966 (but not funded) to stimulate industrial
development in rural areas by :
Al. r’felllng businessmen of the advantages of locating plants fn rurat
merica ;
2. Providing a site location and analysis service; and
3. Bringing together community, State and Federal programs for indus-
trial and community development.
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SFCTION-RY SFCTION ANALYSIS oF 8. 15
By Grorck J. LEIBOWITZ
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Title I—Eligibility for Assistance Certification,
Title II—Tax Incentives,
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8 la‘{eDedugllon for Compensation Durlng Training of Employees.
Eftective Date for Titie II,
Title I1I—Miscellaneous Prcvisions.

PURPOSE AND DEFINITIONS

Section 1 establishes the bill’s short title as *“The Rural Job Development Act
of 1969.”

Section 2 is the bill's declaration of purpose—‘'to increase tlie effective use of
the human and natural resources of roral Amerlca; to slow the migration from
rural areas due {o lack of economic opportunity : and to reduce population pres-
sures in urban centers resulting from such forced migration.”

Section 3 contains the definitions used in the Act. The three substantive defini-
tions are: (2) “rural job development nrea”; (4) *‘industrial or commercial
enterprise”; and (6) “industrial or commereinl facflity",

A rural job development area” is an area, designated by the Secretary of Agrl-
culture, which is (A) a county, not included within & standard metropolitan
statistical area by the Burcau of the Budget, without a city of over 50,630 popu-
lation, and in which more thar 15 percent of the resident families have incomes
under $3,000 a year; or (B) n county outside a standard metropolitan statistical
area, without a city over 50,000 and which has experienced a decline in em-
ployment for five years at an anunual rate of more than § percent; or (') an
Indian reservation or a native community designated by the Secretary of Agri-
culture; or (D) a county with no city of over 50,000 outside a standard metro-
politan statistical aren and undergoing substaniial emigration of civillan persons
as a consequence of the closing or curtailing of opuzations of an installation of
the Department of Defense,

An “industrial or commercial enterprise” carrles on {he business of (A)
manufacturing of personal property for sale (other than by retail sales and
leases) or for use by the manufacturer; (B) distribution of personal property
other than by retall sales and lenses; or (C) construction of bulldings in a
rural job development area by persons engaged in the business of construction.
An industrial or commercial enterprize does not include the selling, leasing or
renting of commercial residential property, or the lending of money.

An “industrial or commercinl facllity” is essentially a fixed place of business
where an “Industrial or commercial enterprise” Is carrled on, but does not -
include a retall facllity. It may include a recreation facllity but only if the tax .
credit would not result in an “undue local competitive ndvantage”.

The operating body of the Act consists of three titles: Title I—Eligibility for
Assistance Certification ; Title II—Tax Incentives; and Title III—Miscellaneous.

TITLE I—ELIGIBILITY FOR ASSISTANCE CERTIFICATION

Section 101(a) of the Act authorizes the Secretary of Agriculture, upon appli-
cation by a person engaged in an industrial or commercinl enterprise through a
new facility (or a new portion of a facility) in a rural job development area,
to certify the facility ns eligible for assistance it: (1) the facllity has been
locally approved as consistent with local zoning and planning; (2) the facllity
was placed in service in the first taxable year of the certification perlod: (3) the
facility has resuited In regular full-time employment of at least ten additional
personsg; (4) at least half the persons einployed in the facility in the first taxable
year either reside within the area or a similar nearby area or have served, within
the preceding three years, at least one year on active duty with the Armed
Forces or the Job Corps; (5) the Secretary determtues that the enterprise was
not relocated from one area to another so as to cause an fncrease in nunemploy-
ment or the closing down of operations in the original locatlon; (8) the applicant
for certification agrees to keep certain records in the form and mamner preseribed
by the Secretary of Agrlculture; and (7) the Secretary of Agriculture determines
that the expected benefits to employment and other aspects of economic and soclat
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welfare of the area warraut the granting of the income tax incentives under thiy

Act.

Section 101(b) provides that the Secretary of Agriculture issue a separate
certificate of eligibllity for a facllity which meets the requirement of Section
101(a) regardless of whether or not the facllity is operated as part of a single
larger industrial or commercial enterprise,

Section 101(c) authorizes the Secretary of Agriculture to transfer a certificate
of eligibllity to a successor in interest, under certain conditions, The conditions
are that the succes.or agrees to continue to use the facility in the manner con-
templated by this Act and that the Issuance of the new certificate be in accordancve
with the policy respecting the relocatiou of Industry.

Section 101(d) provides for the termination of certificates of eligibllity, after
appropriate hearing, if the Lolder of the certificate has falled, after due notice
and reasonable Ofportunlty to correct the fallure, to carry out the agreement
under Section 101(a) (4) requiring half the employees to be residents of rural
job development areas or to have served recently in the Armed Forces or Job
Corps. Two criteria are suggested for the Secretary of Agriculture's guldance in
making determinations, hut he may employ other criteria as well, The suggested
criteria are: (1) a reduction fn the number of jobs below the minimums specified
shall not alone be grounds for termination of the certificate if (1) reduction results
from business factors beyond the control of the enterprise, and (ii) at least two-
thirds of the employees hired to meet the requirements of Section 101(a) (4)
(residence in a rural job development area or recent service) continue to do so;
and (2) a change of resldence of any employee shall not affect his status for
purposes of applylng Sectlon 101(a) (4).

Section 101(e) gives the Secretary discretion to walve all or some of the re-
quirements of 101{a) (4) if skills are required which are not available in the
area and the benefits to the economic and soclal welfare of the area justify the
tax incentives,

Section 101(f) provides that the certificate of elgibllity be in such detall as
may be necessary to administer the income tax incentives under this Act,

Section 101(g) provides that the Secretary of Agricultural keep interested
Federl, State and local agencles apprised of any action taken by him under this
title, relative to certifications of eligibility for assistance,

Section 101(h) provides that application for a certificate of eligibility must be
made prior to the expiration of ten years after the dute of cnactment of this Act.

Section 102(a) of the Act gives the Secretary the to require reports frown
persons to whom a certificate of eligibility has been Issued.

Section 102(b) provides penalties for making a false statement of material
fact in such reports,

TITLE II—TAX INCENTIVES

There are four tax incentives: an income tax eredit for investment in deprecl-
able property in rural job development areas; a greater than normal depreciation
deduction ; a net operating loss carryover of up to 10 years; and a special deduc-
tion for compensation paid during training of employees.

Investment Credit .

Sections 201(a) and (b) of the Act add four new sections to the Internal
Revenue Code to provide an investment credit for depreciable property in rural
job development areas. This investment credit is an alternative to the nlready
existing Investment credit but fs more generous. For example, where the present
credit is 7 percent, the new credit is 14 percent. Where the present credit is in-
applicable (in the case of investment in buildings) the new credit is 7 percent.

A new Section 40 of the Internal Revenue Code entitled “Investment in Certatn
Depreciable Property in Rural Job Development Areas”, lays down the general
rule that a credit against income tax s allowed for qualified investment in prop-
erty. Although property which is the subject of the rural investment tax credit
will be ealled Section 40 property, the heart of the investment tax credit provision
will be found in the new Code Sectlons 51, 52, and 53 described below.

A new Section 51 of the Internal Revenue Code deals with the “Amount of
Credit” and 51(a) with the “Determination of Amount”. (1) The general rule
is that a credit against tax is allowed in an amount equal to 7 percent of the
“qualifled expenditure” (defined in Section 58(b) made for “Section 40 real
property” (deflned in Section 53(a)(8)) and 14 percent of the “qualified
expenditure” for “Section 40 personal property” (defined in Section 53(a)(4)).
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These percentages are increase@ by 8 percent to 10 percent and 17 percent
respectively when the rural job development area has a population density of less
than 25 persons per square mile., Paragraph 51(a)(2) provides that a credit
allowed for the taxable year will not exceed the taxpayer’s “linbility for tax”
for such year, Paragraph 51(a)(3) defines the term “liability for tax" as the
tax lability for the taxaible year reduced by certain credits which are the
credits allowable under Section 83 of the Internal Revenue Code (relating to
foreign tax credits), Section 35 (relating to partially tax exempt Interest),
Sectlon 87 (relating to retirement Income) and Section 38 (relating to the
already existing investment tax credit for investment in depreciable property).
The term “llabllity for ta~" excludes certain special tax tmpositions, specifically :
the taxes imposed by &Hction 531 of the Internal Revenue Code (relating to
accumulated earnings tax) ; Section 541 (relating to personal holding company
tax) ; Section 1378 (relating to tax on certain capital gains of Subchapter S
corporations) ; and Section 1351(d) (1) (relating to recoverles of forelgn expro-
priation losses).

Bection 51 (b) provides a carryback and carryover of unused credits, Paragraph
(1) allows a carryback and carryover when the credit determined under Section
51(a) exceeds the taxpayer's linbility for tax for the year. Such excess may be
carried back three years and forward ten years from the unused credit year.
Carrybacks nnd carryforwards of unused credit are nlways applied to the earliest
of the 13 taxable years to which they may be carried, then in succession to each
of the other 12 taxable years. Paragraph (2) provides a limitaticn as to the
amount of unused credit which may be taken in a taxable year. ‘This amount
cannot exceed the taxpayer’s llability for tax for the taxable year.

A new Section 52 of the Internal Revenue Code provides rules for adjusting the
credit in the event the property is disposed of. Two basic situations are covered:
and early disposition of the property, or a termination of the qualifying certifi-
crte. The case of early disposition is treated in Section 52(a)(1). It provides
that the tax for the taxable year of the disposition be increased by credits allowed
under Section 40, in the case of real property within 10 years (and-in the case
of personal property within 4 years) before the date of disposition. Section 52
(a) (2) provides tax increases when the certificate is terminated under the terms
of Section 101(d) of this Act (because employees do not mect the residence or
recent service requirements). Under Subparagraph (A) of Section 52(a) (2)
the tax for the taxable year of termination Is increased by the Section 40
credits allowed within 3 years before the date of termination, And under Sub-
paragraph (B) gross income is increased by an amount equal to the deductions
allowed the texpayer under the new Section 183 of the Internal Revenue Code
(an extra 50 percent deduction for compensation paid to certain employees of the
Section 40 facillty), for the taxable year of the termination and the 2 preceding
taxable years. Sectlon 52(a)(38) provides that in the case of any early dis-
position or any termination of certificate, carrybacks and carryovers under
Sectlion 51(b) are to be adjusted.

Section 52(b) provides that the tax increases and the gross income increases
for an early disposition of property or a termination of certificate are not to apply
in certain specified instances including: (1) a disposition by reason of death:;
(2) a disposition in which an acquiring corporation succeeds to certain rights
of an acquired corporation under Section 881(a) of the Internal Revenue Code;
(3) a disposition necessitated by cessation of a facllity due to economic factors
beyond the taxpayer’s control; or (4) a dlsposition on account of destruction by
fire, storn, shipwreck or other casualty or by theft. Property will not cease to be
Section 40 property simply by a change in the form ot conducting the Section 40
business so long as the property remains in the business and the taxpayer
retains a substantial interest in the business.

A new Section 53 of the Internal Revenue Code entitled “Definitions: Speclal
Rules” contains the definitions necessary to make Sections 51 and 52 meaningful.

Sectlon 53(a) entitled “Section 40 Certificate, etc.” contains six definitions:
(1) Section 40 certificate; (2) Section 40 property: (8) Section 40 real prop-
:atg; 81(4) Section 40 personal property; (5) Section 40 facllity; and (8) Section

usiness.

A “Section 40 certificate” I8 a certificate of eligibility issued by the Secretary
of Agriculture pursuant to this Act,

“Sectlon 40 property” is property used in a Sectlion 40 business which (A) is
of a character subject to the allowance for depreclation under S8ection 167 of
the Internal Revenue Code and ls not property includable in inventory of the
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taxpayer or held by the taxpayer primarily for sale to customers; (B) will be
used b{uthe taxpayer in a Section 40 facility, us un integral part thereof, or in
providing transportation, communications, or other services to such a facllity;
‘and (C) has at the time it 1s first put into use a useful life of at least 4 years
in the case of Section 40 personal property and 10 years in the case of Section
40 real property. Property will not be treated as Sectlon 40 property if it con-
tinues to be used by the person from whom it was acquired or by the spouse, an-
cestors or lineal descendants of such person or by a member of an affillated group
of which such person is also A member.

“Section 40 real property” i3 defined in terms of Section 1250 of the Internal
Revenue Code. It is any real property (other than such real property, generally
personalty which may be affixed to realty, as is included in the Qefinition below
of “Section 40 personal” property) which is subject to the allowance for de-
preciation In Section 167 of the Internul Revenue Code. Thus, it includes prin-
cipally hulldings and their structural components.

“Section 40 per<onal property” is defined in terms of Section 1245 of the
Internal Revenue Code. Thus, it s personal property (other than lvestock)
used in a trade or business and subject to the allowance for depreciation. It
also includes certain real property, such as fixtures, (but not huildings or their
structural components) which is used as an integral part of munufacturing,
production or extraction, or of furnishing transportation communications,
clectrical energy, gas, water, or sewage dixposal services; or research or stor-
ages facilitles reluted to these activities. It also includes an elevator or escalator

A “Section 40 facility” is an “Industrial or commercial facility” which is a
fixed place of business in which an industrial or commercial enterprise is being
carried on but does not inclhude a retall facility defined In terms of sales or
leases whose payments do not constitute the expenses or costs of a business.

A “Section 40 business” is an “industrial or commercial enterprise” carried
on throngh an “industrlal or commercial facility”.

Scction 33(b) @efines “qualiftied expenditures”, a term basie to the determina-
tion of the nmount of credit described in Sectlon H1(¢a). (1) In general, a quali-
fled expenditure is an expenditure (A) properly chargeable to capital account,
(B) paid for (i) the manufacture of Section 40 property, (ii) the purchase
of Section 40 property, or (ii1) the reconstruction or improvement of Sectlon
40 property, and (C) made during the 10-year peried beginning with the date
on which a Section 40 certificate i« first Issued. (2) The Secretary of Agriculture
may establish standards for Section 40 real property expenditures to qualify.

(3) The year of the qualified expenditure is considered generally to be the year
in which the Section 40 property Is placed In service. (4) As to replacement
property, if Section 40 property is acquired to replace property which was de-
stroyed or damaged by fire, storm, shipwreck or other casualty or was stolen,
the “qualified expenditures” are reduced either by any insurance or compen-
-sation obtained for destroyed property or by the adjusted basis of the destroyed
property whichever is lower

Section 53(¢) provides that a lessor of property, which i{s Section 40 property
in the hands of n lessee, may treat the lessee as having purchased the property
for an amount equal to either the fair market value of the property or the basis
of the property in the hands of the lessor. When such an election is made the
lessee t!s treated for all purposes of the investment credit as having bought the
property.

Section 53(d) provides that in the case of an electing small business corpora-
tion (Subchapter 8 corporation), quatified expenditures are apportioned pro
rata among the shareholders who, in turn, are consldered as the taxpayers with
respect to the expenditures..

Under Section 33(e) qualified expenditures of estates and trusts are appor-
tioned between the estate or trust and the henefictaries and any beneficlary to
whom expenditures have been apportioned is treated for purposes of the credit
as the taxpayer with respect to the expenditure.

Section 201(¢) of the Rural Job Development Act adds a paragraph to the
already existing generally applicable provision of fnvestment credit for certain
acquisitions of depreciable property (Sectlion 88 of the Internal Revenue Code).
T'he new paragraph makes ‘clear that property, treated as Sectlon 40 property
is not also treated as Section 38 property.

Section 201(d) of the Act adds a new provision to Section 381(e) of the In.
ternal Revenue Code (relating to carryovers in certain corporate acquisittons),
providing for a carryover of investment credit for Section 40 property to the
acquiring corporation.
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Section 201(e) amends the tables of sectlons and of subparts of the Internal
Revenue Code to accommodate the new Sections 40, 31, 52, and 53 of the Code. It
also renumbers the section of the Internal Revenue Code relating to tax surcharge
from sectlon 51 to section 58. :

Deprectation

Section 202 of the Act provides for the specjal depreclation deduction with
respect to Section 40 property. A new Sectlon 167(§) entitled “Section 40 Proper-
ty” provides that: (1) the taxpayer may elect (A) that the useful life of Section
40 property shall be two-thirds of the useful life otherwise applicable, and (B)
the guideline class lives applicable ta Section 40 property shall be two-thirds of
the guideline class lives applicable to similar property which is not Section 40
property; (2) a fraction of a year is regarded ns n full year; (3) for purposes
of the reserve ratio test justifying short class lives, the class life used, even if
two-thirds were selected under (1) ahove, shall be taken at the full amount;
(4) in determining the salvage value in the casc of Section 40 property subject
to an election under (1) above, the useful life is the full useful life rather than
the two-thirds taken there; (5) the taxpayer has ten years following the date
of his certificate to use the special depreciation deduction provided fn (1).

Net Operating Loss Carryovcrs

Section 203 of the LIl relates to net operatir'g loss carryovers of a Section
40 business, 1t amends Section 172 of the Internal Revenue Code (rélating to net
operating loss deduction) by adding a new Subparagraph 172(b) (1) which
provides that in the case of a Section 40 business a net operating loss may be
carrled forward 10 taxable years. (Thiz differs from the ordinary 3.year carcy-
back and §-year carryforwurd.) A new Subsection 172(1) makes this rule apply
only to losses occurring in the year in which a Section 40 operation is begun or in
any of the 9 succeeding taxable years.

Speclal Dcduction for Compensation During Training of Employees

Sectlon 201 provides a special deduction for salaries and compeusation paid
by adding a new Sectlon 183 of the Internal Revenue Code (entitled Speclal
Deduction for Certain Business Operating in Rural Job Development Areas). This
permits the employer operating a Section 40 business to deduct, in addition to the
normat deduction for salaries or other compensation for personal services actually
paid, an additional amount equal to 50 percent of the compensation paid to cer-
tain employees. These employees (1) are residents of rural job development areas
or persons who have =erved on active duty in the Armed Forces of the U.S,
or in the Job Corps at least one year in the 3 years preceding the employment,
f(2)11;\'01'1{ substantially full time, and (3) are recelving training for jobs in the

acility.

Section 204(c) of the Act modifies the table of sections for part VI of sub-

chapter B to reflect the new Section 183 of the Internal Revenue Code,

Effective Date for Title I1

Section 205 of the Act provides that Title II is effective for taxable years
ending after the date of enactment.

TITLE III—MISCELLANEOUS PROVISIONS

Section 301 of the Act relates to economic and business data. It provides that
the Secretary of Agriculture may collect, analyze and publish data pertaining to
investments, employment, resources, unemployment, potential needs for enter-
prises, tralning needs, market fnformation, etc, for use in carrying out the
purposes of the Rural Job Development Act and for the information and
guildance of businessmen who may seek to establish job creating enterprises in
rural job development areas.

Sectlon 302 provides for a broadly representative National Advisory Commit-
tee on Rural Industrialization consisting of 25 members to be appointed by the
Secretary of Agriculture, The committee would make recommendations to the
Secretgr{ relevant to the carrying out of his duties under the Rural Job Develop-
ment Act.

Section 303 provides that the Secretary of Agriculture make an annual report
to the Congress of his operatlons under this Act to be transmitted to the Con-
gress not later than January 3 of the year following the fiscal year with respect
to which the report is made.
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Sectlon 304 provides for appropriations of $250,000 for the collectton and dis-
semination of data, and for serving as an information clearing house for local
communities and businessmen. Information programs aimed at rural industrialf-
zation would include informing businessmen, providing a site analysis service,
and assisting in coordinating community, State and Federal programs.

The Cnamryan. Our next witness is Dr. Donald Paarlberg, who is
Director of Agriculture Economics, Department of Agriculture.

STATEMENT OF DON PAARLBER@, DIRECTOR OF AGRICULTURE
ECONOMICS, DEPARTMENT OF AGRICULTURE

Mr. Paarceera. Mr. Chairman and members of the committee, my
name is Don Paarlberg. I am Director of Agriculture Economics in
the Department of Agriculture, and I appreciate this opportunity to
appear before this committee and address myself to the important
subject that you have under consideration,

The administration does not have a position on S. 15, and therefore
I will not be able to dpresent @ prepared statement, Matters that
relate to this bill are under consideration in the Urban Affairs Council.
There is a Committee on Internal Migration chaired by the Secretary
of Agriculture that is concerned with the matters that you are delib-
erating on. There is a study in the Department of T'reasury on the use
of the tax incentives as an instrument for resource allocation. And
until these matters are further along, the administration is not in posi-
tion to express a view on this bill.

However, I am in a position to discuss in general terms the subject
that this bill is addressed to, namely the lack of job opportunities in
rural areas, the growing imbalance between the urban and the rural
areas, the lack of job opportunities that makes necessary the migra-
tion from the rural to the urban areas. .

" Wo have @ number of programs in the Department of Agriculture
that are addressed to this problem. We have undertaken a considerable
number of studies. And I will be happy to respond to any question that
vou might have with reference to these matters.

Senator Taraaneg (presiding). Dr. Paarlberg, are you in a position
to express a personal opinion on this matter without in any way in-
dicating what the administration’s view is?

Mr. Paarrsera. I would be in a position to do that, Senator.

Senator TarMapar. Do you think that this basic plan Senator
Pearson and others have put forth of offering a tax credit is a good
way of trying to get industrial jobs in the rural areas?

Mr, Paarreere. Ido. My personal view is—

Senator Tararanor. You share the view that seems to be common in
the committee then that something along this line offers the best op-
portunity of getting jobs in rural areas that lack them today?

Mr. PaarcBera. It offers in my opinion, Senator, one of the better
alternatives, There are others perhaps. I do not think of them as
alternatives to one another. In combination a number of these tech-
niques could be helpful—loans, tax incentives. the supFlymg.o.f better
services in the form of education, transportation, public utilities, and
what not. All of these it seems to me have real promise.

" Senator Tararapee. Thank you.

Senator Harris,
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Senator Harris. I do not have anything further. I do appreciate,
Senator Talmadge, what you have just elicited from the witness about
his own persona view, I think that is very important. And I am hope-
ful that the administratien will find that this approach is one that it
can officially support. BBut in the meantime I think this witness has
been very helpful in what he has had to say in his personal views.

Senator TaLyance. Senator Williams,

Senator WirLraus. Mr. Paarlberg, you have indicated that you are
personally for this bill. Do you recommend any changes in it or are you
endorsing it as it is written now? :

Mr. Paarueera. Well, I have said, Senator, that I personally feel
that tax incentives are a useful technique. I have not personally en-
dorsed the bill. I have not studied it in such detail to be able to endorse
it. I was impressed with the questions asked by Senator Long about
the possibilities that some of these funds might be expended for in-
vestment that would have taken place in the absence of the bill. I was
impressed with gour questions on the degree of incentive, and I was
impressed with Senator Pearson’s response to thess questions and his
willingness to consider Possnb]e modification of the bill as your in-
quiry lifted them up for further examination.

Senator WirLiams. Well, do I understand then that you are not
taking a position either for the rate of the investment credit or did
you have something else in mind? The investment credit proposal
ranges from 7 to 10 percent for plants——

Mr. PaarLBera, Yes. .

Senator WirLiams (continuing). With a life down to 10 years, or
614 percent for depreciation, and the equipment could be depreciated
in 4 years, and then under another provision—you are in favor of
those sections, is that correct ¢

My, Paarieera. I am in favor of the principle of rapid deprecia-
tion. Whether the scale specified in the bill is precisely the right one,
I would not be able té'fespond. o

Senator WiLriams. Well, of course, I always favored rapid depre-
ciations, but. we are dealing with this bill,

Mr. PAARLBERG. Yes.

Senator Wirr1ams, And I just wanted to get it clear, are you endors-
ing this bill or not? I mean in principle we are all for the principle, but
when we get down to the actual voting we vote for or against this bill,
and your Department will be administering it. And by the way, who
in your Department would it more than likely be—youf

Mr. PaarLsera, No, That would be the Assistant Secretary of Rural
DeveloBment and Conservation, in whose area this would fall, and
that is Dr. Cowden, who is here this morning.

Senator Wirriass. He is heve this morning?

Mr. Paarnr.era. Yes, he is. .

Senator Wirrras. Is he in a position to state—because I am sure you
are familiar—the De;lmrtment of Agriculture is familiar with the bill.
You have read the bill and studiedl it, have you not o

Mr. Paarueera. Yes, we have—not in great depth, Senator, but we
are not in a position this morning to make definitive statements on the
‘bill as & whole or indeed on particular details of the bill. The general
principle involved in the bill, the problem to which it is addressed, on
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these things we certainly can respond and we do respond affirmatively
to these thm&s. : :

Senator WiLrLranms. You are for the bill and you are going to study
it in detail later and see how it works$

My, PaaruBera, Wo are deeply aware of the problem to which the
bill is addressed, The general ah)proach of the bill, that of tax credits,
I personally support. The detailed provisions of the bill we are not in
position to respond to this morning.

Senator WirLiass. Well I have no further questions, but after
you have studied it I would be interested in talking with you.

Senator Curris. Would you yield right there?

Would this be a fair statement of your position, the Department of
Agriculture, that as to the tax matters involved in this bill, your posi- -
tion would be the position of the administration and would be the
position that would be in accord with the final decision of the Treas-
urK Department ¢

Ar, Pasrupera. T would think, Senator Curtis, that we would want
to consult. with the Treasury Department. We might have certain mat-
ters on which we would like to persuade the Treasury Department to
some view other than the one that they have historically had. That is
quite possible. '

Senator Curris. I understand, but what I mean is your concern is
primarily this development in rural areas?

Mr, PaariBera. Yes,sir.

Senator Curtis. And you would be giving considerable weight to
the views of the Treasury De%mrlment, as to the rates and technical
provisions of the tax proposals

Moy, PaArisera. Indeed, that would certainly be true.

Senator Curtis. Yes, because all of us are faced with a little bit of a
problem hore, in fact it might be an inconsistency on the part of some
of the Senators involved. We are very much interested in the objective
of this measure; many of us are coauthors of it. Since its introduction
the administration through the Treasury Department has asked for
tho repeal of the investment credit.

Mr. Paartsera. Yes.

Senator Curtis. And so there are some of those things that. will have
to be reconciled and worked out. And I do not know just what the an-
swer will be.

Mbr. Pasrioera. Senator, the concern about the investment credit is
largely a fiscal matter having concern for the overall stability of the
economy.

Now, the investment credit in rural areas that Senator Pearson has
in his bill would have fiscal impact, but its concern is really to chnn%(tp
the pattern of resource use. And it should be considered, I would think,
primarily with reference to its impact on resource use rather than with
reference to its fiscal impact. .

Senator Curris. Well, all I am saying is that the situation is modi-
fied to the extent that we have a little more complex problem——

Mr. PAARLBERG, Yes.

Senator Curtis (continuing). To look into——

Mr. PaariBERG. Yes.

Senator Curris (continning). Than at the time of the introduction of
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the bill when the request. for repeal of the investment credit generally
was not before the Senate and before the Congress.

My, Paarieera, Indeed. :

Senator Tarmange. Senator Fannin,

Senator FANNIN, Thank you, Mr, Chairman,

Coordination of Programs

Dr, Paarlberg, I am very pleased to hear that you are in agreement

- * Awith the general principle und objectives of the bill, I am wondering

if you have had the same experience I have had in regard to the pro-

liferation of these programs—now, not necessarily this exact proEram

but similar programs—from the standpoint of inducements to bring

industry and businesses into the rural areas, I am wondering what

we can do to attain the greatest benefits with the amount of money that

cun be expended and to try to coordinate these programs rather than

to just have them going off in tangents. Will this help to bring them
together, do yon !hlllkf

Mr, Paarisera. We also are concerned with the proliferation of
programs addressed to the rural-urban imbalance, There is difficulty
in coordinating these and focusing these. Up until now, very limited
amounts of money liave been spont on these programs in the rural
areas, And part of the work up until now has been exploratory, trying
out different things and secing what is effective and what is not.

I believe that we ure at a stuge where we should examine our ex-
perience and establish some priorities as to existing programs and
reduce the amount. of conflict that presently exists, But of the various
things that have been tried in the rural areas, none of them would
Inve the potential impact in terms of real inputs, dollars, that this
program would have. And if this program were im‘)lemented, our
efforts in the rural aveas, I think, would have a focal point around
which they could be associated, and we would generate considerably
more forward thrust than we have up until now. .

Senator Fannin. In this program, of course, we provide an incen-
tive for training?

Mr. PasrisEra, Yes, ‘

Senator FanNiN. And for other factors, too, that would be of great
benefit, But I know that in my investigation in my particular State
I fonnd that in many of the school programs that have voeational train-
ing they have the training that is needed for the unskilled worker so
they can be employed, but we also have schools that are not completing
the job; for instance, a junior college program, where it could be
controlled. We have schools springing up all over our areas, industrial
areas especinlly, many of which are not really equipped to do the job
they are attempting. I am worried as to the amount of money we are
spending in trying to train people and the fact. that we are not really

oinﬁz it in the manner in which it will accomplish our objectives and
our hopes. L

That is why I am so concerned. I know that tliere are at least eight
or 10 schools in my State that are not in & position to really do the
work they have assumed, and it could be better done hy the public
schools or through a program of cooperation with the public schools.

Instead of that, the Government is furnishing funds to people who
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do not have the ability to carry through the program of training. I
just. wonder how we can ever pull them together.

Mr. Paarisera, Well, it will be difticult because the problem is in
part agriculture, it is in part educational, it is in part welfave, it is
i part industrial, it is in part a matter of concern to the Labor De-
partment with its services of employment. All these different. agencies
are at. work in this area. ‘L'he eftort is relatively new, they are feeling
their way, and undoubtedly there is dléplication and there is over-
la]p ding as public agencies learn to address themselves to a public
which was not thought to ba a problem until the lnst. couple of decades.
I think we will have some of this duplication and some considerable
disappointments until we accumulate enough experience so that our
efforts will be move effective. I think up tﬁl now they have been in
part effective, but the total amount of resources that have been com-
mitted to solving the problem that you Senators are concernesl about
in this area, total resources are very limited compared with the amount.
of resources that we have addressed to trying to solve the problem after
it shows up in the urban areas.

Senator Fannin., Well, maybe the total amount is limited, but I
think in many of these training programs, esgecinlly those that have
been in effect the past 2 or 3 years wo have had a considerable amount
of money that has been expended that has not gone through the regu-
lar channels but has gone into private organizations, schools that are
operated by private individunls, I wonder how we can bring those
back under supervision, if we had school work under HEW and your
work in AFricultum It scems to me we have too many people trying
to accomplish the same objective, and I would say they are doin
some good, there are benefits but not commensurate with the cos
involved. :

That is just like the BIA, We have 8 or 10 agencies on an Indian
Reservation. I do not like to continue going back to the Indian Reser-
vation example, but it perhaps is the example I can give you be-
cause you can observe the proliferation of agencies working perhaps
for & common objective but not even knowing what the other is doing.
And we know that they go on the reservation without even consulting
with the tribal council or the tribal chairman, This is resented, and
so they do not get the cooperation. And here we have one example
where in t.ryinpi);o give legal aid to the people on one reservation they
are spending about $800,000, which is about three times the amount
that is being spent by the attorney general’s office in that State, And
this is being spent on one reservation for legal aid. .

So I just bring these examples to you because I feel that if that
is happening in that particuluar instance, then what is the overall?
And T sometimes wish that we could have an exact and complete
total of the amount of money that is bein sPent on one reservation
and then what is being accomplished with that amount of money.
I think we would be very surprised as to what is involved.

But my emphasis to you is I just hope we can work to coordinate
these efforts and eliminate the duplication in order to accomplish
these objectives. They are noble objectives, but our results are going
t% be negligible unless we can do a better job of concentrating our
efforts.
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Mr. PaarLBera, Well, that is an important challenge to the executive
branch, and much remains to be done to effect the coordination and
effectivoness of these programs, I certainly would agree.

Senator Fannin. Thank you.

Senator TaryapcE, Senator Curtis,

Senator Curt1s. No.

Senator Tarxmapce. Senator Pearson.

Senator Prarson. No. I thank the chairiman for his courtesy. I have
no questions,

enator Tarsrapar. Thank you very much, Dr. Paarlberg.

The next witness is Mr. Fred G. Steele, Jr., Cochairman, Coastal
Plains Regional Commission, Washington, D.C. And Mr. Steele is a
former citizen of my State and an old friend.

It is a pleasure to wolcome you here, sir.

STATEMENT OF HON. G. FRED STEELE, JR., COCHAIRMAN, COASTAL
PLAINS REGIONAL COMMISSION, WASHINGTON, D.C.

Mr, Steere, Thank you very much, Mr. Chairman. It is a pleasure
to have an opportunity to testify before your committee. I would
like to submit a prepared copy of my statement.

Senator T'aLMapce. You may insert it in the record and proceed in
any manner you see fit.

r. StekLe, I would like to do that.

§eﬂutor Taraapax, Without objection, the statement will be inserted
in full?

Mpr, SteeLe. Thank you.

The Coastal Plains Regional Commission concerns itself with an
area of 159 counties in States of Georgia, South Carolina and North
Carolina, It is the eastern portion of those States from the fall line
to the coast. .

Our area is well below the national averags per capita income,
approximately 1,000 per person. The outmigration has been extremely
high. Approximately half & million people in the 1950’s moved out of
our region, We are concerned with this problem. We feel it is directly
related to a lack of job opportunities within the region.

Senator Taracape, Where did those people in the outmigration go?

Mr, SteeLe. Primarily into the urban areas; yes, sir.

Senator Tarymapce. A large number of them wound up on public
welfare, I takeit? .

Mr, SteeLe. We have had the outmigration of unskilled, unem-
p](éved people.

enator TarLMapor, More than 40 percent, asa matter of fact?

Mr. Steere. Right. In our region, the economy has been agricul-
tural for many years and we are just now going through agonies of
trying to develop a more industrinl area to provide more opportu-
nities,

Senator TarLmapge, It would be much cheaper in the ]onﬁ( run to
offer some Federal incentive to provide job opportunities in that area
thgr?l keep them on public welfare in the cities in perpetuity, would it
no

1 Mr, Steele’s prepared statement appears at p, 72,



72

Mr, Steese, Absolutely, yes. We have found, too, I noticed in some
recent statistics, that nearly 80 percent of new job opportunities
1n recent years have been in the urban areas, not in rural America.

If I may digress just a minute, Jast week I was in Greene County,
North Carolina. A small county, Greene County is distinguished by
having the lowest per capita income of any county in the State. And
yet I found that there we have the best people that you would ever
want to meet. These are gople that are just looking t%r opportunity.
Their housing may not be adequate, but I did not find a house that
was not well maintained. These are good people, they are hard work-
ing people, and I think it is our responsibility to see to it that they
have the opportunities within their county and not have to migrate
tothe cities.

As has been mentioned, the administration has not formulated
a position on this particular legislation. However, it does affect the
143 connties out of our 189 counties in Coastal Plains, Certainly we are
looking at this legislation with great interest. )

Just some 2 weeks ago, the five Federal Cochairmen of the title V
regions met and agreed that this was one of our primary areas of
interest; that we would take into consideration some type of tax incen-
tive program. This is now being studied, We are certainly not ready
" ‘at this time to come up with a position. But I feel that a tax incentive
certainly may be an important factor in giving us a more equitable
division of job opportunities.

Senator Taraapcer. Senator Williams,

Senator Wirrias. No questions.

Senator Taraapge. Senator Curtis.

‘Senator Currtis. No questions.

Senator TaLMApor. Senator Pearson.

Senator Prarson. No, ‘

Senator Tarmance. Thank you very much, Mr. Stecle, for your
appearance, We appreciate your testimony.

Mr. SteELE, Thank you, sir.

(Mr. Steele’s prepared statement follows:)

STATEMENT BY HONORABLE G. FRED STEELE, JB., FEDERAL CoCHAIRMAN, COASTAL
PLAINS REGIONAL COMMISSION

Mr, Chairman, as Federal Cochairman of the Coastal Plains Regional Commis-
slon, it is & great pleasure to testify before the Committee on Finance concerning
the Rural Job Development Act (S.15).

The Coastal Plains Regional Commisslon was established pursuant to Title V,
‘Public Works and Economic Development Act of 1985, It is a Federal-State part-
nership whose purpose is to induce orderly, accelerated economic growth in the
Coastal Plains of North Carolina, South Carolina, and Georgia,

The Coastal Plains Reglon extends from the fall line to the Atlantic Occan
.and from the Virginia border to the Florida line. It includes 159 counties of
North Carolina, South Carolina, and Georgia and 143 of these would be affected
by this legislation. The median income of the legion is weli below the U.S. aver-
age and the outmigration is very high. The Region has a high percentage of sub-
standard housing and its educational attainments are well below natlonal levels.

The low per capita income and the high rate of outmigration in the Region is
positively correlated with a lack of varlety in job opportunities. Traditionally,
our economy has been based on agriculture and heavily dependent upon cotton,
peanuts, and tobacco. As agriculture has become mecha