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(1)

SMALL BUSINESS AND RURAL ECONOMIC
DEVELOPMENT

TUESDAY, JUNE 4, 2002

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 2:47 p.m., in

room 215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Also present: Senators Kerry, Lincoln, and Grassley.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The hearing will come to order.
First, I apologize to the committee and all in attendance for the

delay in beginning this meeting.
We are here to consider legislation to increase the minimum

wage. I think that is a good idea. I think a lot of people do. But
it may raise some costs for some businesses, and the question is,
what can we do to help those businesses? That is what this hearing
is all about.

Small business employs more than their share of minimum wage
workers. That is clear. They employ 51 percent of America’s work-
ers, but 61 percent of minimum wage workers.

Small businesses generate most of the new jobs in the economy,
65 to 75 percent in most years. Small businesses are especially im-
portant in rural areas. In my State of Montana, 98 percent of our
businesses—98 percent, about 30,000—have fewer than 500 em-
ployees. That is the Small Business Administration’s definition of
a small business.

But minimum wage is also more common in rural areas. About
20 percent of rural workers earn the minimum wage or less, com-
pared to about 40 percent of urban workers.

Rural communities are facing other challenges, particularly in
America’s heartland. We will hear today about rural areas that are
losing people, as well as losing jobs.

Our rural communities have, in effect, the opposite problem.
They are growing rapidly. Rapid growth brings differing concerns:
transportation, housing, environment. Tribal communities face
some of the biggest challenges and deserve special attention them-
selves. Our hearing today will help us identify what we can do to
help these diverse rural areas and to help small businesses in gen-
eral.
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I am proud of what we have done in the past: the Tax Reform
Act of last summer, for example, and the recent economic stimulus
package is another example.

But there is more we can do. There are a number of small busi-
ness and rural economic development bills before the Finance Com-
mittee. Senator Grassley and I have co-sponsored legislation to give
tax relief, for example, for farmers and for fishermen.

I am also developing a proposal to give small businesses a tax
credit of up to 50 percent for the cost of providing health insurance
to their employees. Today, it is often too expensive for small busi-
ness to provide health plans for their employees, and I think this
tax credit can make a real difference for small business.

Senator Kerry heads the Small Business and Entrepreneurship
Committee. Chairman Kerry has introduced bills on financing,
equipment expensing, and other small business issues. Senators
Hatch, Breaux, Lincoln, and Thompson on this committee have a
bill to reform rules for S corporations.

Senator Rockefeller has a bill to encourage broad-band Internet
access for rural and under-served areas. Senators Dorgan and
Hagel will tell us about their rural development bill that has been
referred to this committee.

So, there are a lot of good ideas. But before we take action on
specific bills, we need to hear directly from the people that are af-
fected by our legislation. Today we will hear from a great variety
of people from across our country. Some of them are experts in
business, in taxes, in technology. They are from universities, they
are from government, and from business organizations.

Alongside them, we have the real-world experts. They can edu-
cate us about the challenges they face in operating farms and oper-
ating ranches, and small businesses in rural America. That is
where the rubber really meets the road. Not just the advisors, but
where paychecks are written and where bills are paid.

We look forward to learning from all these witnesses on how we
can help America’s businesses and communities thrive better and
prosper more. After the hearing, I look forward to working with
Senator Grassley and all members of the committee to come up
with a package of small business tax incentives that will make
good sense and can be enacted into law.

I would like to turn to my good friend from Iowa, Senator Grass-
ley.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Thank you, Mr. Chairman, for holding this
hearing.

All across America, the problem of high taxes is evidence. Wall
Street, of course, measures the economic slow-down by high-tech
stock prices. Main Street uses the number of farmers buying equip-
ment at the local dealer or taking out loans at the community
bank.

Both measures are important, but one of them leads to farm auc-
tions and empty storefronts. To get the economy back on track, we
have to visit both Wall Street and Main Street. Today, our focus
is upon Main Street.
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A significant portion of the tax burden is borne by small business
and farm people. These are the taxpayers who do business on Main
Street. Farmers and small businesses rarely do business in the con-
ventional corporate form.

Most farmers and small business are owned by sole proprietors,
partnerships, LCCs, or S corporations. That means farmers and
small business folks’ taxes are paid on their 1040 form.

Now, last June President Bush’s tax relief bill cut marginal indi-
vidual tax rates and greatly helped farmers and small businesses.
That is just one of many reasons to support making tax relief per-
manent. If we do not make it permanent, then ask any farmer why
he or she should pay 39.6 versus 35 percent paid by Fortune 500
companies.

In addition to marginal rate cuts, there are many tax problems
faced by Main Street businesses that we will look at in today’s
hearing. We will explore several topics, but the ones I want to
point out are those that are faced by small business and farmers,
and how we address those tax problems, including what we call
farm accounts and income averaging for farmers.

Last year, we had a hearing entitled ‘‘Preserving and Protecting
Main Street, USA.’’ Last year, the chief economists of the U.S.
Small Business Administration testified that their research shows
75 percent of new jobs created in this economy come from small
businesses, and two-thirds of those new jobs were created by firms
with fewer than 20 employees.

In addition, the Small Business Administration felt that evidence
suggests that small business is affected more severely in a down-
turn, and that lowering and simplifying taxes helps small business
with increased productivity.

In this Congress, I have sponsored, with Chairman Baucus, the
Tax Empowerment and Relief for Farmers and Fishermen Act, and
also included in that are farm accounts, income averaging for farm-
ers, and several proposals to simplify the questions concerning self-
employment tax exposure and cooperative measures within that
bill.

In a previous hearing, I laid out three principles that I planned
to use on tax legislation: efficiency, equity, and simplicity. On the
first, efficiency, we must make sure that we change the Tax Code
in a way that grows the economy. In regard to equity, I think that
is simple: fairness for all.

My third, is simplicity. Everyone who fills out a Form 1040
knows about the complexity of the Code. All across the country,
Americans are dealing not only with the burden of paying Federal
taxes, but the additional burden of tax complexity.

Thank you, Mr. Chairman, for giving all these issues an oppor-
tunity to be heard, and I will look forward to continue to work with
you. As I said, these issues are very bipartisan.

Thank you.
The CHAIRMAN. Thank you very much, Senator.
I would like, now, to turn to the chairman of the Small Business

and Entrepreneurship Committee, who also is a member of our
committee, Senator Kerry, for his statement.
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OPENING STATEMENT OF HON. JOHN F. KERRY, A U.S.
SENATOR FROM MASSACHUSETTS

Senator KERRY. Mr. Chairman, thank you very, very much. I ap-
preciate that, and I ask my colleagues’ indulgence. I’ll be very brief.

I would ask unanimous consent that my full statement be placed
in the record in full.

The CHAIRMAN. Without objection.
[The prepared statement of Senator Kerry appears in the appen-

dix.]
Senator KERRY. And I would like to ask, also, consent that I

could leave a couple questions in writing, if I may.
The CHAIRMAN. Without objection.
Senator KERRY. Mr. Chairman, let me just say very quickly, you

summarized effectively the impact of small business, not just in
Montana, but in the country. Ninety-eight percent of the businesses
in the country are small businesses, and more than 52 percent of
the workforce nationally is small business.

One of the reasons that we asserted the concept of entrepreneur-
ship in the work of our committee, is really that there is a whole
role of entrepreneurial activity that can be enhanced through the
actions we take, the tax structure and otherwise, that often is not
thought of when people think specifically of small business.

There are a number of proposals that our committee has brought
to the attention of the full Finance Committee, and we hope in the
context of this important initiative that we can come up with an
fiscally responsible small business stimulus bill that would have an
impact, hopefully, also in addressing some of the minimum wage
issues people have.

Let me just, very quickly, summarize them. In the Affordable
Small Business Stimulus Act, which we submitted last November
in response to the events of September 11, we have seven key pro-
visions, including several with very broad support.

There is an increase in the Section 179 expensing and a reduc-
tion in the depreciation recovery period for computers and soft-
ware. Those efforts will help small business and high-tech at the
same time.

In addition, we extend the existing income averaging provisions
to cover fishing, as well as farming, which I know both you and the
Ranking Member support.

We also modify and expand a 1993 law regarding new equity in-
vestments in small business stock. I think this is something that
Republicans and Democrats ought to be able to get excited about,
which is allowing new companies with capitalization of up to $100
million at the time of investment, they could have a 75 percent cap-
ital gains exclusion if the investments are held for 3 years.

It might be that we want to change 3 years to 5 years. That was
originally thought of during the period when the return on invest-
ment cycle had sped up so significantly in the 1990’s. Now we seem
to be back to a more normal incubation period, so we might think
more in terms of 4 years or 5 years.

But that exclusion for such investment could become 100 per-
cent—100 percent—capital gains exclusion if they are made in a
business involved in certain critical technologies which happen also
to be almost exclusively high value-added jobs, which are the
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places where we get the greatest gain in our economy in terms of
tax base.

They would also be for specialized small business investment
companies. I hope the committee will consider broadening Section
1202 in this way as we approach this. It would have a profound
impact on the flow of capital to new investments, and it is not that
costly in terms of the overall revenue.

We also have a single-point tax filing initiative which simplifies
the tax filing process for employers by allowing the IRS and State
agencies to combine in one form both State and Federal employ-
ment tax returns.

We passed, in the Senate, this provision on two occasions, but it
has yet to become law. We would hope that we would be able to
do that.

Finally, we modify the tax treatment of investors’ investments in
so-called debenture small business investment companies, the
SBICs, so they are less likely to create unrelated business taxable
income, UBTI, liability.

In so doing, the bill encourages greater investment in SBICs,
which provides critically needed venture capital to emerging small
businesses. That change is very important to the SBICs. It also has
very little revenue cost.

I would just quickly call your attention to a bill Senator Snowe
and I introduced a little while ago called the BRIGE Act, which is
the Business Retained Income Growth and Expansion Act.

It is a new idea, and it fills an important gap in capital financing
for growing entrepreneurial companies by allowing them to access
new capital by deferring a portion of their own Federal income tax
liability if the money is reinvested in their own business. It is a
two-year deferral. It is limited to $250,000 of tax liability and it is
repayable, with interest, over a 4-year period.

So the deferral aspect of it actually provides working capital to
companies out of their own income, out of their own revenue, and
just defers the payment to the Federal Government.

For small businesses, that can often be particularly critical, espe-
cially when you look at some of the problems businesses have in
the wake of September 11th. They are viable businesses. They have
had a great track record.

They have a momentary downturn, they have a crunch on cap-
ital, the banks have tightened lending, they do not have the ability
to find the capital. What better way than to take it out of their own
revenue with a deferment which has a specific repayment schedule
and interest repayment?

I would like to thank Patrick Von Bargen, who is going to testify
today, of the National Commission on Entrepreneurship for his
early support, and energetic support, of this.

The last thing we need to do, Mr. Chairman, is we have got to
change the individual Alternative Minimum Tax treatment on in-
centive stock options. In the year 2000, thousands of employees of
Massachusetts and elsewhere around the country—a lot in Cali-
fornia, a lot in Texas, Florida—were hurt when the exercise of their
options generated huge tax liabilities, but the values of the options
had declined. Many workers around the country now owe thou-
sands of dollars in taxes on income that they never realized.
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The Tax Code does a lot of crazy things, I think we would all
admit, but it should not tax people for income that they never had.
I bring this up because the stock option issue is receiving a lot of
attention because of Enron and other accounting irregularities.

But I do not think we should lose sight of the value entre-
preneurs place on incentive stock options as a key tool to attract—
and in many cases it is the key tool, it is the only way you at-
tract—early talent to a start-up venture and keep qualified people
for a period of time.

Senator Grassley and I worked, at the end of the last session, to
try to have a fix on this. We were not able to pass it. But I would
hope we would be able to do this in the course of this, and I think
we could do it probably, Mr. Chairman, in a bipartisan way.

So, I thank the Chair very, very much for your indulgence, and
I thank my colleagues.

The CHAIRMAN. Well, I appreciate it, Senator. You have got a lot
of really good ideas there, and I hope that we can enact some of
them.

I know in our State in Montana, you mentioned the point where
State and local government employment taxes could file a single
form. We have a pilot project in Montana doing just that, and I
hope that can be extended.

Thank you very much, Senator.
We are very honored today to have two senior Senators.
The Senator for Arkansas. Absolutely. Two minutes. You have

got it.

OPENING STATEMENT OF HON. BLANCHE L. LINCOLN, A U.S.
SENATOR FROM ARKANSAS

Senator LINCOLN. Thank you, Mr. Chairman. I want to thank
you for holding the hearing on small business and rural economic
development. And to our colleagues that are here to testify, I prom-
ise you I will be brief.

I just wanted to point out a couple of things that I think are very
important that we are going to be discussing in this hearing.

I have always supported helping small businesses by offsetting
the pressure of wage increases, which I do think are important, by
coupling minimum wage increases with a package of tax cuts that
are targeted to businesses.

As you will notice, I have seen this map before. I think someone
testified in here, one of our colleagues testified before we broke.
There is a considerable red area in the Mississippi Delta region,
mostly eastern and southern Arkansas. So, we have seen an incred-
ible out-migration in my old Congressional district, as well as a
good part of our State.

I want to thank the Chairman and the Ranking Member for
highlighting several bills here. First, the S. 312 bill, which is a
package of needed farm belt tax changes. I am proud to be a co-
sponsor of that, Mr. Chairman.

I am also particularly glad that the hearing will also focus on S.
1201, the S Corporation Modernization Act. Earlier in this Con-
gress I worked very hard with Senators Hatch, Breaux, Thompson
and Graham to produce this legislation, which I think is absolutely
necessary to eliminate confusion and tax traps for the unwary and

VerDate 11-MAY-2000 10:44 Apr 22, 2004 Jkt 092535 PO 00000 Frm 00010 Fmt 6633 Sfmt 6633 92304.000 SFINANC2 PsN: SFINANC2



7

to expand growth and investment by making available more cap-
ital.

This legislation will also help advance what I see as an impor-
tant long-term goal of eliminating the double layer of tax on Amer-
ican business.

So I would like to just mention one other issue, that I have got
out a bill, S. 1278, the U.S. Independent Film Incentives Act, cur-
rently has 26 co-sponsors, including Senators Breaux, Torricelli,
Jeffords, Kerry, and Snowe of this committee.

The bill would provide for a two-tiered targeted wage credit de-
signed to stem the outflow of one of our biggest industries in this
country, and that is the American films to foreign markets.

Some think that, on the face, the bill appears to just help Holly-
wood. It actually will boost the segment of the market most vulner-
able to the impact of runaway films and television production, and
to helping small business that support it.

It is only available if total wage costs are more than $200,000
and less than $10 million, and provides for 25 percent wage credit
equal to the first $25,000 of qualified wages and salary, and a 35
percent credit of such cost if it is incurred in low-income commu-
nities, which many of these areas happen to be.

So, I certainly would appreciate some focus on that, and being
able to tell my colleagues that it is a good bill. Many of our States
have been very paramount in film industry production in years
past, most of which has gone to Canada, Australia, and other coun-
tries.

According to a Commerce Department study, every year we do
not act we lose $10 billion worth of our most American industry,
the film industry, to the tax incentive that foreign countries have
created to lure their lucrative and economically stimulating indus-
try across our borders, much of which has been out in rural Amer-
ica in times past and in years past.

So, Mr. Chairman, I thank you very much. I appreciate our col-
leagues being here to testify and talk about these important issues
of helping to stimulate the economy in rural America, and hope-
fully put some type of a stop-gap on the out-migration that we are
seeing in areas like, certainly, eastern and southern Arkansas, and
other States.

Thank you, Mr. Chairman. I would like to ask unanimous con-
sent to have my entire statement in the record.

The CHAIRMAN. Without objection.
Senator LINCOLN. Thank you.
The CHAIRMAN. Thank you, Senator, for that excellent statement.
[The prepared statement of Senator Lincoln appears in the ap-

pendix.]
The CHAIRMAN. All right. We are now honored to have two of our

colleagues with us today. First, Senator Byron Dorgan from North
Dakota is on my left, and Senator Chuck Hagel from Nebraska on
my right.

Senator Dorgan, why do you not proceed?

STATEMENT OF HON. BYRON L. DORGAN, A U.S. SENATOR
FROM NORTH DAKOTA

Senator DORGAN. Senator Baucus, thank you very much.
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No doubt, many in this room have seen the movie ‘‘Four Wed-
dings and a Funeral.’’ There is a variation on that theme in New
England, North Dakota, a small town in southwestern North Da-
kota. The Lutheran minister in New England’s name is Donna
Dorman, Reverend Dorman.

She told me that, at her Lutheran church, she officiates at four
funerals for every wedding. What she was saying, of course, was
that in her small town, the population is older. The town is shrink-
ing. There are fewer young people moving in and fewer people hav-
ing babies. So at that Lutheran church, there are four funerals for
every wedding.

Now, that happens to be from a county that I grew up in, in
southwestern North Dakota called Heddinger County. It is slightly
larger than the State of Rhode Island. When I left Heddinger
County, graduating in a high school class of nine—top five, by the
way—there were 5,000 people living in the county. Now there are
3,000 people living in the county.

That map that I have prepared shows you a relentless, gripping,
devastating change in the heartland of our country, the map which
most of the audience perhaps cannot see. But it outlines in red the
counties in America that have lost more than 10 percent of their
population in the past two decades.

Ninety percent of North Dakota’s counties have lost more than
10 percent of their population; one-third of Arkansas’ counties have
lost more than 10 percent of their population; 54 percent of Mon-
tana’s counties have lost more than 10 percent of their population;
59 percent of Iowa’s counties.

This is not just a North Dakota problem, or an Iowa or Nebraska
problem. It is a problem that affects the heartland of our country.
It is a systematic depopulation of the middle of America.

Senator Grassley and I joined together to write a piece of legisla-
tion that analyzes whether we ought not try to save the heartland
in our country. A century and a half ago, we created a homestead
program. We said to people, if you come out there and improve the
land, and live on the land, we will give you some land. That was
called the homestead program.

My great grandmother, an immigrant Norwegian woman who
lost her husband, took her six kids on the train and went to
Heddinger County, North Dakota, pitched a tent, built a home, ran
a farm, raised a family, had a son who had a daughter, who had
me. That is how I came from southwestern North Dakota. Almost
everybody in this room who comes from the middle part of the
country has a similar story about the Homestead Act.

Now, Mr. Chairman, we do not have land to give away anymore
so we cannot propose a Homestead Act, or I would be here pro-
posing a Homestead Act with land.

Senator Hagel and I have suggested something different. When
America’s cities were in trouble, economic blight in the middle of
our cities, the cry was, let us save America’s cities. Congress went
to work on an urban renewal program, a Model Cities program, to
invest in and save Americas cities.

The programs were quite effective, as a matter of fact. Now there
is this relentless move to depopulate the middle part of our coun-

VerDate 11-MAY-2000 10:44 Apr 22, 2004 Jkt 092535 PO 00000 Frm 00012 Fmt 6633 Sfmt 6633 92304.000 SFINANC2 PsN: SFINANC2



9

try, and the question is, do we want to try to save the heartland
of America? In my judgment, we ought to.

These are wonderful places in which to live, great places to raise
a family. They have what most people aspire to have: they have
good schools, by and large, good neighborhoods, low crime rates.
Yet, there is this relentless out-migration.

So the question is, what can we do about that? My hope is that
the committee will consider a big idea. We mess around here in
Congress with a lot of small ideas, and some big ideas. Senator
Hagel and I are proposing a big idea, and we understand that it
is going to take some time.

But the big idea is called the Homestead Economic Opportunity
Act, where we put together really four pieces: homestead opportu-
nities for individuals who locate in these high out-migration coun-
ties, forgiving up to a certain percent of college loans each year for
those that go back and locate in those areas; a tax credit for home
purchases in those areas; protecting home values that inevitably
fall in those areas by allowing the deduction of the loss from Fed-
eral income taxes; establish individual homestead accounts which
become, in effect, their quarter section of land, tax incentivized
homestead accounts.

In addition to that, we provide incentives for businesses to ex-
pand or locate in high out-migration areas, including directed in-
vestment tax credits and acceleration depreciation for equipment
purchases.

Then, too, we create a new homestead venture capital fund. We
are venture capital starved in the heartland of our country. So,
these are the things that we propose. I will not go into them in
great detail. I have to leave.

Senator Hagel is also going to testify. He, as you know, Mr.
Chairman and Senator Lincoln, comes from Nebraska. In Ne-
braska, I believe 65 percent of their counties have lost more than
10 percent of their population.

But it is not just a North Dakota, Montana, Nebraska, Arkansas
problem. This is a relentless, gripping problem that is occurring in
the heartland of America that we must try to do something about.

If I might finish, I have a couple of other suggestions on some
tax issues in my statement which I would ask that you consider.

But let me just tell you, there is so much that is wonderful about
rural America that we will lose if we somehow believe that family
farms and small towns are like the little old diner that gets left be-
hind when the interstate comes through. It is much more than
that. It is part of the character of this country.

A wonderful author named Critchfield described the nourishment
and refreshment of family values that has always flowed in this
country from family farms to small towns to big cities. You lose
part of that character, you lose something important that is Amer-
ican.

In a little town with 80 people in it, Sentinel Butte, North Da-
kota, there was a national story here a while back about a couple
that runs a gas station. But they are nearing retirement age and
do not want to work full days.

So what they do at their gas station, is they close at 1:00. But
they hang the key up on a nail outside the door, and if you need
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gas, you unlock the pump and you put gas in, and then you make
a note on the pad just below the nail how much gas you took.

Now, Mr. Chairman, there are some areas of the country where
that would last about 15 minutes. But it works real well in Sen-
tinel Butte, North Dakota. Why? Because part of our rural inter-
ests are about character and about the things that we also have
trouble attaching a value to, or a cost to, but things that contribute
immeasurably to American life.

So, I hope you will take a look at this. I think from the stand-
point of Montana, there is a lot to say for this legislation. Let me
say a special thanks to my colleague, Senator Hagel. He has been
a delight to work with on this, and I hope perhaps we can get the
Finance Committee to work with us and move some legislation.

Mr. Chairman, thank you very much.
The CHAIRMAN. Well, thank you, Senator. You put your finger on

a huge problem in this country. I know I speak for my colleagues
from Arkansas and Nebraska. You have come up with a big idea,
and clearly we need some big ideas because the trend is very much
in the wrong direction. I hope that we can enact a good bit of what
you are suggesting.

As you say, I am not sure we can do it all, but we can certainly
move down that road. If we do not, the trend is going to continue
and it is going to be more than 10 percent out-migration pretty
soon. There will be a lot more than 10 percent. But thank you very
much.

[The prepared statement of Senator Dorgan appears in the ap-
pendix.]

The CHAIRMAN. Senator Hagel?

STATEMENT OF HON. CHUCK HAGEL, A U.S. SENATOR FROM
NEBRASKA

Senator HAGEL. Mr. Chairman, thank you. I, too, appreciate the
opportunity for Senator Dorgan and I to discuss, within the context
of your larger picture here today, Mr. Chairman, the issues that I
think are fundamental, not just for the growth of this country, but
as Senator Dorgan pointed out, to the cultural dynamics.

The chairman of the Small Business Committee talked about the
value of small business. We understand that it is there in that uni-
verse where new jobs are created, where new ideas come from,
where inventions come from. It is the engine that has always driv-
en this country.

The cultural dynamic that is attached to that is a part of it. It
may well be the most important, understated part.

I, of course, cannot claim the stratospheric intellectual standing
of my colleague from North Dakota on his high graduation stand-
ing. I am not sure where I ended up. But, fortunately, that is not
the point of this hearing.

We are here, as Senator Dorgan has noted, as you have, as oth-
ers have, to talk about incentivizing not just rural America, but all
of America and economic growth.

The fact is, we have seen over the last 20 years, as you survey
Senator Dorgan’s map, the consequences of these smaller commu-
nities not sharing in a good deal of the economic boom that has
taken place in this country during that time.
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A recent report by the National Corn Growers Association says
that one of every two rural counties lost population in the 2000
Census, and three of every four rural counties experienced below-
average economic growth, despite record levels of farm subsidies,
for example, in the 1990’s.

Now, we have just finished debating and voting on a new farm
bill, and that farm bill is the most expensive farm bill we have ever
reported out of this Congress. We spent a lot of money in the
1990’s on the farm bill.

So, these numbers and these observations that were issued by
the National Corn Growers Association are important because they
are relevant to what we are talking about today.

The fact is, during the past 50 years America’s non-metropolitan
counties have lost more than one-third of their population. More
than a third across the board of that population has been lost. Dur-
ing the same period, the number of people living in metropolitan
areas has grown by over 150 percent.

As the National Corn Growers’ report states, ‘‘These trends chal-
lenge policymakers to shift emphasis from commodity subsidies to
rural programs that will enhance job growth and opportunities for
a broader set of rural residents than farmers alone. In short, farm
policies’ commodity price supports have done little to help farm
communities reverse the decline.’’

Again, I point to that example, Mr. Chairman, because I think
we have tended over the years to move in a direction that, in fact,
has de-incentivized growth and have not been the productive ma-
chines that we had hoped that they would be to enhance growth
and prosperity.

As Senator Dorgan said last February, we introduced our new
Homestead Economic Opportunity Act, S. 1860. The focus of this
act, as he noted, was to explore in some detail, but also as most
pieces of legislation are, general areas where we could work with
committees and work with our colleagues to come up with a solu-
tion.

We know, as Senator Dorgan said, that this is a beginning, just
what we have heard so far today during this hearing from our col-
leagues.

Your range of cataloguing some of the legislative initiatives that
have been put forward, all are part of the composite that you and
this committee are reaching for. For that, we appreciate that very
much.

In Nebraska, which you may be aware of, Mr. Chairman, the
first actual homestead site was in Nebraska. As you know, we just
celebrated the 140th anniversary last month of the Homestead Act.

The first homestead was right outside of Beatrice, Nebraska, so
we have some understanding of what that meant and how that
transformed our State, and of course the Midwest, and really all
of America.

As our people became more productive in this country 140 years
ago and through that period as they moved west, that brought
about new markets for the people in the east who were already es-
tablished, the financing, the capital, the incentives, the supplies,
the services. So, it all does connect.
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As I have noted, I think one of the points I made in a floor
speech I gave a couple of months ago on this, this is not just a Mid-
west, Rocky Mountain, southern issue because of the fact that it
has the marketing and growth consequences that it does.

As Senator Dorgan mentioned, we build upon a number of exist-
ing programs. We actually focus on three new areas where we
would incentivize: individuals, businesses, and capital formation.

There are some areas of notable success in various States. Okla-
homa, for example, has an area that could be used very much and
very clearly as a role model for capital investment with a joint ven-
ture consisting of the State and private sources in various Federal
programs.

So there are models out there. There are formats that have been
used successfully at a local State level that we would try to build
into what we are doing.

But without going into the details of what we are about, because
you have other panels behind our panel and I know you want to
get to those, I would just summarize by just saying that we, Sen-
ator Dorgan and I, and our co-sponsors are grateful that this com-
mittee is looking at the completeness of this challenge for our coun-
try.

We recognize fully that our bill is just but a part of that, and we
are grateful for this committee’s consideration of our bill as you go
forward. We would stand ready to assist this committee in any way
that we could.

Again, Mr. Chairman, thank you very much.
[The prepared statement of Senator Hagel appears in the appen-

dix.]
The CHAIRMAN. Well, thank you, Senator. That was a very

thoughtful statement. I am struck with your observation, which I
think is essentially true. Even though we have just passed a farm
bill which will help agriculture in our country I think far better
than the previous farm bill, still, I do not know if that is sufficient
for rural America because, as you know better than I, often the
growth is where the value is added. The value tends to be added
where the people are, not where the people are not.

We have had a huge problem and challenge in our State trying
to get value added, whether it is a pasta plant, or we are trying
to get a malt plant in Montana. There are more people over in
Idaho Falls than there are even in Montana, even though that is
a little bit of value added for our Nation’s breweries.

But your thoughts of incentives for businesses in addition to com-
modities, I think, is a good one. I think it is, frankly, necessary.
Our country needs some kind of a paradigm shift if we are going
to address this problem. Senator Dorgan alluded to it by little bills
here and there, and they help, and so forth.

But this problem, the out-migration from rural America, is huge.
It is going to require a whole different set of thinking. I think you
begin to put your finger on part of the solution, and I appreciate
that very much.

Senator HAGEL. Mr. Chairman, thank you.
The CHAIRMAN. Thank you.
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All right. We will go to our panel now. It is a large one, but my
thought is, with a large panel, you can have a lot of interaction
among our panelists to help get to the heart of the matter here.

First, Mr. Lawrence Gibbs, who is a former Commissioner of the
IRS. Next, Patrick Von Bargen, executive director of the National
Commission on Entrepreneurship; Stephen Visocan, president and
owner of Visocan Petroleum in my hometown, Helena, Montana;
Steven Dodd Hughes, who is a gunmaker, writer, and photographer
from Livingston, Montana; Peter Froelich, assistant for Special
Projects, Dickinson State University, Dickinson, North Dakota;
Lynn Cornwell, former president of the NCBA, National Cattle-
men’s Beef Association, from Glasgow, Montana; Jeffrey Seidel,
president of Parkway Muni Resources in Minneapolis, Minnesota;
and Jan Fox, vice president for Information Technology and the
chief information officer at Marshall University in Huntington,
West Virginia.

All right. Mr. Gibbs, why do you not begin?

STATEMENT OF LAWRENCE B. GIBBS, FORMER COMMIS-
SIONER, INTERNAL REVENUE SERVICE, WASHINGTON, DC

Mr. GIBBS. Mr. Chairman, thank you. It is good to be back before
you again.

The CHAIRMAN. I hope so.
Mr. GIBBS. As a former tax Commissioner, it is the best way to

appear before this committee, I can promise you.
The CHAIRMAN. All right. Good.
Mr. GIBBS. When I was Commissioner, I always valued your sup-

port, as well as your constructive criticism and suggestions about
how to make our tax system operate better, particularly for small
businesses that often find our complex tax laws difficult and expen-
sive to cope with.

I, therefore, particularly appreciate your invitation to testify be-
fore this committee on several proposals to help offset the rising
costs of small businesses, including a possible increase in the min-
imum wage, as you mentioned.

Rather than get into the proposals, in light of the size of the
panel, I think all I will do is simply summarize the five suggestions
that I make for your consideration, and this committee’s consider-
ation, with respect to pending tax proposals that would benefit
small business.

The CHAIRMAN. Thank you. I might say, I would like each of you
to hold your statements to 5 minutes. Your complete statements
will be in the record. But we have got a lot to cover today, so in
consideration of others on the panel, I would urge you to keep with-
in five minutes.

Mr. GIBBS. Well, I look forward to hearing other statements, and
I will simply summarize it by basically saying that I would suggest
that the committee consider increasing the amount of the so-called
179 deduction that has been discussed here earlier, that you con-
sider increasing depreciation deductions, that you consider pro-
posals to modify the requirements applicable to the so-called small
business or S corporations.

Fourth, I would suggest that you consider certain changes to self-
employment taxes that are applicable to small businesses. Fifth,
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and finally, I would suggest that you consider certain health care
proposals, particularly accelerating the full deduction of health care
insurance premiums for self-employed individuals in order to per-
mit small business owners to enjoy the same after-tax benefits that
employees of larger corporations now enjoy.

I will conclude my testimony. Thank you again for asking me to
appear, and I look forward to what others have to say.

The CHAIRMAN. Well, thank you very much, Commissioner. You
get a gold star. [Laughter.]

[The prepared statement of Mr. Gibbs appears in the appendix.]
The CHAIRMAN. Mr. Von Bargen, you are next.

STATEMENT OF PATRICK VON BARGEN, EXECUTIVE DIREC-
TOR, NATIONAL COMMISSION ON ENTREPRENEURSHIP,
WASHINGTON, DC

Mr. VON BARGEN. That will be a tough act to follow, Mr. Chair-
man.

The CHAIRMAN. But be just as pithy and to the point. [Laughter.]
Mr. VON BARGEN. I understand. It is going to be a tough act to

follow.
Thank you very much, Mr. Chairman, for the opportunity to tes-

tify.
At the National Commission on Entrepreneurship, we are con-

cerned about companies we call entrepreneurial growth companies.
These are a small subset of small businesses that intend to grow
very large, very fast.

We did a report called ‘‘High Growth Companies: Mapping Amer-
ica’s Entrepreneurial Landscape.’’ We used the database in the
Census Bureau that tracks every company that pays payroll taxes.

We asked, how many of those companies grew by 15 percent a
year over a 5-year period in terms of new employment. We found
out that about 5 percent of all U.S. employers met that standard.

But, interestingly, we found out that they were not all high-tech.
In fact, a majority of them were not in high-tech industries. We
also found that there were some of these companies in every single
one of 394 different regions of the country, including the most rural
parts of the United States.

Now, why do we care about these companies? For many of the
reasons already articulated. The fraction ‘‘two-thirds’’ comes to
mind. They create about two-thirds of all the new jobs in the econ-
omy. They actually create close to 90 percent of all the new jobs
during economic downturns like the one we are experiencing today.

They create at least two-thirds of the innovations in the econ-
omy. They account for about two-thirds of the difference in eco-
nomic growth across the G–7 countries. So, these are very impor-
tant companies to economic growth in the United States and
throughout the country.

Now, these companies, by their nature, face two big challenges.
One, is how do they attract talented people to leave existing em-
ployment to come join them? The other one is, how do they acquire
the amount of capital they need also to grow their companies?

I am going to talk mostly about capital today, but on the first
point, as Senator Kerry, I think, indicated earlier, the key device

VerDate 11-MAY-2000 10:44 Apr 22, 2004 Jkt 092535 PO 00000 Frm 00018 Fmt 6633 Sfmt 6633 92304.000 SFINANC2 PsN: SFINANC2



15

that these companies use to attract key, talented employees is
stock. That means stock options.

Therefore, leadership of members of this committee in trying to
reverse the IRS regulation that would put withholding tax on in-
centive stock options as of January 2003 is very important, and
also looking at proposals to remove the Alternative Minimum Tax
from incentive stock options is also critical.

But let us go to the capital question. The capital issue that these
companies face is really not venture capital. Actually, the minimum
investment deal for a venture capital firm is about $3 million, and
most of these companies do not reach that level yet.

The second fact to keep in mind, because of policy changes made
by this Congress over the last 20 years, we actually have a lot of
venture capital. Even now, after the dot.com crash, there is more
venture capital being invested every day than any year prior to
1999. So, that is not the problem.

It is not a bootstrap capital problem, as far as we can tell. And
by bootstrap, I mean when entrepreneurs start their companies
they convince friends and families to invest in their companies,
they take out second mortgages on their homes, they invest their
savings, and they sign up for every single credit card that comes
through the mail. That does not seem to be the problem.

What the problem is, is when a company needs to get capital to
continue to grow, let us say between $200,000 and $2 million, there
is the problem. The research we have done indicates there is a se-
vere capital gap in that region. There are really only three ways
to deal with that capital gap.

The first one, is if the company is beginning to grow and is al-
ready making profits, can the company reinvest its profits in its
continued growth, to hire more employees, get more equipment,
and expand its marketing.

That is where the proposal called the BRIGE Act, which Senator
Kerry referred to earlier, could be critical, because what that would
do, is that would allow companies to take Federal taxes that they
would owe on that profit, deposit it in a bank, and then use it for
collateral for working capital loans that would allow them to ex-
pand. So, over a 10-year period, it actually makes money for the
Treasury and it allows these companies to grow.

Note that that proposal applies to any company. These are not
high-tech, big venture capital-financed companies. These are small
companies that really want to grow anywhere in the country, but
they need a small amount of capital in order to continue to grow.

The second possible solution to the capital debt problem is from
individual investors in the regions in which these companies oper-
ate.

These individual investors tend to be extremely tax sensitive.
That is why proposals to modernize Section 1202 of the Internal
Revenue Code, which provides very enhanced capital gains treat-
ment for stock purchased in these companies, could be so critically
important.

Then the third potential resource for this capital gap are commu-
nity development venture capital funds that are in SBIEC form or
CDFI form that will invest in smaller amounts in smaller compa-
nies and accept a lower level of return.
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The CHAIRMAN. Thank you. Very, very good. Thank you.
[The prepared statement of Mr. Von Bargen appears in the ap-

pendix.]
The CHAIRMAN. All right. Steve, you are next.

STATEMENT OF STEPHEN D. VISOCAN, PRESIDENT AND
OWNER, VISOCAN PETROLEUM, HELENA, MONTANA

Mr. VISOCAN. Good afternoon, Mr. Chairman. My name is Steve
Visocan, and I am a small businessman from Montana. As presi-
dent of Pop Inn, I own three convenience stores and three taverns
around Helena, Montana, and I have 76 employees.

I would, first, like to thank you for inviting me to testify on tax
issues relating to small business, and I will focus today on repeal
of the Special Occupational Tax on alcohol, often referred to as the
SOT tax.

This is a particularly bad form of taxation, and today I would
like to help members of this committee—to the extent that they
read my testimony, anyway—understand why this tax should be
repealed.

First, I believe you will agree with me that the tax has outlived
its purpose. Congress has a long history of alcohol occupational
taxes. The first version of the SOT was enacted over 200 years ago,
but was repealed in 1817.

Today’s version of the SOT was established in the 1860’s to gen-
erate revenue for the Civil War. Despite the end of the Civil War,
the tax has remained relatively unchanged for more than a cen-
tury.

Then in 1987, Congress passed the Omnibus Budget Reconcili-
ation Act and raised the SOT to its current level. At least in Mon-
tana, we understand that the Civil War is over.

Second, I would like you to reflect on the extreme regressiveness
of this taxation. The 1987 law increased the tax from $54 and $24
annually per store for liquor and beer retailers respectively, to
$250 per year, per store. This was an incredible 1,000 percent tax
increase.

Retailers must annually pay $250 per location, wholesalers pay
$500, and vintners and distillers pay $1,000. Retail outlets are gen-
erally small businesses, and repealing the SOT would be an imme-
diate and very visible tax cut.

Because the SOT is levied on a per-location basis, small business
owners like me are hit the hardest. Three convenience stores and
three taverns generated an SOT tax of $1,500. That is $500 more
in annual taxes than the Nation’s largest single-site brewery or dis-
tillery plant. By the same token, a single Elks Lodge pays the same
in tax per year as a single Wal-Mart Super Center, $250.

Small retail companies like mine were most affected by the in-
crease in 1987. Whether it is a seasonal restaurant, an Elks or Ea-
gles Lodge, an American Legion, a bowling center, campground, flo-
rist that delivers wine with flowers, or a convenience store oper-
ator, no one is spared from this tax. In fact, more than 90 percent
of all SOT revenue is collected from retailers.

Not only is this tax regressive, its revenue is not even targeted
to offset the cost of alcohol enforcement. The tax is administered
by the Bureau of Alcohol, Tobacco and Firearms, but the revenue
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collected does not go toward BATF activities. Rather, it is chan-
neled back into the general treasury.

Mr. Chairman, as you well know, repeal of the SOT has garnered
support from both sides of the aisle. I want to personally thank you
and Senator Thompson for introducing S. 808, which repeals the
SOT.

I would also like to thank Senator Nickles and the other 15 Sen-
ators who have agreed to co-sponsor your legislation. The House
has also introduced a companion measure which enjoys large bipar-
tisan support.

Not only does the repeal of the SOT have bipartisan support in
Congress, but the Joint Committee on Taxation has recommended
the repeal of the SOT in their simplification recommendations to
Congress last year.

Moreover, the General Accounting Office has examined the effec-
tiveness of the SOT several times and consistently found it to be
flawed.

Mr. Chairman, the SOT is not only a burdensome tax on small
businesses, but it is a flawed tax. I wholeheartedly agree with your
comments when you said on the Senate floor that this is an inequi-
table tax that has outlived its original purpose and is a clear exam-
ple of an antiquated approach to Federal taxation.

With the economy slowly rebounding, a small business owner
needs your help. Just like the tax rebate last year that put $300
in the pocket of every American was economic stimulus, so, too,
would be putting $250 in the hands of small businesses around this
country. Believe me, getting back my $250 for the SOT tax would
be welcome relief.

Again, thank you, Mr. Chairman, for this opportunity to testify.
I would be happy to answer any questions.

The CHAIRMAN. Well, thank you very much, Steve. I hope that
members do read your statement. It is a very good one. I do not
know if they will, but maybe their staffs will tell them about it.

[The prepared statement of Mr. Visocan appears in the appen-
dix.]

The CHAIRMAN. Steve Hughes, you are next.

STATEMENT OF STEVEN DODD HUGHES, GUNMAKER, WRITER,
PHOTOGRAPHER, LIVINGSTON, MONTANA

Mr. HUGHES. My name is Steven Dodd Hughes. I am a custom
gunmaker from Livingston, Montana, a town of 7,000 individuals.
I have run a sole proprietorship, which I call a one-man shop, for
24 years.

The majority of my business income is generated outside of the
State of Montana and brought into a State with little industry. Out
in the west, the locals appreciate the dollars coming into the com-
munity.

Most custom gunmakers live in the rural west. In fact, several
western communities, such as Glen Rock, Wyoming and Big Tim-
ber, Montana boast custom gunmaking as a major income source
for the entire community.

I am here to testify on the need for an excise tax exemption for
custom gunmakers. The current 11 percent excise tax was origi-
nally part of the 1937 Pittman-Robertson Act to set aside funds for
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wild lands and to build shooting ranges. It is levied on all firearms
manufacturers.

The tax is tallied by the serial number of the gun’s action at the
time of manufacture. For manufacturing and taxation purposes, the
rifle action would be defined as ‘‘the frame or the receiver of the
gun.’’

It is a good tax, but it was never meant to be applied to a one-
man shop scenario. I do not actually build new guns, and should
not be subject to the manufacturer’s tax.

As a custom gunmaker, I take an existing rifle action and com-
pletely rebuild it into an artistic firearm for an individual, updat-
ing it and upgrading it. I complete about four to five custom guns
per year. Some of my associates create as many as 20 guns per
year.

I hold a Federal firearms license, just like a hardware store
would that sold guns. Those who make rifle actions are required
to hold a manufacturer’s firearms license.

Every business that I know of that makes rifle actions in any
quantity holds this manufacturer’s license. Although we call our-
selves custom gunmakers, we do not manufacture the actions or
the frame of the gun.

On the cover of this book I wrote are a couple of photos of a cou-
ple of rifles that I built.

The CHAIRMAN. Would these be in some of the postcards that you
sent?

Mr. HUGHES. Yes. For these rifles, the taxes are already paid on
the actions that I used to create them, and in fact has been paid
on the actions for most of the guns that custom makers use.

In fact, the current interpretation of the regulation is so ambig-
uous, that if a client supplies a rifle action to me, he is deemed the
manufacturer and he is liable for the tax.

I am wondering, who is going to assess and collect that tax from
the client, and who is going to determine how much tax was pre-
viously paid on that rifle action?

As a small business owner, as many of you realize, I do the book-
keeping, I keep my Federal firearms license records, I do the adver-
tising, promotion, I travel to show my work, and I sweep the shop
floor; all this besides building the guns.

This tax has been a long-time source of confusion for small busi-
nesses and I believe it has been an administrative headache for the
IRS and the BATF. Congress has agreed with me in the past. In
1982, Congress passed an appropriations bill prohibiting BATF
from collecting this tax from custom gunsmiths. Later, the Depart-
ment of Treasury took the position that the 1982 provision expired
at the end of fiscal year 1982.

Now, I believe the intent of that law was to establish a perma-
nent ban on the collection of firearms excise tax from small shops
like mine. In the past, members of the committee, and you, Mr.
Chairman, in particular, have introduced legislation to correct this
problem.

I hope that we can clear up the confusion soon, because this bur-
densome tax has the potential to put many small shops like mine
out of business.
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In conjunction with the American Custom Gunmakers Guild and
the NRA, I have been personally trying to get an exemption of this
tax since 1977. This cottage industry of custom gunmaking is one
of the last bastions of high-quality hand craftsmanship in America.
We do not manufacture firearms. Further taxation might snuff us
out.

I represent just a few hundred craftsmen around these United
States. I work with these hands. Most of my work, and that of my
associates, is done by hand. My clients call me an artist. I call my
self an artisan. This tax was never meant to be applied to these
hands working in a one-man shop. I am here to request that you
consider exempting artisans from this manufacturing excise tax.

I thank you very much for your consideration.
The CHAIRMAN. Well, thank you very much, Steven. That is a

very good statement.
[The prepared statement of Mr. Hughes appears in the appen-

dix.]
The CHAIRMAN. Peter Froelich?

STATEMENT OF PETER FROELICH, ASSISTANT FOR SPECIAL
PROJECTS, DICKINSON STATE UNIVERSITY, DICKINSON, ND

Dr. FROELICH. Mr. Chairman, members of the committee, I would
like to thank you for the honor of speaking here today. My name
is Peter Froelich. I am the assistant to the president at Dickinson
State University in Southwestern North Dakota. I am also the co-
ordinator of the Great Plains Population Symposium Project, which
was funded by a special grant from Congress.

As coordinator of the symposium, I have had a real opportunity
to meet and speak with many of the finest people in this Nation
who are concerned with the future of rural America.

I have also had the privilege of gaining input from many of over
650 citizens of the Great Plains who participated at two con-
ferences that we have hosted in the past few months. The written
testimony I have provided reflects many of the things that I have
learned from all of these people.

I would like to commend you, and all the members of Congress,
for passing a number of important initiatives, such as the ones that
created our symposium project, and also the REAP project and the
new Rural Strategic Investment Program that is in the farm bill.

We in rural America need a comprehensive new framework for
rural policy that articulates a new vision for rural life that goes be-
yond agriculture to include all of us.

There are other important initiatives, such as S. 1860, which you
heard about from Senators Hagel and Dorgan, the new Homestead
Economic Opportunity Act, that deserve your full consideration.

S. 1860 includes provisions such as an incentive for educated
young people to stay and own homes in rural places. It also in-
cludes tax incentives for investment in rural businesses and criti-
cally needed venture capital for rural entrepreneurs.

Out-migration is creating a looming crisis in many parts of rural
America, especially in the Great Plains. Of the 1,009 counties in
the Great Plains, 38 percent lost population in the last decade, and
most of that population was in rural counties, not in the metropoli-
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tan counties of the Great Plains. I would also say that most of that
loss was among young people, not among old people.

When our rural communities lose their young people through
out-migration, it robs them of their biological, their economic, and
their civic vitality. Just an aside here, right now in North Dakota,
the legislature is considering a constitutional amendment to allow
counties to elect state’s attorneys who are not residents, because
there are an increasing number of rural counties who do not have
one attorney who resides in them who can be a state’s attorney. So,
there is a good example of the loss of civic vitality by the loss of
our younger generations.

In our symposium on April 1, I heard Dr. John Allen, who is at
the University of Nebraska, say that there are two kinds of genera-
tions: those who are builders and those who are maintainers. I
think that we are at a point in rural America where we must have
a new generation of builders.

Federal leadership has always been critical for rural America,
and it has never been more critical than it is right now. After a
lifetime, myself, of trying to stay on the Great Plains and after
nearly 2 years of thinking specifically about this issue, I am con-
vinced that the single greatest challenged faced by rural commu-
nities is a need for a new vision of rural life that individual citizens
can connect with and pursue to build lives for themselves.

The most important question that I have heard from people on
the Great Plains over and over again, when they are struggling to
either stay there or come back, is what could I do here? We need
to have an answer to that question, or we need more than one an-
swer to that question.

As our Nation’s leaders, your actions will be a deciding factor in
whether or not we will have a vision that allows people to build
lives in rural places. Your initiatives must consistently and coher-
ently reflect the possibility for youth to stay and thrive in rural
communities, and they must facilitate new kinds of connections be-
tween rural places and other parts of the Nation. They also must
demonstrate that there are great opportunities to be gained by in-
vesting in the creative capacity of rural citizens.

If you do these things, I believe you will establish a new era in
American history and you will be the true successors of great vi-
sionaries of our history, such as Thomas Jefferson, whose vision of
an agrarian democracy has shaped rural life for two centuries, and
Abraham Lincoln, who signed the original Homestead Act.

With that, I would like to thank the committee for this hearing
and for the honor of speaking here, and I will do my best to answer
any questions you might have.

The CHAIRMAN. Thank you, Dr. Froelich, very much. That was
helpful.

[The prepared statement of Dr. Froelich appears in the appen-
dix.]

The CHAIRMAN. Next, Lynn Cornwell from Glasgow, Montana.
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STATEMENT OF LYNN CORNWELL, FORMER PRESIDENT, NA-
TIONAL CATTLEMEN’S BEEF ASSOCIATION, GLASGOW, MON-
TANA
Mr. CORNWELL. Chairman Baucus, thank you, sir. Ranking Mem-

ber Grassley and distinguished members of the committee, my
name is Lynn Cornwell. For the sake of brevity, I will summarize
my comments and submit a written testimony for the record.

My family owns and operates a diversified ranching and feeding
operation northwest of Glasgow, Montana. I am here today rep-
resenting the National Cattlemen’s Beef Association, where I
served most recently as their president, and the hundreds of thou-
sands of other ranchers just like myself nationwide.

NCBA applauds the committee for holding this hearing. Agri-
culture and the supporting industries is the backbone of this Na-
tion. The success or failure of many rural communities is directly
tied to the growth, development, and profitability of farms and
ranches that surround these communities.

Mother nature and current markets have placed the beef indus-
try in the midst of some interesting times. Cow/calf producers that
should have experienced highly profitable seasons have seen in-
comes slashed by droughts and fires.

While other segments of agriculture may rely upon a safety net,
we do not. The beef industry has rejected those efforts in the past,
and will likely continue to reject them in the future.

Most ranchers’ success is largely dependent on the investment
into assets that build equity on these ranches. The traditionally
low rate of return on investment has meant that we look at this
committee more often than others to address our long-term suc-
cesses and concerns.

We continue to believe that long-term investments in our oper-
ations and sustainable investments in conservation and technology
will allow us to keep our operations profitable and in our family’s
name in the future.

For these reasons, the elimination of the death tax is, and re-
mains, a top priority for the NCBA. I know, Chairman Baucus, you
have had a great stake and a personal interest in this death tax
debate, and we thank you.

We appreciate the leadership and other members of this com-
mittee for their efforts this past year in taking a first vital step to
repeal the death tax. I would encourage you to renew those efforts
and make last year’s success permanent, and finish the job of end-
ing this horrible death tax.

Farm, fishing, and ranch risk management accounts. An equally
important step forward is to give producers the ability to manage
their own resources through the typical highs and lows of the mar-
ket.

NCBA supports legislation that will empower producers to invest
their own resources in a way that will benefit their family farming
operations. That creates stronger rural communities that can with-
stand some of the economic storms that have plagued rural Amer-
ica that we are all familiar with.

NCBA has long supported the creation of farm, fishing, and
ranch risk management accounts, FARM, to help family farmers
and ranchers manage risk through savings.
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Using FARM accounts, ranchers would be able to save money in
good economic times for use when times were less profitable with-
out penalties usually assigned to those savings.

Many of the increased pressures we face in balancing my ranch
budget are the same as any small business: livestock, fuel, equip-
ment, repairs, building maintenance, insurance, utilities, payroll.

These are all part of managing a ranch in today’s environment,
much as any other business. The key differences being that those
of us in agriculture find ourselves at the mercy of the weather and
the fluctuating marketplace that is based more on supply and de-
mand than on the costs of production.

We cannot expect for the laws of supply and demand to dis-
appear, but with your help we can take steps to allow producers
to better prepare for lean times ahead. FARM accounts would allow
producers to defer income during the profitable years and then
draw on those funds, their own money, during times of need.

FARM accounts would allow producers to defer up to 20 percent
of their income, allowing them more efficient management of their
own resources. As a result, lendable funds will be more available
to other individuals and businesses in rural communities.

FARM account deposits stored in local banks would be available
for others in the community to utilize, resulting in additional cap-
ital investments elsewhere in the rural community, good for ranch-
ers, good for rural communities, truly a win-win for all of rural
America.

FARM income averaging provides farmers and ranchers with a
valuable tax management tool. However, the intended benefit of in-
come averaging is being eroded by the Alternative Minimum Tax.
Ranchers who take advantage of income averaging, those with wide
swings in income, are hurt most by AMT-imposed limits on farm
and ranch income averaging.

Income averaging helps ensure the long-term viability of ranch-
ers and ranch families because they are no longer over-taxed in
profitable years, leaving more funds to pay expenses and prepare
for the downturn.

Capital gains, ranching, and beef production is a capital-inten-
sive business that requires a tremendous investment in land, build-
ings, and equipment. Capital gains taxes are a deterrent to pro-
ducers’ investments in new breeding stock, equipment, and build-
ings. Capital gains threaten the transfer of ranches between gen-
erations.

They artificially increase the price of land, making it more dif-
ficult for the younger generation to take over farms while their par-
ents are still alive. NCBA does support a number of the efforts to
provide relief from capital gains, and we encourage the committee
to continue to evaluate these options.

A number of issues of importance to rural America could be ad-
dressed through measures before this committee. Improvements in
Subchapter S laws would help community banks, thereby helping
producers in and around those communities.

Farmers and ranchers that pay self-employment taxes are dis-
turbed by court rulings in the past several years that changes the
classification of rental income, specifically from programs like the
Conservation Reserve Program.
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NCBA believes it is unfair to treat active farmers and ranchers
differently from other taxpayers when imposing self-employment
taxes on rental income.

In closing, Mr. Chairman and members of the committee, I thank
the committee for this opportunity to testify and to express our
support for the Tax Empowerment and Relief for Farmers and
Fishermen’s Act, and other similar measures.

In our statement we have outlined a number of important provi-
sions that we hope the committee will address. Again, I thank you,
and will be happy to answer any questions, friend, Chairman Bau-
cus.

The CHAIRMAN. Thank you very much, Lynn. I appreciate that.
[The prepared statement of Mr. Cornwell appears in the appen-

dix.]
The CHAIRMAN. Next, is Jeffrey Seidel, president of Parkway

Muni Resources, Minneapolis.

STATEMENT OF JEFFREY D. SEIDEL, PRESIDENT, PARKWAY
MUNI RESOURCES, MINNEAPOLIS, MINNESOTA

Mr. SEIDEL. Thank you, Mr. Chairman. I am here to take a left
turn in the discussion, I believe, and talk about Indian country, but
it does pertain to rural economic development as well.

I am the founder and president of Parkway Muni Resources in
Minneapolis, Minnesota. I specialize in obtaining financing for non-
profit, tribal, and commercial enterprises, especially those who do
not easily qualify for conventional financing. Many of my clients
are Indian tribes.

It is apparent to me that economic development in Indian coun-
try is still in its infancy, despite recent successes of some tribes in
gaming. Most tribal land on reservations is still without adequate
infrastructure and the resources, including quality education, to
fully develop tribal economies to their potential.

Economic gains can come within the reservation and from exter-
nal sources. I am here to speak on behalf of two issues in Indian
country, one to increase economic development from outside capital
investment, and one from within.

The first issue speaks to the outside capital investment on quali-
fied Indian land. In 1993, Congress passed legislation which,
among other things, allowed for accelerated depreciation of prop-
erty used predominantly on Indian reservations under Section
168(j) of the Tax Code.

While the program has been slow to develop, it has gained some
momentum as companies looking to make capital investments in
the area of manufacturing or energy production look to shave costs
as much as possible during this period of economic downswing.

Also, even with all things being equal—which they are not on
reservations—tribes still need help in the form of targeted eco-
nomic incentives to attract these companies.

However, many of the projects that we talk about take time to
develop, particularly in Indian country where I found that tribal
leaders’ thoughtful deliberation in considering all aspects of a
project, combined with changes in council configuration due to the
2-year election cycle, leads to delays in starting these projects up.
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As you may know, the House last year extended the accelerated
depreciation language for 3 years, but limited application of the
credit to energy projects. We are respectfully requesting that the
Senate extend the benefits through 2005, and without the limita-
tion of the use of the credit to energy projects only.

With this extension, tribes may pursue long-range projects with
the knowledge that the incentives will be there for years to come.
It is these projects which will provide a stable foundation for eco-
nomic growth in Indian country.

With regard to economic development from within a tribe, I be-
lieve the greatest gains to be made come from the most under-de-
veloped resource of Indian country: the children.

It is well-established through treaties that the Federal Govern-
ment is responsible for the funding of new construction or capital
improvements to BIA schools. Yet, if you visit most of the 187
schools funded by the Federal Government, you will be shocked by
the conditions under which these children must attempt to learn.

The frustration felt by the children and their parents, who were
also victims to these dilapidated schools in their youth, is mani-
fested in high drop-out rates and the lack of higher schooled youths
and young adults.

Fixing or replacing these schools needs to become a high priority
for the Federal Government if we are to improve the economic de-
pression found in so many tribes. Better schools means more high
school graduates, more college graduates, and more post-graduate
degrees. All of these translate into a better workforce for tribal and
non-tribal industries on the reservations.

For a number of years I have been working with the members
of the Dakota Area Consortium of Treaty Schools, Senators, and
Congressmen on both sides of the aisle to improve the physical
plant of these schools. Direct funding is obviously the best answer,
but traditionally only two to four schools per year are funded for
redevelopment.

Even with the President’s promise to eradicate the $1 billion
backlog of known repair and replacement projects, the recession
and budget deficit has cut the number of schools to be repaired or
replaced at about two to four per year.

At this pace, the direct funding approach will take anywhere
from 50 to 70 years to replace schools which are, today, condemned
by local authorities.

S. 243 describes a method of financing which will help alleviate
some of the backlog today and finally provide tribes with a full
package of design, construction, and now funding mechanisms to
complete these school replacements on a timely basis.

Basically, the financing mechanism of S. 243 allows tribes to
issue 15-year bonds through the capital markets, the proceeds of
which will build the schools.

The principal on the bonds will be repaid through an escrow ac-
count which will be funded at closing with enough money so that,
in 15 years, the combination of the original funding, plus interest
earnings, would be sufficient to pay the principal on the bonds in
full.

The payment of interest will be made in the form of tax credits
to the investors, such tax credits being applied over the 15-year pe-
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riod of the bonds. There will be a fiduciary, a bond trustee, to over-
see the bonds. These trustees are found in nearly all major banks
in the United States and do this duty on billions and billions worth
of bonds every year.

With a bonding mechanism, tribes will gain access to the elusive
capital markets. They will derive short-term economic benefits dur-
ing the construction phase of the project, and they will derive long-
term economic benefits through better educated children and a
stronger workforce to offer companies looking to do business on the
reservation.

I ask that you strongly support S. 243, along with the Indian Af-
fairs Committee, not for me, but for these children. I thank you for
your time, and I would be happy to answer any questions you may
have.

The CHAIRMAN. Thank you, Mr. Seidel. I appreciate it very much.
[The prepared statement of Mr. Seidel appears in the appendix.]
The CHAIRMAN. Next, Jan Fox, who is vice president for Informa-

tion Technology and chief information officer at Marshall Univer-
sity in Huntington, West Virginia.

STATEMENT OF JAN I. FOX, VICE PRESIDENT FOR INFORMA-
TION TECHNOLOGY/CIO, MARSHALL UNIVERSITY, HUN-
TINGTON, WEST VIRGINIA

Dr. FOX. Thank you, Mr. Chairman. I am here for the re-intro-
duction of S. 88. This is the Broad-Band Internet Access Act of
2001, sponsored by Senator Rockefeller and co-sponsored by many
members of this committee, including yourself.

This legislation will provide tax credits and encourage deploy-
ment of broad-band facilities in areas where such technologies have
not, and without Congressional support, perhaps, will not be avail-
able.

Broad-band technologies in any part of the U.S., whether rural
or urban, are really the essence, essence not just for business, but
for education, for health care, and even our own e-government.

Broad-band technologies are one of the basic building blocks, just
as we had electricity and telephones. Without broad-band deploy-
ment, we are literally limiting our rural communities, and even
urban communities if they are not deployed with next generation
technologies, from our growth.

We live in a world that is described as ‘‘innovation,’’ ‘‘next econ-
omy,’’ ‘‘new economy,’’ ‘‘based on innovation,’’ and ‘‘based on re-
sources to information.’’ Without those access points, basically we
cannot progress.

We cannot progress with our educational resources. Many of
these include being lifelong learners. We are building those types
of challenges in our young children and throughout our adults to
learn forever, to continue to access resources.

Many of these technologies, including on-line education and
video, require access to broad-band. At Marshall University, we
have 16,000 students. Ten thousand students of the 16,000 use on-
line courses for their education.

That means they can be anywhere, any time, whether they are
in Korea, Australia, or in the most rural parts of West Virginia.
That means really delivering education to our students and really
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building that innovation factor that builds business. It is based on
learning, based on resources.

I have dealt in many parts of the South and throughout the
United States with businesses, and the first thing they ask for is
space, the second thing, is do I have connections.

Whether you are trying to sell or whether you are trying to cre-
ate, that access to resources is a major building-block factor to the
creation of education and the creation of business, and the creation
of our communities.

In West Virginia, we have two of those counties with a mass exo-
dus, number one and number two that happened last year, Mingo
and McDowell Counties. Of all the counties in the United States,
those lost more per capita than anywhere.

But let me tell you about a wonderful solution that was broad-
band. Because of that mass exodus, we actually put broad-band in
Gilbert, West Virginia. Gilbert is a very rural county area, includ-
ing, right up front, is the Hatfield and McCoy—Doublance Hat-
field’s actual burial plot. That is how rural we are talking about.

An area where coal was the king. Coal is not our big pressure
point anymore, but innovation still is. In that innovation, we have
put broad-band in a community learning center.

Part of that community learning center, at 3:10 after the kids got
out of school, they fill out that center and they learn, and they
bring their families into the center and they learn. They try to do
their own businesses. They actually have innovation things they
send back to the university.

In addition, they have health care. That same center provides ac-
cess to students looking for health care, and to families. Our Gov-
ernor’s Cabinet on Children and Family actually had meetings in
that center to discuss health care and access to resources. Addition-
ally, that same broad-band connection provides telemedicine access
for people looking for dermatology.

The problem is, in that one wonderful connection, I cannot buy
any more. We were totally full of what we can have in capacity in
Gilbert, West Virginia. We cannot get any more without some type
of incentives to go further.

Those types of ideas are what is happening in economics and in
health care. We are dealing with major research issues where
broad-band is the major incentive. We speak of access to massive
amounts of information. That only happens if we have connections.

Whether in rural West Virginia, whether in Alabama, whether in
New York, whether in Alaska, whether you are in a rural area,
whether you are in an urban area, minimal broad-band or next-
generation broad band really are a baseline to innovation, to new
work ethics, to new access to information, to building new models
for education.

In West Virginia, we come from an area of beautiful minds and
rocket boys, where innovation and access to information is really
a key to our success. It is a key to success to any community,
whether you are little, small, urban or rural. This bill truly will
provide those tax incentives.

We are truly in our infancy in the Internet, and we will grow and
expand, not just from a community, but from a Nation, based on
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access to information, based on quality health care resources, and
based on good-quality business.

Thank you.
The CHAIRMAN. Thank you. That was an excellent statement.
[The prepared statement of Dr. Fox appears in the appendix.]
The CHAIRMAN. I would like each of the panelists to kind of—this

is hard to do because small business is so varied across America.
We have rural areas in some parts of America, and then we have
really rural areas in other parts of America, particularly home in
my State of Montana.

But what struck me a little bit, is one solution that is analogous
to the repeal of the Special Occupation Tax, and also the 11 per-
cent excise tax, because those hit individual, smaller operations
much more, disproportionately more, than they hit a big outfit. You
mentioned Wal-Mart, for example, Steve. Of course, you mentioned,
Mr. Hughes, how you make about, what, six or seven——

Mr. HUGHES. I have no vehicle to even implement a procedure
for paying the tax.

The CHAIRMAN. Right. Right.
But my point is, you could think about some areas where the

current tax law really disproportionately hits smaller business. It
is kind of analogous to how the SOT disproportionately hurts small
business, and the 11 percent excise disproportionately hits small
entrepreneurs like Mr. Hughes.

It is a bit unfair, because I know you have not been thinking of
the problem in quite those terms. But it seems to me that is one
way to begin approaching this problem and trying to find a solu-
tion, is finding those kinds of area where current tax law, again,
disproportionately hits the smaller guy as opposed to the bigger.

Now, in a certain sense, a lot of this is just regulations and pa-
perwork and all that that a small business person has to fill out,
which is disproportionately much more difficult than a large busi-
ness, which is computerized and so forth.

But that raises the question, well, should the income tax be less
for small business, and all those kinds of questions, which are quite
difficult.

But does anybody want to take a stab at this? Where in the cur-
rent tax law does income tax, or any tax, excise taxes, dispropor-
tionately kind of hit smaller business compared with bigger busi-
ness where we might be able to take a whack at it?

Yes, Mr. Von Bargen?
Mr. VON BARGEN. Mr. Chairman, I had briefly referred to the

BRIGE Act solution.
The CHAIRMAN. Right.
Mr. VON BARGEN. The dynamic there is pretty interesting. You

have a small business that is trying to grow very quickly. It has
profits. It is reporting profits on an accrual basis, even though it
is actually going cash flow negative.

That is, as it is expanding, it is running out of cash to hire new
employees to grow to get new investment in equipment. But from
a tax standpoint, all the tax law sees is there is the profit here that
should be taxed at the corporate rate.

Now, larger companies do not face that dilemma because they
are out of that no man’s land of going cash flow negative. Smaller
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companies that are not growing do not necessarily face that di-
lemma because they do not need the amount of growth capital that
these growing companies need.

So, they are caught in this bind where they are actually doing
quite well. The reason they are going cash flow negative, is there
was a demand for their product and services and they are trying
to expand their capacity to deliver that. But the tax law does not
see that.

So what the BRIGE Act would do, I think, is it would say, we
recognize this no man’s land, if you will, this cash flow negative sit-
uation. In order to help you through that, we will allow you to
defer your taxes for a while. When you get out of that difficult pe-
riod, then you can repay the taxes.

So I think that applies to a lot of small businesses that are grow-
ing fast, but it is an anomalous situation that I think few people
think about. If you think a company is profitable, it is profitable.
But, in fact, when they are going through this growth period, they
really are going cash flow negative.

The CHAIRMAN. I am struck with the potential of greater broad-
band, higher speed, better connections, and so forth, the potential
to help rural areas. I wonder if we could get a little conversation
going here between Dr. Fox and Dr. Froelich, and maybe Mr.
Cornwell. You live in kind of rural parts of our country. I know
Lynn does, certainly.

Tell me the degree to which you think that can help. I would also
like to ask, and maybe you will play devil’s advocate a little bit
here, Lynn, and maybe Dr. Froelich, and say, well, gee, that sounds
great.

I do not know what you are going to say, but I do not want to
just say, oh, boy, that is the greatest thing since sliced bread. That
is going to solve all of our problems. That is a panacea, a silver bul-
let. Clearly, it is not a panacea, but it is certainly part of the solu-
tion.

So do you want to talk a little bit about that?
Dr. FOX. One of the points I did not make, is the issue with

broad band is that our technologies are becoming more informa-
tion-intensive. So it is not just a problem now, it is a growing prob-
lem. We have multi-media technologies that include voice data and
video that basically cannot be deployed out there now.

So, as we are speaking about business opportunities and re-
sources, whether a company is trying to put their business on the
Web or trying to actually order from the Web, or any other compo-
nent of business, they need that connection for growth.

The CHAIRMAN. What do you think, Lynn? How much is that
going to help?

Mr. CORNWELL. Well, where I come from, Senator Baucus, I
think Opime High School had three graduating seniors.

The CHAIRMAN. I gave the commencement address there several
years ago.

Mr. CORNWELL. Yes, sir. We heard the great Senator from the
State of North Dakota talking about their problems. We need this
service. This broad-band service is great, to have that.

But I guess my fear is, we are not going to have any young peo-
ple left in these areas unless we address some of these immediate
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concerns to enhance business and figure out a way to keep some
of these younger minds active and keep them in these rural areas,
like we have heard from most of the panelists today.

I think that is job one. If we do not address the Alternative Min-
imum Tax and figure out ways to help agriculture, and I am talk-
ing our State—your State, my State—that is very rural, if there is
not a way to keep those operations in business, through droughts
and through all these other things, and there are not any people
there to serve, in all due respect to what Dr. Fox is talking about,
it kind of falls on deaf ears because there is not anybody left.

The CHAIRMAN. What is your reaction to that, Dr. Fox?
Dr. FOX. Our issue with keeping the young minds, is basically

back to the broad-band issue. We are able to deliver education any-
where into those areas, quality education, so that we have quality
math and science.

We have NASA experiments going on in rural parts of our State
in those areas that do have broad-band. Where they do not, we do
not have that access at all.

The CHAIRMAN. Dr. Froelich?
Dr. FROELICH. I think that having access to broad-band services,

the same as having a highway, in the age we are moving into, all
of the places that do not have it are going to be left out of this soci-
ety and they are going to die.

I think it is one of the critical things, to build both broad-band
access out in rural America, but also wireless service. I do not
know how many people I have had come to North Dakota and
check their little personal assistant, and they are off-line until they
leave.

When I was trying to talk to my boss to see about coming here
today, he was in the electronic black hole in western South Dakota
and I had to wait half a day before his cell phone would work. That
is a huge disincentive.

The other thing I would say in terms of keeping youth, is that
a lot of our youth are fleeing because the economy that is there,
the existing infrastructure, is stagnant. It does not offer any oppor-
tunities for them.

It is important for us to build new opportunities. I think that
broad band is one of the areas where there is a resource that entre-
preneurs can use to create new opportunities and engage the
younger generation.

So, I agree with him about needing to keep some youth, but I
think broad-band is important as a tool for doing that.

The CHAIRMAN. What are other countries doing to help small
business, anybody know? Mr. Von Bargen?

Mr. VON BARGEN. Interestingly, one that I am thinking of right
now is the United Kingdom. It has taken a very aggressive stand
toward dramatically reducing capital gains rates for new entrepre-
neurial companies. They now have a capital gains treatment better
than the United States.

Then other countries are subsidizing the creation of entrepre-
neurial networks in regions of their countries that we believe are
critical to establishing the social infrastructure for new businesses
to start.
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So I would say in those two areas of capital gains treatment and
in the seeding of networks and investment ANGEL networks, sev-
eral companies have taken steps.

The CHAIRMAN. Commissioner, do you have thoughts on that?
Mr. GIBBS. Yes, I do. Based on my experience, and for the last

12 years, my experience has largely been in the large corporate
area. Prior to that time, Mr. Chairman, beginning in Corpus
Christie, Texas, even when I moved back to Dallas, a much larger
part of my practice was in the smaller business area.

The thing that strikes me, and as I have traveled and talked to
tax people throughout the world, a key consideration, it seems to
me, for small business—and we have touched on it, really, in many
ways, the panel has today—is whatever you can do to increase the
cash availability, the cash flow, realizing that you are talking of-
tentimes to folks that are leasing rather than owning, people that
are borrowing instead of having all the cash reserves to do what-
ever they need to do with it.

That is, I think, one of the reasons, as you begin to focus on what
small business needs, and in a way how it is distinguished from
your larger businesses. Your larger businesses tend to be much
more interested in earnings per share, whereas your smaller busi-
nesses could care less. They are interested, really, in that cash
flow.

Therefore, as you focus on things, fundamental things like depre-
ciation changes, like increasing expensing, those types of things,
what you are doing is, to the extent you are pulling down the taxes,
you are increasing automatically the after-tax cash flow of the
small business man or woman. At least in my experience, that is
really where the rubber meets the road.

The CHAIRMAN. That is probably a pretty good summary. Any-
body want to comment? Yes?

Mr. CORNWELL. Chairman Baucus, we just passed a FARM bill
that is the most lucrative FARM bill to some segments of the coun-
try of any bill we have ever passed. One of the biggest criticisms
that we hear in rural America, is we are an aging population. We
saw that pointed out today.

It seems kind of futile to me to put the money, to some extent,
in agriculture’s pockets, an older generation of producers, and then
watch that money leave these rural communities. And you know
what I am talking about. You and I have had this discussion. The
CRP checks that go to Phoenix, the CRP checks that go to areas
of retirement, and the vacant buildings, the vacant operations.

But the point I am making, in following what the Commissioner
said, when that money leaves that community, it is gone forever,
whether it is invested in the stock market, whether it is the Coal
Trust, whether it is the interest off the Coal Trust in Montana that
goes to Wall Street. All these dollars that leave these communities
rob that community of the ability to enhance growth and keep the
young minds.

So I think your bill here, these FARM accounts, are a great step
and a great opportunity to encourage agriculture, in this case, to
keep that money in the local banks. These local banks are what
drive these local communities.
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And if we can keep those dollars on Main Street, my grandfather
used to say those dollars will roll down Main Street as big as a
wagon wheel if we can keep them in those local communities. I
think you are doing the right thing here, but I hate to see these
dollars leaving these areas.

The CHAIRMAN. We are going to have to conclude very, very
quickly. But Mr. Visocan? Go ahead, Steve.

Mr. VISOCAN. Mr. Chairman, something else that Mr. Cornwell
mentioned a minute ago, too, is the death tax, which I think is
very, very important to small business. He mentioned money going
out of the State, out of the country.

More and more, what I see is consolidation going on in a lot of
the businesses that are in America, in Montana. When someone
passes away and is unable to pass that business they have on to
their children, on to their grandchildren, or whatever, then a large
corporation typically comes in and buys it. Again, it goes out of
State, or goes out of the country, or whatever.

Having the death tax repealed that we have now, and continuing
that, is very, very important, I think, more so to small business
than to any other group.

The CHAIRMAN. Well, I will tell you, we all say it, but sometimes
the trite things are the most true, and I think this is another ex-
ample. But small business really is the backbone of America. It is
the values we have been talking about. I do worry very much about
the concentration of economic power in America. It is getting more
and more concentrated, and I think that is not good.

So, thank you all very much for your ideas. Clearly, we have got
a long ways to go here. I was very interested in the ideas of the
Homestead Act that Dr. Froelich is a part of, because I do think
we need a whole new paradigm to shift movement towards small
business and helping to keep people alive and well in rural Amer-
ica.

As we did in the past with urban renewal, modernization, and
so forth to help the cities, now I think it is time to help rural
America. It is going to take some work, because we are kind of in
this mind-set of free competition, deregulation, and so forth. The
more we go down that road, the more it just tends to help the
urban areas, in many respects, and hurt the rural areas.

We are all for competition. We are all for letting everybody pur-
sue his own dream economically, and so forth. But, on the other
hand, we are all still one country. Clearly, past policies, although
they have helped build America, have also in some respects hurt
small business and hurt rural America. So, we are going to have
to figure out the right balance here. The pendulum has got to
swing back a little bit more, back to small business in rural Amer-
ica. Your testimony should help us to find that balance, but, as I
said, we have got a lot further to go.

Thank you very, very much. I am very, very appreciative. I want
to thank all of you who came great distances. It is not inexpensive,
sometimes, to fly from certain parts of our country to Washington,
DC. Thank you very much.

The hearing is now recessed.
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PREPARED STATEMENT OF HON. CHRISTOPHER S. BOND

Chairman Baucus and Ranking Member Grassley, thank you for giving me an op-
portunity to comment on an important initiative pending before the Committee on
Finance that has great potential to enhance small business economic development.
This past March, I introduced the ‘‘Small Business Investment Company Capital Ac-
cess Act of 2002 (S. 2022),’’ whose purpose is to increase the amount of venture cap-
ital available to small businesses. My good friend from Iowa, Senator Grassley, the
Ranking Member on the Senate Finance Committee, is the principal cosponsor of
this important bill.

During the past two years, there has been a significant contraction of the private-
equity market. During this same period, the Small Business Administration’s Small
Business Investment Company program has taken on a significant role in providing
venture capital to small businesses seeking investments in the range of $250,000
to $3 million.

Small Business Investment Companies (SBICs) are government-licensed, govern-
ment-regulated, privately managed venture capital firms created to invest only in
original issue debt or equity securities of U.S. small businesses that meet size
standards set by law. In the current economic environment, the SBIC program rep-
resents an increasingly important source of capital for small enterprises.

While Debenture SBICs qualify for SBA-guaranteed borrowed capital, the govern-
ment guarantee forces a number of potential investors, namely pension funds and
university endowment funds, to avoid investing in SBICs because they would be
subject to tax liability for unrelated business taxable income (UBTI). More often
than not, tax-exempt investors generally opt to invest in venture capital funds that
do not create UBTI. As a result, 60% of the private-capital potentially available to
these SBICs is effectively ‘‘off limits.’’

The ‘‘Small Business Investment Company Capital Access Act of 2002’’ would cor-
rect this problem by excluding government-guaranteed capital borrowed by Deben-
ture SBICs from debt for purposes of the UBTI rules. This change would permit tax-
exempt organizations to invest in SBICs without the burdens of UBTI record keep-
ing or tax liability.

In 1958, Congress created the SBIC program to assist small business owners in
obtaining investment capital. Forty years later, small businesses continue to experi-
ence difficulty in obtaining investment capital from banks and traditional invest-
ment sources. Although investment capital is readily available to large businesses
from traditional Wall Street investment firms, small businesses seeking investments
in the range of $500,000–$3 million have to look elsewhere. SBICs are frequently
the only sources of investment capital for growing small businesses.

Often we are reminded that the SBIC program has helped some of our Nations
best known companies. It has provided a financial boost at critical points in the
early growth period for many companies that are familiar to all of us. For example,
when Federal Express needed help from reluctant credit markets, it received a
needed infusion of capital from two SBA-licensed SBICs at a critical juncture in its
development stage. The SBIC program also helped other well-known companies,
when they were not so well-known, such as Intel, Outback Steakhouse, America On-
line, and Callaway Golf.

What is not well known is the extraordinary help the SBIC program provides to
Main Street America small businesses. These are companies we know from home
towns all over the United States. Main Street companies provide both stability and
growth in our local business communities. A good example of a Main Street com-
pany is Steelweld Equipment Company, founded in 1932, which designs and manu-
facturers utility truck bodies in St. Clair, Missouri. The truck bodies are mounted
on chassis made by Chrysler, Ford, and General Motors. Steelweld provides truck
bodies for Southwestern Bell Telephone Co., Texas Utilities, Paragon Cable, GTE,
and GE Capital Fleet.

Steelweld is a privately held, woman-owned corporation. The owner, Elaine
Hunter, went to work for Steelweld in 1966 as a billing clerk right out of high
school. She rose through the ranks of the company and was selected to serve on the
board of directors. In December 1995, following the death of Steelweld’s founder and
owner, Ms. Hunter received financing from a Missouri-based SBIC, Capital for Busi-
ness (CFB) Venture Fund II, to help her complete the acquisition of Steelweld. CFB
provided $500,000 in subordinated debt. Senior bank debt and seller debt were also
used in the acquisition.

Since Ms. Hunter acquired Steelweld, its manufacturing process was redesigned
to make the company run more efficiently. By 1997, Steelweld’s profitability had
doubled, with annual sales of $10 million and 115 employees. SBIC program success
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stories like Ms. Hunter’s experience at Steelweld occur regularly throughout the
United States.

In 1991, the SBIC program was experiencing major losses, and the future of the
program was in doubt. Consequently, in 1992 and 1996, the Committee on Small
Business worked closely with the Small Business Administration to correct defi-
ciencies in the law in order to ensure the future of the program.

Today, the SBIC Program is expanding rapidly in an effort to meet the growing
demands of small business owners for debt and equity investment capital. And it
is important to focus on the significant role that is played by the SBIC program in
support of growing small businesses. When Fortune Small Business compiled its list
of 100 fastest growing small companies in 2000, 6 of the top 12 businesses on the
list received SBIC financing during their critical growth year.

The ‘‘Small Business Investment Company Capital Access Act of 2002’’ is impor-
tant for one simple reason: once enacted it paves the way for more investment cap-
ital to be available for more small businesses that are seeking to grow and hire new
employees. According to the National Association of Small Business Investment
Companies (NASBIC), a conservative estimate of the effect of this amendment
would be to increase investments in Debenture SBICs by $200 million from tax-ex-
empt investors in the first year and $400 million in the second year. Government-
guaranteed SBIC leverage commitments equal to $400 million in year one and $800
million in year two would be added to the private capital. Thus, total year one cap-
ital available for investment would equal $600 million and total year two capital
would equal $1.2 billion.

Data developed by Venture Economics for the period 1970–1999 indicates that one
job is created for every $22,600 invested in a small company. At that rate, this bill
could be responsible for the creation or support of as many as 62,000 jobs within
the next two years, whether within companies receiving investments directly or
within those firms benefitting indirectly through increased sales of goods and serv-
ices to the former companies.

And the cost? Industry experts estimate that if the change were effective now,
there would be less than a $1 million in lost tax revenues. About $1.5 billion in pri-
vate capital is invested in Debenture SBICs. A NASBIC poll of Debenture SBICs
indicates $30.3 million of that amount is from tax-exempt investors. For the pre-
vious 10 years, Debenture SBIC returns have averaged 7.78%. Applied to the $30.3
million, that would result in lost taxable income of $2.36 million per year. If all of
that were taxed at the top 39% rate, the tax revenue loss would be $922,000 per
year.

The cost of this legislation is low and the potential for economic gain is great. En-
actment of the bill will make the Government’s existing SBIC program more effec-
tive in providing growth capital for America’s small business entrepreneurs.

And most importantly, it will provide sorely needed capital for the sector of our
economy that provides about 75% of the net new jobs—small businesses. That is a
real stimulus that would cause new investments to be made and the creation of
critically needed new jobs. Our economy is primed for this kind of support.

Thank you for providing me with an opportunity to comment on S. 2022, the
‘‘Small Business Investment Company Capital Access Act of 2002.’’
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PREPARED STATEMENT OF HON. BYRON L. DORGAN

Mr. Chairman, Senator Grassley and other members on the Senate Finance Com-
mittee. I appreciate this opportunity to visit with you about the New Homestead
Economic Opportunity Act (S. 1860). This legislation speaks to one of the most
pressing issues facing rural areas throughout the nation: the out-migration of peo-
ple.

In its own way, this measure could be as significant to America as the original
Homestead Act of the nineteenth century. Back then the problem was getting people
on to the farm. Now the issue is out-migration from the heartland of this country.
Mr. Chairman, over the past two decades, for example, some 54-percent of the coun-
ties in Montana have lost at least 10 percent of their population. Over 90 percent
of our counties in North Dakota have suffered comparable losses in population. The
number of youth in my state has fallen by more than a third and the median age
of its residents is up by more than 10 years. As a result, many rural counties in
my state now lack the critical mass of people and resources it takes to keep them
alive and growing.

Out-migration is not just a problem for Montana or North Dakota. It is a national
problem. A massive exodus from rural areas is happening throughout the nation’s
heartland—from North Dakota and Nebraska to Texas. Nearly twenty-five per-
cent—that’s 25%—of all counties in the country have experienced such double-digit
losses in population, largely due to the out-migration of people. The sad fact is that
there are hundreds of small towns in our rural areas that may not survive. Yet most
Americans do not even know about their struggle. The economic and social costs re-
sulting from this decline are staggering.

Senator Hagel and I want to change that. We want to initiate a national debate
about the problem of out-migration in rural America. Moreover, we want all Ameri-
cans to understand not just the challenges that rural America faces, but the all-
American values that it offers as well, such as close-knit communities, good schools,
low crime rates, and high levels of civic involvement. Finally, we want to make the
case to all Americans that these small rural towns, which were once so instrumental
in developing our great nation, deserve an opportunity to hope and grow again.

To start that debate, Senator Chuck Hagel and I introduced the New Homestead
Economic Opportunity Act. Our bipartisan legislation has been cosponsored by
many of our Senate colleagues. It also has garnered the strong support of many
state and local government and business organizations such as the National Asso-
ciation of Counties, the National Telecommunications Cooperative Association and
the Credit Union National Association.

Inspired by the Homestead Act of 1862, our bill proposes new incentives for people
and businesses that are willing to make a commitment to live, work, and prosper
in rural areas. We can’t give land anymore. But our legislation provides rural com-
munities with other financial resources to fight against out-migration which is slow-
ly strangling so much of America.

S. 1860 would provide states and localities with meaningful incentives to attract
new residents and businesses to a rural county that has suffered net out-migration
of at least 10% over the past 20 years.

• Forgiving up to 50% of college loans for recent graduates who live and work in
high out-migration areas for 5 years (maximum of $15,000);

• Providing a $5,000 tax credit for the home purchases of individuals who locate
there for 5 years (or 10% of purchase price, whichever is lower);

• Protecting home values in high out-migration areas by allowing losses in home
value to be deducted from federal income taxes;

• Establishing tax-favored Individual Homestead Accounts to help build savings
and increase access to credit;

• Providing rural investment tax credits and accelerated depreciation for quali-
fying business investments made in high out-migration areas; and

• Establishing a $3 billion venture capital fund to ensure that businesses and en-
trepreneurs in these rural areas can get the money they need to start and grow
their enterprises.

It is critical that we aggressively tackle the problem of rural out-migration. Left
unaddressed, many rural communities will disappear.

This doesn’t have to happen. The federal government needs to do what it did for
urban areas a generation ago. At the time, our cities were losing people and jobs,
and it was considered a national problem. Our leaders ultimately committed billions
of dollars to this cause and it did make a difference. We can and must do the same
for rural towns fighting against out-migration in the heartland. S. 1860 will help
ensure that rural communities get that opportunity.
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On a separate matter, let me briefly call to your attention three tax policy matters
that are also relevant to today’s hearing and need to be addressed by this Com-
mittee.

First, as you know, the IRS has been waging an aggressive campaign to re-charac-
terize Conservation Reserve Program (CRP) payments as earnings from self-employ-
ment and subject to self-employment taxes. The IRS’s position is not what Congress
intended, nor is it supportable in law in my judgment. Unless we act soon to over-
turn this ill-advised position, many farmers in North Dakota, Iowa, Kansas and
other farm states could face massive tax bills at the very time our nation’s family
farmers are struggling with a depressed farm economy and high fuel costs. I have
joined Senator Brownback of Kansas in introducing legislation (S. 315) that clarifies
that CRP payments received by farmers are properly treated for tax purposes as
rental payments from real estate and not subject to self-employment taxes.

Second, Senator Hagel and I have introduced legislation (S. 362) to ensure that
family farmers can get some benefit from the $500,000 capital gains exclusion for
home sales that would otherwise be unavailable to them for all practical purposes.
Those of us from farm states understand that the current $500,000 capital gains ex-
clusion does not effectively deal with the special circumstances of farm families. By
itself, the farmhouse often has relatively little value in relation to the surrounding
land and structures. The IRS allocates only a small portion of the sales price to the
farmhouse itself when the farm is sold, and consequently the $500,000 capital gains
exclusion is of little or no use. Specifically, S. 362 would expand the $500,000 capital
gains exclusion for home sales to cover family farmers who sell their farmhouses
or surrounding farmland, so long as they are actively farming prior to the sales.

Finally, I have authored legislation called the Main Street Business Incentive Act
(S. 364) that would address a major flaw in the current federal income tax expens-
ing provisions that hinder many small businesses from making needed building im-
provements. Under current law, small businesses generally can deduct immediately
up to $24,000 in qualifying purchases of equipment and machinery. But they must
depreciate over 39 years the costs of any storefront or other structural building im-
provements, even if those improvements are crucial to the business or to the main-
tenance of a Main Street business.

S. 364 would resolve this senseless distinction by expanding the current $24,000
expensing provision in Section 179 of the Internal Revenue Code to cover invest-
ments in depreciable real property. There are Main Streets across this country that
were built or refurbished decades ago and now need investments and improvements.
Our federal tax laws ought to assist small businesses to make such improvements,
and my legislation is a simple way to accomplish that. This legislation has pre-
viously garnered the support of the NFIB, the Realtors and many other business
groups.

Mr. Chairman, each of these three proposals enjoys strong bipartisan support in
the Senate. In fact, the Senate unanimously agreed to an amendment I offered to
a larger tax bill in 2000 that would have made the three changes I have outlined
above. Unfortunately, none of them were ultimately included in the final version of
that tax bill or other legislation before the 106th Congress adjourned.

I hope that the Finance Committee will favorably report all of these bills as it
crafts tax legislation in the coming months. I look forward to working with the Sen-
ate Finance Committee on these suggested changes.
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RESPONSE TO A QUESTION FROM SENATOR GRASSLEY

Question. In your testimony, you discussed the importance of establishing incen-
tives that encourage entrepreneurial investment in rural areas facing high-out-mi-
gration. In fact, you emphasize those incentives over traditional agriculture-based
incentives and the recruitment of large mass production business facilities to those
rural communities. To the extent that you believe that economic engines of those
communities may be restarted instead through entrepreneurial economic develop-
ment, how successful do you believe that venture capital funding programs such as
that included in S. 1860 will be in generating new entrepreneurial investment?

Answer. I want to be sure that my comments about agricultural programs are not
misunderstood. Agriculture will continue to be an important component of rural
economies and rural culture and it should be supported. Rural economies have
changed, however, and our current system of agriculture does not provide the eco-
nomic base for communities that it once did. With low commodity prices and consoli-
dation of farms, there are simply too few opportunities for a new generation of peo-
ple to become successful farmers or ranchers. Today, less that 2 percent of the rural
population farms for their primary source of income. While I do not think we should
abandon agriculture, I do I argue that our approach to rural policy must be dramati-
cally broadened. We need to support and develop other aspects of the rural economy
that will allow rural communities to maintain the critical mass needed to remain
viable.

The recruitment of existing large scale businesses to relocate in rural places has
not paid off for many communities. I believe that rural communities must be open
to outside investments and to outside businesses that may want to relocate, but that
they should avoid offering incentives that may cost them more than they can recoup.
They must also avoid getting into competitions with neighboring communities that
may benefit the businesses but be mutually destructive to the communities. Even
if they offer every incentive they can muster, the chances that many declining rural
communities will recruit the businesses needed to sustain them are slim. Only a
very few rural places will ultimately succeed with this strategy. Most will have a
better chance if they try to enhance the quality of life they offer to all their citizens
and work to build their own futures from within by developing and supporting lo-
cally based entrepreneurs. Ultimately, outside business people will probably also be
more attracted to places with these qualities and if they choose to relocate of their
own accord they should be welcomed.

In the long run, a more inclusive approach to rural policy is important for both
the farm and non-farm segments of the rural population. The non-farm economy has
become increasingly important for the well being of farmers. As much as 90% of all
farm household income is now derived from off farm sources. In addition, the most
critical threat faced by many rural communities is the loss of young people. Unless
we can create new incentives in rural places that attract more young adults we will
face a shortage of workforce that will threaten all industry in those areas, including
agriculture. I have spoken to farmers in this area who have told me that there are
no longer enough young people in the community to enlist as help for working their
cattle and that they can no longer find hired help who are able to operate their
equipment. My prediction is that it will not get easier for these farmers or for other
rural employers unless we create an environment in which new generations of peo-
ple perceive real economic and social opportunities for themselves in rural places.
To do this we must invest in rural America.

There are unique challenges in rural areas that discourage private investment
and rural Americans have not generally had access to venture capital. Rural entre-
preneurs may need much smaller investments than is the norm for urban oriented
venture capital funds and it may take longer for them to produce yields. Private
capital is likely to bypass rural areas and flow to places where the prospects for
maximal financial returns are better. Thus, rural communities need venture capital
that is tailored to rural needs. Government is important because it can legitimately
include community development and the social well being of citizens in its calcula-
tion of the returns on its investments. While financial returns may still be expected,
the involvement of government can temper the need for initial high profits.

Government backed venture capital funding will be critical for helping rural com-
munities find adequate new economic underpinnings especially if it is paired with
other kinds of support for entrepreneurship such as training and education about
the uses of capital, the development of ideas so they can be successfully commer-
cialized, and the identification of potential products and markets. The creation of
new venture capital funding that is firmly rooted in rural America and appro-
priately scaled to the needs of rural enterprises will be a powerful tool for revital-
izing rural communities. Our success in restarting the economic engines of rural
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communities will rest, to a great extent, on having this tool and learning how to
use it well. It will also rest on our belief and confidence that those engines can be
restarted. Your leadership in supporting initiatives such as those in S. 1860 will
help to build and extend that belief which is also critical to our success.

I apologize for the length of this response but hope that it is helpful to you. I
thank you for your concern with these issues and I thank you, Senator Baucus, and
the entire finance committee for the opportunity you have extended for my partici-
pation in this process.
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PREPARED STATEMENT OF HON. CHUCK HAGEL

Thank you for holding this hearing. It is a privilege to join my colleague from
North Dakota to speak about one of the most pressing challenges facing rural Amer-
ica today—the problem of out-migration of people and businesses from rural areas.
Senator Dorgan has become a leader on addressing population loss in rural America,
and no member in this body has put more energy into this issue than the Senator
from North Dakota.

Both Senator Dorgan and I are here today because most smaller communities in
rural America have not shared in the boom that has brought prosperity to urban
America.

A recent report by the National Corn Growers’ Association says that one out of
every two rural counties lost population in the 2000 census, and three of every four
rural counties experienced below average economic growth—despite record levels of
farm subsidies in the 1990s. The fact is, during the past fifty years, America’s non-
metropolitan counties have lost more than a third of their population (34 percent).
During the same period, the number of people living in metropolitan areas has
grown by 151 percent.

As the National Corn Growers’ report states: ‘‘These trends challenge policy-
makers to shift emphasis from commodity subsidies to rural programs that will en-
hance job growth and opportunities for a broader set of rural residents than farmers
alone. In short, farm policies (commodity price supports) . . . have done little to
help farm communities reverse this decline.’’

Last February, Senator Dorgan and I introduced the ‘‘New Homestead Economic
Opportunity Act’’ (S. 1860) to explore solutions that will help close the gap between
rural America and the rest of our country.

By using an array of incentives aimed at attracting individuals and businesses
back to rural areas, our bill would encourage more people to live and work in areas
suffering population loss—from Maine to Oregon—from Texas to Montana.

Some might ask whether the federal government has a role in aiding these strug-
gling communities. In 1862, Congress passed The Homestead Act, giving land to in-
dividuals who were willing to develop, live and work in unsettled areas of the coun-
try. The Homestead Act transformed America’s Heartland into a productive and vi-
brant part of our country.

We Nebraskans are proud that the first claim made under this act was just out-
side Beatrice, Nebraska—and, as you know, we recently celebrated the 140th Anni-
versary of that revolutionary legislation.

Today—140 years after President Lincoln signed The Homestead Act—Nebraska
is one the states most hard hit by out-migration. Of Nebraska’s 93 counties, 61 of
them have had net out-migration of at least 10 percent over the past 20 years. Na-
tionally, 556 rural counties have lost 10 percent or more of their residents.

Why are people leaving rural America? For jobs and opportunities. One of the
main provisions of our legislation addresses this issue by providing incentives to
small businesses to expand and locate in rural areas. Small businesses are a critical
element of the rural economy—accounting for nearly two-thirds of all rural jobs.

Our legislation builds upon the same spirit of The Homestead Act of 1862 by of-
fering economic incentives to attract individuals back to rural America. S. 1860 tar-
gets three different categories individuals, businesses, and capital formation.

For individuals who choose to locate in high out-migration counties, which we de-
fine as a nonmetropolitan county that has suffered a net out-migration of at least
10 percent over the past 20 years, the legislation provides the following:

• Forgiveness of up to 50% (maximum of $15,000) of college loans for recent grad-
uates who live and work in these counties for 5 years.

• A $5,000 tax credit for home purchases for individuals who choose to locate in
eligible areas for 5 years.

• Allows for the deduction of losses in home values in high out-migration coun-
ties.

• Establishes Individual Homestead Accounts that individuals can use for edu-
cational expenses, unreimbursed medical expenses, first-time home purchases
and small business loans.

The second measure targets those who wish to locate or expand a small business
in a high out-migration area. Our legislation creates a Rural Investment Tax Credit
for states and counties to use for the improvement of new or existing buildings and
other development costs.

Qualifying out-migration states would be eligible for $1 million in tax credits, for
every high out-migration county. We also accelerate the depreciation for equipment
purchases that are made through a Rural Investment Tax Credit project.
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The last section of the legislation addresses the need for start-up capital. Just as
in metropolitan areas, small firms located in rural areas need capital to exist and
expand.However, over the past decade rural communities have witnessed their fi-
nancial institutions consolidating or fading away altogether.

In an effort to combat this problem, we create a $3 billion Venture Capital Fund
that invests in high out-migration counties, with a collection of federal, state and
private money to help attract business ventures. This concept of joint public-private
capital formation is being used effectively today in some states, such as Oklahoma.

I thank the Committee for allowing me to present my views, and hope that the
merits of S. 1860 will be considered as this Committee explores legislation that aims
to support rural development and addresses the challenges facing rural America.
Thank you.

PREPARED STATEMENT OF HON. ORRIN G. HATCH

Mr. Chairman, I would like to thank you for scheduling today’s hearing on the
tax burdens facing small businesses. This is an important issue on which I have
worked together with many of my Finance Committee colleagues, and I hope we will
have a chance before the end of the year to advance legislation that is friendly to
this engine of innovation and entrepreneurship.

At the same time, the underlying purpose of this hearing is unfortunate. Once
again, some of my colleagues on the other side of the aisle are hoping to raise the
minimum wage and steal away the ladder of opportunity from at least a hundred
thousand American workers. Leading economists tell us that a 20 percent rise in
the minimum wage would lead to at least this many job losses, and possibly many
more.

But if the Senate does choose to pass legislation to increase the minimum wage
this summer, at least this Committee can try to undo some of the economic damage
we would be creating. By improving the tax code to help our small businesses be-
come more efficient and more productive, then possibly our small businesses would
not have to lay off quite as many workers.

I especially hope that today’s witnesses can tell us what we can do to improve
our tax treatment of small corporations. For years, I have been working with my
Finance Committee colleagues to improve the way our tax code treats small corpora-
tions that elect tax treatment under Subchapter S of the tax code, so-called ‘‘S-Cor-
porations.’’ Just to remind my colleagues, Subchapter S was designed to give entre-
preneurs some of the legal protection available to corporations, without taxing these
small businesses twice on their profits—first as corporate income and then as per-
sonal income—the way our corporate tax law does.

There are already more than 2.6 million corporations organized as S Corporations,
but I have had Utahns telling me for years that the Subchapter S provisions just
aren’t that useful for many companies because of their limitations, restrictions, and
pitfalls for the unwary. Clearly, this is no way to run a small-business-friendly tax
code. And, even though some very important improvements have been made over
the years, including many enacted the last time we raised the minimum wage, more
needs to be done to bring the tax treatment of these important businesses into the
21st Century.

That’s why I, along with my colleagues Senator Breaux, Thompson, Lincoln, and
Gramm, have sponsored S. 1201, the Subchapter S Modernization Act of 2001,
which we think would dramatically improve the tax treatment of S corporations,
and help entrepreneurs to get the benefits of being organized as a corporation while
being taxed as a partnership or sole proprietor.

Mr. Chairman, small businesses are key to the continued growth of our economy
and to future job creation. The way I see it, it is the job of government to see that
unnecessary restrictions and barriers to the success of these businesses are removed
so that these small enterprises can attract capital and function with the maximum
of efficiency.

I look forward to hearing what our witnesses today can tell us about the state
of small and rural business in America today.
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PREPARED STATEMENT OF HON. BLANCHE L. LINCOLN

Thank you, Mr. Chairman, for holding this hearing on small business and rural
economic development. It goes without saying that small business is the backbone
of Arkansas commerce and employment and rural development has been my para-
mount concern as a member of the Congress.

I believe that Congress should increase the minimum wage. A significant number
of Arkansans earn the minimum wage and they haven’t gotten a raise in 5 years.

I have always supported, however, helping small businesses offset the pressure
of these wage increases by coupling the minimum wage increase with a package of
tax cuts targeted to the businesses most effected.

I want to thank the chairman and ranking member for highlighting their bill S.
312, the TERFF bill which is a package of needed farm belt tax changes and I am
proud to be a cosponsor of that bill.

I am also particularly glad that this hearing will focus on S. 1201, the S corpora-
tion modernization act. Senators Hatch, Breaux, Thompson, Gramm and I have
worked together to produce this legislation which is absolutely necessary to elimi-
nate confusion and tax traps for the unwary and to expand growth and investment.

This legislation will also help advance what I see as an important long term goal
of eliminating the double layer of tax on American business.

I would like to use my remaining time to address a few other important small
business and rural investment initiatives which I believe should be considered by
this committee.

S. 1278, the US Independent Film Incentive Act, currently has 26 cosponsors in-
cluding Senators Breaux, Torricelli, Jeffords, Kerry, and Snowe of this committee.

The bill would provide for a two tiered targeted wage credit designed to stem the
outflow of American films to foreign markets. While on its face this bill appears to
help Hollywood, it actually will boost the segment of the market most vulnerable
to the impact of runaway film and television production and to helping the small
businesses that support it.

It is only available if total wage costs are more than $200,000 and less than $10
million and provides for 25 percent wage credit, equal to the first $25,000 of quali-
fied wages and salaries and a 35 percent credit of such costs if incurred in a ‘‘low-
income community.’’

According to a Commerce Department study, every year we don’t act, we lose $10
billion dollars worth of our most American industry to the tax incentive that foreign
countries have created to lure this lucrative and economically stimulating industry
across our borders.

Over 15,000 direct jobs in the forest products industry will be affected by an in-
crease in the minimum wage bill. Many jobs in the forestry side of the business are
small businesses. That is why I believe that S. 1002, the Reforestation Tax Act,
should be up for consideration for any minimum wage small business tax reduction.

The RTA would lift the current $10,000 cap on reforestation costs, allowing timber
growers to amortize all reforestation costs over a 7-year period and would increase
the current cap on the reforestation credit from $10,000 to $25,000; it also would
provide a capped Inflation Adjustment Provision which reduces gross income from
the sale of timber by 3% times the number of years a landowner holds the timber.
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COMMUNICATIONS

THE AMERICAN FARM BUREAU FEDERATION

Farm Bureau commends the Senate Finance Committee for holding a hearing to
focus attention on the needs of farmers and ranchers. While much of America has
prospered over the last decade, this has not been the case with American agri-
culture. Many farmers and ranchers have suffered substantial financial losses over
the last few years. There are many reasons for this and just as many possible solu-
tions. Some of these solutions involve changes in the tax code.

We are pleased that Chairman Baucus and Senator Grassley have recognized
many of these tax provisions and introduced them as S. 312. Farm Bureau supports
S. 312, the Tax Empowerment and Relief for Farmers and Fishermen Act, and the
legislation that carries the bill’s components are freestanding measures. This state-
ment also contains support for repeal of death taxes and several changes in the way
capital gains are taxed.

FARM, FISHING AND RANCH RISK MANAGEMENT ACCOUNTS (FFARRM)

S. 312 Tax Empowerment and Relief for Farmers and Fishermen Act—Section 2

S. 313 Farm, Fishing and Ranch Risk Management Act
Unpredictable weather and uncontrollable markets determine whether or not

farmers and ranchers will be able to harvest a crop and the price they will receive
for the commodities they are able to market. As a result, farmers and ranchers are
never certain of their incomes. Serious financial problems arise in low-income years
when not enough revenue is generated to cover farm expenses. Farmers and ranch-
ers need new risk management tools that encourage savings as a means of stabi-
lizing their incomes.

Farm Bureau supports the creation of Farm, Fishing and Ranch Risk Manage-
ment Accounts (FFARRM) to help farmers and ranchers manage risk though sav-
ings. Using FFARRM accounts, agricultural producers would be encouraged to save
money in good economic times for the ultimate lean economic years.

Like other small businessmen, farmers and ranchers have predictable expenses.
Each month they must pay for fuel, animal feed, equipment repairs, building main-
tenance, insurance, utilities and payroll. They must plan for seasonal expenses such
as taxes, seed, heat and fertilizer and must also budget for major purchases such
as equipment, land and buildings.

While many expenses can be predicted and to some degree controlled, farm in-
come is neither predictable nor controllable. Farmers and ranchers do not know
from one year to the next if theirgross income will exceed expenses or if their in-
come will fall short of what they need to pay their bills.

FFARRM accounts would encourage farmers and ranchers to save ‘‘for a rainy
day’’ by deferring income tax, but not self-employment taxes, on up to 20 percent
of their net farm income. Money could remain in the account for no more than five
years and would be subject to income taxes at withdrawal while interest would be
taxed as it is earned. Safeguards in the bill limit the use of FFARRM accounts to
bonafide farmers and ranchers and require that FFARRM funds be held in interest-
bearing accounts.
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SELF-EMPLOYMENT TAXES

S. 312 Tax Empowerment and Relief for Farmers and Fishermen Act—Sections 3
and 4

S. 315 Conservation Reserve Program Tax Fairness Act of 2001

S. 369 Relating to the exclusion of certain farm rental income from self-employment
taxes

Most farmers and ranchers are self-employed. They currently pay self-employment
(SE) tax at the rate of 15.3 percent on earned income. The self-employment tax does
not ordinarily apply to rental income, because rental income represents a return on
investment not on earned income.

In 1996, a tax court case (Mizell case) imposed new SE taxes on cash rental in-
come received by some farmers and ranchers. As a result, landlords, who are ac-
tively involved in a partnership or corporation that farms their land, must pay SE
tax on rental income. The Mizell decision doesn’t apply to any other group of tax-
payers, which means that farmers are being taxed differently than other rental
property owners. While an Eleventh Circuit appellate ruling (McNamara, Bot and
Hennen) sided with farmers, additional IRS legal action could still occur and the
obligation to pay SE taxes on cash rental income remains clouded.

Also in 1996, the tax court ruled (Wuebker Case) that Conservation Reserve Pro-
gram (CRP) payments were considered rental payments and therefore would not be
subject to the SE tax. USDA makes CRP payments to owners and operators of land
who sign a rental agreement and agree to refrain from farming the enrolled prop-
erty in order to conserve and improve the environmental resources of that land.
CRP covers almost 34 million acres of environmentally sensitive land.

But, in March 2000, the Sixth Circuit Court of Appeals reversed the tax court’s
opinion, placing an additional tax burden of 15.3 percent on farmers for their CRP
payments and allowing the IRS to retroactively collect these taxes from the last four
years on farmers participating in CRP.

It is unfair to treat active farmers and ranchers differently from other taxpayers
when imposing SE taxes on rental income. Because of the Mizell and Wuebker
cases, the IRS now singles out farmers and ranchers as landlords liable for the SE
tax. For other taxpayers who receive CRP payments and cash rental payments, and
are not materially participating in a farming operation, the payments are considered
to be rental income not subject to SE tax.

The CRP issue not only impacts farmers and ranchers, but also the environment.
Self-employment tax on CRP payments may discourage farmers and ranchers from
future participation in this program. Environmentally-sensitive acreage that has
been taken out of production to protect its natural resources may be forced back into
production if CRP payments are subject to SE taxes.

Farm Bureau believes that farmers and ranchers should be treated the same as
other taxpayers and not have to pay SE taxes on unearned income like CRP pay-
ments and the cash rental of land.

INCOME AVERAGING AND THE ALTERNATIVE MINIMUM TAX

S. 312 Tax Empowerment and Relief for Farmers and Fishermen Act—Section 8
Farm income averaging provides farmers and ranchers with a valuable tax man-

agement tool. The intended benefits of income averaging, however, are being eroded
by the Alternative Minimum Tax (AMT) for some farmers and ranchers who use in-
come averaging. Producers who stand to benefit the most from income averaging,
those whose incomes vary greatly from year to year, are hurt most by AMT-imposed
limits on farm and ranch income averaging.

Income averaging helps assure the long-term viability of production agriculture
because farmers and ranchers are no longer overtaxed in profitable years, leaving
more funds to pay expenses and prepare for the next economic downturn. Without
income averaging, farmers and ranchers pay more in taxes than people with steady
incomes even though they both had the same aggregate earnings over time. By im-
plementing income averaging, Congress ensured that effective tax rates would be
the same for agriculture producers and other taxpayers.

Farm Bureau supports legislation to ensure that farmers and ranchers are able
to take full benefit of income averaging without the added burden of paying the Al-
ternative Minimum Tax.
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CHARITABLE DEDUCTION FOR CONTRIBUTIONS OF FOOD INVENTORY

S. 312 Tax Empowerment and Relief for Farmers and Fishermen Act—Section 7
S. 37 Good Samaritan Hunger Relief Tax Incentive Act

Despite the wealth of our country, low food prices and ongoing government food
assistance programs, some people still have difficulty purchasing food for a proper
diet. Farm Bureau believes that tax policy should encourage individuals and compa-
nies to do all they can to help people in need. Farm Bureau supports legislation de-
signed to increase donations to food banks, soup kitchens and other hunger relief
charities by creating a charitable deduction for contributions of food inventories.

SMALL ETHANOL PRODUCER CREDIT

S. 312 Tax Empowerment and Relief for Farmers and Fishermen Act—Section 11
Farm Bureau has been an aggressive supporter of expanding the production and

use of ethanol. The energy supply problems of the last few years have made ethanol
an even more important part of the total energy supply for the country. The small
ethanol producer credit program provides incentives for producers of alternative en-
ergy to boost production. The U.S. Department of Agriculture program will reim-
burse plants that increase production for the commodities used to make ethanol.

Changing the definition of a small ethanol producer would be a tremendous boost
for small ethanol plant producers. It would give them an economic incentive to en-
hance the output of each plant that participates in the program. Currently the pro-
gram covers 42 ethanol and 12 biodiesel makers in 19 states. It is projected that
these plants will increase ethanol production by 264 million gallons and boost bio-
diesel production by 37 million gallons. Expanding the parameters to the next tier
of plants, to producers of 60 million gallons, would almost double these numbers.

We are pleased that this provision is contained in the Senate-passed energy bill
now in conference.

CAPITAL GAINS TAXES

Farming and ranching is a capital-intensive industry that requires huge invest-
ments in buildings, equipment and land to produce food and fiber. When they sell
a farm asset, agriculture producers pay capital gains taxes on the amount that asset
has increased in value while they owned it. This tax can be huge because on the
average, farmers and ranchers own their land for 30 years during which it increases
in value five to six times.

To remain efficient and profitable, farmers and ranchers must constantly adapt
their businesses to produce the goods wanted by American and overseas consumers.
Because capital gains taxes are imposed when buildings, breeding livestock and
farmland is sold, producers are discouraged from selling unneeded assets to adapt
and upgrade their operations.

Capital gains taxes also threaten the transfer of farmland between agricultural
producers. Capital gains taxes increase the price of land making it more difficult
for children to take over farms while their parents are still alive. The tax makes
it harder for farmers to acquire land to expand so that additional family members
can enter the business. In addition, capital gains taxes make it more difficult for
family members who want to keep farming to buy out their non-farming relatives
who may have inherited part of the farm.
S. 1329 To provide capital gains tax incentives for land sales for conservation pur-

poses
One farmland preservation tool embraced by some state and local governments

and a growing number of private conservation groups are voluntary conservation
easements. These programs compensate farmers and ranchers who are willing to
give up the right to develop or to sell their property for development.

The value of a conservation easement is typically the difference between the de-
velopment and agricultural value of a piece of property. Because farmers and ranch-
ers tend to reinvest their earnings in their businesses, they consider their land to
be their retirement savings. Few are willing to give up the right to develop, and
thereby lessen the value of their land, without compensation.

Programs that purchase conservation easements from farmers overcome this issue
and successfully protect farmland from development. But, because income from the
sale of conservation easements triggers capital gains taxes, farmland preservation
programs are not as successful as they could be.

Farm Bureau supports S. 1329 to exclude 50 percent of gain from the sale of land
from gross income to an entity intending to put the land in a conservation use. This
tax code change will encourage more landowners to designate land for conservation
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purposes because capital gains taxes will be lower than if the property were sold
for development.

The change will also encourage and assist farmers and ranchers who wish to vol-
untarily preserve land as habitat for endangered or threatened plants and animals.
Rewarding landowners who choose to protect habitat is a much better approach
than mandatory programs that restrict the use of land without compensating land-
owners.

S. 362 To provide exclusion for gain from the sale of farmland
Congress increased the homeowner exclusion in 1997 and made the benefit usable

once every two years. While these improvements were very helpful for homeowners,
the benefits for farmers and ranchers are limited. Unlike homeowners who tend to
buy and sell homes multiple times during their lives, farmers tend to live in their
homes until they leave their farms. And, unlike many taxpayers whose homes rep-
resent their most valuable asset, a house on a working farm has a low value be-
cause it can’t be easily separated from the farm operation.

Farm Bureau supports. S. 362, legislation to expand the $500,000 per couple
homeowner capital gains exclusion to include farmland. A broadening of this exemp-
tion will insert a measure of equity into the tax code. We also believe that the max-
imum capital gains tax rates should be reduced to no more than 15 percent. Enact-
ment of these provisions will allow assets to move to their best and most productive
use.

DEATH TAXES

No Farm Bureau statement on taxes would be complete without a statement on
death taxes. Eliminating death taxes is the top tax priority of our organization.
Families own 99 percent of our nation’s farms and ranches and unless death taxes
are repealed, many of these family farms are at risk. The impact of death taxes,
with rates as high as 55 percent, is so severe that its imposition can destroy farm
businesses. When this happens open space can be lost, surviving family members
can be displaced, employees can lose their jobs and rural communities can lose their
economic base.

Anything less than total repeal fails to completely remove the burden that death
taxes place on our nation’s agriculture producers. Farms and ranches, and the fami-
lies that operate them are not stagnate, but grow and evolve over time. Farmers
do not know when they are going to die and they do not know what their operations
are going to be worth when they do. As long as death taxes remain on the books,
farmers and ranchers will be required to divert resources from their businesses to
pay for costly, cumbersome and time-consuming estate planning. Even with the best
of planning, no one can guarantee that a farm or ranch will be protected at death.

THE BUREAU OF WHOLESALE SALES REPRESENTATIVES

[SUBMITTED BY ABRAHAM SCHNEIER, LEGISLATIVE DIRECTOR]

Chairman Baucus: On behalf of the members of the Bureau of Wholesale Sales
Representatives, (BWSR), we appreciate the opportunity to submit this statement
for the record for the June 4th hearing on ‘‘Small business and Rural Economic De-
velopment’’.

Who is the Bureau
BWSR is an organization of sales representatives who are in turn members of the

National Alliance of Sales Representatives Associations (NASRA). NASRA is com-
prised of memberships of different sales representatives organizations, including
members in the apparel industry, furniture industry, shoe industry, and gift indus-
try. Each NASRA member is an independent sales representative, which means that
they are each an independent business owner. They are free to represent a variety
of manufacturers and each pays his or her expenses out of their earned commis-
sions, they are not reimbursed.

This differentiates the independent sales representative from sales representa-
tives that are employees of various manufacturers, as the independent sales rep-
resentative is totally dependent on his or her individual efforts. Some have employ-
ees while many run their businesses on their own, sometimes with the help of a
spouse. In addition many of them travel the roads of rural America for up to 200
days per year meeting with the independent businesses that reside in small towns
throughout the country.
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What is a Sales Representative?
Walk through a department store and notice the variety of merchandise. You are

seeing the results of a sales representatives work. Have you ever stopped to wonder
how all of this merchandise in its variety of sizes, colors, shapes came to be in this
store, you have seen the effort of a sales representative.

It is an old industry truism; that nothing gets sold unless a sales rep sells it first.
A sales representative knows his products and his customers. They understand

the product and how it is manufactured. They also understand the needs of their
customers. They also know what is available, when it can be shipped, how to ar-
range financing, the works.

Sales Representatives are a critical part of the distribution chain, after all where
did you think all of that merchandise came from.

It might surprise you to know that every day in rural America Sales Representa-
tives are busy selling everything from computers, to boots, to farm implements.

Helping Small Business and Rural America
Sales representatives are integral to the entire distribution process and have

worked for years without federal assistance. All the while they must deal with all
of the legislative and regulatory issues that every small business owner faces. They
must deal with these issues while traveling up to 200 days per year, paying for ho-
tels, and finding opportunities to take buyers out for a coffee and doughnut at the
local diner, maintaining their vehicle, and continuously upgrading their computers
to be able to work efficiently with the manufacturers they represent.

Again these individuals are independent business owners, they are not inde-
pendent contractors, and they are not statutory employees. They are taxpaying busi-
ness owners.

They are critical to the distribution process, especially in rural America because
as you know the local retailer does not have the time to attend the variety of trade
shows. They are, however, very dependent on the sales representative coming to
them to help them stock their shelves and warehouses.

Critical Issues for Sales Representatives
Not surprisingly the issues of greatest concern to sales representatives are those

issues that permit them to do their business.

Increased Depreciation on Vehicles and Removing Section 280F Limitations
A Sales representative will purchase a vehicle large enough so that there is ade-

quate space to carry their product samples. In some cases they purchase motor
homes to allow for permanent display space yet many more will purchase the wide
variety of Vans, mini vans, and sports utility vehicles.

These individuals will then drive between 25,000–40,000 miles per year. Yet if the
vehicle does not weigh more than 6,000 pounds the vehicle must be depreciated over
more than five years. This is impractical from the perspective of the fact that the
cost of purchasing and maintaining the vehicle are cash outlays that they should
be permitted to recoup over a more practical time frame.

In addition many of these vehicles are outfitted with racks and other specialty
items to permit carrying the product samples in a safe manner.

Title II, Section 205 of S.1493, the Small Business Leads to Economic Recovery
Act of 2001, proposed by Senator Bond, would increase the Section 280 F Limits
thereby permitting the business owner to write off the vehicle over a reasonable pe-
riod of time.
Full Meal Deduction

These small business owners are not dining at the Palm, or the Capitol Grille.
Their average meals cost less than $12 because they are dining in Rural America.
When was the last time you spent $50 dollars for a meal back home.

The meal, whether a sandwich or bagel, is an opportunity for the business owner
to get the buyer away from the office and the telephone, and to spend a few mo-
ments concentrating on the sale.

Is this business related; yes. Do you think the sales representative would be
spending this money just on a lark? So why is only half of the $12 deductible. These
meals again help rural America. They help the restaurant, they help the retailer,
and of course they benefit the sales representative in the conduct of his or her busi-
ness.

Senator Bond has proposed in S.1493, Small Business Leads to Economic Recov-
ery Act of 2001, in Title II, section 206 of the bill, proposes to increase the meal
deduction to 100%.
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Increased Depreciation on Computers and Software
The existing rules on depreciating computers and software ignore the economic re-

alities that computers are practically worthless in two years and software in less
time than that. Reducing the depreciation life on computers and software would also
be helpful as sales representatives increasingly move to incorporate technology in
their daily business.
The Cost of Fuel

The cost of fuel for a sales representative goes right to his bottom line. When the
cost varies by up to 40% during a year, it makes predictions of profits impossible,
and can in some cases wipe out a years work. They can to go back and renegotiate
commissions and they cannot stop traveling.

We seem to be helping every other sector of the transportation industry or every
other part of the distribution chain that is energy sensitive.

What about the traveling Sales Representative?
Conclusion

Mr. Chairman, this hearing sought to focus on issues affecting small business and
rural America. Here is an opportunity to help both at the same time.

Æ
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