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ENTERPRISE ZONES-—1982

WEDNESDAY, APRIL 21, 1882

U.S. SENATE,
SUBCOMMITTEE ON SAVINGS, PENSIONS,
AND INVESTMENT PoLicy,
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:34 a.m,, in room
2221, Dirksen Senate Office Building, Hon. John H. Chafee (chair-
man) presiding.
Present: Senators Dole and Chafee.
: Also present: Senators Heinz, Boschwitz, Huddleston, and Brad-
ey. :
[The press release announcing the hearing, prepared statements
of Senators Chafee and Danforth, the text of bills S, 1829 and 8.
2208, and background material on enterprise zones follow:]

[Press Release No. 82-121)

FINANCE SUBCOMMITTEE ON SAVINGS, PENSIONS, AND INVESTMENT PoLicy CANCELS
HEARINGS ON ENTERPRISE ZONES

Senator John Chafee, Chairman of the Subcommittee on Savings, Pensions, and
Investment Policy, announced today that the Subcommittee hearings on Enterprise
Zones scheduled for April 16 and April 16, 1982, have been cancelled. The hearings
are being restheduled for an early date. A new date for the hearings will be an-
nounced as soon as possible. ] ‘

{Press Reloase No. 82-124)

FINANCE SUBCOMMITTEE ON SAVINGS, PENSIONS, AND INVESTMENT PoLicY
RescHEDULES HEARINGS ON ENTERPRISE ZONES

Senator John Chafee, Chairman of the Subcommittee on Savings, Pensions, and
Investment Policy, announced today that the Subcommittee hearings on Enterprise
Zones have been rescheduled for the morning and afternoon of Wednesday, April 21
1982, The morning session will begin at 9:30 a.m., and the afternoon session wil
begin at 2:00 p.m., in Room 2221, Dirksen Senate Office Building.

STATEMENT BY SENATOR JOHN H. CHAFEE

Good morning and welcome to the initial Congressional hearings on the Enter-
prise Zone Tax Act of 1982, This legislation, which is the Administration’s proposal,
represents a major contribution by President Reagan to the redevelopment of eco-
nomically distressed cities and towns throughout America.

Thiose of us who have worked on the enterprise zone concept over the last two
years welcome the Administration’s strong support because it 1s crucial to the suc-
cess of our legislative efforts this year. As it is a key part of the President’'s econom-
ic recovery program, I and the other 26 Senate co-sponsors of the Enterprise Zone
Tax Act will pull out all the stops to assure its enactment during this session.

0]
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We are privileged to have the Administration’s lead spokesman for the enterprise
zone issue testifying before the Subcommittee today, Department of Housing and
Urban Development Secretary Pierce. In addition, Treasury Assistant Secretary
Chapoton- will review the bill's tax ?rovision and Commerce Assistant Secretary
Bra fy will discuss the possible role of Foreign Trade Zones within enterprise zcnes.

Following the witnesses from the Executive Branch, we will hear testimony from
a number of state and local officials who will comment on the progress of enterprise
zone legislation in their own jurisdictions and, hopefully, on the compatibility of
zone legislation being developed at both the state and federal levels.

The remaining private sector witnesses will, I expect, have some advice for the
Subcommittee on other issues which have persisted throughout our work on enter-
prise zones for the last two years:

Are ?there adequate incentives in the bill to encourage startup of new small busi-
nesses

Is the program too complex for unsophisticated entrepreneurs to take advantage

o
What will be the impact on zone residents?
How about the effect on employers located just outside the zone?
We look forward to these and other comments the witnesses may have and hope
that we can work together to enact the best possible enterprise zone bill.

STATEMENT OF SENATOR JOHN C. DANFORTH

Today, the Savings, Pensions, and Investment Policy Subcommittee, chaired by
my colleague Senator Chafee, will be examining S. 2298, a plan to establish enter-
prise zones in impoverished urban and rural communities across the nation, I com-
mend in particular Chairman Chafee and Senator Boschwitz and their staffs for
their thorough research and preparation and their willingness to work with the Ad-
ministration in turning the exciting possibilities of the enterprise zone concept into
a workable legislative proposal. Likewise, the Administration is to be graised or the
substantial tresources hat have been put into the development of the enterprise
zone concept. .

As the enterprise zone concept has been discussed and promoted in this country,
its essential features are to offer tax incentives and regulatory relief to entice busi-
nesses, and thus new gobs. back into distressed areas. Unlike many existing Federal
i)rograms that have attempted to solve these same problems, enterprise zone legisla-

jon seeks to encourage new and expanded enterprise activity through these two
very important incentives, rather than by merely offering Federal money to spur
economic development.

However, economic development demands capital resources. There -are a variety
of market barriers that reduce the availability of caPital to entrepreneurs and’

oung, growing firms—the ﬁrincipal job creators and innovators in our economy.
hese problems are intensified in the hig};li; distressed areas of our communities,
an:;ii they represent severe problems for both rural as well_as urban areas of the
nation.

Research strong}y suggests that small business development will bring about the
desired recovery of distressed sectors of our cities through commercial economic de-
velopment. The approach of an enterprise zone is in sharp contrast to past programs
that have emphasized attracting major industry into distressed communities. There-
fore, it is particularly important, as this panel deliberates on S. 2298, that this im-
portant concept, the enterprise zone, be tested adequately in the widest possible va-
riety of circumstances—urban and rural. That the most significant need of small
and young firms—on which most of the promise of the enterprise zone rests—be ad-
dressed, the need for venture capital.

As a cosponsor of S. 2298 and a member of the Senate Finance Committee, and
the sponsor of an enterprise zone proposal which focused on the particular needs of
small businesses and rural communities, I am pleased with the timeliness of this
hearing and the wide spectrum of interests and views that will be offered to this
panel as it continues to refine the legislation, I have been a supporter of the testing
of this ploneering proposal, in urban as well as rural contexts. I am most encour-
aged by the stead{ improvement that the legislation has made over the past two
years, There remains, however, room for improvement and I hope to be able to work
with the Committee and the other sponsors of S. 2298 in enacting an effective new
tool for the revitalization of our distressed communities.

I would like to request that S. 1829, the rural enterprise zone bill which I intro-
duceg last November, be included in the hearing record as background to my com-
ments,
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To amend the Internal Revenue Code of 1954 to provide certain tax incentives
for individuals and businesses in depressed rural areas, and for other purposes.

IN THE SENATE OF THE UNITED STATES

NoveMBER 9 (legislative day, NovEMBER 2), 1981
Mr. DanrorTH (for himself, Mr. ANDREWS, Mr. GRASSLEY, Mr. LAXALT, and
Mr. Scumirr) introduced the following bill; which was read twice and
reforred to the Committee on Finance

A BILL

To amend the Internal Revenue Code of 1954 to provide certain
tax incentives for individuals and businesses in depressed
rural areas, and for other purposes.

1 Be it enacted by the Senate and House of Representa-
tives of the United States of America in 5ongress assembled,
SECTION 1, SHORT TITLE; AMENDMEN’I“ OF 1984 CODE.

(8) SHORT TITLE.—This Act may be cited as the
‘“Rural Enterprise Zone Act of 1681".

(b) AMENDMENT OF 1954 Cope.—Unless otherwise

expressly provided, whenever in this Act an amendment or

W a3 & & & W

repeal is expressed in terms of an amendment to, or repeal of,
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1 a section or other provision, the reference shall be considered

2 to be made to a section or other provision of the~Internal

8 Revenue Code of 1954.
4 TITLE I—-DESIGNATION OF RURAL

b

ENTERPRISE ZONES

6 SEC. 101, DESIGNATION OF ZONES,

7
8
)
10
11
12
18
14
15

16

17
18
19
20
21
22
28
24

" (a) RURAL ENTERPRISE ZONE DEFINED.—

(1) IN gENERAL.—For purposes of this Act, the
term ‘‘rural enterprise zone’’ means any area in the
United States with respect to which the Secretary of
Commerce approves a request for designation as a
rural enterprise zone made by a person described in
paragraph (38).

(2) AppLIcATION.—The Secretary of Commerce

may not approve any designation under paragraph (1)

‘unless an application therefor is submitted in such form

and contains such information as the Secretary of
Commerce may by regulations prescribe.

(8) PERSONS MAKING REQUESTS.—A request for
designation of an area as a rural enterprise zone under
this section may be made hy—

(A) a State government on behalf of one or
more local government or governments if the local

governments consent to such request;

8. 1820~Is
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(B) a local government or governments with
jurisdiction over such area; or

(C) any other person which, as determined
by the Secretary of Commerce, has the consent of
tHe local governments, is representative of the
zone elig{ble population, and has the administra-
tive capacity to manage a zone jointly with the
local governments.

(b) REVOCATION OF DESIGNATION.—

(1) IN GENERAL.—The Secretary of Commerce
may revoke any designation of an area if the Secretary
of Commerce determines that the requirements of this .
title are not being met with respect to such area.
Before revoking any designation, the Secretary may
allow periods for remedial action to be taken.

(2) AUTOMATIC REVOCATION AFTER 15
YEARS.—Any designation of an area as a rural enter-
prise zone shall automatically expire after 15 years.

(c) AREA REQUIREMENTS, — |

(1) IN GENERAL.—The Secretary of Commerce
may approve the designation request of any area under
subsection (a) only if— ‘

(A) the area is within the jurisdiction of the
government designating such area or jointly in-

volved in managing such area,

8. 1829l
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(B) the boundary of the area is continuous,

(C) the area—

(i) is located outside of a standard met-
ropolitan statistical area, or

(i) is otherwise determined by thé Sec-
retary of Commerce to be a rural area;

(D) the area—

(i) has a population of at least 600,

(i) comprises an incorporated separate
jurisdiction, or

(iii) is an Indian reservation (as deter-
‘ mined by the Secretary of the Interior);

(E) the area does not contain any prime agri-
cultural land (as defined by the Secretary of Com-
merce after consultation with the Secretary of
Agriculture); and

(F) the area meets the requirements of para-
graph (2).

(2) UNEMPLOYMENT AND POVERTY REQUIRE-
MENTS.—For purposes of paragraph (1), an area meets
the requirements of this paragraph if such area meets
the unemployment and income criteria for cities with “
populations of less than 50,000 under the urban devel-
opment action grant program administered by the Sec-

. retary of Housing and Urban Development.

S, 1820==is
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(3) DETBRMINATION MADE BY SECRETARY OF

COMMERCE.—Determinations under this subsection
shall be made by the Secretary of Commerce on the
basis of—

(A) data submitted by the government desig-
nating the area if the Secretary determines that
such data is reasonably ;ccurate, and

(B) the most recent census data available.

(d) RurAL ENTERPRISE ZONE PLAN.—

(1) IN GENERAL.—Each person requesting the
Secretary of Commerce to approve a request for desig-
nation of an area as a rural enterprise zone shall
submit a rural enterprise zone plan.

(2) REQUIREMENTS OF PLAN.—Each rural enter-
prise zone plan submitted under paragraph (1) shall
document commitment, shall analyze probable costs
and benefits from use of the incc;ntives for economic
benefit, and shall—

(A) describe the local efforts or contributions
which will be made in the area to increase em-
ployment and to encourage the formation and ex-
pansion of business enterprises and general eco-
nomic development, including any local conces-
sions to be made such as—

(i) tax abatement,

8. 18291
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6
(i) the providing of State, local, and

private loans, loan guarantees, industrial rev-
enue bonds, and other financing incentives
for financing businesses in the area,

(iii) the providing of local government
services (such as infrastructure, transporta-
tion, sewage, utility, and zoning) to support
business and economic development,

(iv) the providing of education, training,
and employment to residents of the area who
are eligible for assistance under the Compre-
hensive Employment and Training Act,

(v) making available to residents of the
area public services which encourage their
entry into the workplace,

(vi) the commitment of land and build-
ings for economic development,

(vii) the providing of technical and man-
agement assistance, and

(viij) the creation of a loan fund for
businesses within the area,

(B) guarantee the ability of any government

with jurisdiction over the area to manage the

zone, including, but not limited to, the ability
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(i) certify residents eligible for tax or
other assistance, and

(i) carry out the local efforts and contri-
butions described in subparagraph (A),

(O) describe—
(i) the degreé of involvement in the
zone by local economic development organi-
'zations, )
(i) past accomplishments and perform-
ance and existing "development' efforts of the
area, and .
(iii) private sector activities and poten-
tial, | "
(D) demonstrate that the area meets the re-
quirements of subsection (c), and

(E) describe the planned use of existing Fed-
eral resources for economic development and how
such use will enhance any tax or regulatory in-
centives provided by this Act. )
(8) Usp OF AND ASSISTANCE IN PREPARING

PLANS.—The Secretary of Commerce shall—

(A) take any plan submitted under this sub-
s-ection into consideration in determining whether
to approve a designation as a rural enterprise

zone,

8. 1820~is
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(B) if an area is approved as a rural enter-
_ prise zone, require that the local effort described
in paragraph (2)(A) be made, and
(C) make every effort to reduce the burdens
on any person seeking to submit a plan, including
giving technical assistance to such person.
SEC. 102. NUMBER OF ZONES.

(a) IN GENERAL.—The Secretary of Commerce—

(1) may approve requests for designations of areas
as rural enterprise zones under section 101 only during
the 3-calendar year peried beginning with the first cal-
endar year beginning after the date of the enactment of A‘
this Act,:\z;nd

(2) may not approve more than 15 requests for
designations of areas as rural enterprise zones during
any calendar year.

(b) PREFERENCES IN APPROVING ZONES.—In approv-
ing areas as rural enterprise zones, the Secretary of Com-
merce shall give preference to requests which—

(1) demonstrate broad community support,

(2) demonstrate the ability to make available non-
residential property which is appropriately zoned for

ccmmercial use,

8. 1820~1s
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(3) demonstrate that the governments with juris-
diction over the area will make the local commitments
described in section 101(c), and

(4) minimize Federal expenditures.

SEC. 103. MANAGEMENT OF RURAL ENTERPR!SE ZONE,

(a) IN GENERAL.—Subject to the authority of the Sec-
retary of Commerce to revoke his approval of the designation
of an area as a rural enterprise zone, the Secretary of Com-
merce shall contract with the person submitting the request
for approval for the management of such area and such
person shall be responsible for such management and compli-
ance with the provisions of this title.

(b) THIRD PARTY MANAGEMENT.—A person described
in subsection (a) may contract with another person to carry
out its responsibilities under this section.

SEC. 104. SENSE OF CONGRESS WITH RESPECT TO DESIGNA-
TIONS OF FOREIGN TRADE ZONES,

It is the sense of the Congress that in the case of any

request for designation of an area in a rural enterprise zone

as a foreign trade zone—

(1) the Foreign Trade Zone Board should expe-

dite the application process as much as possible;
(2) in evaluating such application, the Board
should take into account not only ‘current economic de-

velopment in the rural enterprise zone but also future
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development to be expected from the incentives offered
by this Act; and
(8) the Board should provide technical assistance

to the applicants.

1

2

3

4

5 TITLE II—TAX INCENTIVES

6 Subtitle A—Capital Gains Tax Rates
7 SEC. 201. CORPORATIONS.

8 (a) GENERAL RULE.—Subsection (a) of section 1201
9 (relating to alternative tax for corporations) is amended by
10 striking out paragraph (2) and inserting in lieu thereof the
11 following:

12 “(2) a tax of 10 percent of the lesser of—

13 ‘ “(A) the net éapihil gain, or

14 “(B) the net capital gain determined by only
15 taking into account sales or exchanges of qualified
16 property, plus

17 “(8) a tax of 28 percent of the excess (if any) of—
18 “(A) the net capital gain for the taxable
19 ~ year, over

20 “(B) the amount of net capital gain taken—
21 into account under paragraph (2).”.

22 (b) DEFINITION OF QUALIFIED PROPERTY.—Section

23 - 1201 (relating to alternative tax for corporations) is amended
24 by redesignating subsection (d) as subsection (e) and by in-

25 serting after subsection (c) the following new subsection:
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“(d) DEFINITION OF QUALIFIED PROPERTY.—For pur-

poses of this section—

“(1) In GENERAL.—The term ‘qualified property’

meang—

‘“(A) any tangible personal property which
was used predominantly by the taxpayer in a
rural enterprise zone in the active conduct of 8
trade or business;

“(B) any real property (other than land) lo-
cated in such a zone which was used predomi-
nantly by the taxpayer in the active conduct of a
trade or business; and

“(C) any interest in a corporation, partner-
ship, or other entity if, for the most recent taxable
year of such entity ending before the date of the
sale or exchange, such entity was a qualified busi-
ness.

“(2) QUALIFIED BUSINESS,—

“(A) IN GENERAL.—The term ‘qualified
business’ means any person—

“(i) which is actively engaged in the
conduct of a trade or business during such |
taxable year,

“(ii) which is not—

8. 1829—is
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“() a member of a -controlled
group of corporations (within- the mean-
ing of section 1563(a)(1), except that
‘more than 50 percent’ shall be substi-
tuted for ‘at least 80 percent’ in section_
1563(a)(1)), and '

“(II) is not a member of a group of
trade or businesses ~which are under
common control (as determined under
regulations prescribed by the Secretary
based on principles similar to principles
which apply in the case of subclause
@),

“(iii) which—

“(I) was incorporated or began the
active conduct of such trade or business
not more than 5 years preceding the
last day of the taxable year, or

“(IT) is a small business (as deter-
mined by the Administrator of the
Small Business Administration),

“(iv) with respect to which at least 50

percent of such person’s gross receipts for

the taxable year are attributable to the
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active conduct of a trade or_business within
a rural enterprise zone, and

“(v) derives, during ahy taxable year,
less than 50 percent of its aggregate gross
receipts from sources other than royalties,
rents, dividends, interests, annuities, and
sales l)r exchanges of stocks and securities
(as determined under rules similar to the
rules provided in section 1244(c)(1)(C) and
(c)(2)(A) or (B)).
“(B) EXISTING BUSINESS.—Any person

- which—

“(i) was actively engaged in the conduct
of a trade or business in an area immediately
before such area is designated as a rural en-
terprise zone, and

“(ii) otherwise meets the requirements

of this paragraph,

shall not be treated as a qualified business unless

the average number of employees (determined on

a full-time basis) during the taxable year is at

least 10 percent gréater than the average number

of such employees during the taxable year preced-

ing the designation of such area as a rural enter-

prise zone. -

8. 1820-is
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‘“(8) PROPERTY REMAINS QUALIFIED AFTER
ZONE DESIGNATION CEASES TO APPLY.—

“(A) IN GENERAL.—The treatment of prop-
erty as qualified property under paragraph (1)
shall not terminate when the designation of the
area in which the property is located as a rural
enterprise zone ceases to apply.

“(B) ExCEPTIONS.—Subparagraph (A) shall
not apply after the first sale or exchange of prop-
erty occurring after the designation ceases to

apply to the zone.”.

SEC. 202. TAXPAYERS OTHER THAN CORPORATIONS.

Subsection (a) of section 1202 (relatiﬁg to deduction for

capital gains) is amended to read as follows:

“(a) DEDUCTION ALLOWED.—
“(1) IN GENERAL.—If for any taxable year a tax-

payer other than a corporation has 4 net capital gain,

_ there shall be allowed as s deduction from gross

income an amount equal to the sum of—
“(A) 80 percent of the lesser of—
“(i) the net capital gain, or
“(ii) the net capital gain determined by
only taking into account sales or exchanges
of qualified property (as defined in section

1201(d)), plus

8. 18‘@:&
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‘“(B) 60 percent of the excess (if any) of—
” ‘(i) the net capital gain, over |
“(ii) the amount of the net capital gain

taken into account under subparagraph (A).

“(2) PROPERTY REMAINS QUALIFIED AFTER
ZONE DESCRIPTION CEASES TO APPLY.—

“(A) IN GeENERAL.—The treatment of prop-
erty as qualified I;roperty under paragraph (1)
shall not terminate when the designation of the‘
area in which the property is located or used as a
rural er;terprise zone ceases to apply.

“(B) ExcePTIONS.—Subparagraph (A) shall
not apply after the first sale 6r exchange of prop-
erty occurring after the designation to the zone.”.

SEC. 203. MINIMUM TAX. ‘

(@) CaPITAL GAINS.—Paragraph (9) of section 57(a)
,(rela;ing to tax preference for capital gains) is amended by
adding at the end thereof the following new subparagraph:

‘(E) SALES OF CERTAIN PROPERTY NOT

' TAKEN "INTO ACCOUNT.—For purposes of this
paragraph, sales or exchanges of qualified prop-
erty (as defined in section- 1201(d)) shall not be
taken into account.”. -

(b) ACCELERATED DEPRECIATION.—Paragraph (2) of

section 57(a) (relating to accelerated depreciation on real

8. 1820~is
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property) is amended by adding at the end thereof the follow-

ing: “The preceding sentence shall not apply to any section
1250 property which is qualified property (within the mean-
ing of section 1201(d)).”.

(c) RECOVERY PROPERTY.—Paragraph (12) of section
57(a) (relating to accelerated cost recovery deduction) is
amended by adding at the end thereof-the following new sub-
paragraph: -

‘“(E) QUALIFIED PROPERTY.—This para-
graph shall not apply to any recovery property
which is qualified property (within the meaning of
section 1201(d)).”.

SEC. 204. NONRECOGNITION OF GAIN ON ANY PROPERTY
. SOLD WHERE QUALIFIED PROPERTY AC.
QUIRED.

(a) IN GENERAL.—Part III of subchapter O of chapter
1 (relating to nontaxable exchanges) is amended by adding at
the end thereof the following new section:

“SEC. 1041, SALES OF PROPERTY WHERE QUALIFIED PROPER-
TY ACQUIRED.

“(a) NONRECOGNITION OF GAIN,—

“(1) IN GENERAL.—If any capital asset is sold by
the taxpayer and, within the 1-year period beginning
on the date of such sale, any qualified property is pur-

chased by the taxpayer, gain (if any) from such sale

S. 1829—is
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shall, at the election of the taxpayer, be recognized

only to the extent that the amount realized on such

sale exceeds the cost to the taxpé;yer of such property.
‘(2) ELecTiON.—The election under paragraph

(1) shall be made by filing, not later than the last day
prescribed: by law (including extensions thereof) for
filing the return of tax imposed by this chapter for the
taxable year in which the sale occurs, with the Secre-
tary a statement (in such manner as the Secretary may
by regulations prescribe) of such election.

“(b) SpecIAL RULES FOR EXCHANGE.—For purposes
of this section, an exchange by the taxpayer of any capital
asset for other property shall be treated as a sale of such
asset, and th‘e acquisition of any qualified property on the
exchange of property shall be treated as a purchase of such
qualified property.

“(¢) REpUCTION OF BASIS.—Where the purchase of
any qualified property results under subsection (a) in the non-
recognition of gain on the sale of any asset, the basis of such
asset shall be reduced by an amount equal to the amount of
gain not so recognized on the sale of such asset. Where the
purchase of more than one qualified property is taken into
account in the nonrecognition under subsection (a) of gain on

the sale of an asset, the preceding sentence shall be applied

8. 1820—Is
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1 to each qualified property in the order in which each such

2 qualified property is purchased.

28

‘“(d) StaTure oF LiMiTATIONS.—If the taxpayer

during any taxable year sells any property at a gain, then—

“(1) the statutory period for the assessment of
any deficiency attributable to any part of such gain
gshall not expire before the expiration of the 3-year
period beginning on the date the Secretary is notified
by the taxpayer (in such manner as the Secretary may
by regulations prescribe) of—

“(A) the taxpayer’'s cost of purchasing any
qualified property which the taxpayer claims re-
sults in nonrecognition of any part of such gain,

“(B) the taxpayer’s intention not to purchase
any qualified property within the 1-year period
described in subsection (a), or

“(0) the failure by the taxpayer to purchase
any qualified property within such period; and
“(2) such deficiency may be assessed before the

expiration of such 8-year period notwithstanding the
provisions of any other law or rule of law which- would
otherwise prevent such assessment.

‘“(e) QuALIFIED PROPERTY DEFINED.—For purposes

24 of this section, the term ‘qualified property’ has the meaning

25 given such term by section 1201(d).”.

8. 1829—Iis
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(b) TECHNICAL AMENDMENT.—Subsection (a) of sec-
tion 1016 (relating to adjustments to basis) is amended by
striking out “‘and” at the end of paragraph (23), by striking
out the period at the end of paragraph (24) and inserting in
lieu thereof *“; and”, and ~by adding at the end thereof the
following new paragraph:

| “(25) in the case of any qualified property (within
the meaning of section 1201(d)) the acquisition of
which resulted under section 1041 in the nonrecogni-
tion of gain on the sale or exchange of property, to the

extent provided by section 1041(c).”.

(c) ConFormMING AMENDMENT.—The table of sections
for part III of subchapter O of chapter 1 is amended by
adding at the end thereof the following new item:

“Sec. 1041, Sales of property where qualified property acquired.”.
SEC. 205. EFFECTIVE DATE.

The amendments made by this subtitle shall apply to
sales or exchanges after December 31, 1982, in taxable
years ending after such date.

Subtitle B——Deduction for Investment
in Certain Businesses
SEC. 2i1. DEDUCTION ALLOWED.
(a) IN GENERAL.—Part VI of subchapter B of chapter

1 (relating to itemized deductions for individuals and corpora-

8. 1829—Is
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tions) i.;, amended by adding at the end thereof the following
new section:
“SEC. 196. QUALIFIED INVESTMEE‘JT IN NEW AND SMALL BUSI-
NESSES. T
“(a) IN GENERAL.—There shall be allowed as a deduc-
tion for the taxable year an amount equal to the qualified
investment of the taxpayer during the taxable year.
“(b) QUALIFIED INVESTMENT.—The term ‘qualified in-
vestment’ means the amount equal to the sum of—

“(1) the amount paid or incurred to purchase the
stock or other equity interest of a qualified business,
and

“(2) 50 percent of the principal amount of unse-
cured debt acquired by the taxpayer which has a matu-
rity of 10 or more years and which was issued by a
qualified business.

“(c) QUALIFIED BusINESS.—The term ‘qualified busi-

ness’ has the meaning given such term by section

"1201(d)(2).”.

{b) ConrorMING AMENDMENT.—The table of sections
for part VI of subchapter B of chapter 1 is amended by
adding at the end thereof the following new item:

“See. 196. Qualified investment in new and small businesses.’’.

S. 1829—is
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SEC. 212. EFFECTIVE DATE.,

The amendments made by this section shall apply to
taxable years beginning after December 31, 1982.

Subtitle C—Targeted Jobs Credit

Increased in Rural Enterprise Zones
SEC. 221. INCREASE IN TARGETED JOBS CREDIT.

(a) IN GENERAL.—Section 51 (relating to amount of
credit for employment of certain new employees) is amended
by adding at the end thereof the following new subsection:

“G) SpeciaL RULEs FOR RURAL ENTERPRISE
ZONES,—

“(1) INCREASE IN AMOUNT OF CREDIT.—
“(A) IN GENERAL.—In any case in which—
“(i) the taxpayer is a qualified business
(within the meanir;g of section 1202(d)(2)),
and ~
“(ii) the employee is a member of a tar-
geted group who—
“(I) is a qualified employee, or
“(II) is & resident of a rural enter-
- prise zone,
then subsections (a) and (b)(4) shall not apply with
respect to such employee and the amount of the
credit allowable by section 44B with resp;ct to
the qualified wages of such employee shall be de-

termined under subparagraph (B).

S. 1829—is
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“(B) AMOUN"Il‘ OF CREDIT.—For purposes of
subparagraph (A), the amount of the credit allow-
able shall be equal to— -
“(i) the sum of—

“(I) the qualified first-year wages
of the employee to thé extent such
wages do not exceed $5,000, plus

“(IT) 20 percent of the amount de-
termined under subclause (I), plus
“(i) the sum of—

“I)  the qualified second-year
wages of the employee to the extent
such wages do not exceed $3,000, plus

“(II) 10 percent of the amount de-
termined under subclause (I).

“(2) RECAPTURE IF EMPLOYEE WORKS LESS
THAN 1 YEAR.—If an employe. is separated from em-
ployment with a taxpayer before the close of the 1-
year period referred to in subsection (b)(2), the tax im-
posed by this chapter on the taxpayer for the taxable
year in which such separation occurs shall be increased
by an amount equal to 75 percent of the excess of—

“(A) the amoumt of the credit allowed for
such taxable year and preceding taxable years

with respect to such empléyee, over

S. 1829~—is
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“(B) the amount of such credit which would
have been allowed without regard to this subsec-
tion.

“(8) QUALIFIED EMPLOYEE.—The term ‘qualified
employee’ means an individual with respect to whom
at least 50 percent of the services performed by the in- -
dividual for the taxpayer during the taxable year are
performed in a rural enterprise zone.”.

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply to wages paid or incurred after December
31, 1982,

Subtitle D—Credit for Certain
Contributions
SEC. 231. CREDIT FOR CONTRIBUTIONS IN RURAL ENTER.
PRISE ZONE.

(8) IN GENERAL.—Subpart A of part IV of subchapter
A of chapter 1 (relating to credits allowable) is amended by
inserting before section 45 the following new section:

“SEC. 44H. CONTRIBUTIONS TO RURAL ENTERPRISE ZONES.

“(a) IN GENERAL.—At the election of the taxpayer,
there shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to 5 per-
cent of the taxpayer’s qualified rural enterprise zone contri-

butions for the taxable year.

S. 1829—is -
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“(b) QUALIFIED RURAL ENTERPRISE ZONE CONTRI-

BUTIONS DEFINED.—For purposes of this section—

“(1) IN GENERAL.—The term ‘qualified rural en-
terprise zone contribution’ means an amount equal to
the sum of— -

‘“(A) any amount paid to a qualified rural
neighborhood organization but only to the extent
such organization certifies to the taxpayer that
such amount will be used to pr;;fde qualified
rural services within a rural enterprise zone (or to
pay reasonable administrative expenses in connec-
tion therewith), plus

“(B) the sum of—

“(i) the amounts paid for qualified public

* services provided in a rural enterprise zone,

and

“(ii) the fair market value of qualified

public services provided by the taxpayer in a

rural enterprise zone.

“(2) QUALIFIED PUBLIC SERVICES.—The term
‘qualified public services’ means any of the following
services provided to individuals or groups in a rural en-
terprise zone: ,

“(A) Any type of counseling and advice,

emergency assistance, or medical care.

8. 1829is



27

25

1 “(B) Assistance in the reduction of crime.

2 “(C) Scholastic instruction or scholarship as-

8 sistance which enables an individual to prepare

4 for better life opportunities.

5 ‘(D) Instruction which enables an individual

6 to acquire vocational skills so that such individual

7 may become employable or able to seek a higher

8 grade of employment.

9 ‘“(E) Furnishing financial assistance, labor,
10 ‘material, aud technical advice to aid in the physi-
11 cal improvement of any part or all of the rural en-
12 terprise zone.

13 “*(8) QUALIFIED RURAL NEIGHBORHOOD ORGANI-
14 zATION.—The term ‘qualified rural neighborhood orga-
15 nization’ means—

16 “(A) an organization which is deseribed in
17 section 501(c)(3) and which is exempt from tax-
18 ation under section 501(a), or,

19 ‘(B) an organization which has been desig-
20 nated as & community development corporation
21 under title VII of the Economic Opportunity Act
22 of 1964 (as in effect on September 30, 1980).

23 “(c) DENIAL OF DouBLE BENEFITS.—No credit shall

24 be allowed under this section with respect to any amount for

S. 1829—is
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which a deduction or credit is otherwise allowed under this
title.”.

(b) ConrFORMING AMENDMENT.—The table of sections
for subpart A of part IV of subchapter A of chapter 1 is
amended by inserting before the item relating to section 45
the following new item:

, “Sec. 44H. Contributions to rural enterprise zones.”.
SEC. 232, EFFECTIVE DATE.
The amendments made by this subtitle shall apply to
taxable years beginning after December 31, 1982,
Subtitle E—Miscellaneous
SEC. 541. OPTIONAL CASH METHOD OF ACCOUNTING FOR CER-
TAIN SMALL BUSINESSES.

Section 446 (relating to general rule for methods of ac-
counting) is amended by adding at the end thereof the follow-
ing new subsection: _ |

“(f) OpT10NAL CASH METHOD.—

‘(1) IN GENERAL.—Any taxpayer which is a
qualified business (as defined %n section 1201(d)(2)) for

any taxable year beginning after December 31, 1982,

may elect to compute taxable income—

‘“A) under the cash receipts and disburse-
ments method of accounting, and
‘“(B) without any requirement to use inven-

tories under section 471.

8. 1829is
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‘“(2) GROSS RECEIPTS LIMITATION.—Paragraph

(1) shall not apply for any taxable year with respect to
any taxpayer if for any prior taxable year the gross re-
ceipts of such taxpayer exceeded $1,500,000.

“(8) ELECTION.—An election under paragraph (1)
may be made by any taxpayer without the consent of
the Secretary for the taxpayer’s first taxable year for
which the taxpayer is a qualified business.”.

SEC. 242, BAD DEBT RESERVES, | '

(2) IN GENERAL.—Section 166 (relating to bad debts) is
amended by redesignating subsection (g) as subsection (h) and
by inserting after subsection (f) the following new subsection:

“(@) MintMmuMm RESERVE FOR RURAL ENTERPRISE
ZoNE FINANCING.—At the election of the taxpayer, if the
taxpayer—

“(1) provides goods or services to a qualified busi-
ness (within the meaning of section 1201(d)(2)), and

“(2) provides trade credits in connection with such
goods or services, | -

then, for purposes of subsection (c), the reasonable additfbn to
a reserve for bad debts in connection with such credits shall
be equal to 8 percent of the amount of such credits.”.

(b) EFFECTIVE DATE.—The amendment made by sub-
section (a) shall apply to taxable years beginning after De-
cember 31, 1981. |

95-479 O0-—82—~8
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SEC. 243. DEFINITION OF RURAL ENTERPRISE ZONE.

Section 7701(a) (relating to definitions) is amended by
adding at the end thereof the following new paragraph:

‘(88) RURAL ENTERPRISE ZzZONE.—The term

rural enterprise zone under title I of the Rural Enter-
prise Zone Act of 1981.”.
TITLE III—REGULATORY

FLEXIBILITY

10 SEC. 301. DEFINITION OF SMALL ENTITY FOR PURPOSES OF

1
2
8
4
5  ‘rural enterprise zone’ means an area designated as a
6
(
8
9

11 ANALYSIS OF REGULATORY FUNCTIONS.
12 Paragraph (6) of section 601 of title 5, United States

18 Code, defining small entity, is amended to read as fo'lows:

14 “(6) the term ‘small entity’ means—

15- “(A) a small business, small organization, or
16 small governmental jurisdiction (within the mean-
17 ing of paragraphs (8), (4), and (5), respectively),
18 and

19 “(B) any qualified business (within the mean-
20 ing of section 1201(d)(2) of the Internal Revenue
21 - Code of 1954), any government designating an
22 aréa as a rural enterprise zone (within the mean-
23 ing of title I of the Rural Enterprise Zone Act of
24 1981) to the extent any rule will affect such zone,
25 and any not-for-profit enterprise operating within
26 such zone.”.

S. 1829—is
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Mr.

—

O W a2 & v e W N

e S, 2298

Entitled “The Enterprise Zone Tax Act of 1982".

IN THE SENATE OF THE UNITED STATES

MarcH 30 (legislative day, FEBRUARY 22), 1982

CHAFEE (for himself, Mr. Boscuwirz, Mr. INouYE, Mr. HEINZ, Mr. BUR-
pICK, Mr. GortoN, Mr. Harcu, Mr. Havakawa, Mr. JEPSEN, Mr.
Percy, Mr. QuayLe, Mr. KAsTEN, Mr. D’AMaT0, Mr. GRASSLEY, Mr.
GARN, Mrs, HAwkINs, Mr, MAaTTINGLY, Mr. MATSUNAGA, Mr. RUDMAN,
Mr. SimpsoN, Mr. ToweRr, Mr. ANDREWS, and Mr. JOHNSTON introduced
the following bill; which was read twice and referred to the Committee on
Finance :

A BILL

Entitled “The Enterprise Zone Tax Act of 1982”.

Be it enacted by the Senate and House of Representa-
tives of‘ the Um’tqd States of America in Congress assembled,
SECTION 1, SHORT TITLE; AMENDMENT OF 1954 CODE.

(a) SHORT TrTLE.—This Act may be cited as the ‘“En-
terprise Zone Tax Act of 19.82”.

(b) AMENDMENT OF 1954 CopE.—Except as otherwise
expressly provided, whenever in this Act an amendment or
repeal is expressed in terms of an amendment to, or repeal of,

a section or other provision, the reference shall be considered
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to be made to a section or other provision of the Internal
Revenue Code of 1954. -
TITLE I—-DESIGNATION OF
ENTERPRISE ZONES
SEC. 101. DESIGNATION OF ZONES.

(a) GENERAL RULE.—Chapter 80 (relating to general
rules) is amended by adding at the end thereof the following
new subchapter: | ‘
“Subchapter C—Designation of Enterprise Zones

“Sec. T871. Designation,

‘“(a) DESIGNATION OF ZONES.—

‘1) ENTERPRISE ZONES DEFINED.—For pur-
poses of this title, the term ‘enterprise zones’ means—
“(A) any area in the United States which is
nominated by one or more local governments and

the State in which it is located,

“(B) which the Secretary of Housing and
Urban Development, after consultation with the
Secretaries of Agriculture, Commerce, Labor and
the Treasury, the Director of tﬂe Offi’ce of Man-
agement and Budget, and the Administrator of
hthe Small Business Administration, and, in the
case of an enterprise zone on an Indian reserva-
tion, the Secretary of the Inferior, designates to

be an enterprise zone.

8 2208 IS
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“(2) LIMITATIONS ON DESIGNATION,—

‘“(A) PUBLICATION OF REGULATIONS.—
Prior to designating any area as an enterprise
zone, the Secretary of Housing and Urban Devel-
opment shall prescribe by regulation after consul-

tation with the officials described in paragraph

(1(B)—

‘(i) the procedures for nomination,

“(ii) the parameters relating to the size
and population characteristics of an enter-
prise zone,

“(iii) other standards which a nominated
area must meet to be designated as an enter-
prise zone, and

“(iv) the manner in which pominated
areas will be compared based on the criteria
'specified in subsection (d) and the other fac-
tors specified in subsection (e). '
“(B) TIME LIMITATIONS.—The Secretary of

Housing and Urban Development may designate
areas as enterprise zones only during the period
beginning on the effective date of the regulations
described in paragraph (2)(A), but not later than
January ‘1, 1983, and ending on the final day of

the 36th full calendar month following such date.
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“(C) NUMBER OF DESIGNATIONS.—During
each of the 12-month periods following the effec-
tive date of such regulations, the Secretary of
Housing and Urban Development shall designate
not more than 25 nominated ai'eas as enterprise
zones.

‘“(D) PROCEDURAL RULES.—The Secretary”
of Housing and Urban Development shall not
make any designation under paragraph (1)—

“(i) unless the local government and the
State in which the nominated area is located
have the statutory authority to nominate
such area for designatfon as an enterprise
zone and to make the State and local com-
mitments under. subsection (d), and provide
assurances satisfactory to the Secretary of
Housing and Urban Development that such
commitments will be fulfilled,

“(ii) unless a nomination therefor is sub-
mitted in such manner and in such form, and
contains such information, as the Secretary
of Housing and Urban Development shall by

regulations prescribe,
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“(iii) unless the Secretary of Housing
and Urban Development determines that
such information is reasonably accurate, and

“(iv) unless the Secretary determines
that no portion of the area nominated is al-
ready included in an en.terprise zone or in an
area nominated as an enterprise zone.

“/(3) NOMINATION PROCESS.—

‘“(A) STATE AND LOCAL NOMINATION.—A
nomination under this subsegtion shall be made
first by a local government, followed by confirm-
ing nomination by the State government, or first
by the State government, followed by confirming
nomination hy the local government.

‘“(B) INDIAN RESERVATIONS.—In the case
of a nominated enterprise zone on an Indian res-
ervation, the reservation governing body as deter-
mined by the Secretary of the Interior shall be
deemed to be both the State and local government

for such reservation.

“(b) PeErIOD FOR WHICH DESIGNATION IS IN

22 EFrrECT.—

23
24

“(1) IN GENERAL.—Any designation of an area

" as an enterprise zone shall remain in effect during the
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6
period beginning on the date of the designation and
ending on the earlier of— |
“(A) December 31 of the 24th year after
such date,
“(B) the date designated by the approving
State and local governments as set forth in their
nomination applicatibn, or
“(C) the date the Secretary of Housing and

Urban Development revokes such designation

under paragraph (2). §

“(2) REVOCATION OF DESIGNATION.—The Secre-
tary of Housing and Urban Development, after consul-
tation with the officials described in subsection
(a)(1)(B), may revoke the designation of an area if the
Secretary of Housifig~and Urban Development deter-
mines that the local government or the State in which
it is located is not complying substantially with the
State and local commitments described in subsection
(d.

“(c) AREA REQUIREMENTS.—

“(1) IN GENERAL.—The Secretary of Housing
and Urban Development may make a designation of
any area under subsection (a)(1) only if—

“(A) the area is within the jurisdiction of the

local government,

8 2298 I8
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“(B) the houndary of the area is continuous,
“(C) the area—
“() has a population, as determined
under the most recent census, of at least—
“(I) 4,000 if any portion of such
area is located within a metropolitan
statistical area (within the meaning of
section 103A (1)(4)(B)) with a popula-
tion of 50,000 or greater, or
“(IT) 2,500 in any other case, or
“(ii) is entirely within an Indian reser-
vation (as determined by the Secretary of the
Interior), and
‘(D) the area meets the requirements of

paragraphs (2) and (3).

“(2) ELIGIBILITY REQUIREMENTS.—For purposes
of paragraph (1), an area meets the requirements of
this paragraph if the Secretary of Housing and Urban
Development determines that—

“(A) the area is one of pervasive poverty,
unemployment, and general distress, and

“(B) the area is located wholly within an
area which meets the requirements for Federal as-

sistance under section 119 of the Housing and

S 2298 IS
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Community Development Act of 1974, as in

effect on the date of enactment.

“(3) UNEMPLOYMENT, POVERTY, ETC. REQUIRE-"
MENTS.—An area meets the requirements of this para-
graph if— |

“(A) the annual average unemployment, as
determined by the most recently available data
from the Bureau of Labor Statistics, was at least
1Y% times the national average for that period,

“(B) the area has a poverty rate of 20 per-
cent or more for each census tract, minor civil di-
vision or census county division as determined by
the most recently available census data,

“(C) at least 70 .percent of the households
living in the area have incomes below 80 percent
of the median income of households of tlle local
government (determined in the same manner as
under section 119(b)(2) of the Housing and Com-
munity Development Act of 1974); or

“(D) the population of such area decreased
by 20 percent or more between 1970 and 1980,
as derived from census data.

“(d) REQUIRED STATE AND LOCAL COMMITMENTS.—

“(1) IN GENERAL.—No area shall be designated

as an enterprise zone unless the local government and

S 2208 IS
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the State in which it is located agree in writing that
during any period during which the area is an enter-
prise zone, such governments will follow a course of
action designed to reduce the various burdens borne by
employers or employees in such area.

“(2) COURSE OF ACTION.—A course of action
under paragraph (1) may be implemented by both such
governments and private nongovernmental entities,
may be funded from proceeds of any Federal program,
and may include, but is not limited to—

“(A) a reduction of tax rates or fees applying
within the enterprise zone,

“(B) an increase in the level or efficiency of
local services within the enterprise zone (particu-
larly through experimentation with providing such
services by nongovernmental entities),

“(C) actions to reduce, remove, simplify, or
streamline governmental requirements applying
within the enterprise zone, and

“(D) involvement in the program by private
entities, organizations, neighborhood associations,
and community groups, particularly those within
the nominated zone area, including a commitment
from such private entities to provide jobs and job

training for, and technical, financial, or other as-
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sistance to, employers, employees, and residents

of the nominated zone area.

“(e) PrIORITY OF DESIGNATION.—In choosing nomi-
nated zones for design/{ztio,n, the Secretary of Housiné and
Urban Development shall give special preference to those
zones with respect to which the strongest and highest quality
contributions described in subsection (d) have been promised
as part of the course of action, taking into consideration the
fiscal ability of the nominating State and local governments
to providé tax relief. The Secretary shall also give preference
to—-

“(1) those nominated zones with respect to which
the strongest and highest quality contributions other
than those described in subsection (d) have been prom-
1sed as part of the course of actxon o

“(2) those nominated zones with respect to which
the most effective and enforceable guarantees have
been provided by the nominating State and local gov-
ernments that their proposed course of action will actu-
ally be carried out for the duration of the enterprise
zone designation,

N “3) those nominated zones with high levels of

poverty, unemployment, and general distress, particu-

larly those in proximity to concentrations of disadvan-

taged workers or long-term unemp]oyed mdwxdua]s and

§ 2298 IS
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with strong likelihood that zone residents who satisfy
these criteria will receive jobs in the zone,

‘(4) those nominated zones whose size and loca-
tion will stimulate primarily new economic activity and
minimize unnecessary tax losses to the Federal Gov-
ernment,

“(5) those nominated zones with respect to which
private entities have made the most substantial com-
mitments in additional resources and .contributions, in-
cluding the creation of new or expanded business activ-
ities, and

“6) those nominated zones which best exhibit
such other factors to be determined by the Secretary of
Housing and Urban Development, as are—

“(A) consistent with the intent of the enter-
prise zone program, and

“(B) important to' minimizing the unneces-
sary loss of tax revenues to the Federal Govern-
ment,

“(f) DEFINITIONS AND SPECIAL RULE.—For purposes

of this section—

“(1) GOVERNMENTS.—If more than one govern-
ment seeks to nominate an area as an enterprise zone,
any reference to, or requirement of this section shall

apply to all such governments.

S 2298 IS
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“(2) StaTES.—For purposes of this section, the
term ‘State’ shall include the District of Columbia,
Puerto Rico, the Virgin Islands, (fuam, American
Samoa, the Northern Mariana Islands and the posses-
sions of the United States.

“(3) LocAL GOVERNMENT.—For purposes of this
section, the term ‘local government’ shall include the
city, town, township, parish, village, or other form of
municipal government when the nominated zone is
within an incorporated area, and the county govern-
ment when the nominated zone is within an unincor-
porated area.” _

() ConNrFORMING AMENDMENT.—The table of sub-
chapters for chapter 80 is amended by adding at the end
thereof the following new item: ~

“Subchapter C—Designation of Enterprise

Zones”.
SEC. 102, INTERACTION WITH OTHER FEDERAL PROGRAMS.

(a) ProPERTY TAaXx REDUCTIONS.—Any reduction of
taxes under any required program of local commitment under
section 7871(d) of the Internal Revenue Code of 1954 shall
be disregarded in determining the eligibility of a State or
local government for, or the amount or extent of, any assist-

ance or benefits under any law of the United States.

8 2208 IS
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(b) Designation of an enterprise zone under section 7871
shall not constitute approval of a Federal or federally assisted
program or project as those terms are used in the Uniform
Relocation Assistance and Real Property Acquisition Policies
Act of 1970 (42 U.S.C. 4601), and no person displaced f;om
real property located in an enterprise zone designated under
such section shall have any rights or be entitled to any bene-
fit pursuant to the Uniform Relocation Assistance and Real
Property Acquisition Policies Act of 1970 as a result of such

designation.

TITLE II—FEDERAL INCOME TAX .
INCENTIVES
Subtitle A—Credits for Employers and
Employees
SEC. 201; CREDITS FOR ENTERPRISE ZONE EMPLOYERS,

(a) CREDIT FOR INCREASED ENTERPRISE ZONE ’EM-
PLOYMENT.—Subpart A of part IV of subchapter A of chap-
ter 1 (relating to credits allowable) is amended by inserting
immediately before section 45 the following new sections:
“SEC. 44H. CREDIT FOR INCREASED ENTERPRISE ZONE EM.

PLOYMENT.

‘(@) IN GENERAL.—There shall be allowed as a credit
against the tax imposed by this chapter for the taxable year
an amount equal to 10 percent of the qualified increased em-

ployment expenditures of the taxpayer for the taxable year.

8 2298 IS
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“(b) QUALIFIED INCREASED EMPLOYMENT EXPENDI-
TURES DEFINED.—For purposes of this section, the term
‘qualified increased employment expenditures’ means the
amount by which qualified wages paid or incurred by the em-
plover during the taxable year to qualified employees exceeds
the base period wages.

“((;) QUALIFIED WAGES DEFINED.—For purposes of
this section—

“(1) IN GENERAL.—Except as otherwise provided
in this subsection, the term ‘qualified wages’ has the
meaning given to the term ‘wages’ b}_v subsection (b) of
section 3306, in an amount which does not exceed 2%
times the dollar limitation contained in such section for
any employee.

“(2) REDUCTION FOR CERTAIN AMOUNTs.-—For
purposes of this section, the wages paid or incurred by
an employer shall not include—

““(A) the amount of any federally funded pay-
ments the employer receives or is entitled to re-
ceive for on-tilerob training of such individual for
such period, or

“(B) any amount claimed- as a credit under
section 441 with respect to such period.

“(d) QUALIFIED-EMPLOYEE DEFINED.—

8.2298 I8
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1 “(1) IN_ GENERAL.—For purposes of this section,
2 the term ‘qualified employee’ means an individual—
3 “(A) at least 90 percent of whose services
4 for the taxpayer during the taxable year are di-
-5 rectly related to the conduct of the taxpayer’s
6 trade or business located in an enterprise zone,
7 and
8 “(B) who performs at least 50 percent of his
9 services for the taxpayer during the taxable year
10 in an enterprise zone. '
11 “(2) Exceprions.—The term ‘qualified employ-
12 ee’ shall not include an individual with respect to
13 whom the employer claims any credit under section 40
14 (felating to expenses of work incentives progfams) or
15 44B (relating to credit for employment of certain new
16 employees) for such period.~
17 “(e) BASE PER10D WAGES DEFINED.—For purposes of
18 this section, the term ‘base period wages’ means wages paid
19 during the 12-calendar month period ending prior to the en-
26 terprise zone designation under section 7871, which woﬁld
21 have been qualified wages had such designation been in effect _
22 for such period. Base period wages will be zero for any em-
23 ployer not engaged in an active trade or business in such area
24 at any time dufing such 12-month period.
25 “(f) LIMITATIONS.—

95-479 0—82~—4
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“(1) SUBCHAPTER 8 CORPORATIONS.—In case of
an electing small business corporation (as defined in
section 1371)— ‘

“(A) the qualified wages for each taxable
year shall be apportioned prt; rata among the per-
sons who are shareholders of such corporation on
the last day of such taxable year, and

“(B) any person tom whom any_ qualified
wages have been apportioned under subparagraph
(A) shall be treated (for purposes of this subpart)
as the employer with respect to such expenses.
“(2) ESTATES };ND TRUSTS.—In the case of an

estate or trust—

“(A) the qualified wages for any taxable year
shall be apportioned between the estate or trust
and the beneficiaries on the basis of the income of
the estate or trust allocable to each, and

“(B) any beneficiary to whom any qualified
wages have been apportioned under subparagraph
(A) shall be treated (for purposes of this subpart)
as the employer with respect to such wages.

“(8) LIMITATIONS WITH RESPECT TO CERTAIN
PERSONS.—In the case of—
“(A) an organization to which section 593

applies,

S 2208 I8
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“(B) a regulated investment company or a
real estate investment trust subject to taxation
under subchapter M (section 851 and following),
and
“(C) a cooperative organization described in
section 1381(a),
rules similar to the rules provided in subsections (e) and (h) of
section 46 shall apply under regulations prescribed by the
Seéretary.

“(g) Puaseour or CREDIT.—The credit specified in
subsection (a) will be reduced to 7%z percent in the taxable
year of the taxpayer in which the 21st anniversary of the
enterprise zone designation under section 7871 falls, 5 per-
cent in the next subsequent taxable year, 2%2 percent in the
second subsequent taxable year, and zero thereafter.

“(h) ApJUSTMENTS FOR CERTAIN ACQUISITIONS,
Erc.—Under regulations prescribed by the Secretary—

“(1) AcqQuisiTiONs.—If an employer acquires
the major portion of a trade or business of another
person (hereinafter in this paragraph referred to as the
‘predecessor’) or the major portion of a separate unit of
a trade or husiness of a predecessor, then, for purposes
of applying this subpart for any calendar year ending
after such acquisition, the amount of qualified wages

and base period wages deemed paid-by the employer
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'during periods before such acquisition shall be in-

creased by so much of such wages paid by the prede-
cessor with respect to the acquired trade or business as
is attributable to the portion of such trade or business
acquired by the employer.

“(2) D1SPOSITIONS.—

“(A) If an employer disposes of the major
portion of any trade or business of the employer
or the major portion of a separate unit of a trade”
or business of the employer in a transaction to
which paragraph (1) applies, and

‘“(B) the. employer furnishes the acquiring
person such information as is necessary for the
application of paragraph (1),

then, for purposes of applying this subpart for any cal-
endar year ending after such disposition, the amount of
qualified wages or base period wages deemed paid by
the employer during periods before such disposition
shall be decreased by so much of such wages as is at-
tributable to such trade or business or separate unit.
“(i) SpECIAL RULES FOR CONTROLLED GROUPS.—
“(1) CONTROLLED GROUP OF CORPORATIONS.—
For purposes of this section, all employees of all corpo-
rations which are members of the same controlled

group of corporations shall be treated as employed by a

S 2208 IS
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single employer. In any such case, the credit (if any)

allowable by section 44H to each such member shall

be determined by reference to its proportionate share of

the qualified wages giving rise to such credit. For pur-

poses of this subsection, the term ‘controlled group of

corporations’ has the meaning given to such term by

section 1563(a), except that—

“(A) ‘more than 50 percent’ shall be substi-
tuted for ‘at least 80 percent’ each place it ap-
pears in section 1563(a)(1), and

“(B) the determination shall be made without
regard to subsections (a)(4) and (e)(3)(C) of section
1563.

‘2) EMPLOYEES OF PARTNERSHIPS, PROPRI-

ETORSHIPS, ETC., WHICH ARE UNDER COMMON CON-

TROL.—For purposes of this section, under regulations

prescribed hy the Secretary—

§ 2298 18

“(A) all employees of trades or businesses
(whether or not incorporated) which are under
common control shall be treated as employed by a
single employer, and '

“(B) the credit (if any) allowable by secfion
44H with respect to each trade or husiness shall

be determined by reference to its proportionate
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1 share of the qualified wages giving rise to such

2 credit.

3 The regulations prescribed under this paragraph shall

4 be based on principles similar to the principlés which

5 apply in the case of paragraph (1).

6 “() PEr1oDS OF LESS THAN A YEAR.—If designation

7 of an area as an enterprise zone under section 7871 occurs,

8 expires, or is revoked on a date other thau the first or last

9 day of the taxable year of the taxpayer, or in the case of a
10 short-taxable year— a .
11 “(1) the limitation specified in subsection (c)(1),
12 and the base period wages determined under subsection
13 (e), shall be adjusted on a pro rata basis (based upon
14 the number of days), and

15 “(2) the reduction specified in subsection (c)(2)
16 and the 50 percent test set forth in subsection (d)(1),
17 shall be determined by reference to the portion of the
18 taxable year during which the designation of the area
19 as an enterprise zone is effective.
20 “(k) AppLicaTiON WiTH OTHER CREDITS.—The
21 credit allowed by subsection (a) for a taxable year shall not
22 exceed the tax imesed by this chapter for such taxable year,
23 reduced by the sum of the credits allowable under section 441
24 or any section of this subpart having a lower number or letter |
25 designation than this seétion, other than the credits allowable

S 2298 I8
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by sections 31, 39, and 43. For purposes of the preceding
sentence, the term ‘tax imposed by this chapter’ shall not
include any tax treated as not imposed by this chapter under
the last sentence of section 53(a).

“() ENTERPRISE ZONE.—The term ‘enterprise zone’
means an area for which designation as an enterprise zone is
in effect under section 7871.

“SEC. 441.—CREDIT FOR EMPLOYMENT OF CERTAIN DISAD-
VANTAGEIi INDIVIDUALS IN AN ENTERPRISE
ZONES.

“(a) IN GENERAL.—There shall be allowed as a credit
against the tax imposed by this chapter for the taxable year
an amount equal to the sum of—

“(1) 50 percent of qualified years one-three
wages,

“‘(2) 40 percent of qualified year four wages,

“(8) 30 percent of qualified year five wages,

*(4) 20 percent of qualii’ied year six wages, and

“(5) 10 percent of qualified year seven wages.

“(b) QUALIFIED WAGES DEFINED.—

“(1) In GENERAL.—For purposes of this section,
‘the term ‘qualified wages’ means the wages paid or in-
curred by the employer during taxable yéar to qualified
disadvantaged individuals reduced by the amount of

any federally funded payments the employer receives

S 2208 IS
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or is entitled to receive for on-the-job training of such
individuals for such period. |

‘(2) QUALIFIED YEARS ONE-THREE WAGES.—
The term ‘qualified years one-three wages’ means,
with respect to any individual, qualified wages received
during the 36-month period beginning with the day the
individual begins work for the employer within an en-
terprise zone (or, in the case of a vocational rehabilita-
tion referral, the day the individual begins work for an
employer within an enterprise zone on or after the be-
ginning of such individual’s rehabilitation plan).

‘(8) QUALIFIED YEAR FOUR WAGES.—The term
‘qualified year four wages’ means, with respect to any
individual, the qualified wages attributable to services
rendered during the 12-month period beginning on the
day after the last day of the period with respect to
such individual determined under paragraph (2).

‘“(4) QUALIFIED YEAR FIVE WAGES.—The term
‘qualified year five wages’ means, with respect to any
individual, the qualified wages attributable to services
rendered during the 12-month period beginning on the
day after the last day of the period with respect to
such individual determined under paragraph (3).

“(5) QUALIFIED YEAR SIX WAGES.—The term

‘qualified year six wages’ means, with respect to any

8 2298 IS
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individual, the qualified wages attributable to services
rendered during the 12-month period beginning on the
day after the last day of the period with respect to
such individual determined under paragraph (4).

‘“(6) QUALIFIED YEAR SEVEN WAGES.—The term
‘qualified year seven wages’ means, with respect to
any individual, the qualified wages attributable to serv-
ices rendered during the 12-month period beginning on
the day after the last day of the period with respect to
sgch individual determined under p;ragraph (%)

“7) BRE;;KS IN SBERVICE.—With respect to any
individual, the time periods described in paragraphs (3)
through (6) will not take into account any period of
time during which such individual is unemployed.

“(c) QUALIFIED DISADVANTAGED INDIVIDUAL.—

“(1) IN GENERAL.—For purposes of this section,
the term ‘qualified disadvantaged individual’ means an
individual—

“(A) who is a qualified employee within the
meaning of section 44H(d),

“(B) who is hired by the employer after the
designation of the area in which services were
performed as an enterprise zone (under section
7871), and

“(C) who is described in paragraph (2).

8§ 2298 IS
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“(2) CATEGORIES OF DISADVANTAGED INDIVID-
vaLs.—For purposes of paragraph (1), the following
individuals a;'e treated as disadvantaged individuals:

““(A) a vocational rehabilitation referral,
‘“(B) an economically disadvantaged individu-

al, r

“(C) an eligible foster child,

“(D) an SSI recipient,

‘“(E) a general assistance recipient,__

“(F) an eligible handicapped individual, or
“(G) an eligible AFDC recipient.

"“(3) VOCATIONAL REHABILITATION REFER-
RAL.—The term ‘vocational rehabilitation referral’
means any individual who is certified by the designated
local agency as—

“(A) having ;‘physical or mental disability
which, for such individual, constitutes or results in

a substantial handicap to employment, and

“(B) having been referred to the employer
upon completion of (or while receiving) rehabilita-

tive services pursuant to—

“(i) an individualized written rehabilita-
tion plan under a State plan for vocational
rehabilitation services approved under the

Rehabilitation Act of 1973, or

S 2298 IS
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“(ii) a program of vocational rehabilita-
tion carried out under chapter 31 of title 38,
United States Code.

“(4) ECONOMICALLY DISADVANTAGED INDIVIDU-
AL.—The term ‘economically disadvantaged individual’
means any individual who is certified by the designated
local agency as being a member of a family that had
an income during the 6 months preceding the month in
which such determination occurs that, on an annual
basis, was equal to or less than that which an eligible
family with no income would have received in food
stamps plus AFDC benefits. Any such determination
shall be valid for the 45-day period beginning on the
date such determination is made.

“(6) FosTER CHILDREN.—The term ‘eligible
foster child’ means any individual who is certified by
the designated local agency as receiving State or local
government benefits under a program to assist foster
children.

“(6) SSI reciPiENTS.—The term ‘SSI recipient’
means any individual who is certified by the designated
local agency as receiving supplemental security income
benefits under title XVI of the Social Security Act (in-
cluding supplemental security income benefits of the

type described in section 1616 of such Act or section
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212 of Public Law 93-66) for any month ending in the

preemployment period, or who would have qualified to

receive such benefits had such individual applied for

them.

8 2298 IS

“(7) GENERAL ASSISTANCE RECIPIENTS.—

‘“(A) IN GENERAL.—The term ‘general as-
sistance recipient’ means any individual who is
certified by the designated ~local agency as receiv-
ing assistance under a qualified general assistance
program for any period of not less than 30 days
ending within the preemployment period, or who
would have qualified to receive such assistance
had such individual applied for it.

“(B) QUALIFIED GENERAL ASSISTANCE
PROGRAM.—The term ‘qualified general assist-
ance- program’ means any program of a State or a
political subdivision of a State—

“() which provides general assistance
or similar assistance which—
“(I) is based on need, and
“(IT) consists of money payments,
and
“(i1) which is designated by the Secre-

tary (after consultation with the Secretary of



© W =N St s W N =

!

[ I - B - T T I I e T e O e S S S S
St W W N = O O W =T WwW N = O

57

27

Health and Human Services) as meeting the
requirements of clause (i).

“(8) HANDICAPPED INDIVIDUALS.—In cases per-
mitted by regulations prescribed by the Secretary, the
term ‘eligible handicapped individual’ means any indi-
vidual who is certified by the designated local
agency—

“(A) as disabled and living at home, or

“(B) who is institutionalized or receiving
services in, or is a client of, a sheltered workshop,
prison, hospital or similar institution, or in com-
munity care.

“(9) ELIGIBLE AFDC RECIPIENTS.—The term
‘eligible AFDC recipient’ means an individual who has
been certified by the designated local agency as being
eligible for financial assistance under part A of title IV
of the Social Security Act and as having continually
received such financial assistance during the 90-day

period which immediately precedes the date on which

" such individual is hired by the employer, or who would

have received such assistance had such individual ap-
plied for it.

“(10) PREEMPLOYMENT PERIOD.—The term
‘preemployment period’ means the 60-day period

ending on the hiring date.

S 2208 IS
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“(11) Hiriné DATE.—The term ‘hiring date’
means the day the individual is hired by the employer.
“(12) DESIGNATED LOCAL AGENCY.—The term
‘designated local agency’ means a State employment
security agency established in accordance with the Act
of June 6, 1933, as amended (29 U.S.C. 49~49n).
“(13) SPEciAL RULES FOR CERTIFICATIONS.—
‘“(A) IN GENERAL.—An individual shall not
be treated as a qualified disadvantaged individual
unless, on or before the day on which such indi-
vidual begins work for the employer, the employ-
er—

“(i) has received a certification from a
designated local agency that such individual
is a qualified disadvantaged individﬁal, or

“(ii) has requf;sted in writing such certi-
fication from the designated local agency.
‘“(B) INCORRECT CERTIFICATIONS.—If—

“(i) an individual has been certified as a
qualified disadvantaged individual, and

“(i) such certification is incorrect be-
cause it was based on false information pro-
vided by such individual, the -certification
shall be revoked and wages paid by the em-

ployer after the date on which notice of rev-
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ocation is received by the employer shall not

be treated as qualified wages.
“(d) SpeciAL RULES.—

“(1) CONTROLLED GROUP OF CORPORATIONS.—

For purposes of this section, all employees of all corpo-
rations which .are members of the same controlled
group of corporations shall be treated as employed by a
single employer. In any such case, the credit (if any)
allowable by section 441 to each such member shall be
determined by reference to its proportionate share of
the qualified wages giving rise to such credit. For pur-
poses of this subsection, the term ‘controlled group of
corporations’ has the meaning given to such term by
section 1563(a), except that—

“(A) ‘more than 50 percent’ shall be substi-
tuted for ‘at least 80 pércent’ “each place it ap-
pears in section 1563(a)(1), and ‘

“(B) the determination shall be made without
regard to subsections (a)(4) and (e)(3)(C) of section
1563.

‘“2) EMPLOYEES OF PARTNERSHIPS, PROPRI-
ETORSHIPS, ETC., WHICH ARE UNDER COMMON CON-
TROL.—For purposes of this section, under regulations

prescribed by the Secretary—

S 2298 IS



L W 3 S v s W N e

DD DD DD DD DD ek pmd et bk e ek ek ek ek ped
W NN = O W AT DTt R W NN =D

60

30

“(A) all employees of trades or businesses
(whether or not “incorporated) which are under
common control shall be treated as employed by a
single employer, and

“(B) the credit (if any) allowable by section
441 with respect to each trade or business shall
be determined by reference to its proportionate
share of the qualified wages giving rise to such -
credit.

The regulations prescribed under this paragraph shall
be based on principles similar to the principles which
apply in the case of paragraph (1). -

“(3) AcquisrTions.—Under regulations pre-
scribed by the Secretary, if an employer acquires of the
major portion of a trade or business of another employ-
er (hereinafter in this paragraph referred to as the
‘predecessor’) or the major portion of a separate unit of
a trade or business of a predecessor, then, for purposes
of applying this section (other than subsection (e)) for -
any calendar year ending after such acquisition, the
employment relationship between an employee and an
employer shall not be treated as terminated if the em-
ployee continues to be employed in such trade or husi-

ness.
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‘“e) EARLY TERMINATION OF EMPLOYMENT BY EM-

PLOYER, ETC.— -

‘(1) GENERAL RULE.—Under regulations pre-
scribed by the Secretary, if the employment of any em-
ployee with respect to whom qualified wages are taken
into account under subsection (a) is terminated by the
taxpayer at any time during the first 270 days of such
employment (whether or not consecutive) or before the
close of the 270th calendar day after the day in which
such employee completes 90 days of employment with
the taxpayer, the tax under this chapter for the taxable
year in which such employment is terminated shall be
increased by an amount (deterr;lined under such regula-
tions) equal to the credit allowed under subsection (a)
for such taxable year and all prior taxable years attrib-
utable to qualified wages paid or incurred with respect
to such employee.

‘“(2) SUBSECTION NOT TO APPLY IN CERTAIN

CASES.—
“(A) IN GENERAL.—Paragraph (1) shall not
apply to—
“(i) a termination of employment of an
employee who voluntarily leaves the employ-
ment of the taxpayer,

8 2298 IS
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“(ii) a termination of employment of an
individual who, before the close of the period
referred to in paragraph (1), becomes dis-
abled to perform the services of such employ-
ment, unless such disability is removed
before the close of such period and the tax-
payer fails to offer reemployment to such in-
dividual,

“(iii) a termination of employment of an
individual, if it is determined under the appli-
cable State unemployment compensation law
that the termination was due to the miscon-
duct of such individual, or

“(iv) a termination of employment of an
individual due to a substantial reduction in
the trade or business operations of the tax-
payer.

‘“‘B) CHANGE IN FORM OF BUSINESS,

eTc.—For purposes of paragraph (1), the employ-
ment relationship between the taxpayer and an

employee shall not be treated as terminated—

“(i) by a transaction to which section
381(a) applies, if the employee continues to

be emploved by the acquiring corporation, or
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“(ii) by reason of a mere change in the
form of conducting the trade or business of
the taxpayer, if the employee continues to be
employed in such trade or business and the
taxpayer retains a substantial interest in such
trade or business.

“(3) SPECIAL RULE.—Any increase in tax under
paragraph (1).shall not be treated as tax imposed by
this chapter for purposes of determining the amount of
any credit allowable under subpart A.

“(f) LIMITATIONS.—

“(1) SUBCHAPTER S CORPORATIONS.—In the
case of an electing small business corporation (as de-
fined in section 1371)—

| “(A) the qualified wages for each taxable

year shall be apportioned pro rata among the per-

sons who are shareholders of such corporation on
the last day of such taxable year, and

“(B) any person to whom any qualified

wages have been apportioned under subparagraph

(A) shall be treated (for purposes of this subpart)

as the employer with respect to such expenses.

“(2) ESTATES AND TRUSTS.—In the case of an

estate or trust—
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“(A) the qualified wages for any taxable year

- shall be apportioned between the estate or trust
and the beneficiaries on the basis of the income of
the estate or trust allocable to each, and

“(B) any beneficiary to whom any qualified
wéges have been abportioned under subparagraph
(A) shall be treated (for purposes of this subpart)
as the employer with respect to such wages.

‘“(3) LIMITATIONS WITH RESPECT TO CERTAIN
PERSONS.—In the case of—
-“(A) an organization to which section 593
applies,

“(B) a regulated investment company or a
real est;ite investment trust subject to taxation
under subchapter M (section 851 and following),
and

“(C) a cooperative organization described in
section 1381(a),

. rules similar to the rules provided in subsections (e)
and (h) of section 46 shall apply under regulations pre-
scribed by the Secretary.

‘“(g) Puaseoutr oF CrEDIT.—The credit specified in

23 subsection (a) will be reduced by 25 percent in the taxable

24 year of the taxpayer in which the 21st anniversary of the

25 enterprise zcne designation under section 7871 falls, 50 per-
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cent in the next subsequent taxable year, 75 percent in the
second subsequent taxable year, and 100 percent thereafter.

“(h) AppLicATION WITH OTHER CREDITS.—The
credit allowed by subsection (a) for a taxable year shall not
exceed the tax imposed by this chapter for such taxable year,
reduced by the sum of the credits allowable under a section of
this subpart having a lower number or letter designation than
this section, other than the credits allowable by sections 31,
39, 43, and 44H. For purposes of the p;eceding sentence, the
term ‘tax imposed by this chapter’ shall not include any tax
treated as not imposed by this chapter under the last sen-
tence of section 53(a).

“(i) ENTERPRISE ZONE.—The term ‘enterprise zone’
means an aréa for which designation as an enterprise zone is
in effect und-er section 7871.”.

(b) No DEDUCTION ALLOWED.—

(1) IN GENERAL.—Section 280C (relating to dis-
allowance of deductions for that portion of wages for
which credit is claimed under section 40 or 44B) is
amended— |

(A) by adding at the end thereof the follow-
ing new subsection:

“(c) RULE FOR SECTION 44H AND 441 CrEDITS.—No
deduction shall be allowed for that portion of the wages or

salaries paid or incurred for the taxable year which is equal
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to the amount of the credit allowable under section 44H (re-

lating to the employvment credit for enterprise zone business-

es) and section 441 (relating to the credit for employment of

certain disadvantaged individuals in enterprise zones). This

subsection shall be applied under a rule similar to the rule
under the last sentence of subsection (b).”’; and

(B) hy striking out “or 44B” in the heading

and inserting in lieu thereo! *“, 44B, 44H or 441",

(2) CONFORMING AMENDMENT.—The table of

sections for part IX of subchapter B of chapter 1 is

amended by striking out “‘or 44B."" in the item relating

to section 280C" and inserting in lieu thereof *, 44B,

44H, or 441",

(¢) CONFORMING AMENDMENT.—The table of sections

for subpart A of part IV of subchapter A of chapter 1 is

amended by inserting before the item relating to section 45

the following new items: .

“See. +4H. Credn for increased enterprise zone emplovment.
“See 441 Credit for employment of certain disadvantaged ndivid-
uals in enterprise zones.”

(1) REPORTING REQUIREMENTS.—Subpart C of part
II1 of subchapter A of chapter 61 (relating to information
regarding wages paid emplovees) is amended by adding at
the end.thereof the following new section:

“SEC. 6054. REPORTING OF ENTERPRISE ZONE EM-
PLOYEE CREDITS.—If any individual is a qualified emplovee
of an emplover within the meaning of section 44H(d)( 1), the

§ 2298 IS



[$1}

-1

15

16

67

37

employer shall furnish to each such employee a written state-
ment showing the amount of wages paid to such employee.
The statement required to be furnished pursuant to this sec-
tion shall be furnished at such time, shall contain such other
information, and shall be in such form as the Secretary may
by regulations prescribe. When required by such regulations,
a duplicate of any such statement shall be filed with the Sec-
retary.’’.

(2) Section 6652(d) (relating to failure to file information
returns) is amended by inserting after “‘respect to tips),”" the
following: *‘section 6054 (relating to reporting of enterprise
zone emplovee credits),”’.

(3) Section 6674 (relating to fraudulent statement or
failure to furnish statement to employee) is amended by strik-
ing “‘or 6053(h)"" each place it appears and inserting in lieu
thereof **, 6053(b) or 6054"".

(4) The table of sections for such subpart (" is amended

bv adding at the end thereof the following:

“Nee B804 Reporung of enterprise zone empioyee credits
(e) EFFecTIVE DATE.—The amendments made by this
section shall apply to wages paid after the date of the enact-
ment of this Act in taxable vears ending after such date.
SEC. 202. CREDIT FOR ENTERPRISE ZONE EMPLOYEES.
(a) IN GENERAL.—Subpart A of part IV of subchapter

A of chapter 1 (relating to credits allowable), as amended by

S 2295 IS
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section 201, is amended by inserting immediately before sec-

tion 45 the following new section:

“SEC. 11J. CREDIT FOR ENTERPRISE ZONE EMPLOYEES.

“(a) IN GENERAL.—In the case of a qualified employee,

there is allowed as a credit against the tax imposed by this

chapter for the taxable vear an amount equal to 5 percent of

the qualified wages for the taxable vear.

“(h) DEFINITIONS.—For purposes of this section—

“(D QUALIFIED EMPLOYEE.—The term ‘qualified

emplovee” means an individual —

N 2298 IS

“(A) who is deserihed in section 44H(d)N(1),
and

“(B) who is not the emplovee of the Federal
Government or any State or subdivision of a
State.

2) QUALIFIED WAGES. —

“tA) IN GENERAL.—The term ‘qualified
wagex' has the meaning given to the term ‘wages’
under subsection (h) of section 3308, attributable
to services performed for an emplover with re-
spect to whom the emplovee is a qualified em-
plovee, in an amount which does not exceed 1Yz

times the dollar limitation specified in such sub-

-

section,
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“(B) Exceprion.—The term ‘qualified
wages’ does not include any compensation re-
ceived from the Federal Government or any State
or subdivision of a State.

“(3) ENTERPRISE zONE.—The term ‘enterprise
zone’ means any area with respect to which & designa-
tion as an enterprise zone is in effect under section
TRTIL.

“(e) Puaseotvrt orF CRepiT.—The credit specified in
subsection (a) will be reduced to 3% percent in the taxable
vear in which the 21st anniversary of enterprise zone desig-
nation under section TR71 falls, 2% percent in the next sub-
sequent taxable vear, 1% percent in the second subsequent
taxable vear, and zero thereafter.

“(d) Apprication With OtHEr CRepiTs.—The
credit allowed by subsection (a) for a taxable vear shall not
exceed the tax imposed by this chapter for such taxable vear,
reduced hy the sum of the credits allowable under a section of
this subpart having a lower number or letter designation than
this section. other than the credits allowable by sections 31,
39, and 43. For purposes of the preceding sentence, the term
‘tax imnposed by this chapter’ shall not include any tax treat-
ed as not imposed by this chapter under the last sentence of

section H3(a).”.
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(b) CoNFORMING AMENDMENT.—The table of sections
for subpart A of part IV of subchapter A of chapter 1 is
amended by inserting immediately before the item relating to

section 43 the following new item:

“Nee 4] Credit for Enterprise Zone Employees.”.

(c) EFFECTIVE DaTE.——The amendments made by this
section shall apply to taxable vears ending after the date of
the enactment of this Act.

Subtitle B—Credits for Investment in
Tangible Property in Enterprise
Zones

SEC. 211, INVESTMENT TAX CREDIT FOR ENTERPRISE ZONE

PROPERTY.

(a) SECTION 38 PROPERTY.—Paragraph (1) of section
48(a) (defining section 38 property) is amended by striking
out the period at the end of subparagraph ((i) and by insert-
ing in lieu thereof *; or”" and the following new subpara-
graph:

“(H) in the case of enterprise zone property, that
portion of the basis which is attributable to qualified
enterprise zone expenditures (within the meaning of
subsection (¢))."

(h) AMOUNT OF CREDIT.—

(1) IN GENERAL.—Subparagraph (A) of section
46(a)2) (relating to amount of investment tax credit) is

amended by striking out “‘and’ at the end of clause
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(iii), by striking out the period at the end of clause (iv),
by inserting in lieu thereof *, and”, and by adding at
the end thereof the following new clause:

“(v) in the case of qualified enterprise zone prop-
erty, the enterprise zone percentage.”

(2) ENTERPRISE ZONE PERCENTAGE DEFINED.—
Paragraph (2) of section 46(a) is amended by adding at
the end thereof the following new subparagraph:

“(G) ENTERPRISE ZONE PERCENTAGE.—

For purposes of this paragraph—

“In the case of qualified
enlerprise zone  ex-

penditures
with respect to: The enterprise zone
percentage is:
Zone personal properts twithin the meamng of section dsig2n. 3
New zone constriction progerty iwsthin the meaning of section
FRQI3D S : S 10"

(3) ORDERING RULEs.—That portion of para-
graph (9) of section 46(a)9) (relating to special rules in
the case of energyv property) which precedes subpara-
graph (B) is amended to read as follows:

“(9 SPECIAL RULES IN THE CASE OF ENERGY
PROPERTY OR ENTERPRISE ZONE PROPERTY.—U'nder
regulations prescribed by the Secretarv—

“tA) IN GENERAL.—This subsection and
subsection (b) shall be applied separately—
“{1) first with respect to so much of the

credit allowed by section 38 as is not attrib-

S 2298 IS
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1 utable to the energy percentage or the enter-
2 prise zone percentage,
3 “(ii) second with respect to so much of
4 the credit allowed by section 38 as is attrib-
5 utable to the application of the energy per-
6 centage to energy property, and
7 “(iii) third with respect to so mch of the
8 credit allowed by section 38 as is attributa-
9 ble to the application of the enterprise zone
10 percentage to enterprise zone property.”.
11 (4) (CCONFORMING AMENDMENT.—Section 48(0)
12 (defining certain credits) is amended by adding at the
13 end thereof the following new paragraph:
14 “(9) ENTERPRISE ZONE CREDIT.—The term ‘en-
15 terprise zone credit’ mears that portion of the credit
16 allowable by section 38 which is attributable to the en-
17 terprise zone percentage.’:
18 t¢c) DEFINITIONS AND TRANSITIONAL RULES.—Sec-

19 tion 48 (relating to definitions and special rules) is amended
20 by redesignating subsection (g) as (r) and inserting after sub-

21 section (p) the following new subsection:

22 “{q) ENTERPRISE ZONE PROPERTY.—

23 “(1) The term ‘enterprise zone property’ means
24 property which is—

25 “(A)(i) zone personal property, or

S 2298 IS
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‘“(ii) new zone construction property,

“(B) not acquired (directly or indirectly) by
the taxpayer from a person who is related to the
taxpaver (within the meaning of section 267(h) or
318), and

“(C) acquired and first placed in service by
the taxpayer in an enterprise zone after the desig-
nation under section 7871.

“(2) ZONE PERSONAL PROPERTY DEFINED.—The
term ‘zone personal property’ means section 38 proper-
ty which is—

“(A) 3-vear property, within the meaning of
section 168(cH2)(A);

“(B) 5-vear property, within the meaning of
section 168(c)N2)B); -

“(C') 10-year property, within the meaning of
section 168(c)X2)(C); and

“(D) 15-year public utility property, within
the meaning of section 168(c)2)(E),

which is used by the taxpayer predominantly in the
active conduct of a trade or husiness within an enter-
prise zone. Property shall not be treated as ‘zone per-
sonal propertyv’ if it is used or located outside the en-

terprise zone on anv regular basis.
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“3) NEW ZONE CONSTRUCTION PROPERTY DE-
FINED.—The terin ‘new zone construction property’
means  13-vear  property  described in  section
16R(e)2nD), which is—

“(A) located in an enterprise zone,

“(B) used by the taxpaver predominantly in
the active conduct of a trade or business within
an enterprise zone, and

(") either—

*(i) the constrection, reconstruction, re-
habilitation, renovation, expansion, or erec-
tion of which is completed hy the taxpayer
after the designation under section 7871, or

“(ii) acquired after such designation if
the original use of such property commences
with the taxpaver and commences after such
date.

In applving section 46(e)N1)(A) in the case of property
described in clause (i), there shall be taken into account
only that portion of the hasis which is properly attrib-
utable to construction or erection after designation.

“(4) ADJUSTMENT TO BASIS.—

“(A) IN GENERAL.—For purposes of this
subtitle, if an enterprise zone credit is allowahle

under this section for anv qualified enterprise zone

S 2298 IS
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expenditure in connection with property described

in paragraph (3), the increase in basis of such

property which would (but for this paragraph)

result from xuch expenditure shall be reduced by
the amount of the credit so allowable.

“(B) CeErTAIN DISPOSITIONS. —If  during
any taxable vear there is a recapture amount de-
termined with respect to any enterprise zone
property the hasis of which was reduced under
<ubparagraph (\), the basis of <uch buillding im-
mediately before the event resulting in <uch re-
capture) shall be increased by an amount equal to
<uch recapture amount. For purposes of the pre-
ceding <entence, the term ‘recapture amount’
means any increase in tax (or adjustment in carry-
hacks or carrvovers) determined under section
4TI N

130 QUALIFIED ENTERPRISE ZONE EXPENDI-

TURES DEFINED.—The term ‘qualified enterprise zone

expenditures” means any amount properly chargeable

to vapital aceount for enterprise zone property.

“8) REAL ESTATE RENTAL.—For purposes of

thiz section, ownership of residential, commercial or in-

dustrial real property within an enterprise zone for

S 2298 1S
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1 rental shall he treated as the active conduct of a trade
2 or business in an enterprise zone.
3 “(7) ExTeErpRrISE zZONE.—The ‘enterprise zone’
4 means an area for which designation as an enterprise
B) zone is in effect under section 7871."".
6 “(d) LopGING To QUariry.—Paragraph (3) of section

48(a) (relating to property used for lodging) is amended—

8 (1) bv striking out “and’" at the end of subpara:
9 graph (€,

10 (2) by striking out the period at the end of xubpar-
11 agraph (D)) and inserting in lien thereof “and”, and

12 (3) by adding at the end thereof the following new
13 subparagraph:

14 “(E) new zone construction property.”.

15 (¢) RECAPTURE.—Subsection (a) of section 47 (relating

16 to certain dispositions, ete., of section 38 property) is amend-

17 ed by adding at the end thereof the following new paragraph:

IR “(4) SPECIAL RULES FOR ENTERPRISE ZONE
19 PROPERTY.—

20) “(\) If, during any taxable vear, property
21 with respect to which the taxpaver claimed an en-
21 terprise zone credit is disposed of, or in the case
2 of zone personal property otherwise ceases to be
24 section 38 property with respect to the taxpayer,
25 or is removed from the enterprise zone, converted

S 2298 I8
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or otherwise ceases to he enterprise zone propertv
(other than by the expiration or revocation of the
designation as an enterprise zone), the tax under
this chapter for such taxable vear shall be in-
creased by the amount described in subparagraph
(i1).

“(B) The increase in tax under subparagraph
(\) shall equal the aggregate decrease in the
credits allowed under section 38 by reason of sec-
tion  46() 2\ for all prior taxable vears
which would have resulted solely from reducing
the qualified enterprise zone expenditures taken
into account with respect to the property by an
amount which hears the same ratio to the quali-
fied enterprise zone expenditures as the number of
taxable vears that the property was held by the
taxpaver bears to the applicable recovery period
for earnings and profits as set forth in section
312(k)."

(N EFrecTive Date.—The amendments made by this
section <hall apply to expenditures made or incurred after
enactment, in taxable vears ending after such date, with re-
spect to property acquired and placed in service in an area

designated as an enterprise zone under section 7871.
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Subtitle C—Reduction in Capital Gain
Tax Rates
SEC. 221. CORPORATIONS.

(a) GENERAL RuLE.—Subsection (a) of section 1201
(relating to alternative tax for corporations) is amended by
striking out paragraph (2) and inserting in lieu thereof the
following:

“(2) a tax of 28 pcreent of the excess (if any) of—
“(A) the net capital gain for the taxable
vear, over
“UB) the qualified enterprise zone capital
gain.”.

(b) DEFINITION OF QUALIFIED ENTERPRISE ZONE
CapritaL GaiN.—Section 1201 is amended by redesignating
subsections (h) and (c) as subsections (c)' and (d) and by insert-
ing after subsection (a) the following new subsection:

“(h) QUALIFIED ENTERPRISE ZONE CAPITAL GAIN.—
For purposes of this section—

“(1) IN GENERAL.—The term ‘qualified enterprise
zone capital gain’ means—
“(\) gain described in section 1222(3),
“(B) attributable to the sale or exchange of
qualified property.
“(2) LimitaTiONS.—The term ‘qualified enter-

prise zone capital gain’ does not include any gain at-
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tributable to the sale or exchange of an interest in a

qualified business to the extent attributable to—

“(A) any property contributed to the quali-

fied business within the previous 12 months,

“(B) any interest in any business which is

not a qualified business, or

“(C) any other intangible property not cre-

ated as part of an active trade or business within

an enterprise zone.

‘(3) DEFINITIONS.—

8 2298 I8

“(A) The term ‘qualified property’ means—

‘(i) any tangible personal property used
by the taxpayer predominantly (within the
meaning of section 48(q)(7)) in an enterprise
zone in the active conduct of a trade or busi-
ness in an enterprise zone,

“(i1) any real property located in an en-
terprise zone used by the taxpayer predomi-
nantly in the active conduct of a trade or
business in an enterprise zone, and

‘(i) any interest in a corporation, part-
nership, or other entity if, for the three most
recent taxable years of such entity ending
before the date of disposition of such interest

(or for such part of such period as the entity
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b))
has been in existence or the zone has been
designated), such entity was a qualified busi-
ness.
“(B)  QraririEp  BUSINESS.—The  term
‘quahfied business” means any person—
“i) which s actively engaged in the
conduct of a trade or business within an en-
terprise zone during the period described in
subparagraph (.\)un),
") with respect to which at least 80
percent of such person’s gross receipts for
the taxable vear are attributable to the
active conduct of a trade or business within
an enterprise zone, and
“(u1) with substantially all of its tangi-
ble assets located within an enterprise zone.
“(("Yy REAL ESTATE RENTAL.—For purposes
of this section, ownership of residential, commer-
cial or industrial real property within an enter-
prise zone for rental shall be treated as the active
conduct of a trade or business in an enterprise
zone.

“(D)  PROPERTY REMAINS QUALIFIED

AFTER ZONE DESIGNATION CEASES TO APPLY.—
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5]
1 “() IN GENERAL.—The treatment of
2 property as qualified property under subpara-
3 graph (\) shall not terminate when on the
4 designation of the enterprise zone in which
5] the property is located or used expires or is
6 revoked.
7 *“a1) Exceprions.—Clause (1) shall not
R apply after the first sale or exchange of prop-
9 - erty oceurring after the designation expires
10 or is revoked.
11 “{E) ENTERPRISE 2ONE.—The term ‘enter-
12 prise zone' means an area with respect to which a
13 designation as an enterprise zone is in effect
14 under section TR71.".

15> SEC. 222. TAXPAYERS OTHER THAN CORPORATIONS.
16 Subsection (a) of section 1202 (relating to deduction for

17 capital gains) is amended to read as follows:

18 “(a) DEDUCTION ALLOWED.—

19 (1) IN GENERAL.—-If for anyv taxable vear a tax-
20 paver other than a corporation has a net capital gain,
21 there shall be allowed as a deduction from gross
22 income an amount equal to the sum of—

2 “1A) 100 percent of the lesser of—

24 “(1) the net capital gain, or
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“(ii) the qualified enterprise zone capital
gain (as defined in section 1201(h), plus
“(B) 60 percent of the excess (if any) of—
*“(i) the net capital gain, over
“(ii) the amount of the net capital gain
taken into account under subparagraph (\).”".
SEC. 223. MINIMUM TAX.

(a) Paragraph (9) of section 57(a) (relating to tax prefer-
ence for capital gains) is amended by adding at the end there-
of the following new subparagraph:

“(E) For purposes of this paragraph, gain at-
tributable to qualified enterprise zone capital gain
(within the meaning of section 1201(h)) shall not
be taken into account.”.

(hy It is the sense of the Congress that if the minimum
tax is modified or replaced, enterprise zone capital gain will
he excluded in computing the minimum taxable income.

SEC. 224. EFFECTIVE DATE.
The amendments made by this subtitle shall apply to

sales or exchanges after the date of enactment of this Act.

S 2298 IS8
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Subtitle D—Extension of Carryover
Periods
SEC. 211. EXTENSION OF NET OPERATING LOSS CARRYOVER
PERIOD.

(a) IN GENERAL.— Paragraph (1) of section 172(h) (re-
lating to net operating loss carrvhacks and carryovers) is
amended by adding at the end thereof the following new sub-
paragraph:

“t.1 In the case of anv taxpaver engaged in
the conduct of an active trade or husiness within
an enterprise zone for anv taxable vear, anv net
operating loss for such taxable vear attributable to
such business shall bhe a net operating loss car-
rvover to each following taxable vear that ends
hetore the expiration or revocation of the designa-
tion of the area as an enterprise zone under sec-
tion TRT1 (or to each of the 15 vears following
the taxable vear of loss, if longer)."”.

thy TECcHNICAL AMENDMENT.—Subparagraph (B) of
section 172(h)i1) is amended by striking out “‘and ()" and
inserting in lieu thereof (1), and J)".

SEC. 212, EXTENSION OF CREDIT CARRYOVER PERIOD.

(a) IN GENERAL.—Paragraph (1) of section 46(bh) (relat-

ing to carrvback and carrvover of unused credits) is amended

by adding at the end thereof the following new subparagraph:

S 2298 I8
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“(E) In the case of an unused credit which is
a credit attributable to the enterprise zone per-
centage, section 441 (relating to the credit for in-
creased enterprise zone employment) or section
441 (relating to the credit for employment of cer-
tain disadvantaged individuals in an enterprise
zone), this paragraph shall be applied by substitut-
ing ‘untl the designation as an enterprise zone
under section TR71 expires or is revoked (or 15

9 1y

vears, if longer)’ for ‘15"
Subtitle E—Rules Relating to
Industrial Development Bonds

SEC. 251. SMALL ISSUE INDUSTRIAL DEVELOPMENT BONDS.
Notwithstanding any subsequent amendments affecting
obligations described in section 103(b)(6) of the Internal Rev-
enue Code of 1954 (other than amendments to section 103(c)
relating to arbitrage, or amendments relating to registration
of such obligations), section 103(h)}(6) as in effect on January
1, 1982, shall apply to obligations all or the major portion of
the proceeds of which are to be used directly for any land or
depreciable property which is located in an enterprise zone
(within the meaning of section 7871 of the Internal Revenue
Code of 1954). This section shall apply only with respect to
obligations which are issued after the date an area is desig-

nated as an enterprise zone and before such designation ter-

§ 2298 18
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minates, provided the proceeds are used prior to the date the
area ceases to he an enterprise zone.
Subtitle F—Sense of the Congress
With Respect to Tax Simplification
SEC. 261. TAX SIMPLIFICATION.
It is the sense of the ("ongress that the Secretary of the
Treasury should in every way possible simplify the adminis-
tration and enforcement of any provision of the Internal Rev-

enue Code of 1954 added to, or amended by, this Act.

TITLE III—REGULATORY
FLEXIBILITY

SEC. 301. DEFINITION OF SMALL ENTITIES IN ENTERPRISE
ZONES FOR PURPOSES OF ANALYSIS OF REGLU-
LATORY FUNCTIONS.
Section 601 of title 5, United States Code, is amended
by—
(1) striking out “‘and’’ at the end of paragraph (5);
and
(2) striking out paragraph (6) and inserting in lieu
thereof the following:
“(6) the term ‘small entity’ means—
“(A) a small business, small organization or
small governmental jurisdiction within the mean-
ing of paragraphs (3), (4), and (5) of this section,

respectively; and

8 2298 IS
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1 “(B) any qualified business; any governments
2 which designated and approved an area which has
3 heen designated as an enterprise zone (within the
4 meaning of section 7871 of the Internal Revenue
) (‘ode) to the extent any rule pertains to the carry-
6 ing out of projects, activities or undertakings
I within such zone; and any not-for-profit enterprise
R carrving out a significant portion of its activities
] within such a zone: and
10 “(7) the term ‘qualified business’ means any
11 person, corporation or other entityv—
12 “(\) which s engaged in the active conduct
13 of a trade or business within an enterprise zone
14 (within the meaning of section 7871 of the Inter-
15 nal Revenue (‘ode of 1954); and
16 “(B) for whom at least 50 percent of its em-
17 plovees are qualified emplovees (within the mean-
18 ing of section 44H(d) of such Code).""

19 SEC. 302. WAIVER OR MODIFICATION OF AGENCY RULES IN
20 ENTERPRISE ZONES.

21 (a) Chapter 6 of title 5, United States Code, is amended
22 by redesignating sections 611 and 612 as sections 612 and
23 613, respectively, and inserting the following new section im-

24 mediately after section 610:

8 2298 I8
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“SEC. 611. WAIVER OR MODIFICATION OF AGENCY RULES IN
ENTERPRISE ZONES.

“{a) Upon the written request of the governments which
designated and approved an area which has been designated
as an enterprise zone under section 7871 of the Internal
Revenue Code of 1954, an agency is authorized, in order to
further the job creation, community development, or econom-
ic revitalization objectives of the zone, to waive or modify all
or part of any rule which 1t has authority to promulgate, as
such rule pertains to the carrying out of projects, activities or
undertakings within the zone.

“(b) Nothing in this section shall authorize an agency to
waive or modify any rule adopted to carry out a statute or
Executive order which prohibits, or the purpose of which is
to protect, persons against discrimination on the basis of race,
color, religion, sex, marital status, national origin, age, or
handicap.

“(¢) A request under subsection (a) shall specify the rule
or rules to be waived or modified and the change proposed,
and shall brieflv describe why the change would promote the
achievement of the job creation, community development or
economic revitalization objectives of the enterprise zone. If a
request is made to an agency other than the Department of
Housing and Urban Development, the requesting govern-

ments shall send a copy of the request to the Secretaryv of

8 2298 I8
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Housing and Urban Development at the time the request is
made.

“(d) In considering a request, the agency shall weigh
the extent to which the proposed change is likely to further
job creation, community development or economic revitaliza-
tion within the enterprise zone against the affect the change
is likelv to have on the underlying purposes of applicable
statutes in the geographic area which would be affected by
the change. The agency shall approve the request whenever
it finds, in its discretion, that the public interest which the
proposed change would serve in furthering <uch job creation,
community development or economic revitalization outweighs
the public interest which continuation of the rule unchanged
would serve in furthering such underlying purposes. The
agency shall not approve any request to waive or modify a
rule if that waiver or modification would—

“(1) directly violate a statutory requirement (in-

cluding any requirement of the Act of March 3, 1931

(46 Stat. 1494; 40 U.S.C. 276a-5) (commonly known

as the Davis-Bacon Act) or of the Fair Labor Stand-

ards Act of 1938 (52 Stat. 1060; 29 U.S.C". 201 et
seq.)); or
“(2) be likely to present a significant risk to the

public health, including environmeqtal health or safety,

8 2298 I8
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such as a rule with respect to océupational safety or

health, or environmental pollution.

“(e) If a request is disapproved, the agency shall inform
the requesting governments in writing of the reaszons therefor
and shall, to the maximum extent possible, work with such
governments to develop an alternative, consistent with the
standards contained in subsection (d).

“(f) Ageneies shall discharge their responsibilities under
this section in an expeditious manner, and shall make a de-
termination on requests not later than 90 days after their
receipt.

“(g) A waiver or modification of a rule under subsection
(a) shall not he considered to be a rule, rulemaking, or regu-
lation under chapter 5 of this title. To facilitate reaching its
decision on any requested waiver or modification, the agency
may seek the views of interested parties and, if these views
are to be sought, determine how they should be obtained and
to what extent, if any, they should be taken into account in
considering the request. The agency shall publish a notice in
the Federal Register stating any waiver or modification of a
rule under this section,

“(h) In the event that an agency proposes to amend a
rule for which a waiver or modification under this section is
in effect, the agency shall not change the waiver or modifica-

tion to impose additional requirements unless it determines,

S 2298 18
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1 consistent with standards contained in subsection (d), that
2 such action is necessary.
3 “(i) No waiver or modification of a rule under this sec-
4 tion <hall remam in effect for a longer period than the period

5 for which the enterprise zone designation remains in effect for

o

the area in which the waiver or modification applies.

“(j) For purposes of this section, the term ‘rule’ means

-1

8 (1) any rule as defined in section 511(4) of this title or (2) any
9 rulemaking conducted on the record after opportunity for an
10 agency hearing pursuant to sections 556 and 557 of this
11 title.”.

12 (b) The table of sections for such chapter is amended by
13 redesignating “‘Sec. 611.” and “Sec. 612.” as "‘Sec. 612.”
14 and “Sec. 613.”, respectively, and inserting the following

15 new item immediately after “‘Sec. 610."":

“See. 611, Waiver or modification of agency rules in enterprise
zones,”’

16 (c) Section 601(2) of such title is amended by inserting
17 “(except for purposes of section 611)" immediately before
18 “means”’.

19 (d) Section 613 of such title as redesignated by subsec-
20 tion (a) of this section is amended by—

21 (1) inserting “(except section 611)” immediately

22 after ““chapter” in subsection (a); and

S 2298 1S
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(2) inserting “‘as defined in section 601(2)"" imme-
diately before the period at the end of the first sen-
tence of subsection (b).

SEC. 303. COORDINATION OF HOUSING AND URBAN DEPART.-
MENT PROGRAMS IN ENTERPRISE ZONES.

Section 3 of the Department of Housing and Urban De-
velopment Act is amended by adding at the end thereof the
following new subsection:

“(d) The Secretary of Housing and Urban Development
shall—

“(1) promote the coordination of all programs under his
jurisdiction which are carried on within an enterprise zone
designated pursuant to section 7871 of the Internal Revenue
Code of 1954;

“(2) expedite, to the greatest extent possible, the con-
sideration of applications for programs referred to in para-
graph (1) through the consolidation of forms or otherwise;
and

‘“(3) provide, whenever possible, for the consolidation of
periodic reports required under programs referred to in para-
graph (1) into one summary report submitted at such inter-

vals as may be designated by the Secretary.”.

8 2298 I8
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TITLE IV—ESTABLISHMENT OF

FOREIGN-TRADE ZONES IN EN-
TERPRISE ZONES

SEC. 401. (a) In processing applications for the estah-
lishment of foreign-trade zones pursuant to an Act entitled
“To provide for the establishment, operation, and mainAte-
nance of foreign-trade zones in ports of entry of the United
States, to expedite and encourage foreign commerce, and for
other purposes’’, approved June 18, 1934, the Foreign-Trade
Zone Board shall consider on a priority basis and expedite, to
the maximum extent possible, the processing of any applica-
tion involving the establishment of a foreign-trade zone
within an enterprise zone designated pursuant to section
7871 of the Internal Revenue Code of 1954.

(b) In processing applications for the establishment of
ports of entry pursuant to an Act entitled “An Act making

appropriations for sundry civil expenses of the Government

for the fiscal year ending June thirtieth, nineteen hundred

and fitieen, and for other purposes’, approved August 1,
1914, the Secretary of the Treasury shall consider on a prior-
ity basis and expedite, to the maximum extent postible, the
processing of any application involving the establishment of a
port of entry which is necessary to permit the establishment

of a foreign-trade zone within an enterprise zone.

8 2298 IS
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(¢) In evaluating applications for the establishment of
foreign-trade zones and ports of entry in connection with en-
terprise zones, the Foreign-Trade Zone Board and the Secre-
tary of the Treasury shall approve the applications to the

maximum extent practicable, consistent with their respective

(o2 TR B Y

statutory responsibilities.

S 2208 IS
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DESCRIPTION OF 8. 2298
ENTERPRISE ZONE TAX ACT OF 1982

SCHEDULED FOR HEARINGS
BEFORE THE

SUBCOMMITTEE ON SAVINGS, PENSIONS, AND
INVESTMENT POLICY

PREFARED BY THE STAFF OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION

The Subcommittee on Savings, Pensions, and Investment Policy of
the Senate Finunce Committee has scheduled public- hearings on
April 15 and 16, 1982, on S, 2298, the Enterprise Zone Tax Act of
1982 (introduced b Senators Chafee, Heinz, Grassley, Matsunaga
and others). This bill is the Administration’s proposal to provide tax
and other incentives in designated zones in economically distressed
areas,

This pamphlet, prepared in connection with the hearin%s on
S. 2208, contains descriptions of the various provisions of the bill, Ac-
companyinf each description is a summary of the related provisions

_of present Jaw. The bill contains faur titles: Title I—designation of
enterprise zones; title II—tax incentive provisions; title II1—regula-
tory flexibility; and title IV—establishment of foreign trade zones
in enterprise zones.

The first part of the pamphlet is a summary of the bill, This is fol-
lowed in the second part with the description of the provisions of the
bill, The third part Eresents- the Administration’s estimates of the
revenue effects of the bill, An Appendix provides a summary deserip-
t(i{)ﬁ) c:{ érea eligibility criteria for Urban Development Action Grants

The Subcommittee greviously held hearings on a related bill,
S. 1310 (Urban Jobs and Enterprise Zone Act) on July 13 and 16, 1981.
A description of S, 1810 is contained in a prior Joint Committee staff
pamphlet (JCS-83-81; July 10, 1981).
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I. SUMMARY

' Present Law

Targeted area

The Internal Revenue Code generally does not contain rules for
targeting areas for special tax treatment, However, Code section 103A,
relating to mortgage subsidy bonds, defines targeted areas for the pur-
pose of promoting housing development within these areas. Within
such areas, defined on the basis of the income of area residents or the
general economic condition of the area, rules for the issuance of
mortgage subsidy bonds are less restrictive than the generally ap-
plicable rules, ,

Tax credits for employers

Present law contains no provisions under which an employer’s tax
liability varies according to the location of its employees. Prior law
contained the new jous credit, which provided a tax credit, for 1977
and 1978, based on the increase in the employer’s payroll over that
of the prior year, Under present law, the targeted jobs tax credit pro-
vides a tax credit for a portion of wage payments made to certain
groups of em[{loyees. These groups generally are defined according to
the individual’s physical condition, Iarticipation in a specified edu-
cation or rehabilitation program, and economic status,

Tax credit for employees

Under present law the tax liability of an employee working in the
United States generally does not vary according to the location of
his employment, The earned income credi¢ provides a refuiidable tax
credit for a portion of earned income (wages, salaries, and earnings
from self-employment) to families with children and with income less
than $10,000,

Investment tax credit : . T
Under present law, a 10-percent regular investment tax credit ap-
plies to eligible tangiﬁle ersonal property used in a trade or business
or for the production ‘of income, In addition, the credit applies to
expenditures to rehabilitate industrial and commercial buildings which
are at least 80 years old.

Capital gains taxation

Noncorporaté taxpayers deduct from gross income 60 percent of
the amount of any net capital gain (the excess of net long-term
—apital gain over net short-term capital loss) for the taxable year.
Corporate taxpayers compute their tax liability using a 28 percent al-
ternative rate applied to net capital gain, if the tax comprited using
that rate is lower than the corporation’s regular tax., (The Highest
2(; ‘(')]350 r;orporate tax rate is 46 percent for taxable income over
Do [ »
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Net operating loss carryovers
Under present law, net operating losses attributable to a taxable
vear generally may be carried back 3 years and forward 15 years and
thus may be deducted from income attributable to other taxable years
within this period.
Industrial development bonds
Although interest on State and local bonds used to finance trade or
business activity is generally taxable, various exceptions are provided,
including bonds issued in certain “small issues.”

_ Regulatory flexibility

Present law provides that certain regulatory procedures are to be
followed in order to lighten the regulatory burden on small businesses,
small nonprofit orgamzatiens, or small governmental jurisdictions.

Foreign trade zones '

A foreign trade zone may be established-within any port of entry,

and for imported goods shipped into a zone, duties are not levied un-
til and unless goods arc sent into other United States territory.

Summary of the Bill

Businesses and employers located in an enterprise zone would be en-
titled to various tax 1hcentives and special regulatory status, as sum-
marized below., - .

Title I. Designation of enterprise zones

Enterprise zones would be designated by the Secretary of Housin
and Urban Development after competitive review of State and loca
government nominations, Ilach nominated zone would have to satisfy
various requirements concerning economic, demographic, and physical
characteristics,. The State and local governments seeking designation
of a nominated aren as an enterprise zone would be required to com-
mit themselves to specific actions to enhance the development of the
area. The Secretary would be required to designate up to 25 areas
ns enterprise zones in each of thres successive years after enact-
ment of the bill. A designation would remain in effect for 24 years,
unless a shorter period were requested by the nominating governments,
or the Secretary revoked the 3esignation. ’

Title II. Tax incentive provisions

Tax credits for zone employers

Employers would be allowed two nonrefundable tax credits, First,
a credit would be allowed equal to 10 percent of qualified wages in ex-
cess of the amount of qualified wages paid in the 12-month period be-
fore the area was designated as an enterprise zone. Qualified wages
would be wages paid (subject to a limitation) to qualified em loyees,
L.e., individuals 90 percent ormore of whose services directly related to
the zone business and 50 percent of whose services were performed in
the zone. Second, a credit would be available for a portion of wages
paid to certain—disadvantaged individuals who were qua]ihg:d
cmployees.
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Tax credit for zone employees
Qualified employees, as defined above, would be allowed a non-
refundable tax credit of 5 percent of earnings subject to & maximum,

Investment tax credit for zone property
An additional investment tax credit of from 3 to 10 percent, depend-
ing on the type of property, would be allowed for real and personal
property used in n trade or imsiness in an enterprise zone.

Elimination of capital gains taxation

Capital gains taxes would be eliminated on all net capital gains on
tho sule or exchange of property used in an enterprise zone in the ac-
tive conduct of a trade or business or on an interest in a qualified busi-
ness. A qualified business would be a person at least 80 percent of
whose gross receipts were attributable to the active conduct of a trade
or business (including rental of real estate) within an enterprise zone
and substantially all the assets of whom are located within a zone.
Conforming changes would be made in the minimum tax provisions.

Extension of net operating loss carryover period
A net operating loss attributable to zone business could be carried
lforwa,rd or the remaining life of the zone or 15 years, whichever is
onger,

Small issue industrial development bonds
Future legislative restrictions on small issue industrial development
bonds generally would not apply to bonds, the proceeds of which are
used for property located in a zone. :

Tax simplification
The Internal Revenue Service would be required to simplify the
administration of tax provisions added by this bill.

Title III. Regulatory flexibility

Upon request, Federal agencies and regulatory bodies could relax
. any regulatory requirements within zones, except requirements pro-
vided by statute or affecting civil rights, safety and public health.

Qualified businesses, any government nominating an area subse-
quently designated as an enterprise zone, and any not-for-profit enter-
prise operating within a zone would he accorded the same treatment
under the Regulatory Flexibility Act as is now given to certain small
entities.

Title IV. Foreign trade zones

‘Whenever possible, foreign trade zones could be established within
enterprise zones,



98

II. DESCRIPTION OF S. 2298
.(THE ENTERPRISE ZONE TAX ACT OF 1982)

A. Designation -of Enterprise Zones (Title I of the Bill)

Present Law

The Internal Revenue Code contains a provision which defines tar-
geted areas for the purpose of promoting economic development within
those areas. In section 103A, relating to mortgage subsichy bonds, some
rules for issuance of mortgage subsidy bonds for targeted areas are not
as restrictive as the generally a }I)‘lica le rules, These rules were enacted
in the Mortgage Subsidy Bond Tax Act of 1980 (P.L. 96-499).

For purposes of mortgage subsidy bonds, a targeted area is either a

ualified census tract or an area of chronic economic distress, A quali-
hed census tract is a tract in which 70 percent or more of the families
have income which is 80 percent or less of the statewide median in-
come, Areas of chronic economic distress are to be designated by a
State according to its standards, and the designation must be approved
by the Secretaries of Treasury and Housing and Urban Development,

In evaluating a State designation, the Secretaries must use as criteria
(1) the condition of the housing stock, (2) the need for housing as-
sistance as indicated by low per capita income, a high percentage of
families in poverty, a high number of welfare recipients, and high un-
employment rates, (3) the potential for designation to improve hous-
ing conditions in the arca, and (4) the existence of a housing assistance
plan which provides a displacement program and a public improve-
ments and services program,

- Several other provisions of the Code provide special tax treatment
for specific areas, Section 4994 (e) exempts crude oil produced’in cer-
tuin areas of Alaska from the windfall profit tax. In addition, certain
domestic corporations deriving income from Puerto Rico and pos-
sessions of the United States (e.g., Guam) are eligible for a tax credit
that eliminates the U.S. tax on that income. To qualify for the credit,
the corporation must derive 80 percent or more of its gross income
for the three immediately preceding vears from sources within Puerto
Rico or a possession of the United States and it must derive at least
50 percent of its gross income for that period from the active conduct
of a trade or business within those countries. If a corporation meets
these requirements, it is allowed a credit equal to the U.S, tax at-
tributable to the corporation’s trade or business related income de-
rived from Puero Rico or the possession.
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Explanation of Provisions

"The bill would amend the Internal Revenue Code to provide criteria
for the designation of enterprise zones.

1. Definition of enterprise zones

An enterprise zone would be any area in the United States or its pos-

sessions which is nominated as an enterprise zone by one or more Jocal

overnments and the government of the State in which it is located, if
the Secretary (of Housing and Urban Development) approves the
designation, The Seccretary could approve the designation.only after
consultation with the Secretaries of Agriculture, Commerce, Labor,
and the Treasury, the Dirvector of the Oftice of Management and
Budget, and the Administrator of the Small Business Administration.
In the case of an enterprise zone on an Indian reservation, the Secre-
tary of the Interior would have to be consulted.

The term “State” would include the District of Columbia, Puerto
tMIY of the Interior would have to be consulted.

Thoe term “State” would include the District of Columbia, Puerto
Rico, the Virgin Islands, Guam, American Samoa, the Northern Ma-
riana Islands, and the possessions of the United States, The term lo-
cal government would include the city, town, township, parish, vil-
lage or other form of municipal government when the nominated area
is within an incorporated area, and the county government when the
nominated zone is within an unincorporated area.

Before desiFnating any area as an enterprise zone, the Secretary
of HLUD would have to promulgate regulations, drawn u) after con-
sultation with the above federal officials, describing (1) b}le nominat-
ing procedures, (2) the size and population characteristics of an enter-
wrise zone, (3) other standards for designation as an enterprise zone to

e met by a nominated area, and (4) the procedures for comparing
nominated areas using the criteria specified, in items 4 and 5 below, for
evaluatinﬁ commitments made by State and local governments and
for establishing priorities to be applied in making designations.

The Secretary could make designations as enterprise zones only
during a 86-month period that begins on the-earlier of the effective
date of the regulations, or January 1, 1983. During each of the three
12-month periods, not more than 25 nominated areas could be desig-
nated as enterprise zones,

The Secretary could not designate an area as an enterprise zone
until he had received assurances that the State and local governments
had the authority to make commitments with respect to the zone and
that the commitments would be fulfilled. Nominations of an area
would have to be submitted in the form and with the information re-
(quired in the Secretary’s regulations. The Secretary also would have
to determine that the information suhmitted with the nomination is
reasonably accurate and that no portion of the nominated are already
was included in an enterprise zone or an area nominated as an enter-
prise zone, )

A nomination of an area first would have to be made by a local gov-
crnment and followed by a confirming nomination by the State gov-
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ernment, or vice versa. In the case of a nomination of an area on an In-
dian reservation to be an enterprise zone, the reservation governin
body, as determined by the Seoretary of the Interior, would be deeme
to be both the State and local government for the reservation.

2, Period of effect of designation :

Under the bill, any enterprise zone designation would remain in
affect from the date of designation to December 81 of the year 24 years
later, or to an earlier date stipulated by the State and local govern-
ments in their nomination application, or until the revocation of the
zone designation by the Secretary, The Secretary could revoke a zone
designation if he determined that the State or local government was
not complying substantially with the required State or local govern-
ment commitments,

3. Area requirements

The Secretary could designate an area nominated as an enterprise
zone, if it meets requirements concerning size, population, area bound-
aries, unemployment, poverty and other signs of economic distress, A
description of these requirements follow:

a. The area would be required to be within the jurisdiction of the
ggve:;lnment seeking the designation and to have -a continuous

undary. ‘

b. T%ll;ymost. recent census would have to show that area population
is at least 4,000 if the area is included within a standard metropolitan
statistical area with 50,000 or more people, or at least 2,500 in areas
of smaller population, or the area would have to be entirely within
an Indian reservation (as determined by the Secretary of the Interior).

c. The Secretary would have to determine that the area is one of
pervasive poverty, unemployment, and general distress, and is located
wholly within an area which meets the requirements for Federal assist-
ance under section 119 of the Housing and Community Development'
Act of 1974 as in effect on the date of enactment.? (See Appendix for
a description of the area eligibility requirements under section 119.)

d. At least one of four additional requirements would have to be
satisfied: (1) The average annual rate of unemﬁlovment, as deter-
mined by the most recently available data from the Bureau of Labor
Statistics, would have to be at least 114 times the average national un-
employment rate for the same time period; (2) according to its most
the area has a 20 percent or higher poverty rate in'each census tract,
minor civil division or census county division; (8) at least 70 percent
of the households living in the area would have to hauve income below
80 percent of the median income of the households of the government
designating the area (determined in the same manner as under section
119(b) (2) of the Housing and Community Development Act of
1974) ; or (4) the population in the area would have to have decreased
gy tﬁo percent or more between 1970 and 1980, as derived from census

a »

4. Required State and local government commitments -
Under the bill, no area would be designated as an enterprise zone
unless the local government and the State in which it is located agreed

! Section 119 establishes a _prograui of ixrbaxi developméﬁt action grants
(UDAG) to severely distressed cities and urban counties to alleviate physical
and economic deterioration through reclamation of neighborhoods. -
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in writing that during any period during which the area was an enter-
prise zone, these governments would follow a course of action designed
to reduce the various burdens borne by employers or employees in the
area.

A course of action under the commitment could be implemented by
the State and local governments and private nongovernmental enti- -
ties, and could be funded from the proceeds of any Federal program.,
A course of action within the enterprise zone could include (but would
not be limited to) (1) a reduction of tax rates or fees, (2) an increase
in the level or efficiency of local services or experiments with the supply
of these services by nongovernmental entities, (3) elimination, reduc-
tion or simplification of government requirements, and (4¢) program
involvement by private entities, organizations, neighborhood associa-
tions and community groups, particularly from within the nominated
zone, including a commitment from these private entities to provide
technical, financial, or other assistance to, and jobs or job training for,
employees and residents of the area. '

5. Priority of designation

The bill would provide criteria for the Secretary to use in evalu-
ating the qualification of areas nominated to be enterprise zones. The
Secretary would be required to give sgecial preference to those nom-
inated areas to which the strongest and highest quality commitments,
discussed in item 4 above, have been promised, taking into account the
fiscal ability of the nominating governments to provide tax relief.
During the evaluation of nominated areas, the Secretary would be re-
quired to give a higher evaluation to nominated areas with the fol-
lowing additional characteristics: (1) strongest and highest quality
contributions in addition to commitments under 4 above; (2) most
effective and enforceable guarantees provided by nominating State
and local governments that proposed courses of action would actually
be carried out for the duration of the designation; (3) high levels of
poverty, unemployment and general distress, particularly those in
proximity to concentrations o disadvantageci workers or long-term
unemployed individuals and strong likelihood that zone residents who.
satisfy these criteria would receive jobs in the zone; (4) zone size and
location that” would stimulate primarily new economic activity and
minimize unnecessary Federal tax losses; (5) most substantial commit-
ments by private entities of additional resources and contributions, in-
cluding creation of new or expanded business activities; and (6)
nominated zones which best exhibit such other factors, to be deter-
mined by the Secretary, that would be consistent with the program’s
intent and important in minimizing unnecessary loss of Federal tax
revenues, .

6. Interaction with other Federal programs
a. General revenue sharing

Present Law

The general revenue sharing program, as authorized by the State
A an(il Local Fiscal Assistance Amendments of 1980 (P.L. 96-604), pro-
" 'vides payments to local governments, on an entitlement basis, of $4.6
billion in both fiscal year 1982 and fiscal year 1983. Payments to State



102

governments are authorized for these years, but are limited to the
amount of categorical grant assistance that a State returns to the Fed-
cral Government. No funds have been a})propriated under these State
overnment authorizations and no regulations have been issued estab-
ishing procedures for returning grant funds to the Federal Govern-
ment. Subject to few restrictions, State and local governments may
use the funds for any purpose they deem aléproprlate. ~
The allocation of funds among State and local governments under
the general revenue sharing program is determined under formulas
which take into account several charactéristics of the areas. These in-
clude population, urbanized population, per capita income, education
spending, intergovernmental trasisfers, inome tax collections, and total
tax collections. LT
Explanation of Provision

Any reduction of taxes under any required program of local com-
mitment under the enterprise zorie program would be disregarded in
determining the eligibility of a State or local government for, or the
amount or extent of, any assistance or benefits under any law of the
United States. 3

b. Uniform Relocation Assistance and Real Property Acquisi-
tion Policies Act of 1970

Present Law

The Uniform Relocation Assistance and Real Property Acquisition
Policies Act of 1970 (P.L. 91-646) governs the responsibilities of
Federal agencies which displace residents, businesses and farms be-
cause of an acquisition of real property or a requirement that property
be vacated which is attributable to Federal or federally assisted
projects or programs, Various forms of relocation assistance are pro-
vided under the Act. This assistance includes moving expenses, reim-
bursement of business losses, advisory services, and partial payments
lfor or, under certain circumstances, actual provision of, replacement
ousing.

Explanation of Provision

Designation of an enterprise zone would not constitute approval
of a Federal or federally assisted program or project as those terms
are used in the Uniform Relocation' Assistance and Real Property
Acquisition Policies Act of 1970. No person displaced from real prop-
erty located in an area designated as an enterprise zone would have
any rights or be entitled to any benefit pursuant to that Act as a result
of such designation.
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B. Tax Incentive Provisions (Title II of the Bill)

1. Tax credits for em»ployers
a. Credit for increased zone employment

Prior Law

Under present law, there are no provisions under which an em-
ployer’s Federal income tax liability varies according to the location
of its employees or his change in employment. However, a provision
in effect 1n recent years did provide a credit which varied with an
employer’s increased employment.

The Tax Reduction and Simplification Act of 1977 provided a new
jobs tax credit for 1977 and 1978, The credit was 50 percent of the in-
crease in each employer’s wage base under the Federal Unemployment
Tax Act (FUTA) above 102 7;3{ercent: of that wage base in the previous
year, The FUTA base for 1977 consisted of wages paid of up to $4,200
per employee.! The employer’s deduction for wages was reduced by the
amount of credit.

The total amount of the credit had four limitations: (1) the credit

- could not be more than 5@spercent of the increase in total wages paid
bry the employer for the year above 105 percent of total wages paid by
the employer in the previous year, (2) the credit could be no more
than 25 percent of the current year's FUTA wages, (8) the credit for
a year could not exceed $100,000, and (4) the credit could.not exceed
the taxpayer’s tax liability. Credits which exceeded tax liability for a
year could be carried back for 8 years and carried forward for 7 years.

‘Although most employers were able to use the returns they filed
for purposes .of complying with FUTA as a basis for claiming the
credit, special rules were provided for businesses, siich as farms and
railroads, not covered under FUTA. Special rulés also were provided
for computafion of the credit by groups of companies under common
control, for businesses with émployees working abroad, and for busi-
nesses affected. by acquisitions, dispositions. and other changes in busi-
ness form., Additional rules were provided for allocating the ¢redit

-among members of a partnership and of a subchapter S corporation.

Explanation of Provision

 Under the bill, employers would be permitted to claim a nonrefund-
curred during the taxable yedr. In general, “qualified wages” would be
able tax credit equal to 10 percent of “qualified Wages” paid or in-
ployees in excess of the qualified wages paid by that emplt()i'y'er during
the 12 calendar month period prior to enterprise zone designation
' For 1978, the FUTA base went up to $6,000. In order to make the 1978 wage

bage comparable with 1977 for purposes of the jobs credit, only the first $4,200
of the FUTA wage base for each employee was included in the computation.

-
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(base period wages). If an employer was not engaged in an active
trade or business in the area during that 12-mont§ period, then base
period wages would be zero.

Under the bill, a qualified employee would be any employee 90 per-
cent or more of whose services directly relate to the conduct of the
cmployer’s trade or business located in an enterprise zone and who
performs at least 50 percent of his service for the employer in,an enter-
prise zone. A qualified employee would not include an employee with
respect to whom the employer claimed a WIN 2 or targeted jobs credit.

ualified wages for any employee could not exceed 214 times the
FUTA wage base (currently ‘6,&)0) in effect in any taxable year.
Further, qualified wages would have to be reduced by any amount of
federally funded on-the-job training payments the employer receives
or is entitled to receive for such individual for that period and by an
amount claimed as a credit under the qualified disadvantaged individ-
ual credit discussed below, ,

The increased enterprise zone employment credit would be phased
out starting in the taxable year of the taxpayer in which falls the
twenty-first anniversary of the enterprise zone designation, when the
credit would be reduced to 714 percent of qualified wages. The credit
would then be reduced by 214 percentage points for each succeeding
year until fully terminated.

Rules analogous to those contained in the present targeted jobs
credit would control allocution of the credit among commonly con-
trolled corporations and other business entities, Sgeciul'ruleg would
also a:pﬁly toallocate the credit between subchapter S corporations and
their shareholders, and estates and trusts and their beneficiaries,
Finally, special mules would apply to allocate “base period wage”
amounts between persons acquiring and disposing of major portions
of a trade or business or of a separate unit of a trade or business.

The allowable amount of the credit would be limited to the tax-
payer’s tax liability, but unused credits could be carried forward for
the remaining life of the enterprise zone or 15 years, whichever is

longer.,
Effective Date

The provision would apply to qualified increased employment ex-
penditures made after the date of an area’s designation as an enter-
prise zone, -

*The WIN credit does not apply to amounts paid or incurred in taxable years
heginning after 1981, AFDOC recipients and WIN registrants, formerly eligible

fordt‘ltxe WIN credit, are now a targeted group for purposes of the targeted jobs
credit, "
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b. Credit for zone employment of disadvantaged individuals

Present Law

_ _Under present law, there are no provisions under which an em-
ployer’s Federal income tax liability varies according to the location
of the employees. However, the targeted jobs tax credit does allow a
credit against tax for a portion of wage payments made to certain
types of empldyees.

‘The targeted jobs tax credit, which aﬁplies to wages paid to
eligible individuals who begin work for the employer before Jan-
uary 1, 1988, is available on an elective basis for hiring individuals
from one. or more of hine target groups, The target groups are (1)
vocational rehabilitation referrals; (25 economically disadvantaged
youths aged 18 to 25; (8) economically disadvantaged Vietnam-era .
veterans; (4) Supplemental Security Income (SSI) recipients; (5)
general assistance recipients; 36) economically disadvantaged cooper-
ative education .students; (7) economically disadvantaged former
convicts; (8) AFDC recipients and WIN registrants; and (9) invol-
untarily terminated CETA employees, ,

The credit is equal to 50 percent of the first $6,000 of qualified first-
year wages and 25 percent of qualified second-year wages paid to a
member of a targeted group. Thus, the maximum credit is $3,000 per
individual in the first fyea.r of employment and $1,500 per individual
in the second year of employment. The employer’s deduction for
wages, however, must be reduced by the amount of the credit.

['he credit is subject to several limitations, For example, wages
may be taken into account for purposes of the credit only if more than
one-half of the. waﬁes paid during the taxable year to an employee
.. are for services in the employer’s trade or business. In addition, wages -
for purposes of the credit do not include amounts paid to an indi-
vidual for whom the employer is receiving payments for on-the-job
training under o Federally-funded program. . |
_For purposes of determinjng the .years of employment of an
employee and whether the $6,000 cap has been reached with respect
to any employee, all emgloxges‘ of any corporation that are members
of a controlled group of corporations are treated as if they are em-
ployees of a single corporation, Under the controlled %;foup rules, the
amount of credit allowed to the group is %ene'pally the same which
would be allowed if the group were a single company, Comparable
rules are provided for partnerships, proprietorships, and other trades
or.business (whether or not incorporated) under common control.,

_The crédit may not exceed 90 percent of the employer’s tax liability
after being reduced .by other nonrefundable credits. Excess credits
may be carried back three years and carried forward fifteen years.
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Explanation of Provision
General _

Under the bill, employers also would be entitled to a credit with
respect to quahﬁed wages paid to certain “qualified disadvantaged
individuals” (Ze., em[i‘loyees in certain specified categories). In gen-
eral, for purposes of this eredit, “qualified wages” would be all wages
paici or incurred by an employer during the taxable year for employ-
ment of qualified disadvantaged individuals, reduced by the amount of
any federally funded payments the employer receives or is entitled to
receive for on-the-job training for such individuals for the taxable
yoa(xl'. There would be no dollar limitation on wages eligible for the
credit, '

This credit would be allowable for a total of seven years with respect
to any qualified employee. The credit would be 50 percent of qualified
wages received by a qualified disadvantaged individual during the 86-
month period beginning the day the individual began work in an
enterprise zone for an employer. The credit would then be reduced
10 percentafe points during each of the succeeding twelve-month

eriods: to 40 percent of qualified wages attributable to services ren-

ered in the fourth year, 30 percent of qualified wages attributable
to services rendered in the fifth year, 20 percent of qualified wages
attributable to services rendered in the sixth year, and 10 percent of
ualified wages attributable to services rendered in the seventh year.
hese time periods would not take into account any period of time
during which the individual is unemployed. The credit with respect
to any one employee would be terminated after the seventh year of

employment.

Categories eligible for the credit

A qualified disadvantaged individual would be any individual who
is hired after the designation of an area as an enterprise zone, and who
would be an eligible employee under the increased enterprise zone
employment credit (i.e., who performs 90 percent or more of his serv-
ices’ for the enterprise zone business and 50 percent or more of his
services in the enterprise zoner). Furthermore, a qualified disadvan-
taged employee would have to fall into at least one of seven categories
of disadvantaged individuals: (1) vocational rehabilitation referrals,
32) economjcally disadvantaged individuals, (3) eligible foster chil-

ren, (4) SSI recipients, (5) general assistance recipients, (8) eligible
handicap?ed individuals, amf (7) eligible AFDC recipients.

Four of the seven categories, (1) vocational rehabilitation referrals,
' .XQI?‘ SSI recipients, (3) general assistance recipients, and (4) eligible

DC reciplents, are similar to targeted groups presently contained

in the targeted jobs credit, The other categories aré defined in the
“bill as follows: Q

Economically disadvantaged individuals,—An economically disad-
vantaged individual would be defined as an individual who is certified
by the designated local agency as being a member of a family that
had an income during the 6 months prior to the determination month
which, if annualized, was equal to or less than the AFDC and food
stamp benefits available to a family with no income.

Foster children.—Foster children would be individuals certified by
the designated local agency as receiving State or local government
henefits under a program to assist foster children, S
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Handicapped individuals-—Handicapped individuals would be
individuals who, pursuant to regulations issued by the Secretary, are
certified by the designated local agency as either disabled and living
at home, or institutionalized or receiving the services in (or of) a
sheltered workshop, prison, hospital, or other similar institution,

Other rules

Rules analogous to those contained in the present targeted jobs
credit would control certification procedures and allocation of the
credit among controiled businesses, between subchapter S corporations
and their sharcholders, and between estate and trusts and their bene-
ficiaries.

Any credit taken with respect to an employee would be recaptured
if the employee were terminated at any time during the first 270 days
of employment, or before the close of 270 calendar days after the 90th
day of employment, with certain exceptions, including voluntary ter-
mination, Y{owever, if the major portion of a trade or business, or the
major portion of a separate unit of a trade or business of an employer
were acquired by another employer, then employment of any qualified
employee would not be terminated for purposes of this credit if the
employee continued to be employed in tga.t trade or business.

This credit would be phased out by 25 percent per year starting in
the taxable year of the taxpayer in which the twenty-first anniver-
sury of zone designation falls, No deduction would be allowable to an
enterprise zone employer for that portion of wages paid or incurred for
the taxable year equal to the amount of credits allowable under either
the increased enterprise zone employment credit or the economically
disadvantaged individual credit allowable for the taxable year,

The allowable amount. of the credit would be limited to the tax-
payer’s tax liability, but unused credits could be carried forward for
the remaining life of the enterprise zone or 15 years, whichever is

longer,
&° Effective Date

These provisions would apply to wages paid after the date of an
area’s designation as an enterprise zone,
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2. Tax credit for zone employees

Present Law

Under present law, the tax liability of an employee working in the
United States generally does not vary according to the location of
his employment. However, a refundable credit, the earned income
credit, is allowed to certain low-income families with children.

Under the earned income credit, taxpayers living with children in
the United States are eligible for a refundable tax credit equal to 10
percent of the first $5,000 of earnings. The maximum credit is $500.
The maximum credit is reduced by 12.5 Xercent of the taxpayer’s ad-
justed gross income (or if greater, earned income) in excess of $6,000.
Thus, no credit is available to taxpayers with incomes of $10,000 or

more. ) .
Explanation of Provision

Under the bill, qualified cmployees would be entitled to claim a non-
refundable tax credit equal to 5 percent of qualified wages for the tax-
able year. For purposes of this credit, qualified wages would be equal
to a,lly remuneration paid for services of a qualified employee, but not
including any compensation received from the Federal Government
or any State or subdivision of a State, up to 114 times the wage base
in effect for the purpose of the Federal Unemployment Tax Act
(FUTA) (currently $6,000). Thus, the maximum credit for any tax-
able year until the FUTA base is changed would be 5 percent of
$9,000 or $450. :

For purposes of this credit, a qualified employee would be an in-
dividual at least 90 percent of whose services are directly related to
an enterprise zone trade or business and at least 50 percent of whose
services are performed in an enterprise zone, and who is not an em-
ployee of the Federal Government or any State or local subdivision
of any State. The determination of -whether an individuai was a

ualified employee would be made separately with respect to each of
the individual’s employers.

The credit would phase out starting in the taxable year of the
employee in which fell the twenty-first anniversary of enterprise zone
designation and would be phased out completely in four years.

Employers would be required to report to qualified employees the

amount of wages paid to such employees.

Effective Date )

These provisions would be effective with respect to taxable years
ending after the date of an area’s designation as an enterprise zone,
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3. Investment tax credit for zone property—

Present Law

Under existing law, a regular investment tax credit is allowed for
investment in tangible personal property and other tangible property
(generally not including buildings or structural components) used in
connection with manufacturing, production, or certain other activities.
For eligible property in the 3-year recovery class, a 6-percent regular
credit 1s allowed. For other eligible property, a 10-percent regular
credit is allowed.

Buildings and their structural components (other than elevators and
escalators) generally do not qualify for the regular investment credit.
However, in the case of qualified rehabilitation expenditures, a 15-
percent credit is allowed for nonresidential buildings at least 30 years
old, a 20-percent credit is allowed for nonresidential buildings at least
40 years old, and a 25-percent credit is allowed for certified historic
buildings. The basis of the asset, for such purposes as capital cost
recovery deductions, is reduced by the amount of the 15-percent or 20-

rcent credit. The rehabilitation credit is allowed in lieu of any regu-
ar or energy credit that is otherwise allowable. Unused investment
creditsmay be carried forward for 15 years. '

Explanation of Provision

Under the bill, an additional investment tax credit would be allowed
for capital investments in an enterprise zone.

Zone personnel property .

In the case of property eligible for the regular investment tax credit
(other ‘than ‘elevators ahd escalators), an additional 3-percent credit
would be available for 3-year recovery property and an additional
5-percent credit would be available for 5-year property, 10-year prop-
erty, and 15-year public utility property. In order to be eligible for this
additional credit, such property would have to be acquired and first
placed in service by the taxpayer in an enterprise zone after designation
of the zone. In addition, the taxpayer would have to use the property
predominantly in the active conduct of a trade or business.within an
enterprise zone. Property used or located outside the enterprise zone on
a regular basis would not be eligible for the additional credit.

New zone construction property ]

An additional 10-percent tax credit would be available for 15-year
real property (including lodging, elevators and escalators) located in
an enterprise zone if the property is acquired or constructed by the
taxpayer and used predominantly in the active conduct of a trade or
business within the enterprise zone. In the case of property acquired
by the taxpayer, the additional credit would be available only if the

95-479 0—82——8
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property was acquired after designation of the zone and only if the
original use of the property commenced with the taxpayer, In the case
of property constructed, reconstructed, rehabilitated, renovated, ex-
panded, or erected by the taxpayer, the credit would be available only
to the extent of any construction or erection after designation of the
enterprise zone.

For property eligible for this additional 10-percent tax credit (15-
year real property ), the basis of the property would be reduced by the
amount of the additional credit allowable.

G

Recapture : |

If property for which an enterprise zone credit was claimed bK a
taxpayer ceases to be enterprise zone property of the taxpayer (other
than by expiration or revocation of the designation of the zone), a
portion of the enterprise zone credit would be recaptured. Property
would cease to-be enterprise zone property of a taxpayer if, for ex-
ample, the taxpayer disposed of the property, removed the property
from the enterprise zone, or ceased to use the property in the active
conduct of a trade or business within the enterprise zone.

The amount of the enterprise zone credit subject to recapture would
be the difference between the amount of credit allowed for the property
and a recomputed credit based on the amount of time the property was
enterprise zone property of the taxpayer. The recomputed credit would
bear the same ratio to the amount of credit originally allowed as the
number of taxable years in which the property was enterprise zone
property of the taxpayer bears to the number of years over which the
proge_rt is depreciated for purlposes of computing earnings and

profits, The recapture periods would be as follows:

Years
3-year property . vt e ————— b
b-year property . oo —————— 12
10-year property e 25
15-year public utility property. - eeeeee 35
15-year real property e 35

Thus, for example, no enterprise zone credit would be recaptured
with respect to 3-year recovery if it remained enterprise zone property
of the taxpayer for 5 taxable years. If this property had been enter-
prise zone property of the taxpayer for only 4 taxable years, 20 per-
cent of the enterprise zone credit would be recaptured.

Carryover period

Unused investment tax credit amounts attributable to the additional
enterprise zone percentage could be carried forward for the remaining
life of the enterprise zone or 15 years, whichever is Jonger.

Effective Date

The provision would apply to qualified expenditures made or incur-
red after the date an area’s designation as an enterprise zone.
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4, Elimination of capital gains taxation

Present Law
Overview '

Under present law, gain or loss from the sale or exchange of a
capital asset receives special tax treatment. For this purpose, the term
“capital asset” generally means property held by the taxpayer. How-
ever, capital assets generally do not include (1) inventory, stock in
trade, or property held primarily for sale to customers in the ordinary
course of the taxpayer’s trade or business, (2) depreciable or real prop-
erty used in the taxpayer’s trade or business, (3) specified literary or
artistic property, (4) business accounts or notes receivable, or (5)
certain U.S. publications.

In addition, gains from sales or exchanges of certain depreciable
or real property used in the taxpayer’s trade or business may be
treated as capital gains under certain circumstances.

Present law generally does not categorize gains or losses with regard
to the location of an asset, or the specific purpose for which it is used.
In specific instances, however, present law allows nonrecognition, or
rollover, of gain or loss from certain property, such as owner-occupied
housing, to the extent that the proceeds are reinvested in an approved
manhner. In addition, present law treats some capital gain as ordinary
income to the extent of certain previously taken deductions, e.g., de-
" preciation recapture.

Noncorporate capital gains deduction

Noncorporate taxpayers may deduct from gross income 60 percent
of the amount of any net capital gain (the excess of net long-term
~ capital gain over net short-term capital loss) for the taxable year.

The remaining 40 percent of the net capital gain is included in gross
income and taxed at the otherwise applicable regular income tax rates.
As a result, the highest tax rate applicable to a noncorporate taxpay-
er’s entire net capital gain is 20 percent, i.e., 50 percent (the highest
individual tax rate) times the 40 percent of the entire net capital gain
includible in adjusted gross income,.

Corporate capital gains tax

An alternative tax rate of 28 percent applies to a corporation’s net
capital gain (the excess of net long-term capital gain over net short-
term capital loss) if the tax computed using that rate is lower than the
corporation’s regular tax, (The highest regular corporate tax rate is 46
percent for taxable income over $100,000.)

Minimum taxes

“Add-on” minimum tax
Present lJaw imposes an “add-on” minimum tax on certain specified
tax preference items. Accelerated depreciation on real property is a

-
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tax preference item for all taxpayers. Accelerated depreciation on
leased personal property is also a tax preference item for taxpayers,
"and 18/46ths of a corporation’s net capital gain is a tax preference
subject to the minimum tax.

Alternative minimum tax

Under present law, an alternative minimum tax is payable by non-
corporate taxpayers to the extent that it exceeds their regular income
tax, including the “add-on” minimum tax. The alternative minimum
tax is based on the suin of the taxpayer’s gross income, reduced b
allowed deductions, and increased by two tax preference items: (1
“excess” itemized deductions and (2) the capital gains deduction. The
alternative minimum tax rate is 10 percent for amounts from $20,000
to $60,000 and 20 percent for amounts in excess of $60,000.

| Explanation of Provision

Qualified property and qualified business

'The bill would provide special tax treatment for gains and losses
from sales or exchanges of “qualified property” held for more than one
year. For this purpose, the term “qualified property” would mean (1)
tangible personal property used predominantly by the taxpayer in
an enterprise zone in the active conduct of a trade or business, (2) real
property located in an enterprise zone and which is used predomi-
nantly by the taxpayer in the active conduct of a trade or business
in a zone and (3) an interest in a corporation, partnership, or other
entity if, for the three most recent taxable years of the entity ending
before the date of disposition of the interest, or for the part of this
period, as the entity was in existence (the yualifying period), the
entity was a “qualified business.”

Under the provision, the term “qualitied business” would mean any
person (1) which is actively engaged in the conduct of a trade or busi-
ness (including rental of real estate) during the qualifying period,
(2) with respect to which at least 80 percent of such {)erson’s gross
receipts for the taxable year would be attributable to the active con-
duct of a trade or business within an enterprise zone, and (3) sub-
stantially all of the tangible assets of which are located within an
enterprise zone. ‘

Under the bill; gain from the sale or cxchange of an interest in a
qualified business would not be treated as gain from the sale or ex-
change of qualified property to the extent the gain is attributable to
(1) any property contributed to the qualified business within the pre-
vious 12 months, (2) any interest in a business which is not a qualified
business, or (3) any other intangible property not created as part of
an active trade or business within an enterprise zone.

Under the bill, the speciual tax treatment for gains and losses from
sales or exchanges of “qualified property™ would not cease to be avail-
able subsequent to the termination or revocation of an area’s des-
ignation as an enterprise zone. However, the special tax treatment
would not ap?ly after the first sale or exchange of any item of “quali-
fied property” after the designation of an area as an enterprise zone
ceases to apply.
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Noncorporate capital gains deduction

The bill would provide a special rule for a noncorporate taxpayer’s
geins and losses from sales or exchanges of qualified property. Under
this rule, a noncorporate taxpayer could deduct from gross income an
amount equal to the sum of (1) 100 percent of the lesser of the tax-
payer’s net capital gain, or the net capital gain taking into account
only sales or exchanges of qualified property, plus (2) 60 percent of
the excess (if any) o% the net capital gain over the-amount of the net
capital gain subject to the 100 percent deduction. This rule, in effect,
would allow a noncorporate taxpayer to deduct from gross income 100
percent of any net capital gain from qualified property.

Corporate capital gains tax

~ The bill would allew a corporation to exclude from taxation net
capital gains from qualified property.

Minimum taxes

The bill would eliminate the classification of net capital gains from
qualified property as a tax preference item for purposes of the mini-

mum taxes.
Effective Date

These provisions would apply to sales or exchanges after an area’s
designation as an enterprise zone, - ‘
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5. Extension of net operating loss carryover period

Present Law -

Under existing law, net operating losses attributable to a taxable
year generally may be carried back 3 years and forward 15 years and
thus may be deducted from income attributable to the other taxable
years within this period.

Explanation of Provision

For any taxable year during which a taxpayer conducts an active
trade or business within an enterprise zone, the bill provides that a net
operating loss attributable to such a business could be carried for-
ward for the remaining life of the enterprise zone or 15 years, which-

ever is longer.
Effective Date

The provision would apply to net operating losses in taxable years
ending after the date of an area’s designation as an enterprise zone.
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6. Small issue industrial development bonds
Present Law.

Interest on State and local government obligations generally is
exempt from Federal income tax. However, subject to certain ex-
ceptions, interest on State and local issues of industrial develop-
ment bonds is taxable. An obligation constitutes an industrial de-
velopment bond if (1) all or a major portion of the proceeds of the
issue are to be used in any trade or business of a person other than
a governmental unit or tax-exempt organization described in sec.
501(c) (3)* and (2) payment of principal or interest on: which is
secured by an interest in. or derived from payments with respect to,
property or borrowed money used, or to be used in a trade or business.

Present law provides an exception for certain “small issues” to the
ﬁeneral rule of taxability of interest paid on industrial development

onds. This exception applies to issues of $1 million or less if the
proceeds are used for the acquisition, construction, or improvement
of land or depreciable property.

At the election of the issuer, the $1 million limitation may be in- .
creased to $10 million, If this election is made, the exception is re-
stricted to projects where the aggregate amount of outstanding
exempt smaH issues and capital expenditures (financed otherwise
than out of the proceeds of exempt small issues) made over or a six-
year period ? does not exceed $10 million. Both the $1 million and
$10 million limitations are determined by aggregating the face amount
of all outstanding related issues, plus, in the case of the $10 million
limitation, certain capital expenditures for all facilities used by the
same or related principal users which are located within the same
county or same incorporated municipality. _

Explanation of Provision

The bill generally provides that the tax provisions applicable to
small issue industrial development bonds, as in effect on January 1,
1982, would apply to obligations the major portion of the proceeds
of which are to be used directly for any land or depreciable property
that is located in an enterprise zone. The only amendments that would

! For example, interest on an obligation the proceeds of which are to be used
in the trade or business which is not an unrelated trade or business, of a char-
itable organization, is exempt from tax. .

?The relevant six-year period is the period beginning three years before the
date of issue and ending three years after that date. For issues used for projects
which receive UDAG grants, up to $10 million of capital expenditures is exempt
from the $10 million limitation.
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be given effect with respect to those obligatioxis would be amendimnents
relating to arbitrage or to registration of such obligations.3

Effective Date

This provision would apply only with respect to obligations that are
issued after the date an avca is designated as an enterprise zone and
before the designation terminates, provided that the proceeds are used
prior to the date the area ceases to be an enterprise zone.

* As part of its fiscal year 1983 budget proposals, the Administration has pro-
posed new restrictions on the issuance of private purpose tax-exempt bonds,
reduction of the benefit from tax-exempt bonds by requiring an election between
tax-exempt financing and the accelerated cost recovery system, and limitation of
the use of small-issue bonds to small businesses. Other parts of the proposal
would provide restrictions relating to arbitrage and would require private pur-

pose tax-exempt bonds to be in registered form.
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7. Tax simplification )
Present Law

In the past, the tax law has imposed various simplification require-
ments. For example, the Tax Reform Act of 1976 required the Joint
Committee on Taxation to conduct a study of simplification of the tax
law.! In addition, the Revenue Act of 1978 required the Treasury
Deé)a,rtment to conduct a study of simplification of income tax forms
and instructions.? ‘

Under present law, one of the duties of the Joint Committee on
Taxation is to investigate measures and methods for the simplifi-
cation of the tax laws (Code sec. 8022(2) ).

- Explanation of Provision

The bill would provide that it is the sense of the Congress that the
Internal Revenue Service should, in every way possible, simplify the
administration and enforcement of the tax provisions added to the

Internal Revenue Code by this bill.
Effective Date

The provision would be effective upon enactment.

! Sec. 507 of P.1. 94-455. The report, I8sues in Simplification of the Income Ta»
Laws, was submitted in September 1977, ‘

? Sec. 551 of P.L. 95-600.

! For example, at the request of the Joint Committee, the U.8. General Ac-
counting Office conducted a study on simplification of income tax forms and
issued a report entitled Further Simplification of Income Tax Forms and Instruc-
tions Is Necded and Possible (GAO Report No. GGD-78-74; July 5, 1978). The
General Accounting Office has conducted numerous other tax administration
studies in recent years for the Joint Committee and other congressional

committees.



118

C. Regulatory Flexibility (Title III of the Bill)

Present Law

The Regulatory Flexibility Act (5 USC secs. 602-612) requires Fed-
eral regulatory agencies to publish analyses of the economic impact on
entities under its coverage of any proposed regulations and to discuss
alternatives to those regulations., The Act requires Federal regulatory
agencies to undertake a periodic review of their regulations to deter-
mine whether they should be changed to minimize their economic im-
pact on the entities covered by the gct.

In general, the purpose of the Regulatory Flexibility Act is to re-
quire Federal agencies to fit regulatory and informational requirements.
to the scale of the businesses, organizations, and governmental jurisdic-
tions subject to regulation. To achieve this principle, agencies are
required to solicit and consider flexible regulatory proposals and to
explain the rationale for their actions to assure that such proposals
are given serious consideration. The Act requires that special attention
is to be given to small entities. For example, in its initial regulatory
flexibility analysis, an agency must describe the impact of a proposed
rule on small entities.

Small entities, for purposes of the Regulatory Flexibility Act, are
small businesses (generally independently owned and operated business
enterprises that are not dominant in their fields of operation), small
organizations (independently owned and operated not-for-profit enter-

rises that are not dominant in their fields), and small governmental
jurisdictions (governments of cities, towns, townships, villages, school
districts, or special districts, with populations of less than fifty
thousand). .
Explanation of Provision

Under the bill, Federal agencies and regulatory bodies would be
given discretionary authority to relax or eliminate any regulatory
\'e(}uirements within enterprise zones except those affecting civil rights,
safety and public health, or those required by statute, such as the Davis-_
Bacon Act or the Fair Labor Stangards Act. This authority could be
exercised only upon request of State and local governments.!

. The bill also would expand the definition of a small entity, for
purposes of the Regulatory Flexibility Act, to include any qualified
business, any government designating an area as an enterprise zone
to the extent any regulatory rule would affect the zone, and any not-
for-profit enterprise operating within an enterprise zone.

The bill also would provide that the Secretary of Housing and Ur-
ban Development would be required to promote the-coordination of
programs under his jurisdiction and carried on in an enterprise zone
and to consolidate requirements for related applications and reports
required under these programs.

1 Examples of regulations which could be relaxed include regulations govern-
ing exports, regnlations affecting aceounting treatment of loans made by national
bankx, regulations affecting inventory aeconnting for tax purposes, regulations
affecting issunncee of securities, and regulations affecting various energy perform-
ance, coal conversion, and conservation regu'ntions.
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D. Establishment of Foreign Trade Zones in Enterprise Zones
(Title IV of the Bill)

Present Law

_Under present law, ezch port of entry is entitled to at least one for-
eign trade zone. In a foreign trade zone, foreign merchandise may be
received by a company, and the merchandise is not considered to have
entered U.S. Customs territory. Thus, dutiable goods may be received
free of duty. These goods may be stored, sold, repaired, assembled, dis-
tributed, manufactured and displayed within the zone, and then ex-
ported or sent into Customs territory of the United States. When
gent into Customs territory they become subject to the laws affecting
imported merchandise, such as the levy of customs duties.

Foreign trade zones are authorized by the Foreign Trade Zone
Board, a Federal agency chaired by the Secretary of Commerce. Such
zones typically consist of specific factories, warehouses, or industrial

parks.
Explanation of Provision

The bill would require that the Foreign Trade Zone Board should
_expedite the processing and apyl)roval to the maximum extent practi-
cable, of any application involving the establishment of a foreign
irade zone within an enterprise zone. The Secretary of the Treasury
would be required to give similar consideration to an application for
establishinent of a port of entry necessary to permit the establish-
ment of a foreign trade zone within an enterprise zone.
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iII. REVENUE EFFECTS OF THE BILL

The Treasury Department estimates that the bill would reduce fiscal
year receipts by $0.1 billion in 1983, $0.4 billion in 1984, $0.8 billion
in 1985, $1.0 billion in 1986, and $1.8 billion in 1987. However, for
several reasons, these figures may either underestimate or overestimate
the actual revenue loss by a considerable degree.

Treasury’s estimates are based on thej assumption that the zones
selected by the Secretary of Housing and Urban Development would
have, at the time of designation, avemﬁe employment of 10,000 and
a mix of economic activities similar to those of a sample of distressed
areas in several large cities. The language of the bill does not require
this average employment and economic mix, however, so that the -
above figures may not estimate the actual revenue loss, If the average
zone has, for example, only 5,000 employees, then actual revenue losses
would be $0.05 billion, $0.2 billion, $0.4 billion, $0.5 billion, and $0.7
billion in fiscal years 1983 through 1987, respectively, if.the assump-
tions about the economic mix were correct.

On the other hand, several factors could make the actual revenue
loss higher than the Treasury estimates. First, because of data limita-
tions, the Treasury estimates do not take account of losses associated
with investments in rental housing and other rental real estate, in-
vestments by public utilities, and the revenue loss associated with the
capital gains provisions in the bill. Second, the actugl mix of economic
activities in the zone or attracted to the zone could be very payroll
intensive and have a high ratio of investment to payroll, substantially
increasing the cost of the tax incentives relative to what was assumed.
Finally, the average size of zones when they are actually designated
by the Secretary could be much larger than 10,000. If, for example,
employment in designated zones were to average 50,000, fiscal year
revenue losses would be $0.5 billion in 1983, $2.0 billion in 1984, $4.0
billion in 1985, $5.0 billion in 1986, and $6.5 billion in 1987.
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APPENDIX

Area Eligibility Criteria for Urban Development Action Grants
(UDAG)

The Urban Development Action Grant (UDAG) proFram provides
grants for economic revitalization and neighborhood reclamation proj-
ects. The projects must be located in jurisdictions or areas which meet
certain minimum standards of physical and economic distress and
which demonstrate provision of housing for low and moderate income
individuals and equal opportunity in housing and employment, Cur-
rently, more than 350 cities of population over 50,000 and more than
10,000 smaller cities are eligible for UDAG grants, either in whole or
in part. .

Area eligibility factors :

The statute authorizing the program specifies six factors to be taken
into account in determining an area’s eligibility, and the Secretary of
Housing and Urban Development provides by regulation the numerical
levels of these factors which are required for eligibility. The six factors
currently in effect are as follows:

a. Poverty rate.—At least 10,92 percent of the population of the
jurisdiction have incomes at or below the poverty level, based on 1970
Census data.

b. Age of housing.—At least 33.38 percent of the jurisdiction’s
year-round housing units were constructed prior to 1940, based on U.S.
Census data. )

¢. Growth in per canita income.—The net increase in per capita
income for the period 1969 to 1977 must have been $2,694 or less, based
on U.S. Census data. ‘ -

d. Population arowth.—For the period 1960-1978, the population
growth must have been 0.2 percent or less in cities of under 50,000
population, or 17.78 percent or less in larger cities or urban counties.

e. Emploument nrorith in retailing and manufacturing.—The
rate of growth in retail and manufacturing employment for the pe-
riod 1972 to 1977 must have been 6.74 percent or less.

f. Unemploument rate.—The 1979 unemployment rate must have
been at least 5.64 percent, based on Bureau of Labor Statistics data.

Population criteria
Eligibility of areas depends on their population : A

1. Cities over 50,000.—Cities and urban counties with a population
of at least 50,000 must meet at least three of the above six criteria. If
the poverty rate is less than half the figure above (item (a)), then
the area must meet at least four of the remaining five criteria.

2. Cities of population between 25,090 and 50,000.—Cities with

population between 25,000 and 50,000 must meet at least three of the
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first five criteria. If the poverty rate is less than half the figure above
(item (a)), then the area must meet all four of criteria (b) through
(e), above. If the poverty rate is at least double the figure above
item (a) ), the city must also meet only one of the criteria (b) through
e), above. If the percentage of housing units constructed prior to
1940 is at least double the figure above (item (b)), then the city must
also meet only the poverty rate criterion (item (a)).

3. Cities of population under 25,000.—A city under 25,000 must
meet three of the first four criteria (items (a) through (d)). If the
poverty rate is at least double the figure in item (a) above, then the
city must meet only one of the other three criteria. If the percentage of
housing units constructed prior to 1940 is at least double the figure
above (item (b)), then the city must also meet only the poverty rate
criterion (item (31)2.

4. Areas within ineligible cities.—Severely distressed areas within
otherwise ineliﬁible communities may be designated as “pockets of
poverty” and thus made eligible. The area must be composed of con-
tiguous census tracts, enumeration districts or block groups. In cities
of population over 50,000, the-area must contain the lower of 10,000
persons or 10 percent of the jurisdirtion’s gopulation. For smaller
cities, the area must contain the greater of 2,500 persons or 10 percent
of the jurisdiction’s population. For all cities, no enumeration district
~ or block group with a median income level greater than 120 percent of
the jurisdiction’s median income may be included in the pocket of
poverty. In addition, at least 70 percent of the families and unrelated
individuals in the area must have incomes below 80 percent of the
jurisdiction’s median income, and at least 30 percent of area residents
must have incomes below the poverty level.
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Senator CHAFEE. Good morning.

This is the initial hearing on the -administration’s Enterprise
Zone Tax Act of 1982. This legislation represents a major contribu-
tion by President Reagan to the redevelopment of economically dis-
tressed cities and towns throughout America.

Those of us who have worked on the enterprise-zone concept over
the last 2 years welcome the administration’s strong support, be-
c}e‘luse such support is crucial to the success of our legislative efforts
this year.

As a key part of the President’s economic recovery program, I
and the other 25 cosponsors of the Enterprise Zone Tax Act will
pull out all stops to insure its enactment during this session. In
other words, we are committed to see this bill passed.

We are privileged to have the administration’s lead spokesmen
for the enterprise-zone issue testifying before the subcommittee
today. The Secretary of HUD, Secretary Pierce, will be here in a
few minutes. In addition, Treasury Assistant Secretary Chapoton
will review the bill’s tax provisions, and Commerce Assistant Secre-
tary Brady will discuss the possible roll of foreign trade zones
within an enterprise zone.

Following the witnesses from the executive branch we will hear
testimony from a number of State and local officials who will com-
ment on the progress of enterprise-zone legislation in their own ju-
risdictions and hopefully on the compatability of zone legislation
being developed at both the State and Federal f'evel.

Then we will have some private sector witnesses who will have
some advice for this subcommittee on other issues which have per-
sisted throughout our work on enterprise zones for the last 2 years.

Some of the questions are: Are there adequate incentives in the
bill to encourage the startup of new small businesses? Is the pro-
gram too complex for unsophisticated entrepreneurs to take advan-
tage of? What will be the impact on zone residents? How about the
effect on employers located just outside the zone?

- We look forward to these and other comments that the witnesses
may have so that we can get together and on with the enactment
of the best possible enterprise zone bill.

We are very honored to have the chairman of the full committee
here today, Senator Dole.

) Senator, we would be delighted to hear any statement you might
ave. -

Senator DoLE. Thank you, Mr. Chairman. I would like to include
a statement in the record and summarize briefly.

We are pleased to have with us this morning Secretary Pierce,
who will be here momentarily; and Assistant Secretary Chapoton,
who we have had many times before this committee; Assistant Sec-
retary Brady, and others; and certainly our colleague John Heinz
and Senator Boschwitz who have had a long-time interest in this
legislation.

As I think the record will indicate, we have had hearings in the
past. In the midst of the tax bill last year, on July 13 and July 16,
we had hearings on the concept, and now we have a specific propos-
al before us; so I think our job becomes clearer. Some decisions
have been made, but in some cases a decision raises new questions.
For example, to support job creation in enterprise zones, the ad-
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ministration proposes three employment tax credits, two available
to the employer and one to the employee. Frankly, the effective-
ness of such credits, as in the case of targeted jobs credits, certainly
is not proven. We will have to consider whether an effective wage
subsidy can be devised through the Tax Code or whether another
approach might be better.

Some general concerns about the enterprise-zone concept also
remain, and they will have to be discussed. We cannot be certain
that a particular proposal will insure new economic activity as op-
posed to channeling existing activity to certain areas; but we
should do our best to find what provisions are most likely to
achieve that result.

Similarly, no package of tax incentives is guaranteed to attract
business to an area plagued by poverty, a deteriorating infrastruc-
ture, and in many cases high crime rates. But no one, presumably,
is looking for guarantees—the goal is to assemble the most mean-
ingful set of tools for fostering private enterprise in areas where
government subsidies and regulations have failed.

Still, there are many questions, and they are not going to be easy
to resolve. I think we should indicate at the outset that we, at least
some of us, have a number of questions about the legislation. Some
of these have already been raised by the chairman.

What will happen, for example, to those who exist on the periph-
ery of an area designated as a zone? Will they all move into a zone,
leaving a no-man’s land? Or will they stay put despite a competi-
tive disadvantage relative to zone business?

For purposes of the tax provisions, how should we treat business-
es engaged in transportation or moving? How much of their busi-
ness is really zone business? Nor is it clear how strong a package of
State and local incentives will be -adequate to win HUD approval or
to generate significant economic activity. Local tax abatement has
had mixed results and probably needs some more attention.

We are not certain about the cost of the proposal. We have had
estimates from the Treasury of between $124 million and $310 mil-
lion in the first year; but this figure assumes a certain size and
likely population limit for the zones; limitations, I might add, that
are not mandated in the bill. .

So, I commend the administration for at least launching the con-
cept. And, perhaps, with the assistance of all those who are sincere-
ly interested at the State, local and Federal levels, we can fashion
a package that will be meaningful.

Thank you, Mr. Chairman.

[The prepared statement of Senator Dole follows:]

STATEMENT OF SENATOR DOLE ON ENTERPRISE ZONES

Mr. Chairman, I know the members of the Finance Committee appreciate having
this early opportunity to review the Reagan administration’s proposal to establish
enterprise zones as a means of experimenting with new techniques for redeveloping
depressed areas, President Reagan announced his enterprise zone initiative as re-
cently as March 23, and today marks the first time the administration will have
testified to Congress on its proposal. I am pleased to join with you and the other
Subcommittee members in welcoming Secretary Pierce, Assistant Secretary Chapo-
ton, Assistant Secretary Brady and the other witnesses who will discuss the goals
the President is seeking to achieve here.
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This, of course, is not the first time this Subcommittee has examined the enter-
prise zone concept. Hearings were held last July 13 and 16, in the midst of the tax
cut debate, on S. 1310, the bill introduced by Senator Chafee and Senator Boschwitz,
At that I indicated that there were many questions that needed to be addressed
before we could implement an enterprise zone program, keeping in mind the goals
of minimizing administrative complexity and encouraging Federal, State, and local
cooperation to make this idea work.

SHAPING A PROPOSAL

I think it is fair to say that progress has been made since last July in dealing
with some of the questions raised at that time. The discussions and analysis that
have gone into developing the administration’s proposal have, at least, ruled out
some approaches and ruled in others, so that the range of questions we need to ad-
dress has been narrowed. For example, the administration proposal limits the
number of zones to 25 a year for three years: there is a clear intention to use this
proposal to demonstrate a new approach to stimulating development rather than to
open the floodgates before we have a chance to test the idea. Further, the adminis-
tration bill, S. 2298, sets up a process for cooperation between Federal, State, and
local officials; it rules out refundability in its tax provisions; and it avoids tampering
with the minimum wage or any statutorily imposed regulatory requirements.

MORE TO BE DONE

Mr. Chairman, with an administration groposal before us the task ahead of us
does become clearer. Some decisions have been made, but in some cases a decision
raises new questions. For example, to support job-creation in enterprise zones, the
administration proposes three employment tax credits, two available to the employ-
er and one for the employee. The effectiveness of such credits, as in the case of the
targeted jobs credit, certainly is not proven. We will have to consider whether an
effective wage subsidy can be devised through the tax code, or whether another ap-
proach might be better.

Some general concerns about the enterprise zone concept also remain, and they
will have to be discussed. We cannot be sure that a particular proposal will ensure
new economic activity as opposed to channeling existing activity to certain areas:
but we should do our best to find what provisions are most likely to achieve that
result. Similarly, no package of tax incentives is guaranteed to attract business to
an area plagued by poverty, a deteriorating infrastructure, and in many cases high
crime rates. But no one, presumably, is looking for guarantees—the goal is to assem-
ble the most meaningful set of tools for fostering private development in areas
where government.subsidies and regulations have failed. If we keep this project in
perspective, we are more likely to reach some agreement.

Still, the questions are many, and they may not be all that easy to resolve. What,
for instance, will happen to businesses that already exist on the periphery of an
area designated as a zone? Will they all move into a zone, leaving a no-man’s land,
or will they stay put despite a comietitive disadvantage relative to zone businesses?
For purposes of the tax provisions, how should we treat businesses engaged in trans-
portation or moving—how much of their business is really “zone business”? Nor is
it clear how a strong a package of State and local incentives will be adequate to win
HUD %pproval, or to generate significant economic activity. Local tax abatement
has had mixed results as a tool for attracting development, and it might be a mis-
take to expect too much from that factor alone. At the Federal level, we have al-
ready provided very substantial tax relief for business—the additional investment
credit, employment credits, and capital gains relief provided by this bill may not be
decisive factors for companies already benefiting from ACRS and other tax incen-
tives provided last year.

In addition, we will need to give some attention to ensuring that commitments
undertaken by all parties in creating a zone are kept. Under the bill, the State and
locality are to provide assurances to HUD that their commitments will be fulfilled;
HUD can revoke a zone designation for noncompliance; and preference is given to
proposals with the most “effective and enforceable” guarantees. Whether this is
enough is a real question, and it leaves open the matter of how zone authorities
may deal with businesses that accept their concessions and then withdraw from the.
zone.

Finally, the cost of this proposal is not certain. The Treasury Department esti-
mates a cost of between $124 million and $310 million in the first year—but this
figure assumes a certain size and likely population limit for the zones, limitations

95-479 0—82——9
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that are not mandated by the bill. It might be useful to have a range of estimates
available, and the assumptions underlying those estimates.

The Reagan administration has, at least, gotten the ball rolling on this proposal.
It remains to bz seen how fast we can move: this Congress, and the Finance Com-
mittee in particular, have a heavy legislative agenda for the year. Nor is there any
indication that the House will take up the legislation in the near future, and that is
where revenue measures have to originate. But the first job is to resolve the remain-
ing questions to see if we can generate a consensus proposal. Then we can have a
better sense of the prospects for passage.

Senator CiHAFEE. Thank you very much, Mr. Chairman. We ap-
preciate your attending here this morning for such time as you can
give to this matter. We know you have long been interested in it.

We would like to start off with two of our colleagues who have
long been interested in this matter. Senator Heinz is here.

Senator, if you could step right up, right next to the Secretary.
Senator, we know you have been active in this area for a long time.
You have had legislation of your own in, and thus we would look
forward to your statement.

Senator HeiNz. Mr. Chairman, thank you very much. I will be
brief, and I would ask unanimous consent that my prepared text be
put in the record in full.

First, I would like to compliment you, Mr. Chairman, on holding
these hearings and on your interest in enterprise zones. The
Chafee-Boschwitz bill is an excellent bill. The interest you have
taken in this goes back many years, and I know you share the in-
terest that so many of us have in trying to get an enterprise zone
bill that works.

I think Senator Dole’s comments need to be taken quite serious-
ly. Any enterprise zone bill—and I have introduced one, the Presi-
dent has one, the original Kemp-Garcia is another approach—all of
them have had rough edges. Each successive draft of those bills has
been major in terms of its improvements.

I was very pleased, as I imagine you were with respect to your
legislation, to see that the President’s bill borrowed liberally from
your bill, from my bill, and from previous bills. In my judgment it
represents an improvement on anything that had gone before. I
hope the work of the committee will continue that progress in
shaping an enterprise zone bill that will in fact meet all of the
tests that we ask of it. I think it is vital that we do so in order that
we have legislation that will not be unfair to those people who are
not in the zone but that will give positive hope to those who are
going to be in such zones. _

There are just three things I want to say in terms of areas where
we might seek to improve what the President has sent us. And I
make these comments notwithstanding the fact that I believe the
President has sent us a thoughtful, rather comprehensive work
product.

I am honored and privileged to be sitting here next to Secretary
Pierce who will have the lion’s share of the responsibility, not only
for helping us work out the various improvements and details but
who will have the lion’s share of the responsibility in making very
difficult judgments when we get around to designating enterprise
zones and making the entire program work.

Sam, you had a tough job to begin with, and I can see it’s not
going to get any easier. -
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Mr. Chairman, my thoughts on what we might do are this:

First, coming as I do from a State which has many rural areas,
" and noting as I do that only 25 zones are going to be cf:asignated per
year, and observing that it is the Secretary of Housing and Urban
Development that will be making these judgments, I hope we can
structure the legislation in a way where we can encourage the se-
lection not just of urban enterprise zones—important and deserv-
ing as they are—but to have a sufficient number; and I'm thinking
that perhaps we should raise the number from 25 per year to a
somewhat larger number, to permit a sufficient number of rural
area designations as well. -

If you want one example, quickly, in Pennsylvania we have a
five or six county area known as ‘“The Southern Alleghenies.” It
includes -such areas as Johnstown, Pa., and surrounding counties.
The unemployment in that six-county area is close to 14 percent—
higher by far than our State average. It is, nonetheless, an area
with an abundance of human and natural resources. And I for one
would like to see an area like that be able to compete on equal
terms with New York City or Providence, R.I,, or Los Angeles for
designation.

Second, and this is an area which I have tried to address in my
legislation, I am not sure that in spite of best efforts to do so the
President’s legislation gives enough of an incentive, enough of a
tax break up front, particularly to small employers who would seek
to locate or expand in zones.

One of the reasons I put into my legislation an expanded sub-
chapter-S approach whereby investment tax credits accelerated de-
preciation—which in my bill I accelerated even beyond ACRS, Mr.
Chairman—was that I wanted individual companies, individual en-
" trepreneurs, and individual investors to be able to get an immedi-
ate flowthrough of tax benefits in the year in which those invest-
ments were made.

That doesn’t mean I am opposed to the liberalized capital gains
treatment in the President’s bill, but that will come only at the
end of a successful investment. What we want, it seems to me, is to
encourage investment right up front. i

So I urge, Mr. Chairman, the committee to pay particular atten-
tion to that. _

Finally, I think we should look at the extent to which we judge
the applications of enterprise zone areas, not based on some abso-
lute scale that the State or local government is going to be able to
provide 500 dollars’ worth of benefits per potential employee but
what each area can do relative to its resource base.

If we get Houston—and there are some poor areas of Houston—
into a bidding war with Providence or Pittsburgh or Philadelphia,
Houston will win; it has a larger tax base. Providence, R.I., and
Philadelphia don’t have a tax base per capita that can compare.

So, therefore, I want to be sure that when there is a competition
that the relative contribution is judged in the way where we take
into account that what is available to the city fathers, to the States
involved, will be considered without prejudice; and that we will
not, when Secretary Pierce and others make judgments about en-
terprise zones, simply allow them to be designated for those areas
that are already well-to-do to begin with.

{
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Those, Mr. Chairman, are my three most important thoughts. I
have many others. I won’t take your time or Secretary Pierce’s
time.

In closing, let me just thank you for your great leadership in this
area. I look forward to working with the committee—I might add,
on the committee—to fashion a bill that will work for all Ameri-

cans.

Thank you very much.

Senator CHAFEE. Well, thank you very much, Senator, and we ap-
preciate all the thought that you have given not just to these three
suggestions but in your legislation and your constant attention to
this whole matter. We look forward to your input as we go along
through this matter.

Your suggestions about the rural areas I'm sure struck home
with the chairman of the full committee. He nodded enthusiastical-
ly at that first point.

So, thank you.

[The prepared statement follows:]

STATEMENT BY SENATOR JOHN HEINZ

I am extremely pleased to testify before you today on the subject of Enterprise
Zone legislation and in particular the important initiative in this area recently
taken by President Reagan and his Administration.

I commend the Administration for its efforts to distill into a single bill the distin-
guished efforts of several Senators. My colleagues Senators Chafee, Boshwitz, Dan-
forth, Riegle and I have debated the issue at length and have developed strong
views and independent proposals in this area.

The Administration’s efforts are an important new initiative. It will contribute
gretlatly both to the debate and to the efforts to transform this concept into a fertile
reality. -

I would like to center my remarks upon two critical considerations. Whatever pro-
posal is developed we must insure that it is both fair and effective.

The goal of this legislation is to foster an environment in which the dormant po-
tential of an economically distressed area can be revitalized and attain a level of
self sustaining growth. That potential lies at the heart of every city, town or village
in this great nation. Enterprise Zone legislation is not a panacea for all our social or
economic problems, yet it holds great promise for communities of every size, and
description in every region of the country.

We must not forget that there is a richness of diversity among these communities.
There are at least 10,000 economically distressed areas in this country. There will
be a richness to the variety of responses among these communities to the incentives
of a Zone, each response based upon the unique potential of that community.

In the initial stages of the Zones program only a limited number of “pilot” zones
will be created. In assessing the areas which would benefit from Zone designation,
we must not let the highly visible problems of our large cities overshadow the sig-
nificant contribution- a Zone designation would have to efforts to revitalize small
towns and rural areas. There is much to be gained and much to be learned by tap-
ping the resolve and creativity of these people. Fairness and common sense demand
that Congress ensure a broad participation by communities of all sizes. }

We must also be sure that the competitive nature of the application process the
Administration has proposed does not discriminate against those areas that are
most deeply in need. A city like Houston, with its growing economy and healthy,
expanding tax base can afford to make pledges that are far larger in absolute terms
than a city with greater economic distress and a deteriorating tax base. When the
Secretary of Housing and Urban Development evaluates applications it is vital that
the consessions and contributions a jurisdiction has pledged to provide in support of

an enter}l),rise zone in terms of local tax relief or increase public services be judged
against the relative ability of that government to make sacrifices.

To simply achieve an Enterprise Zone Program that is fair is not enovugh. It must
also bﬁ effective. That will require starting many businessmen within Zones from
scratch.
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The National Federation of Independent Businesses found in its survey of Small
Business in America’s Cities that lack of capital was the most significant problem
facing smail businesses. Tax incentives should be directed at the vulnerability by
fostering infusions of new capital and reducing the drain on existing capital.

When growing companies generate little taxable income, non-refundable credits
do not provide needed cash infusions. Reductions in the capital gains tax on hold-
ings within the Zone increase the rewards for being successful but do not decrease
the risk or substantially address the need for capital. A tax benefit that can only be
taken in the future means nothing to a company that needs capital today.

Zones will only be effective if problems that face the community as a whole are
also overcome—problems like youth employment training, lack of day care, housing
abandonment. It is, perhaps, a strong merit of the Administration’s proposal that
the designation process would elicit firm pled%‘es by nominating jurisdictions to
target substantial resources toward tackling such problems. It is equally important
to ensure that existing programs, not under the direct authority of nominating ju-
risdictions, continue the current support for areas designated as Zones.

I would like to make three recommendations. First, a sufficient number of Zones
should be designated during the initial three years of the Program to ensure a
broad participation among our nation’s richly diverse communities and, to the
extent necessary, a number of designations should be targeted at towns, villages and
rural areas.

Secondly, the law must carefully direct that for Zone status. In the evaluation of
applications the uppermost criteria must be the amount of good that can be done for
those most deeply in need and the relative sacrifice nominating jurisdictions must
make to carry the burden of the concessions they pledge.

Thirdly, in recognition of a growing business’ need for capital, emphasis should be
placed on tax ir:centives that yield immediate benefits. An effective proposal would
not need to be more expensive than the Administration’s proposal. The costs of in-
creasing immediate tax benefits to investors could be offset by dollar-for-dollar re-
ductions of deferred benefits. For example, the proposed favorable treatment of the
capital gain on Zone property could be eliminated in favor of a flow through oi tax
benefits to investors in a Zone business during the earlf' years of the investment.

What this country needs is more people gainfully employed, producing goods and
paying taxes instead of being reduced to a reliance in unemployment benefits and
welfare. I believe the Enterprise Zone Program, amended as I have suggested, will
achieve this.

I thank you for the opportunity to testify.

Senator DoLE. I think Senator Danforth has expressed an inter-
est in this, too.

Senator CHAFEE. Yes; that is correct. He has had a bill in in that
area.

Now, I do not see Senator Boschwitz here. He has a statement. If
he doesn’t come later we will put the statement in the record for
him and have it follow right after Senator Heinz. K

Mr. Secretary, we welcome you here, and why don’t you proceed?
You have a statement, I believe, and obviously we will have some
3uestions. We are glad you are here and appreciate what you have

one.

STATEMENT OF SAMUEL R. PIERCE, JR., SECRETARY OF THE
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Secretary P1erce. Thank you very kindly.

I would like to make some comments and then submit a more
detailed statement for the record, if that pleases you, Mr. Chair-
man.

Senator CHAFEE. Fine. That's excellent.

Mr. Chairman, I am pleased to be here this morning to testify on
behalf of the administration’s proposed enterprise zone program. I
am particularly happy to see the rapid commencement of these
hearings. I take this as evidence that Congress views the need for



130

establishing and implementing this program with the same urgen-
cy that the administration does.

On March 23d President Reagan sent to Congress proposed legis-
lation to create the enterprise zone program. This is a high priority
program for the President and for all the rest of us in the adminis-
tration who care deeply about the conditions of our communities.

This new program would be an experimental free market initia-
tive for addressing the problems of economic distress in inner cities
and rural towns. It is no panacea but it is definitely worth trying.

The underlying concept of enterprise zones is to create a produc-
tive free market environment in depressed areas through relief
from taxes, regulations, and other Government burdens on econom-
ic activity. The removal of these burdens will create and expand
economic opportunity within the zone areas, allowing private
sector firms and entrepreneurs to create jobs and expand economic
activity within those areas.

Enterprise zones are based on an entirely fresh approach to pro-
moting economic growth in distressed communities. The old ap-
proach relied heavily on Government subsidies and central plan-
ning. The new enterprise zone approach is based on removing Gov-
ernment barriers which are preventing people from creating, pro-
ducing, and earning their own wages and profits.

Because the program is based on the concept of removing Gov-
ernment burdens rather than on providing Government subsidies it
requires no appropriations. States and cities will still have the
option of allocating their discretionary Federal funds for their en-
terprise zones if they desire, or to appropriate additional funds on
their own for such zones.

The administration program will involve efforts by all three
levels of Government, Federal, State and local, to remove Govern-
ment burdens and provide other contributions to the enterprise
zone areas. The State and local contributions are critical to this
effort and will, in fact, probably make the difference as to whether
individual zones succeed or fail.

The enterprise zone program has two basic objectives: To create
jobs, and to redevelop and revitalize the Nation’s economically de-
pressed areas. The intent behind the program is to stimulate new
economic activities within the zones that would not have otherwise
occurred at all, anywhere, rather than to encourage existing out-
side activity to relocate into the zones. The program is intended not
to stimulate a particular kind of business but rather to let the
market decide what activities should take place in the zones by
means of a balanced set of incentives for a broad range of economic
activities and businesses.

The comprehensive enterprise zone program includes four basic
elements. The first is tax reduction at the Federal, State, and local
levels to lessen this obvious burden on economic activity.

The second is regulatory relief at the Federal, State, and local
levels to reduce burdens which can be equally costly and which
otherwise inhibit entrepreneurial efforts.

The third is improvement of local municipal services such as in-
- creased police protection and including experimentation with pri-
vate sector alternatives for providing those services.



131

The final element is involvement in the program by neighbor-
hood organizations. These organizations can contribute much to the
improvement of enterprise zone neighborhoods and can insure that
zone residents have a stake in the economic success of the zones.

The initial designation and establishment of each zone will
depend on local leadership and initiative. To obtain the Federal in-
centives for enterprise zones the State and local governments must

‘first nominate the zones within eligible areas as defined by the
Federal legislation.

Eligible areas will include all UDAG-eligible areas which have
recently experienced significant unemployment, poverty, or popula-
tion loss. Based on these criteria there will be more than 2,000
cities and counties with enterprise zone eligible areas, of which
about 1,500 are smaller communities, under 50,000 in population.

After State and local nominations, these Governments will ag‘pg'
to the Department of Housing and Urban Development for the Fed-
eral designation which will allow the Federal incentives to apply to
their zones.

Before such an application can be made, a zone nomination must
have been approved by both the governing State and local jurisdic-
tions. Both such jurisdictions must also provide incentives and con-
tributions. The Department will be authorized to designate up to 25
zones in each of 3 years for the application of the Federal incen-
tives.

The Federal tax incentives to apply within the zones are de-
scribed in detail in the legislation and accompanying supporting
documents. They include tax reductions for employers, employees,
entrepreneurs, investors, and lenders. They include incentives for
capital investment, for hiring workers, particularly disadvantaged
workers, for increasing work effort, for providing loans to enter-
prise zone businesses, and for starting and building up new busi-
nesses. They include reductions in corporate income taxes, individ-
ual income taxes, capital gains taxes, and tariffs. Within these
zones the most comprehensive and dramatic program of Federal
tax relief ever attempted will be provided. :

On the regulatory side, State and local governments will be au-
thorized to request relief for their approved zones from any Federal
regulation not specifically imposed and spelled out by statute. This
special authority would expressly not apply, however, to any regu-
Jations designed to protect any person or group against discrimina-
tion because of race, color, religion, sex, marital status, national
origin, age, or handicap. It would also expressly not apply to regu-
{ftti(fr;f affecting public safety or health, including environmental

ealth. .

The minimum wage law, for example, would not be included in
the waiver authority because it is specifically imposed and spelled
out by statute.

While these Federal incentives are substantial, strong State and
local contributions to the zones will be necessary for the program
to succeed. These contributions can be from each of the four basic
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categories—tax relief, regulatory relief, improved local services,
and private sector neighborhood organization involvement. More
traditional redevelopment efforts such as job training, seed money,
minority business assistance, and infrastructure grants can also be
contributed to the zone by State and local governments.

The responsibility for starting and develoging the program is
consequently placed where it belongs—at the State and local levels.
The program thus represents creative federalism at its best, estab-
lishing a flexible and locally adaptable partnership among all three
levels of government.

Concern has been expressed that since more businesses generally
have low profitability and low tax liability they will not be helped
much by the enterprise zone program because of its reliance on tax
incentives. That concern fails to recognize that the enterprise zone
initiative is not just a Federal tax incentive program, it involves a
comprehensive across-the-board effort to remove all types of gov-
ernment burdens on economic activity at the Federal, State, and
local levels.

Regulatory relief will help small businesses, since regulations_
impose costs which businesses must bear regardless of whether
they make a profit. Such relief will be particularly important to
small businesses.

Improved local services through the introduction of competition
and private sector providers will also help small businesses. Such
improved services will allow businesses to operate more efficiently
and lower their costs.

Many of the Federal tax incentives will help small businesses,
also. The capital gains elimination will help small entrepreneurs
who start and build up new businesses to receive the full value of
their labor when they sell out.

The provision for the continuation of IBD’s in enterprise zones
will help small businesses obtain startup capital. This incentive, in
particular, does not rely on the tax liability of the small businesses
which is likely to be minimal, but rather on the more substantial
tax liability of the lender, and consequently it should be effective
in aiding small businesses.

Tax relief in general should also help to encourage the establish-
ment of small businesses in enterprise zones. All small entrepre-
neurs start businesses expecting to make a profit at least some
time within a 20-year period, which is the time for which the enter-
prise zone may last.

Concern has also been expressed about whether the proposed
program sufficiently addresses the greatest problem faced by entre-
preneurs attempting to start small businesses—obtaining the nec-
essary startup capital. Most new businesses are begun with the per-
sonal savings of the entrepreneur or savings from family or friends.
The chief reason why these small investors start and invest in a
new business is to obtain the long-run profits which they expect
from the enterprise. The tax reductions and other elements of the
enterprise zone program will increase these expected long-term
profits. These elements will also induce larger financial institutions
to lend money to enterprise zone businesses. The program thus
sheuld result in a substantial increase in front-end capital for

A
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\ -
viable businesses which have reasonable profit potential over the
long run. '

Moreover, since IDB’s will continue to be available for small
businesses within enterprise zones, they in effect would eliminate
taxation on the interest received by a lender to a small enterprise
zone business.

Sufficient capital for new businesses can come only from the pri-
vate sector. Federal business loans currently account for only 3
percent of all startup capital. Providing such Federal loan assist-
ance as part of the enterprise zone program would run counter to
the program’s theme of removing Government burdens rather than
deciding bureaucratically who should receive direct grants or subsi-
dies. The market, in the final analysis, is the best judge as to which
businesses should receive loans. :

The legislation under consideration today is based on the path-
breaking work of many Members from both sides of the aisle who
offered enterprise zone bills in prior sessions of Congress. We com-
mend these pioneering efforts and anticipate that these innovative
individuals will work for early bipartisan passage of this legisla-
tion.

Mr. Chairman, more than Government expenditures and subsi-
dies, residents of economically depressed areas need opportunities.
This is the focus of the enterprise zone program. The program
seeks to identify and remove Government barriers to entrepre-
neurs who are capable of creating jobs and economic growth. It
aims to draw out and build upon the latent talents and abilities al-
ready present among the people in our Nation’s most depressed
areas. This bold, new concept deserves a chance to work.

Thank you very much. .

[The prepared statement follows:)

TESTIMONY OF SAMUEL R. PIERCE, JR., SECRETARY OF THE DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT

Mr. Chairman, I am pleased to be here this morning to testify on behalf of the
Administration’s proposed Enterprise Zone prograim. I am particularly happy to see
the rapid commencement of these hearings. I take this as evidence that Congress
views the need for estublishing and implementing this program with the same ur-
gency that the Administration does. 4

On March 23, President Reagan sent to Congress proposed legislation to create
the Enterprise Zone program. This is a high priority program for the President and
for all the rest of us in the Administration who care deeply about the conditions of
our communities.

This new program would be an experimental, free-market initiative for addressing
the problems of economic distress in inner cities and rural towns. It is no panacea,
but it is definitely worth trying.

BASIC CONCEPT AI‘GD PURPOSE

The underlying concept of Entergrise Zones is to create a productive, free-market
. environment in depressed areas through relief from taxes, regulations and other
government burdens on economic activity. The removal of these burdens will create
and expand economic opportunity within the zone areas, allowing private-sector
firms and entrepreneurs to create jobs and expand economic activity within these
areas.

Enterprise Zones are thus based on an entirely fresh approach to promoting eco-
nomic growth in distressed communities. The old approach relied heavily on govern-
ment subsidies and central planning. A prime example was the Model Cities Pro-
gram of the 1960s, which concentrated government programs, subsidies and regula-
tions in specific, depressed urban areas. Instead of concentrating government within
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these areas, the new Enterprise Zone approach.is based on removing government
barriers which are preventing people from creating, producing and earning their
own wages and profits. In this respect, Enterprise Zones are the direct opposite of
the Model Cities Program of the 1960s.

Because the program is based on the concept of removing government burdens
rather than providing government subsidies, it requires no appropriations, at least
at the Federal level, except for necessary administrative expenses. States and cities
will still have the option of allocating their discretionary Federal funds such as
CDBG and UDAG for their Enterprise Zones if they desire, or to appropriate addi-
tional funds on their own for such zones.

Enterprise Zones require inore than just Federal action, and more than merely -
tax relief. The Administration program will involve efforts by all three levels of gov-
ernment—Federal, State and local—to remove government burdens and provide
other contributions to the Enterprise Zone areas. The State and local contributions
are critical to this effort, and will, in fact, probably make the difference as to wheth-
er individual zones succeed or fail. In keeping with the Administration’s policy of
Federalism, State and local governments will have broad flexibility to develop con-
tributions to their zones which are most suited to local conditions, local needs and
local preferences.

The Enterprise Zone program has two basic objectives. The first is to create jobs
within the Nation’s economically depressed areas, particularly jobs for disadvan-
taged workers. The second is to redevelop and revitalize the geographic zone areas
themselves.

The intent behind the program is to stimulate new economic activity within the
zones that-would not have otherwise occurred at all, anywhere, rather than to en-
courage existing outside activity to relocate into the zones. Qur own investigations
indicate that given the costs of relocation and the tendency of existing firms to be
structured to take advantage of the opportunities at their present locations, it is un-
likely that currently existing businesses will relocate into Enterprise Zones. Howev-
er, it is quite possible that some entrepreneurs considering the establishment of en-
tirely new businesses and some existing firms considering major expansions will
locate their new facilities within the zones, even though they would have gone
ahead with these projects elsewhere in the absence of the program. While relocation
in this sense is not as purely beneficial as the stimulation of entirely new activity,
bringing such economic development to depressed areas has important social bene-
fits and would, therefore, still be an advantageous result of the program.

In addition, the program is intended not to stimulate a particular kind of busi-
ness, but rather to let the market decide what activities should take place in the
zones. While the Federal tax incentives are skewed towards labor-intensive business-
es and jobs for disadvantaged workers, the program generally is meant to include a

“balanced set of incentives for a broad range of economic activities and businesses.
The program is niost likely to be effective if no potential enterprise is excluded from
participation: large or small, service or industrial, housing or commercial.

Finally, the Administration intends that the current residents of the zone benefit
from the economic improvement which is expected to take place there. The program
includes features designed to help ensure this result.

THE ELEMENTS OF THE ENTERPRISE ZONE PROGRAM

The comprehensive Enterprise Zone program includes the following four basic ele-
ments, all of which are equally necessary and equally important:

The first is tax reduction at tlie Federal, State and local leVels to lessen this obvi-
ous burden on economic activity.

The second is regulatory relief at the Federal, State and local levels to reduce bur-
?ens which can be equally costly and which otherwise inhibit entrepreneurial ef-
orts.

The third is improvement of local municipal services, such as increased police pro-
tection, and including experimentation with private-sector alternatives for providing
those services. Experience has shown that relying on private alternatives can save
taxpayers substantial sums while at the same time significantly improving services.
This element addresses the need to improve the civil environment in.depressed
areas before businesses will locate there. :

The final element is involvement in the program by neighborhood organizations.
These organizations can contribute much to the improvement of Enterprise Zone
neighborhoods and can also ensure that zone residents have a stake in the economic
success of the zones.
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It is the combination of all these elements taken together that will create the en-
vironment needed to revitalize our Nation’s economically depressed areas. Clearly,
this is not just a tax incentive program.

PROGRAM STRUCTURE

The initial designation and establishment of each zone will depend on local lead-
ership and initiative. To obtain the Federal incentives for Enterprise Zones, the
State and local governments must first nominate the zones within the eligible areas
as defined by the Federal legislation. -

This city-State partnership was included because of our strong belief that the suc-
cess of an enierprise zone will depend upon the ability of cities and States to work
together to reduce taxes, regulations, and other government burdens that inhibit
economic expansion and to enlist commitments from the private sector to provide
jobs, job training, and technical, financial or other assistance to employers, employ-
ees and residents of the zone. Since most communities are creatures of State govern-
ment and receive their authority and powers from the State, local-State cooperation
will often be necessary to reduce taxes and regulations and relax other restraints on
economic activity at the local level.

Eligible areas will include all areas which have recently experienced significant
unemployment, poverty or population loss and are located within UDAG eligible
areas. Based on these criteria there will be more than 2,000 cities and counties with
Enterprise Zone eligible areas, including many in rural areas. -

Concern has been expressed about the eligibility of rural areas as Enterprise
Zones. In recognition of this concern, let me stress emphatically that the legislation
contains no bias in favor of either large or small cities in this experiment. Sugges-
tions have been made that seperate set-asides be provided for rural areas. To do this
would be contrary to the Enterprise Zone concept itself, and would also distort the
competitive nature of the program.

Many rural areas will satisfy the eligibility criteria for Enterprise Zones. Of the
2,000 cities and counties eligible for an Enterprise Zone designation, approximately
1,500 of these are small cities under 50,000 in population. State and local govern-
ments can nominate zones in these areas and compete for Federal designation along
with zones nominated in larger cities. There will be no special preference in this
process for urban or rural areas.

Those nominated zones which best satisfy the stated criteria will receive Federal
designation, regardless of whether they are urban or rural. I firmly believe that
small cities, as well as large cities, have the innovative capacity and commitment to
civic renewal necessary to meet the requirements to be designated as Enterprise
Zones and that we will see a broad cross-section of cities qualify and be designated
as Enterprise Zones.

After State and local nomination, these governments will apply to the Secretary
of HUD for Federal designation, which will allow the Federal incentives to apply to
their zones. Before such an application can be made, a zone nomination must have
been approved by both the governing State and local jurisdictions. Both such juris-
dictions must also provide incentives and contributions.

Federal designation of nominated zones would not be automatic or routine.
Rather, the Secretary will evaluate the various applications on a competitive basis
against each other, choosing the best applications for the limited number of Federal
designations available each year. The key criterion in this competitive process will
be the quality and strength of the State and local incentives to be contributed to the
zones, giving primary emphasis to incentives or contributions consistent with the
overall Enterprise Zone theme of creating an open-market environment through the
removal of government burdens and taking into account fiscal ability to provide tax
relief. Other important factors will also be considered.

The Federal posture towards the elements in the State and local contribution
packages will be highly flexible. The Secretary of HUD will not insist on any partic-
ular item of tax or regulatory relief, for example, or privatization of a specific serv-
ice. A weakness of incentives in one areas, such as tax relief, could be offset by
greater strength in another area, such as regulatory relief.

The Secretary will be authorized to designate up to 25 zones in each of three
years for the application of the Federal incentives. The actual numbers designated
will depend on.the number and quality of the applications. Each Enterprise Zone
will last for the period chosen by the nominating State and local governments. The
Federal incentives will apply to an approved zone for this entire period, up to a
maximum of 20 years plus a four year phaseout period.



136

THE FEDERAL INCENTIVES

The Federal tax incentives to apply within the zones are described in detail in the
legislation and accompanying supporting documents. They include tax reductions
for employers, employees, entrepreneurs, investors and lenders. They include incen-
tives for capital investment, for hiring workers, particularly disadvantaged workers,
for increasing work effort, for providing loans to Enterprise Zone businesses and for
starting and building up new businesses. They include reductions in corporate
income taxes, individual income taxes, capital gains taxes and tariffs, Within these
zones, the most comprehensive and dramatic program of Federal tax relief ever at-

" tempted will be provided.

On the regulatory side, State and local governments will be authorized to request
relief for their approved zones from any Federal regulation not specifically imposed
and spelled out by statute. Federal regulatory bodies will be authorized to weigh
these requests under Congressionally mandated standards, and to relax the regula-
tions when it is in the public interest to do so, given the goals of the Enterprise
Zone program.

This special authority would expressly not apply, however, to any regulations de-
signed to protect any person or group against discrimination because of race, color,
religion, sex, marital status, national origin, age, or handicap. It would also express-
ly not apply to any regulation whose relaxation would be likely to present a signifi-
cant risk to the public safety or health, including environmental health. The mini-
mum wage law, for example, would not be included in the waiver authority because
it is spectfically imposed and spelled out by statute. :

It should be emphasized that there will be no authority for any Federal regula-
tory relief within an Enterprise Zone without a request for such rerief from both the
State and local governments governing the zone.

STATE AND LOCAL ROLE

While these Federal incentives are substantial, strong State and local contribu-
tions to the zones will be necessary for the program to succeed. These contributions
can be from each of the four basic categories noted earlier: tax relief, regulatory
relief, improved local services, and private-sector, neighborhood organization in-
volvement. More traditional redevelopment efforts, such as job-training, see
money, minority business assistance and infrastructure grants can also be contribut-
ed.to the zone by State and local governments.

Consistent with the Administration’s policy of Federalism, the Federal Govern-
ment will not dictate to State and local governments what they must contribute to
the zones. The program is designed to encourage creative and innovative experi-
ments by State and local governments within the zone areas. The program retains
the flexibility for these governments to marshal their resources and tailor their con-
tributions to suit local needs and preferences.

The responsibility for starting and developing the program is consequently placed
where it belongs—at the State and local levels. The program thus represents cre-
ative Federalism at its best, establishing a flexible and locally adaptable partner-
ship among all three levels of government.

State and local governments have already exhibited remarkable enthusiasm for
the Enterprise Zone idea. Eight states plus the District of Columbia have alread};
passed Enterprise Zone bills and 28 additional states are currently considering 6
such bills. All across the country task forces are at work preparing possible Enter-
prise Zone proposals.

State and local governments have also already displayed considerable creativity in
these efforts. In Kentucky, the legislature has passed a bill providing for the estab-
lishment of Neighborhood Enterprise Associations, an idea pioneered by the Sabre
Foundation here in Washington. These associations would be incorporated bodies of
residents in Enterprise Zone neighborhoods. Unused State and local property within
the association’s State and local area would be leased to the association for nominal
amounts, and the association would be exempt from State and local taxes. Providing
zone residents with this equity interest will enable them to participate in the eco-
nomic success of the zone and develop a greater sense of commitment by the resi-
dents to their neighborhoods.

The Administration would encourage the development and implementation of cre-
ative State and local initiatives. Enabling zone residents to obtain interests in the
zone will help to channel to them some of the economic benefits of the zone. The
skewing of the Federal tax package towards the hiring of disadvantaged workers
will provide them with new job opportunities within the zone. The general creation
of economic opportunity in proximity to zone residents which will result from the
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.program will also make it easier for them to work their way into the mainstream of
the economy.

State and local contributions to the zones need not be costly. Regulatory relief,
service improvements through privatization, and private sector involvement entail
no net budgetary cost. S

Even the cost of State anf—Tocal tax relief should be modest because weak eco-
nomic activity is weak or non-existent in potential Enterprise Zone areas. If the
program is successful in stimulating new economic activity, tax relief losses will be
substantially offset through increased revenues from the new activity and reduced
expenditures due to the employment of individuals formerly receiving government
assistance. ’

The role we are asking cities and States to play is not necessarily a new one.
Many cities and States, throughout this Nation, should be applauded for the individ-
ual and cooperative efforts they havé undertaken in recent years to meet local and
statewide economic development needs. A variety of incentives have been developed
which parallel the basic thrust of this legislation. However, Enterprise Zone legisla-
tion takes us one step further by targeting State and local incentives, in addition to
Federal incentives, for distressed areas of our country. The fact that 36 States and
hundreds of cities are now working together to design State-administered Small City
Community Development Block Grant programs demonstrates that such partner-
ships are real and can work.

SMALL BUSINESSES

Concern has been expressed that since small businesses generally have low profit-
ability and low tax liability they will not be helped much by the Enterprise Zone
program because of its reliance on tax incentives.

That concern fails to recognize that the Enterprise Zone initiative is not just a
Federal tax incentive program. It involves a comprehensive, across-the-board effort
to remove all types of government burdens on economic activity at the Federal,
State and local levels. - —

Regulatory relief will help small businesses since regulations impose costs which
businesses must bear regardless of whether they make a profit. Such relief will be
particularly important to small businesses. Large businesses can generally absorb
the costs of regulation more easily, by such means as spreading the costs over more
units of production, and are also better able to pass the imposed costs on to custom-
ers. Small businesses do not have these advantages.

Improved local services, through the introduction of competition and private
sector providers, will also help small businesses. Such improved services will allow
businesses to operate more efficiently and lower their costs. -

State and local reduction of taxes which apply regardless of profitability can fur-
ther help small businesses. These include property taxes and sales taxes.

Many of the Federal tax incentives will help small businesses also. The capital
gains elimination will help small entrepreneurs who start and build up new busi-
nesses to receive the full value of their labor when they sell out. '

The provision for the continuation of IDBs in Enterprise Zones will help small
businesses obtain start-up capital. This incentive in particular does not rely on the
tax liability of the small businesses, which is likely to be minimal, but rather on the
more substantial tax liability of the lender, and consequently it should be effective
in aiding small businesses.

The extension of the operating loss carryover and the carryover of unused Enter-
prise Zone credits will allow small businesses which are successful to eventually re-
ceive the benefit of the zone incentives. The abatement of tariffs and import duties
through the designation of Foreign Trade Zones in Enterprise Zones will also help
s*r;na:“l businesses, since these taxes are again borne regardless of the profitability of
the firm.

Tax relief in general should also help to encourage the establishment of small
businesses in Enterprise Zones. All small entrepreneurs start businesses expecting
to make a profit at least sometime within a 20 year period, which is the time for
which an Enterprise Zone may last. Tax relief will increase this expected profit, and
therefore should induce more small businesses to start in Enterprise Zones.

In addition, the Enterprise zone incentives will encourage large businesses to
locate branches within the zone. These branches will provide business opportunities
for small, spin-off firms.
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FRONT-END CAPITAL

Concern has also been expressed about whether the proposed program sufficiently
addresses the greatest problem faced by entrepreneurs attempting to start small
businesses—obtaining the necessary start-up capital.

Most new businesses are begun with the personal savings of the entrepreneur or
savings from family or friends. Seventy-five percent of all new businesses start with-
out using any outside debt or equity. Eighty-nine percent of all start-up capital for
new businesses comes from personal savings.

The chief reason why these small investors start and invest in a new business is
to obtain the long-term profits they expect from the enterprise. The tax reductions
and other elements of the Enterprise Zone program will increase these expected
long-term profits. Consequently, the program should result in an increase in the pri-
\Z'ate savings available for front-end investment in small businesses in Enterprise

ones.

These elements will also induce larger financial institutions to lend more money -
to Enterprise Zone businesses. This is because these elements will increase the prof-
its and cash flow of these businesses out of which such loans are to be repaid. With
higher profits and cash flow, the risk of such loans is reduced, and financial institu-
tions are more likely to make them. ’

The program thus should result in a substantial increase in front end capital for
viable businesses which have reasonable profit potential over the long run. These
incentives, of course, will not do any good for firms suffering chronic losses without
any foreseeable profit prospects. The Enterprise Zone program is intended to attract
healthy, economically sound, profitable businesses to the zones which can serve as
the basis for long-term economic growth.

Moreover, since IDBs will continue to be available for small businesses within En-
terprise Zones, they in effect would eliminate taxation on the interest received by a
lender to a small Enterprise Zone business. This would increase the return to the
lender on such loans and, therefore, should increase the availability of such loans.

Sufficient capital for new businesses can come only from the private sector. Feder-
al loan assistance to businesses currently accounts for only three percent of all
start-up capital. Providing such loan assistance as part of the Enterprise Zone pro-
gram would run counter to the program’s theme of removing government burdens
rather than deciding bureaucratically who should receive direct grants or subsidies.
Moreover, it is doubtful that the government, rather than the market, can efficient-
ly judge which businesses should receive loans.

CONCLUSION

The legislation under consideration today is based on the path-breaking work of
many members from both sides of the aisle who offered Enterprise Zone bills in
prior sessions of Congress. We commend these pioneering efforts and anticipate that
these innovative individuals will work for early bipartisan passage of this legisla-
tion.

Mr. Chairman, more than government expenditures and subsidies, residents of
economically depressed areas need opportunities. This is the focus of the Enterprise
Zone program. The program seeks to identify and remove government barriers to
entrepreneurs who are capable of creating jobs and economic growth. It aims to
draw out and build upon the latent talents and abilities already present among the
people in our Nation's most depressed areas. This bold, new, concept deserves a
chance to work.

Senator CHAFEE. Thank you, Mr. Secretary, for that very fine
statement. You have been a prime mover in this effort, and the
members of this committee look forward to working with you as we
proceed.

I have a question regarding the State approval that is required
for an application. We have a panel of mayors that are going to
appear before us shortly, and I suspect they are going to object to
that provision. They are going to feel that, one, they might run
into a Governor who is inamicable to their city or community; it
may be that the bureaucracy in the State is so lethargic that noth-
ing can be accomplished; there will be a series of reasons, I suspect,
that the mayors might present as to why they should be required
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to go through and get the imprimatur of the State before they can
sgbrglit an application to you. Could you give us your rationale for
that?

Secretary PiErce. Well, we have considered that problem, and we
have decided that it would be best if both the State and local gov-
err}_rlnl?gts agreed to any enterprise zone proposal being submitted
to .

I would say that the primary reason for that is that the effort
must be both on the State and local government to come forward
with a program that they are willing to put into competition with
the programs of other State and local governments that will be
submitted to us. We think it would be very difficult for a local gov-
ernment to come forward with a program without getting any help
whatsoever from a State. We think that the two go together, and
that is what should be done. We do not have the apprehension that
some of the mayors have about this.

Senator CHAFEE. Well, we have a Governor testifying here and
also a Lieutenant Governor, so we will be asking them about their
approach to that.

On page 4 of our statement and in several other places you refer
to the regulatory relief that can be granted. Now, I must say 1 am
a little confused as to what that regulatory relief is, because it can
involve the discriminatory statutes—you made that very clear. It
doesn’t involve the minimum wage; it doesn’t involve matters that
affect health and safety; so, what's left?

The reason I press you on that is because the inclusion of the
regulatory relief in this legislation causes jurisdictional problems
within the Congress. For example, the regulatory relief provision
would require it to go to the Judiciary Committee in the House of
Representatives. And I'm just not sure what is gained from this
regulatory relief if nothing can actually be done in connection with
it.

On page 4 you say one of the elements is regulatory relief to
reduce burdens which can be costly. Do you have an example of
something that I can’t think of that might provide regulatory relief
that doesn’t fall within the exclusions that you set forth?

Secretary PIERCE. Are you talking about at the Federal or at the
State and local level? '

Senator CHAFEE. Well, I'll take any of them. On the Federal, 1
certainly don’t know what we could do.

Secretary Pierce. Well, on the State and local you have a lot of
them, and it would mostly fall there because you have the zoning,
for example, which is very important, and there are many others
that may be of significance on the local level—building code regula-
tions, for example. There are quite a few rent control regulations,
for example. There are many others, too. But there are quite a few
of them. In fact, I have here a number listed which I would be glad
to submit for the record on the local side. But there are a number;
as I say, zoning and building regulations. They can be important:
Rent control regulations can be important. All of these could be re-
laxed by the State and local governments, and it would be helpful
to any business.

Senator CHAFEE. All right. I see the point you are making there.
I do have a little problem as to whether——
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Secretary PIERCE. And we do have a long list of Federal ones, too.
I will just submit these for the record, if you would like, so you can
have them.

Senator CHAFEE. Ali right.

Secretary P1ERCE. There are many. I could just submit these for
flhe record so you can consider them rather than just list them all

ere.

Senator CHAFEE. All right.

How do you envision the timetable of this working? When we say
“25 per year,” is that 25 per calendar year? And does that mean that
the start of the year would be January 1983 and then running for the
year? I am not quite sure of the mechanics.

Secretary Pierce. Well, we would consider it a fiscal year, or it
could be any year that the legislature sets as the year. It could be a
calendar year or a fiscal year, but it’s 1 year, 25 in that year, a 12-
month period.

Senator CHAFEE. I see.

And has HUD got some of its ground rules set forth? For exam-
ple, if you do 25 per year,-and presumably we want to get started
on this as soon as possible, is there a cutoff date and then the deci-
sion is made? Or do you select them as they come in—the best out
of that group—and have some get started? Would that be your in-
tention? :

Secretary Pierce. Our intention was to try to get started as soon
as possible, but certainly you wouldn’t take the first one that came
in and just automatically allow that program to have the Federal
relief. We would try to get a number in to compare them so that
we could make some kind of intelligent selection. It's a compara-
tive process.

Senator CHAFEE. What would you think if we put in a minimum?
In some of the legislation that Senator Boschwitz and I submitted
we had a minimum of not less than 10 nor more than 25. This leg-
islation says ‘“no more than 25.” Are you confident that you can
get these rolling rapidly?

Secretary Pi1erce. I would think that there would be no trouble
in getting 25 of them. I have traveled a lot about the country and
talked to many mayors. They will be submitting, I think, literally
hundreds of proposals to us very fast.

You know, actually, the Federal Government is a little bit
behind on enterprise zones, because we already have eight States
and the District of Columbia which have legislation on this, and
there are 25 other States actively considering legislation. So the
are moving quite fast, and they are going to move whether the Fed-
eral Government moves or not. And they are thinking about it, so I
think there would be no trouble in getting 25 selected in a year.

I would like to say one other thing, though, sir. I think also we
ought to give consideration to the nature of this program. It is ex-
perimental in a way, and I don’t think we should just take the first
25 in and try to get rid of them just because we have a date to
meet. I think we ought to see how they run a little bit. I think
that’s important, because we want to see how to do this. We have
never done it before, and it is an experimental program.

Senator Boscuwitz. Would you yield for a moment?
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I am pleased to hear the Secretary say that he intends to partici-
pate in the creation of 25; because, as you said, Senator, we had a
10 to 25 number before. I am pleased to see here that you will seek
to do that.

Secretary PIERCE. It would depend on what came in and what we
thought was right. As I said, it is also an experimental program; so
I wouldn’t just promise 25, come hell or high water. I don’t think
S0.

Senator BoscHuwirtz. I was pleased to hear that you will seek to
create 25 zones. I understand, of course, and I'm sure that we all
understand, that the first 25 that come in are not prioritized on the
date of application but rather of various needs.

It is an experimental program, as you point out. I would also
hope that there will be some experimentation so that not all of
them would be in inner cities but that smaller cities would be
tried, perhaps a rural enterprise zone. The law as we wrote it is
quite broad so that some experimentation could be tried, 1 beheve,
beyond just the most distressed areas of our inner cities. It is a pro-
gram that I think can help beyond that, and I hope that HUD will
look at the program beyond just the inner city aspects of it.

Secretary PIERCE. Well, we certainly intend to do that.

Senator BoscHwiTz. Again, I am pleased to hear that you will
seek to license or create as many as the law prov1des And I under-
stand it won’t be done immediately.

Maybe I could rephrase Senator Chafee’s question a little bit. I
believe he asked if it is your intention to create them all at once.
Have you thought at all about that? Or would you create as you
received hundreds of applications? Not all of them would have to
be created, I would presume, in one fell swoop, at a certain date,
but it may be that the first three, four, five are created and then
more thereafter.

Secretary Pierce. I would think that what we would do, and I
think this is a matter of regulatory process, to enforce the law—we
would set down certain times of the year that selections would be
made so you get a chance to get some in, and then you make a
choice from a group, the same as we do with UDAG applications.
You get so many in and you make a decision at a certain time, and
then another within another several months, and so on. If we do it
that way, then we can be sure that we have at least a sizable
number of applications and that the choice will be relatively fair.

Senator CHAFEE. Do you have the manpower within your Depart-
ment to handle this program?

Secretary Pierck. Yes, I believe we have. And we have taken the
lead on _drafting it, working on it. Our people have become quite
expert, I think, in this.

Senator CHAFEE. But I mean to sort through these applications?
What is the office that will handle it?

Secretary PiercE. Basically two offices: community policy and de-
velopment, and policy development and research.

Senator CHAFEE. I see.

Do you have any more questions?

Senator BoscHwitz. Do you have any sense of how many applica-
tions you will receive?

95-479 O0—82——10
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Secretary Pierce. Only from what I hear from mayors I talk to. I

would say that we would literally get hundreds within the first
ear.

Y Senator BoscHwiTz. I think that that’s a very healthy sign with

respect to this bill and its intent. And if we receive hundreds, I

think that bodes well for the program.

Secretary PIERCE. As I said, that’s my information from mayors.
All of them say they are going to send their programs. So if all of
these fellows send their programs it will be quite a few. :

Senator BoscHwiTz. Mr. Secretary, when mayors talk to me they
certainly talk about it most optimistically. As a matter of fact, they
are seeking from my end a great deal of help in doing this. And we
will help them in the process of application. I hope this will not
become more politicized than the normal Government programs. In-
any case, if there are hundreds of applications I think that it prom-
ises well for the program; because, if there is a realization among
the mayors of this country that there are going to be hundreds of
applications, in that case the applications are going to become
stronger and stronger.

As they recognize that they have to make certain concessions,
that they have to make certain tax incentives, that they have to
provide certain forms of protection in the areas of safety and fire,
and so forth, I think that we are going to see some very interesting
enterprise zone applications that will act as, perhaps not magnets,
but will act as very substantial incentives indeed.

The free trade zones of the world have created many jobs in
many areas, and there is no reason why this can’t succeed, particu-
larly if, as you say, you have heard a great expression of interest. I
have, too.

Senator CHAFEE. Well, thank you very much, Mr. Secretary, and
we will be working more with you.

Let me ask you one final question. Have you been in contact
with States at all? Are the States attempting to develop with you
any kind of what we might call model legislation for their part of
this, that you know of?

Secretary Pierce. Not to my knowledge. I have been in touch
with States and with Governors. They are very interested in this
legislation. A lot of them are interested in their individual States
doing work in this area. For example, I have talked to Governor
Thompson about a possible law in Illinois. So they are very inter-
ested, and I am sure that many States will pass laws on their own.
As I said, we already have 8 plus the District of Columbia, and 25
we are pretty sure are going to pass within the next 6 months or
s0.

Senator CHAFEE. All right. Fine. A\

We appreciate your testifying, and obviously we will be working
very closely in the days ahead.

Thank you.

Senator BoscHwiTz. Thank you.

Secretary PiErce. Thank you. -

Senator CHAFEE. We are delighted that one of the coauthors of
this legislation, Senator Boschwitz, is here.

Senator, if you would like to, we will hear your statement right
now.
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Senator Boschwitz has long been interested in this legislation.
He is a coauthor of the bill that we have submitted.
So, if you would proceed, Senator.

STATEMENT OF RUDY BOSCHWITZ, U.S. SENATOR FROM THE
' STATE OF MINNESOTA

Senator BoscuwiTz. Thank you, Mr. Chairman.

-Last July I testified before this committee on the second enter-
prise legislation that you and I introduced together. As I stated
then, this bill is not viewed by the sponsors as an alternative to
current urban or rural programs, but it does address the primary
ingredient in the revitalization of distressed areas, and that is, cre-
ating jobs. This is not the answer to unemployment; this is not the
answer to all the problems that we face; but it is a significant step
forward, and it is going to be an area of help. We are not going to
see unemployment go from 8 or 9 percent down to 5 or 6, but it will
impact the most difficult -parts of the unemployment picture, and
that is the areas where there is 30 and 40 percent unemployment.

Since enterprise zone legislation was first introduced, we have
sought the thoughts and suggestions of many, many people. Not ev-
eryone has agreed with each provision of the bill, but all have wel-
comed a fresh approach in helping to solve the problems of poverty
and joblessness in America.

The bill in its present form is a good one, I believe, Mr. Chair-
man. It recognizes that to provide lasting and meaningful jobs that
those living in distressed areas must look to the private sector.
This legislation, then, must aid in overcoming existing hurdles to
businesses wishing to locate in those distressed areas.

As one who started and operated my own business for a number
of years before coming to the Senate, I have to ask myself, Would I
open one of my businesses in an enterprise zone? Frankly, the
answer would be no. I was a retailer, and it’s hard to attract retail
customers to what I perceive enterprise zones will be. However, I
was also a wholesaler, and 1 had a wholesale warehouse where I
employed 30 or 40 people. An enterprise zone indeed would be a
very fitting place for such an operation.

So, I view this bill and the enterprise zones from a businessman’s
perspective. There are many tax incentives in the bill such as
elimination of capital gains taxes for business investment, an in-
crease in investment tax credits, and the 50-percent tax credit for
wages paid to previously unemployed disadvantaged workers.

I heard the Secretary state that small businesses don’t make
large profits, but I find my experience shows that small businesses
can be quite profitable, and they pay taxes. They are not quite as
sophisticated in their means of overcoming the tax laws.

I heard the Secretary say that most of them like to make money
in the first 20 years they exist. My God, most of them like to make
it even in the first year or two. I certainly was in that category.

But there are more problems faced by small businesses wishing
to locate in enterprise zones that can’t be corrected by the Federal
Government, such problems as crime, weak infrastructures support
" that are found in some cities remain as barriers to business devel-
opment. If you can’t get insurance in the South Bronx—fire insur-
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ance or theft insurance—you simply are not going to open a busi-
ness there. So, those kinds of problems have to be solved, and I'm
sure that they will be solved in the process of the application for
enterprise zone designation.

We have tackled this problem by combining incentives provided
by the Federal Government with those of local governments, and I
am really very buoyed by the statements of the Secretary, who says
that he feels there will be hundreds. He doesn’t know for sure, but
I agree with that figure, that there will be hundreds of applications
for enterprise zones. I know the number that will be coming from
my State where we have already passed an Enterprise Zone Act.
We are one of the eight States that the Secretary talked about.
And I know that we will bid very agressively in seeking an enter-
prise zone.

The idea of hundreds of communities bidding will make that bid-
ding process very intense, and the advantages given to people who
will locate in those zones meaningful. So, I think that it bodes well
for the success of this legislation.

When we held hearings at the Small Business Committee, the
chief concern of witnesses was the lack of incentives to provide
startup capital for small enterprises. Granted, the capital gains ex-
emption for investment is nice, but I don’t think small businesses
look to making capital gains; they look to make a profit but not a
capital gain.

So I hope as you listen to testimony, Mr. Chairman, that you will
consider the various ideas that will come up with respect to capital
formation and capital creation and the possibility of some tax cred-
its for people who invest in small businesses in enterprise zones. 1
know that your chairman of this committee is sometimes some-
what reluctant to give tax credits that would be tax expenditures,
particularly in this day of budgetary stringency; but if we are to
make the enterprise zone legislation work, it would no doubt work
much better if there were some incentives for capital formation.

I am optimistic about the enterprise zone legislation. I am opti-
mistic that we are on the right path with it and that it will work.
Just as free trade zones, free ports have worked throughout the
world, so I believe that enterprise zones will work. Not each one of
the 25 will work with sparking success, but without question we
are going to create some jobs, and we are going to contribute
through this legislation to relieving some of the distress of the
more unfortunate areas of our country.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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TESTIMONY OF SENATOR Rupy BoschwiTz
ON THE ENTERPRISE ZONE AcT oF 1982
ApriL 21, 1982
9:30 A.M,

LAsT JuLy I TESTIFIED BEFORE THIS COMMITTEE ON THE SECOND
ENTERPRISE ZONE LEGISLATION SENATOR CHAFEE AND I INTRODUCED IN
THE SENATE. As | STATED THEN, THIS BILL IS NOT VIEWED BY ITS
SPONSORS AS AN ALTERNATIVE TO CURRENT URBAN OR RURAL PROGRAMS.,
BuT 1T DOES ADDRESS THE PRIMARY INGREDIENT IN THE RE-VITALIZATION
OF DISTRESSED AREAS -- THAT IS, CREATING JOBS.,

SINCE ENTERPRISE ZONE LEGISLATION WAS FIRST INTRODUCED,
WE HAVE SOUGHT THE THOUGHTS AND SUGGESTIONS OF MANY, MANY PEOPLE.
NOT EVERYONE HAS AGREED WITH EACH PROVISION OF THE BILL, BUT ALL
HAVE WELCOMED A FRESH APPROACH TO HELPING SOLVE THE PROBLEMS OF
POVERTY AND JOBLESSNESS IN AMERICA.

THE BILL IN ITS PRESENT FORM IS A GOOD ONE. IT RECO6NIZES
THAT TO PROVIDE LASTING, MEANINGFUL JOBS TO THOSE LIVING IN
DISTRESSED AREAS WE MUST LOOK TO BUSINESS -- PRIMARILY SMALL
BUSINESS. THIS LEGISLATION, THEN, MUST AID IN OVERCOMING
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EXISTING HURDLES TO BUSINESSES WISHING TO LOCATE IN THESES
DISTRESSED AREAS.

As ONE WHO STARTED AND OPERATED MY OWN BUSINESS BEFORE
COMING TO THE SENATE, | TEND TO VIEW THIS BILL WITH THE THOUGHT
IN MIND -- WOULD | OPEN A BUSINESS IN AN ENTERPRISE ZONE? FRANKLY,
IN MY BUSINESS EXPERIENCE AS A RETAILER, | THINK MOST RETAILERS
WOULD NOT BE ATTRACTED TO ENTERPRISE ZONES BECAUSE IT IS HARD TO
ATTRACT CUSTOMERS TO A DEPRESSED AREA. BUT MY BUSINESS ALSO HAD
A LARGE WHOLESALING FUNCTION, AND THAT WOULD BE A VERY APPROPRIATE
BUSINESS FOR AN ENTERPRISE ZONE. IN OUR WHOLESALING OPERATION
WE PROBABLY HAVE 40 oR 50 PEOPLE EMPLOYED, WHICH 1S JUST THE
KIND OF BUSINESS WE HOPE TO ATTRACT TO AN ENTERPRISE ZONE.

So | VIEW THIS BILL, AND ENTERPRISE ZONES, FROM A
BUSINESSMAN'S PERSPECTIVE, THERE ARE MANY TAX INCENTIVES IN
THIS BILL, SUCH AS ELIMINATION OF CAPITAL GAINS TAXES FOR
BUSINESS INVESTMENT, AN INCREASE IN INVESTMENT TAX CREDITS AND
A FIFTY PERCENT TAX CREDIT FOR WAGES PAID TO PREVIOUSLY
UNEMPLOYED DISADVANTAGED WORKERS,

BUT THERE ARE OTHER PROBLEMS FACED BY SMALL BUSINESSES
WISHING TO LOCATE IN ENTERPRISE ZONES THAT CANNOT BE CORRECTED
BY THE FEDERAL GOVERNMENT. SUCH PROBLEMS AS CRIME, WEAK
INFRASTRUCTURES SUPPORT AND CITY TAXES REMAIN BARRIERS TO BUSINESS
DEVELOPMENT, THESE SERVE AS A DOUBLE WHAMMY WHEN YOU CONSIDER
THAT A PROSPECTIVE BUSINESS ALREADY FACES THE USUAL PROBLEMS OF
TAX BURDENS, START-UP CAPITAL AND TECHNICAL EXPERTISE,
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WE HAVE TACKLED THIS PROBLEM BY COMBINING INCENTIVES PROVIDED

BY THE FEDERAL GOVERNMENT WITH THOSE OF LOCAL GOVERNMENTS,
THAT AN AREA SHOWS SIGNS OF HIGH UNEMPLOYMENT, POVERTY, OR OUT-

- MIGRATION IS NOT ENOUGH TO QUALIFY FOR AN ENTERPRISE ZONE
DESIGNATION. THE LOCAL GOVERNMENT MUST ALSO ASSEMBLE A PACKAGE
OF TAX AND OTHER INCENTIVES THAT MEET THE PARTICULAR PROBLEMS OF
THE AREA. MOREOVER, THE AWARD OF AN ENTERPRISE ZONE WILL BE
GRANTED ON A COMPETITIVE BASIS TO TEST LOCAL COMMITMENT, THAT
COULD INCLUDE ANY NUMBER OF THINGS, SUCH AS IMPROVED INFRASTRUCTURE
SUPPORT, REDUCTION OF LOCAL TAXES, RELAXATION OF LOCAL REGULATIONS,
MANAGERIAL ASSISTANCE AND TECHNICAL HELP,

WHILE THE TAX INCENTIVES AND LOCAL GOVERNMENT PARTICIPATION
WILL GO FAR IN ENCOURAGING BUSINESSES INTO ENTERPRISE ZONES,
I DO THINK THE LEGISLATION CAN BE FURTHER IMPROVED, I[N
FEBRUARY | CHAIRED A SMALL BusinNess COMMITTEE HEARING ON THIS
LEGISLATION AND HEARD FROM WITNESSES ADDRESSING THE ISSUE OF
WHETHER THIS LEGISLATION WENT FAR ENOUGH TO ATTRACT BUSINESS.

THE CHIEF CONCERN OF THE WITNESSES WAS THE LACK OF INCENTIVE
TO PROVIDE START-UP CAPITAL FOR SMALL ENTERPRISES. GORANTED,
THE CAPITAL GAINS EXEMPTION FOR INVESTMENT AND THE INVESTMENT
TAX CREDITS ADDRESS THE PROBLEM SOMEWHAT. BUT MANY, PERHAPS
MOST SMALL BUSINESSES START UP BY LEASING EQUIPMENT AND OFFICE
SPACE. THEY NEED MONEY TO COVER SUCH THINGS AS PAYROLL,
INVENTORY, LIGHTS AND OFFICE SUPPLIES, AND AN INVESTMENT TAX
CREDIT OR CAPITAL GAINS EXCLUSION ISN'T GOING TO HELP MUCH HERE.

WHIAT Is NEEDED, AS ONE OF OUR WITNESSES DR, DAviD BurcH, puT

e ——
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SO DESCRIPTIVELY IS SOMETHING THAT WILL HAVE AN IMPACT ON THE
"AUNT AGATHA'S” OF THE COUNTRY., THAT IS, FAMILY MEMBERS OR
FRIENDS WHO HAVE TRADITIONALLY PROVIDED MONEY FOR NEW SMALL
BUSINESSES, THIS COURSE HAS OFTEN BEEN THE ONLY ONE AVAILABLE
FOR UNTESTED BUSINESSES WITHOUT ESTABLISHED BANKING LINES OF
CREDIT,

ALLOWING THESE INVESTORS TO DEDUCT FROM THEIR TAXES IN THE
FIRST YEAR OR TWO ALLAOR SUBSTANTIALLY ALL OF THE MONEY INVESTED
IN SMALL BUSINESSES WOULD BE A SIGNIFICANT BOON FOR THESE NEW .
ENTERPRISE ZONE BUSINESSES, | BELIEVE THIS WOULD NOT ONLY IMPACT
THE AUNT AGATHA'S, BUT ALSO PEOPLE WHO INVEST IN THE MANY TAX
SHELTERED INVESTMENTS, BQCAUSE MUCH OF THE MONEY WOULD HAVE
BEEN INVESTED IN TAX SHELTERS IN ANY EVENT, | DON'T THINK THE
REVENUE LOST BY THE TREASURY WOULD BE GREAT., GIVEN THAT SOME
PEOPLE WILL ALWAYS BE LOOKING FOR TAX SHELTERS, WE OUGHT TO
TAP THIS POOL OF POTENTIAL FUNDS FOR A WORTHWHILE PURPOSE --

THE CREATION OF NEW BUSINESSES AND, THEREFORE, NEW JOBS.

THERE ARE OTHER IDEAS, SUCH AS ALLOWING INDIVIDUALS TO
PURCHASE STOCK IN AN ENTERPRISE ZONE FIRM, THE STOCK BEING A
VARIATION OF SECTION 1244 STOCK, AND ALLOWING IMMEDIATE-DEDUCTION
OF THE COST OF THE STOCK, THIS IS AN IDEA DEVELOPED BY PauL
PRYDE, ONE OF YOUR WITNESSES THIS AFTERNOON, ANOTHER SUGGESTION
WOULD BE TO ALLOW A TAX CREDIT, SAY 25% OF THE AMOUNT INVESTED,
INSTEAD OF A DEDUCTION,

I ENCOURAGE THIS COMMITTEE TO SERIOUSLY CONSIDER INVESTMENT
INCENTIVES SIMILAR TO THE ONES [ HAVE MENTIONED, ENTERPRISE
ZONE LEGISLATION AS CURRENTLY DRAFTED IS GOOD, AND CAN BE MADE

BETTER, | LOOK FORWARD TO WORKING WITH THIS COMMITTEE IN THE
DEVELOPMENT ~- AND PASSAGE -- OF THIS MUCH NEEDED LEGISLATION,
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Senator CHAFEE.pThank you for a very fine statement. I think
the points you make are so good.

It seems to me that what we are trying to do under this is to
provide jobs where the people are, and we are trying to use the in-
frastructure that has built up within a city instead of transporting
the people out of the city to some rural area or some suburban
area where a plant is located.

I am very optimistic about this legislation. I like the point you
made about the competitiveness. With scores or hundreds—let’s
say it’s hundreds, hopefully—proposals submitted it’s obvious that
the cities and towns are going to be competitive and they are going
to try to come up with their very best.

The points you made are excellent. If you would like to join us
here at the rostrum, Senator, we would be delighted to have you. I
know your time is constricted, but any time you can give us we
would appreciate.

Senator BoscHwiTtz. Thank you very much, Mr. Chairman.

Senator CHAFEE. All right, now, Secretary Chapoton, if you
would come up and help us with some of the tax provisions of this
legislation.

STATEMENT OF HON. JOHN E. CHAPOTON, ASSISTANT
SECRETARY FOR TAX POLICY, DEPARTMENT OF THE TREASURY

Mr. CaarotoN. Thank you, Mr. Chairman.

I am pleased to have the opportunity to appear before the sub-
committee today to present the Federal tax features of the admin-
istration’s enterprise zone program.

As Secretary Pierce and the Senators have indicated, this pro-
gram is an experimental initiative designed to relieve economic dis-
tress in inner cities and rural towns. The program is structured to
create a free-market environment in depressed areas through the
removal of Government burdens. This should create and expand
economic opportunities within the zones leading to an expansion of
economic activity and the creation of jobs within these areas.
~ While the Federal tax incentives are an important part of the
program, unlike many of the past programs to deal with the eco-
nomic problems of depressed areas, the success of the enterprise
zone program will depend largely on contributions made by the
State and local governments to improve services and through relief
of local taxes, regulations, and other burdens that may inhibit eco-
nomic activity in the designated areas. -

Since the enterprise zone concept is designed to create a free-
market environment for business, the intent is not to foster a par-
ticular kind of business activity. The Federal tax features of the
program therefore contain strong incentives for labor-intensive
businesses and the creation of jobs through employment credits,
and also include a number of tax credits and other incentives for
the formation of capital. On the whole, the effect of the Federal tax
package will be to reduce significantly the tax payable by employ-
ers on ordinary income generated by activities in the designated
zones, to eliminate entirely the capital gains tax on certain types of
property used primarily within the zones, to retain the currently
favorable rules for exempt small issue industrial development
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bonds financing zone activities, and to provide jncome tax relief for
qualified employees of firms doing business within a designated
‘Zone.

I would like to outline the major features of the Federal tax in-
centives for businesses orerating within the designated zone areas
in more detail.

To begin with, there are two separate payroll credits for employ-
ers doing business in the zones. One is designed to encourage the
creation of new employment generally, and the other is a targeted
incentive to encourage the hiring and training of certain disadvan-
taged individuals.

The first credit is a nonrefundable 10-percent income tax credit
to enterprise zone employers for payroll paid to qualified zone em-
ployees in excess of the payroll paid to such employees in the year
prior to zone designation. The wages taken into account for pur-
poses of this credit are limited to 2% times the FUTA base—the
Federal Unemployment Tax Act base. That wage base is currently
$6,000 per employee. Thus, the current maximum credit will be 10
percent of each employee’s wages up to $15,000, 2% $6,000, or
$1,500 per employee.

The 10-percent credit is designed to attract labor intensive busi-
ness activities to the enterprise zone areas and encourage firms al-
ready operating within those areas to expand. With a cap of
$15,000 on wages to which the credit applies, the incentive is fo-
cused on jobs for unskilled workers and those with some training
but still in the lower middle-income brackets.

"The secend payroll credit is a special, nonrefundable income tax
credit to employers for wages paid to zone employees who were dis-
advantaged when hired. This credit will be 50 percent of wages
paid, without limit, without any cap at all, to each disadvantaged
individual during each of the first 3 years he is employed, and the
credit will decline by 10 percent per year thereafter, so it would
phase out completely after the seventh year of employment.

The definition of “disadvantaged workers” which is focused on
low-income and hard-to-employ individuals, was derived from the
targeted jobs tax credit definition with certain modifications to
bring it more in line with the CETA definition. The list of disad-
vantaged workers includes vocational rehabilitation referrals, SSI
recipients, general assistance recipients, economically disadvan-
taged individuals——
~ Senator CHAFEE. That’s a very complicated list, Mr. Chapoton.

Why didn’t you just use “CETA-eligible’’?

Mr. CuaprotoN. Well, we had had some experience with the tar-
geted jobs tax credit, and we keyed more to that and brought in the
CETA-eligibles, but we wanted a broader list and to get more of the
hard-to-employ.

Senator CHAFEE. All right.

Mr. CHAPOTON. It is a broader category. It is quite a broad cate-
gory. :

The first three categories were selected from the targeted jobs
tax credit provisions; that is, vocational rehabilitation referrals,
SSI recipients, and general assistance recipients. As I mentioned,
the category of economically disadvantaged individuals is the
broadest category and is defined to include an individual who is a
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member of a family whose income is no more than an eligible
family would have received in food stamps plus AFDC benefits.
This special credit for disadvantaged persons is the strongest tax
incentive ever provided for the hiring of disadvantaged workers.

The 3-year duration and the phaseout will provide the employer
with sufficient time to undertake a long-term training program ad-
dressed to the needs of these disadvantaged workers.

Senator CHAFEE. Of course, he has to be making money to have _

this be of any value. Tax cuts aren’t any good unless you are
making a profit.

Mr: CHaproroN. Or an investor in a partnership offsets it against
other income. It does not have to be zone income. So the zone oper-
ation itself could be not making a profit, but it could offset tax lia-
bility from outside of the zone.

Senator CHAFEE. Do you mean if General Electric has a plant in
one of these areas they can take it against their overall profits?

Mr. CHaroToON. That is correct.

Senator CHAFEE. Did you consider the refundable JOb tax credits?

Mr. CuHapotoN. We did not want the refundability feature.

Senator CHAFEE. That just opens too many doors?

Mr. CuaproroN. That just opens too many doors. That is constant
pressure on refundability, and we didn’'t want to get into it here.

Senator CHAFEE. All right. -

Mr. Cuaroton. In addition to the regular and special payroll
credits, a zone employer’s payroll cost will be reduced by an allow-
able employee credit. A zone employee will be entitled to a nonre-
fundable 5-percent income tax credit for wages earned in zone em-
ployment up to 1% times the FUTA wage base—as I mentioned,
that is currently $6,000, andthusthe current maximum will be 5
percent of $9,000 or a $45O credit for each employee. This credit
will increase take-home pay to qualified employees who work in
the zone. Such a benefit should be an important factor in inducing
workers to accept emiployment within the zones, which may initial-
ly be somewhat undesirable places to work.

As I mentioned earlier, the Federal tax incentives contain not
only strong incentives for labor-intensive businesses but also pro-
vide stimulus for capital investment in the zones through special
investment tax credits. On top of the regular investment tax credit
allowable under the law, an additional nonrefundable investment
tax credit is provided for capital investments in an enterprise zone.
For personal property such as machinery or equipment, the addi-
tional credit will be 3 percent for property in the 3-year ACRS life
and 5 percent for all other equipment, the 5- and 10-year ACRS
property. In each case this represents a 50-percent increase in the
investment tax credit allowable under normal law.

In addition, a new 10-percent credit will also be provided for the
construction or rehabilitation of commercial, industrial, or rental
housing structures within a zone. So you would have a credit for
the first time for real property, real structures.

Capital gains will be accorded a favorable tax treatment in enter-
prise zones to stimulate investment in the zone by real estate de-
velopers and by entrepreneurs and venture capitalists seeking to
start up and build new businesses in the zone. Specifically, with
certain exceptions to prevent abuse, long-term capital gain from
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the sale of tangible property used in a zone business or from the
sale of an interest in a zone business will be entirely exempt from
capital gains tax. This provision should attract to the zones new
small businesses with substantial growth potential and more gener-
ally should encourage capital improvements within the zone areas.

In addition to the investment tax credits and the special rules for
zone capital gains, a preservation of the present rules for small
issue industrial development bonds will help small businesses to
obtain low-cost financing to begin or expand their ventures.

The administration is currently proposing that certain changes
be made in the applicable rules to industrial development bonds,
but with the exception of the proposed change in the arbitrage re-
striction and the proposed requirement for registration of all pri-
vate-purpose tax exempt bonds, the new rules would not be applica-
ble to small issue industrial development bonds financing zone ac-
tivities, and the present rules would remain in effect with respect
to small issue industrial development bonds for the entire period of
the enterprise zone notwithstanding the proposals we are making
and notwithstanding any subsequent amendments to the industrial
development bond provisions.

The last major feature of the Federal tax incentive is an exten-
sion of the carryover period for operating losses and credits. As you
know, Mr. Chairman, present law allows a firm sustaining net op-
erating losses in 1 year to carry those losses forward to offset tax-
able income in future profitable years. And if a firm does not have
sufficient tax liability to take advantage of all of its credits in 1
year, it may now carry forward excess credits to future years. Both
of those credits may now be carried over for a 15-year period;
under the enterprise zone program the credits and net operating
losses would be allowed to be carried over for any period of time
beyond the 15 years as long as the zone was still an enterprise
zone. So it would be basically up to the full 20-year-plus phase-out
of the enterprise zone designation.

Turning to our revenue estimates, as was mentioned earlier, be-
cause we are not certain of the number, size, and characteristics of
the actual zones to be designated, the revenue estimates can be ex-
pected to change as the zones are actually designated by HUD.
Also the revenue costs increase in future years as the number of
zones and business activities within each zone increase.

We are presently projecting revenue losses starting out at $0.1
billion in 1983, $0.4 billion in 1984, and rising to $1.3 billion in
1987. These estimates, I should point out, are somewhat different
than those shown in the President’s budget message which predict-
ed starting out at $0.1 billion in 1984 and rising to $0.5 billion in
1985. This is due to the fact that the legislation has been put for-
ward somewhat earlier than expected, and it is now expected that
zones could be designated in early 1983. Thus, our revenue esti-
mates were increased to take that into account.

In concluding, Mr. Chairman, I would like to emphasize that the
enterprise zone program is not just another attempt to solve a
problem by throwing money at it; rather, it represents a fresh ap-
proach for dealing with the problems of economically distressed
areas. -
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Unlike the programs put forth in the past, enterprise zones
should spur economic activity by removing one of the largest bar-
riers to its growth—excessive governmental regulation. We are con-
fident that the total program contains the necessary ingredients to
make it a success.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to appear before
you today to discuss the Federal tax features of the
Administration's enterprise zone program.

The enterprise zone program is an experimental
initiative designed to relieve economic distress in inner
cities and rural towns. The program is structured to create
a free-market environment in depressed areas through the
removal of government burdens. This should create and expand
economic opportunities within the zones leading to an
expansion of economic activity and the creation of jobs
within these areas. While the Federal tax incentives are an
important part of the program, unlike many of the past
programs to deal with the economic problems of depressed
areas, the success of the enterprise zone program will depend
largely on contributions made by the State and 1local
governments through improved services and through relief of
local taxes, regulations, and other burdens that may inhibit
economic activity in these designated areas. 1In addition,
the program is dependent upon the involvement of private
organizations. Efforts will be made to experiment with
private firms providing traditional city services, and more
involvement by private-sector neighborhood organizations will
be encouraged. -

R-735
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Since the enterprise zone concept is designed to create
a free-market environment for business, the intent is not to
foster a particular kind of business activity. The Federal
tax features of the program therefore contain strong
incentives for labor-intensive businesses and the creation of
jobs through employment credits, and also include a number of
tax credits and other incentives for the formation of
capital. ©On the whole, the effect of the Federal tax package
will be to reduce significantly the tax payable by employers
on ordinary income generated by activities in designated
zones, eliminate entirely the capital gains tax on certain
types of property used primarily within the zones, retain the
currently favorable rules for exempt small issue industrial
development bonds issued with respect to zone activities, and
provide income tax relief for qualified employees of firms
doing business within a designated zone.

I would now like to outline the major features of the
Federal income tax incentives for businesses operating within
a designated zone area.

A. Credits for Employers,

There are two separate payroll credits for employers
doing business in the zones. One is designed to encourage
the creation of new employment generally, and the other is a
targeted incentive to encourage the hiring and training of
certain disadvantaged individuals.

These payroll credits will be nonrefundable and will be
available only with respect to "qualified employees," those
who perform 50 percent or more of their services within an
enterprise zone and at least 90 percent of whose services are
directly related to the zone business. The amount of these
credits will reduce the employer's deduction for wages. No
zone credit is allowed with respect to individuals to whom
the credits relating to the current work incentive programs
or the general targeted jobs tax credit are claimed. For
zones lasting between 21 and 24 years, both credits will
phase out during this period, declining by 25 percent per
year.

1. Credit for increased enterprise zone employment.

The general payroll credit for enterprise zone employers
will be equal to 10 percent of their "qualified increased
employmeht expenditures." This is the amount by which the
payroll for qualified employees in any taxable year exceeds .
the payroll for the base period, which is the 12-month period
prior to zone designation. Qualified wages are limited to
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2-1/2 times the FUTA wage base (currently $6,000) per
employee. Thus, the current maximum credit for qualified
increased employment expenditures will be 10 percent of each
employee's wages up to $15,000, or $1,500 per employee.

The 10-percent credit is designed to attract
labor-intensive business activities to the enterprise zone
areas and encourage firms already operating within those
areas to expand. With a cap of $15,000 on wages to which the
credit applies, the incentive is focused on jobs for
unskilled workers and those with some training but still in
the lower middle income brackets. ,

The credit is available to all employers for the
qualified workers they employ within the zones, regardless of
how many workers they employ elsewhere or what business
activities they engage in outside of the zones. The credit
will apply to wages paid by existing firms to net, additional
workers, representing an increase in the firm's work force,
subject to the annual maximum wage cap per worker. The
credit will also apply to increased wages paid to existing
workers and wages paid to replacement workers, above the
total sum of wages paid to the former workers, all subject to
the maximum annual wage cap per worker. The credit does not
apply, however, to the existing payroll of an existing
business within a zone at the time it is so designated, nor
does it apply to a worker hired by such a firm to replace a
former, pre-zone worker making the same wage.

As an example of how the credit is to work, assume that
in a 12-month period prior to zone designation an employer
employs two persons, A and B, at an annual salary of $12,000
each in an area which is to be designated as an enterprise
zone. Since the employer's $24,000 pre-zone payroll is
within the $15,000 per employee limit, that amount represents
the base period wages. If after zone designation the
employer gives each employee a raise of $1,000 per year, the
employer's qualified payroll is $26,000 and its qualified
increased employment expenditures are $2,000, qualifying it
for a credit of $200. If in the next year the employer gives
A a $5,000 raise (to $18,000), B a $2,000 raise (to $15,000),
and hires a new employee, C, at an annual salary of $9,000,
the employer's qualified payroll would increase to $39,000
($15,000 of the $18,000 paid to A, $15,000 paid to B, and the
entire $9,000 paid to C). This exceeds the $24,000 base
period wages by $15,000, and the employer qualifies for a
credit of $1,500.



157

2. Credit for employment of disadvantaged individuals.

In addition to the general payroll credit, enterprise
zone employers will also be eligible for a special credit for
wages paid to qualified employees who are disadvantaged
individuals. This credit will be 50 percent of wages paid
(without limit) to each-disadvantaged worker during each of
the first 3 years of employment, declining by 10 percent per
¥ear thereafter. On the day such individuals are hired, the
ndividual must have received (or applied in writing for) a
certification from a designated State employment security

agency that such individual falls within one of the qualified
categories.

This special credit is the strongest tax incentive ever
provided for the hiring of disadvantaged workers. The 3-year
duration and the phaseout will provide- the employer with
sufficient time to undertake a long-term training program
addressed to the needs of the most disadvantaged workers.

The definition of disadvantaged workers for purposes of this
credit is focused on low-income and hard-to-employ
individuals. The categories of disadvantaged individuals
are:

(1) Vocational rehabilitation referrals. These include
individuals who are physically or mentally
handicapped and who have completed a vocational
rehabilitation program; -

(2) Economically disadvantaged individuals. These are
persons who are members of a family that had an
annual income equal to or less than that which an
eligible family with no income would receive in
food stamps plus AFDC benefits;

(3) Foster children. 1Individuals in this category
include persons receiving State or local benefits
under a program to assist foster children;

(4) SSI recipients. These are recipients of
sugplemental security income benefits for the aged,
blind, and disabled under Title XVI of the Social

. Security Tax Act;

(5) General assistance recipients. These are
individuals who are, within 60 days prior to
hiring, receiving assistance under a State or local
program which provides dgeneral assistance based on
need and consists of money payments;

( '
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(6) Handicapped individuals. These are persons who are
disabled and living at home or who are
institutionalized, or who are a client of a
sheltered workshop, prison, hospital, or similar
institution, or in community care;

(7) Eligible AFDC recipients. These would include
individuals qualifying for financial assistance
under Part A of Title IV of the Social Security Tax
Act who have received such assistance during the
go-day period immediately preceeding the hiring

ate.

The credit will be available to all employers for the
disadvantaged workers they employ within the 2zones,
regardless of the number of workers or amount of business
conducted elsewhere. Additionally, the credit will apply
only to disadvantaged workers hired after designation of the
zone in which they are employed. These workers do not have
to represent net additional workers or an increase in their
employer's work force. The credit will therefore not apply
to the past payroll of an existing business in a zone, but
will apply, for example, to the replacement with
disadvantaged workers of workers lost through attrition.
Since the credit is intended to encourage the training and
permanent employment of these disadvantaged individuals, the
credit, with certain exceptions, generally will be recaptured
if an individual is dismissed or fired within a year after
being hired.

B. Employee Credits.

In addition to the regular and special payroll credits,
an enterprise zone employer's payroll costs will be reduced
by the allowable employee credit. An employee working in an
enterprise zone will be entitled to a nonrefundable credit
equal to 5 percent of wages paid for services performed
within the enterprise zone, up to 1-1/2 times the FUTA wage
base (currently $6,000). Thus, the current maximum credit
will be 5 percent of $9,000, or $450. This credit will not
be included in taxable income.

The tax credit will increase take-home pay to qualified
employees who work in the zone. Such a benefit will be
important to inducing workers to accept employment within the
zones which may initially be somewhat undesirable places to
work. For zones lasting between 21 and 24 years, the credit
will phaseout during this period, declining by 25 percent per
year.
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C. Investment Tax Credit for Enterprise Zone Property.

As I mentioned earlier, the Federal tax incentives
contain not only strong incentives for labor-~intensive
businesses, but also provide stimulus for capital investment
in the zones through special investment tax credits and a
capital gains exclusion.

With respect to tangible depreciable property used in
the active conduct of a trade or business in an enterprise
zone, a nonrefundable investment tax credit will be provided
in addition to the regular investment tax credit. Aan
additional 3-percent credit will be provided for property
currently within the 3-year ACRS property class and an
additional 5-percent credit will be available for all other
depreciable tangible personal property. The 3- and 5-percent
credits basically increase the regular investment tax credit
by 50 percent. To be eligible for the credit, the personal-
property must be used predominately within the enterprise
zone in a trade or business conducted in the zone. This will
prevent the taking of the credit for highly mobile capital
with only superficial connections to the zone.

With respect to real property, to encourage the
development of commercial and industrial structures in 2zone
areas, a l0-percent credit is provided for new construction
and reconstruction of buildings in an enterprise zone after
designation. The basis in real property will be reduced by
the amount of the credit claimed.

The credits will apply only to capital investment made
in a zone after it is so designated. Existing businesses in
the zones will not receive any tax benefit for their past
investment. These businesses will, however, be able to take
the credit for all new investments whether to replace worn
out capital currently in use or to increase capacity.
Property which is sold or removed from an enterprise zone
will be subject to a partial recapture of the credit equal to
the percentage derived by dividing the number of years the
property was used by the taxpayer by the life of the asset
for earnings and profits purposes.

D. Capital Gains Exclusion.

The favorable tax treatment accorded capital gains
within enterprise zones should stimulate investment in the
zones by real estate developers and by entrepreneurs and
venture capitalists seeking to start and build up new
businesses. This should attract to the zones new, small
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businesses with substantial growth potential. More
generally, the incentive will encourage capital investments
within the zone areas.

Specifically, qualified enterprise zone capital gains
will not be subject to tax. A qualified enterprise zone
capital gain is defined as a long term capital gain
from the sale of qualified property. Qualified property is
tangible personal property and real property used by the
taxpayer predominately in the active conduct of a trade or
business in an enterprise zone, or it may be an interest in a
corporation, partnership, or other entity, if for the 3 most
recent taxable years of the entity ending before the date of
disposition, the entity conducted a qualified business. A
qualified business is an active trade or business conducted
within an enterprise zone, with respect to which at least 80
percent of the gross receipts were attributable to such
active conduct of a trade or business, and substantially all

the tangible assets of which are located within an enterprise
zone.

Special rules are provided which are designed to curtail
the potential for abuse in this area. For example, gain from
the sale of an interest in a qualified business will not
qualify for exclusion to the extent it is attributable to:
(1) any property contributed to the business within the
previous 12 months, (2) any interest owned by a qualified
business in any other business which is not a qualified
business, and (3) any other intangible property owned by the
qualified business which was not created as part of a active
trade or business within an enterprise zone after designation
of the area as an enterprise zone.

These special capital gains provisions will continue to
apply after zone designation lapses until the first time each
item of otherwise qualified property was sold or exchanged.
This would assure investors that they will be able to receive
the benefit of this incentive and avoid a rush to sell zone
property when the end of the zone period approaches.

E. Small Issue Industrial Development Bonds.

In addition to the additional investment tax credits and
special rule for zone capital gain, preservation of the
present rules for small issue industrial development bonds
will help small businesses to obtain low-cost financing to
begin or expand their ventures.

The Administration is currently proposing that certain
changes be made in the rules applicable to obligations, the
interest on which is exempt from Federal income tax.
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However , except for certain proposed amendments to arbitrage
restrictions and the registration of tax-exempt bonds, the
present rules for small issue IDB's will remain in effect
during the entire period for which an area is designated as
an enterprise zone notwithstanding any subsequent amendments
to those provisions. ’

F. Extension of Carryover Periods.
‘v,____
The last major feature of the Federal tax incentives is
an gitension of the-carryover period for operating losses and
credits.

Present law allows a firm sustaining losses in one year
to! deduct those losses in future, profitable years.
Similarly, if a firm has insufficient tax liability to take
advantage of all of its credits in one year, it may take
those credits against income tax liability in future years.
The carryover period for operating losses and credits.is 15
years.,

Under the enterprise zone program, any net operating
loss generated from the active conduct of a trade or business
within an enterprise zone and any credits for enterprise zone
employment or for investment in property used in an
enterprise zone business, may be carried over for the longer
of 15 years or the period of time for which a designation as
an enterprise zone is in effect. .

New businesses generally suffer losses in their initial
years, and it may be several more years before they have
sufficient pre-tax income against which to deduct these
losses or tax liability to be offset by their available tax
credits. Extending the carryover period and allowing the
zone credits to be carried over will, therefore, reduce the
risk of starting a new business. This is patrticularly true
for small businesses which may not have nonzone income
ggainst which to deduct their losses, as larger firms usually

ave.

G. Revenue Estimates.

Because we are not certain of the number, size, and
characteristics of the actual zones to be designated, the
revenue estimates were based on a representative zone
containing 10,000 employees. The estimates therefore can be
expected to change as the zones are actually designated by
HUD. Also, the revenue costs increase in future years as the
number of zones and business activity within each zone
increase. The projected revenue losses for the first several
_ year are: -
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Fiscal Years

1982 1983 1984 1985 1986 1987
($ billions)
- 0.1 0.4 0.8 1.0 1.3

You will note that these revenue estimates differ from those
shown in the President's Budget Message which projects losses of
$0.1 billion in 1984 and $0.5 billion in 1985. This is because at
the time the Budget was being prepared for printing, the draft
bill was incomplete and the timing of its introduction uncertain.
Assuming Congress passes enterprise zone legislation this year,
we now expect that the first zones could be designated in early
1983, :nd our revenue estimates were revised to take this into
account.

Conclusion

The enterprise zone program is not just another attempt to
solve a problem by throwing money at it. Rather, it represents a
fresh approach for dealing with the problems of economically
distressed areas. Unlike the programs put forth in the past,
enterprise zones will spur economic activity by removing one of
the largest barriers to its growth -~ excessive governmental
regulation. We are confident that the total program contains all
the necessary ingredients to make it a complete success and I urge
you to lend your support to our efforts.-

Senator CHAFEE. Thank you, Mr. Chapoton.

I must say the employee credit was something we never thought
of when we did our legislation, and I think it’s an interesting ap-
proach. I think there is a problem in getting people to go to work
in these areas, and if somebody can get an extra $450 maximum
out of it, there is something to that. I suppose that could be subject
to change as we consider this legislation.

What do you think about the complexity of this in- the enforce-
ment? Are these seven special tax provisions targeted to the em-
ployees, employers, and investors? How do you see the problems
ther% from your point of view, from the Departments point of
view?

Mr. CHAPOTON. Well, the complexity of it is one thing that was
discussed in the development of the proposal. It is indeed men-
tioned in the legislation that the tax regulations and other regula-
tions ought to avoid complexity whenever possible.

I think when you deal with credits you tend to avoid complexity
more than other provisions of the tax law; and when we have just
a straight exemption from capital gain, that’s not very complex. So
while any changes in the tax law are unfortunately somewhat com-
plex,.g think these are probably as simple tax provisions as you can
provide.

Senator CHAFEE. Do you think there are possibilities of unwanted
tax shelters emerging out of this?

Mr. CHAPoTON. Mr. Chairman, an unwanted tax shelter is pretty
much in the eyes of the beholder. [Laughter.]

- Clearly, there will be the ability to shelter nonzone income with
these zone tax benefits; and that indeed is designed. As you point
out, in many cases these operations, particularly in the early-years,
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will not have tax liability, and thus in the Tax Code there is little
that can be done for them.

Senator CHAFEE. Well, I suppose some of the investors will be
sheltering income. That’s the way we get them to put their money
into the place.

Mr. CHaroToN. That's what will attract them to put their money
into the zone.

Senator CHAFEE. Well, thank you, Mr. Chapoton.

Senator Bradley?

Senator BRaDpLEY. Thank you, Mr. Chairman. Just one.

Are you in favor of the provision that would allow an individual
or a corporation who invests in an urban enterprise zone to deduct
up to $500,000 of that investment in stock?

Mr. CHAPOTON. No, sir. We are not.

Senator BRADLEY. Why?

Mr. CHaproTcN. Well, an expensing provision going in is, just in a
word, too much, I think. These type provisions give lesser benefits
immediately, but do provide a complete exemption for gain on the
sale of the interest in the zone business. And by absolute expens-
ing, I think it is simply too much at the front end.

Senator BRapLEY. Thank you.

Senator CHAFEE. All right.

Thank you again, Mr. Chapoton, and we will be working with
you, obviously, in the days ahead.

Mr. Brady, Assistant Secretary of Commerce.

Mr. Brady, would you proceed?

STATEMENT OF HON. LAWRENCE BRADY, ASSISTANT
SECRETARY OF COMMERCE FOR TRADE ADMINISTRATION

Mr. Brapy. Mr. Chairman, Senator Bradley, I appreciate the op-
portunity to comment on foreign trade zones as a feature of the en-
terprise-zone concept.

Commerce Secretary Baldrige, who chairs the Foreign Trade
Zones Board, has designated me as his alternate on the Board. This
has given me an opportunity to become closely involved in its ex-
pending program which in recent years has seen foreign trade
zones become widely available in ports of entry throughout the
United States.

Currently we have 73 foreign trade zones authorized by the
Board. This administration has approved 12 zones and views them
as offering services that help them improve the climate for interna-
tional trade-related business and investment, complementing the
broader incentive programs for private enterprise used by States
and communities in their economic development efforts.

Since the enterprise-zone concept is also based on incentives for
economic development, there is a logical and functional relation-
ship between enterp:ise zones and the foreign trade zone program.
The ultimate objective is the same—helping sustain and create em-
ployment opportunities. The relationship could, in fact, be symbiot-
ic, such as where an enterprise zone offers the necessary infra-
structure, services, and cost-effective setting for reexport manufac-
turing operations.
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I will briefly describe the FTZ program and how it works. Here
with me today is John Da Ponte, who serves as the Board’s execu-
tive secretary and director of the Commerce Department’s FTZ
staff. We are prepared to supplement my remarks with any details
you might desire.

I want to begin by saying that the Commerce Department sup-
ports the inclusion of foreign trade zones as a feature of the admin-
istration’s enterprise zone proposal. We are prepared to carry out
the role assigned to Commerce in section 401(a) of S. 2298, which
envisions the submission of applications to the FTZ Board in cases
where foreign trade zones can serve a useful purpose, particularly
for export operations. Applications in these cases would be given
priority and expeditious treatment by the Board.

The foreign trade zone concept is as old as trade itself. It became
part of our Customs system in 1934 when Congress passed the For-
eign Trade Zones Act. An amendment in i850 permitted manufac-
turing in zones, increasing their potential for contributing to the
national economy. Until the past decade, however, there were less
than 10 zones mainly devoted to seaport terminal operations. As
costs of production in the United States have become more compa-
rable to those of other industrialized nations, and with the effects
of containerized cargo on shipments to inland ports, foreign trade

zones have become more versatile and widely available.
" The purpose of the FTZ Act is to provide flexibility in the Cus-
toms system, without sacrificing control, in order to assist firms ex-
porting from the United States and to encourage further processing
of goods here that might otherwise have been imported as finished
products.

The concept involves the designation of areas in or adjacent to
ports of entry as being outside Customs territory for the purpose of
Customs entry procedures. Foreign goods moved into a zone are ac-
counted for in inventory control systems approved and supervised
by the U.S. Customs Service; but, while within the zone, they are
exempt from Customs duties, quotas, and Federal excise taxes.

The goods can be stored, exhibited, inspected, processed, and used
in manufacture. If reexported outside of the United States, any of
these Customs duties or restrictions are forgiven. If the foreign
goods enter the domestic market in their original or in an altered
condition, a formal Customs entry must then be made. Duties are
paid and restrictions applied either on the original items or on the
emerging product, the choice being that of the importer.

The savings offered by zones include:

Full exemptions for reexports from Customs duties and restric-
tions.

Deferral of duties on imports, providing a cash-flow benefit par-
ticularly important at times of high interest rates.

Reduction of duties on imports either through the removal of
scrap, waste, and substandard items or through the option of
paying at the tariff rate on the finished product when it is a lower
rate.

‘Holding goods until quota or other restrictions are satisfied.

As I noted earlier, these savings are designed to help companies
compete in the evermore highly competitive world market from
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U.S. locations, with a goal of keeping within the United States em-
ployment opportunities which would otherwise go overseas.

Applications for foreign trade zones are submitted by public or
public-type corporations authorized to apply under the laws of the
State in which the zone is to be located. The decisionmaking proc-
ess involves an open-record proceeding, with hearings when appro-
priate. It usually takes 6 months to process a noncontroversial pro-
posal. This processing time would usually be reduced in cases in-
volving enterprise zones because of the priority requirement.

In reviewing applications for the establishment of foreign trade
zones the FTZ Board looks for, first, a showing of need for the zone
within the community, taking projected activity into account; and,
second, a plan that includes a suitable site and method for financ-
ing and operating the project.

Essentially the same criteria would apply for zones within enter-
prise zones, though we would consider any special factors warrant-
ed under the circumstances. The first few cases should provide
practical experience that could lead to adoption of special provi-
sions in the FTZ Board’s regulations. Approvals result in the issu-
ance of grants of authority authorizing the establishment of the
proposed zone. Projects are expected to change with time, and
there are simple procedures for making changes in zone plans and
sites.

Underlying the foreign trade zone concept is the expectation that
its benefits will help generate activity that serves the public inter-
est. For example, in 1980 the foreign trade zones served approxi-
mately 1,400 companies, handled $5 billion in merchandise, and
provided 10,000 jobs. In 1981 we estimate it will provide 14,000 jobs.

In closing, and before taking any questions you might have, I
would like to reiterate that it is in exporting and reexporting situa-
tions that foreign trade zones can make their greatest contribution
to the enterprise zone. The enterprisé-zone package of incentives
could very well help attract to our shores many international trade
related operations now conducted offshore for cost reasons. The
Customs-free zone feature that the foreign trade zone would lend to
the enterprise zone could be very important in these cases.

The Commerce Department and the FTZ staff is prepared to do
its share to help make the enterprise zones successful in contribut-
ing to our national economy.

Senator CHAFEE. Thank you very much, Mr. Secretary, we appre-
ciate that. I have an idea that foreign trade zones are generally lo-
cated close to a port. Is that a misconception? Could you have a for-
eign trade zone in Kansas City?

Mr. Brapy. They are located next to ports, Mr. Chairman; but, of
c<l)urse, we are not only talking about seaports. There are airports,
also.

Senator CHAFEE. Airports?

Mr. Brapy. That’s right.

Senator CHAFEE. Is it your experience that they produce econom-
ic development close thereto? In other words, it isn’t necessaril
that having a foreign trade zone within an urban enterprise jog
zone would create more jobs—well, I suppose it would. That’s your
theory, isn’t it?
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Mr. Brapy. I think, Mr. Chairman, it could very well. We have
some experience, and obviously it varies, on the free trade zone: on
the management of the zone, on its location, on the aggressiveness
of the community involved. But certainly when you take a look at
some of the zones that we have, for instance, the Volkswagen plant
in Pennsylvania, the Nissan plant in Tennessee, as to a plant in
Florida, there is no question but that jobs have been created, that
they are import-substitution as well as export-creating, and that we
have as a result of those zones retained jobs in the United States
that probably would have flowed overseas. And that’s one of the
major objectives of the free trade zones.

Senator CHAFEF. And you think there is a compatability between
these two zones?

Mr. Brapy. I think, absolutely. I think, Mr. Chairman, as we
look at the rest of this century and what the United States has to
do to go through the reindustrialization process that we all recog-
nize we must do, as we look at what we must do to become compet-
itive, we look at the international marketplace as one which the
United States has not really become engaged in to any significant
extent.

Now, the share of our GNP related to export has increased in
recent years, but not nearly as much as it has to if we are going to
be able to increase competitively overseas and develop those addi-
tional jobs in the United States.

The world market is the market for the United States, and it is
something that we must acknowledge much more so than we ever
had.

Senator CHAFEE. Senator Bradley?

Senator BRADLEY. No questions, Mr. Chairman. Thank you.

Senator CHAFEE. Thank you very much, Mr. Secretary.

Again, we will be working with you and Mr. DaPonte as we pro-
ceed through this budget period.

Mr. Brapy. Thank you, Mr. Chairman.

[The prepared statement of Lawrence J. Brady follows:]
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STATEMENT OF LAWRENCE J. BRADY
ASSISTANT SECRETARY FOR TRADE ADMINISTRATION
U.S. DEPARTMENT OF COMMERCE
BEFORE
THE SENATE FINANCE COMMITTEE'S
SUBCOMMITTEE ON PENSIONS, SAVINGS AND INVESTMENT
APRIL 21, 1982

I appreciate this opportunity to comment on foreign-trade
zones as a feature of the Enterprise Zone concept. Commerce
Secretary Baldrige, who chairs the Foreign-Trade Zones
Board, has designated me as his Alternate on the Board.
This has given me an opportunity to become closely involved
in this expanding program which in recent years has seen
foreign-trade zones become widely available in ports of
entry throughout the U.S. Currently we have seventy-three
foreign-trade zones authorized by the Board. This Administration
has approved twelve zones and views these as offering
services that help improve the climate for international
trade-related business and investment, complementing the

broader incentive programs for private enterprise used by

states and communities in their economic development efforts.

Since the Enterprise Zone concept is also based on incentives
for economic development, there 1s a logical and functional
relationship between Enterprise Zones and the foreign—trade‘
zone program. The ultimate objective is the same -- helping

sustain and create employment opportunities. The relationship
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could, in fact, be symbiotic, such as where an Enterprise
Zone offers the necessary infrastructure, services, and

cost-effective setting for reexport manufacturing operations.

I will briefly describe the FTZ program and how it works.
Here with me today is John Da Ponte, who serves as the

Board's executive secretary and director of the Commerce
Department's FTZ Staff. We are prepared to supplement my

remarks with any details you might desire.

I want to begin by saying that the Commerce Department
supports the inclusion of foreign-trade zones as a feature
of the Administration's Enterprise Zone proposal. We are
prepared to carry-out the role assigned to Commerce in
Section 40l (a) of s.2298, which envisions the submission of
applications to the FTZ Board in cases where foreign-trade
zones can serve a useful purpose, particularly for export
operations. Applications in these cases would be given

priority and expeditious treatment by the Board.

The fo;eign-trade zone concept is as old as trade itself.
It became part of our Customs system in 1934, when Congress
passed the Foreign-Trade Zones Act. An amendment in 1950
permitted manufacture in zones, increasing their potential

for contributing to the national economy. Until the past
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decade, however, there were less than 10 zone projects,

mainly devoted to seaport terminal operations. As costs of
production in the U.S. have become more comparable to those

of other industrial nations, and with the effects of containerized
cargo on shipments to inland ports, foreign-trade zones have

become more versatile and widely available.

The purpose of the FTZ Act is to provide flexibility in the -
Customs system, without sacrificing control, in order to

assist firms exporting from the U.S. and to encourage further
processing of goods here that might otherwise have been

imported as finished products.

The concept involves the designation of areas in or adjacent
to ports of entry as being outside Customs territory for the
purpose of Customs entry procedures. Foreign goods moved
into a zone are accounted for in inventory control systems
approved and supervised by the U.S. Customs Service; but,
while within the Zone they are exempt from Customs duties,
quotas, and federal excise taxes. ?he goods can be stored,
exhibited, inspected, processed and used in manufacture. If
reexported outside of the U.S., any of these Customs duties
or restrictions are forgiven. If the foreign goods enter
the domestic market in their original or an altered condition,

a formal Customs entry must then be made. Duties are paid
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and restrictions applied either on the original items or on
the emerging product, the choice being that of the importer.
The savings offered by zones include:
- full exemptions for reexports from Customs dut%es'and
restrictions
- deferral of duties on imports, providing a cash-flow
benefit particularly important at times of high
interest rates
- reduction of duties on imports either through the
removal of scrap, waste and substandard items, or
through the option of paying at the tariff rate on
the finished product when it is a lower rate
- holding goods until quota or other restrictions are

satigsfied

As I noted earlier, these savings are designed to help
companies compete in the ever more highly competitive world
market from U.S. locations, with a goal of keeping within
the U.S. employment opportunities which would otherwise go

overseas.

Applications for foreign~-trade zones are submitted by public
or public-type corporations authorized to apply under the
laws of the State in which the zone is to be located. The

decision-making process involves an open-record proceeding
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with hearings when appropriate. It usually takes six
months to process a non-controversial proposal. This
processing time would usually be reduced in cases involving

Enterprise Zones because ofs the priority requirement.

In reviewing applications for the establishment of foreign-
trade zones, the FTZ Board looks for (1) a showing of need
for the zone within the community, taking projected activity
into account, and (2) a plan that includes a suitable site

and method for financing and operating the project.

Essentially the same criteria would apply for zones within
Enterprise 2Zones, though we would consi@er any special

factors warranted under the circumstances. The first few
cases should provide practical experience that could lead to
adoption of special provisions in the FTZ Board's requlations.
Approvals result in the issuance of grants of authority
(licenses) authorizing the establishment of the proposed

zone. Projects are expected to change with time and there

_are simple procedures for making changes in zone plans and

sites.

Underlying the foreign-trade zone concept is the expectation
that its benefits will help generate activity that serves

the public interest. For example, in 1980 Foreign-Trade
Zones served approximately 1400 companies, handled $5 billion

in merchandise and provided 10,000 jobs. In 1981 preliminary

figures indicated 14,000 jobs were provided.
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In closing, and before taking any questions you might have,
I would like to reiterate that it is in exporting and
reexporting situations that foreign~-trade zones can make
their greatest contribution to the Enterprise Zone. The
Enterprise Zone package of incentives could very well help
attract to our shores many international trade-related .
operations now conducted offshore for cost reasons. The
Customs free zone feature that the foreign-trade zone would
lend to the Enterprise 2one ?ould be very important in these

cases.

The Commerce Department and its FTZ Staff is prepared to do
its share to help make Enterprise Zones successful in

contributing to our national economy. -

Senator CHAFEE. Is Governor Brown here?
All right, Governor, go to it. We will put your statement into the
‘record, so you can summarize, if you wish. We welcome you here.

STATEMENT OF HON. JOHN Y. BROWN, GOVERNOR, STATE OF
KENTUCKY

Governor BRowN. Thank you, Mr. Chairman.

I appreciate the invitation to address the subject of enterprise
zones. I know from my own State, our No. 1 concern is unemploy-
ment. We have the highest level of unemployment in the State of
Kentucky since the Depression, and I guess we can go back to the
old parable that if you give a man a fish, you feed him for a day; if
you teach him how tofish, you feed him for a lifetime. I think that
is what enterprise zones will do for those areas that are unable to
find any other solution to the problem of creating employment.

Senator CHAFEE. Your distinguished Senator is here, one of your
distinguished Senators.

Governor BRowN. Hello, Senator Huddleston.

Senator CHAFEE. You may want to welcome the Governor. We
have welcomed him.

Senator HupbpLEsTON. Mr. Chairman, [ am surprised that you are
runn]ing as close to time as you are; so I'm running behind time, as
usual.

First, I would commend the chairman and the committee for con-
ducting this hearing, and I do want to introduce to the committee
our distinguished Governor. I think it is particularly appropriate
that he is a witness for this session. As you know, he is a man of
great accomplishment in the business world. He took some of those
same attributes of initiative, courage, determination, ability——

Governor BRowN. Keep going. [Laughter.] -
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Senator CHAFEE. He’s trustworthy, loyal, helpful, friendly, cour-

teous, kind. [Laughter.]
" Senator HupbpLEsTON. Right on in to public service. He moved .
into the governorship of Kentucky at a particularly difficult time,
as you know, of budget cutback and restraint, and he has done a
truly amazing job for our State. I know that his comments on this
subject will be very interesting to the committee and very helpful
in plotting your future course.

Senator CHAFEE. Well, thank you, Senator Huddleston, for join-
ing us. Obviously, we welcome you to stay as long as your schedule
permits.

Governor, won’t you proceed?

Governor BRowN. Thank you, Mr. Chairman.

And thank you for that very nice introduction, Senator Huddles-
ton.

I was alluding to a perfect example where enterprise zones will
be so productive, in my judgment, and that’s in the city of Louis-
ville. Over the past year, in just the west end of Louisville, which
would be an ideal area for an enterprise zone, unemployment ex-
ceeds 25 percent. Two-thirds of this area is black; and if you count
youth employment, unemployment is over 50 percent.

Louisville is a city whose total population declined 16.5 in the
1970’s. Over the past year we have examined the problems of the
West End to try to develop a format and a plan of how to create
jobs. We have identified potential business locations; we have iden-
tified the labor market; we have established vocational training
schools; we have purchased an industrial development area in
order to attract business; but without some kind of additional in-
centive I think we are very limited as far as bringing the jobs to
the people.

We find that our black community cannot compete with other
business throughout the community of Louisville and Jefferson
County, and so, therefore, the only way to really put these people
to work is to bring the employment to them, train them in order to
participate and be qualified to work for the industries.

So, we have the groundwork laid.

Another area that we feel in Kentucky would be ideal and neces-
sary to create an enterprise zone is in our mountains. Because this
is a one-industry area of Kentucky, people are locked in by the
very mountains that are going to look to the energy needs of this
Nation. Some 90 percent of all the energy in reserve in America is
in the form of coal but in the past coal has been subject to a boom
and bust cycle. We see the need to diversify the economy. It is vi-
tally important that we find an alternative type of employment for
our people in the mountains. These are industrious, hard-working
people, and we have the training system set up through our voca-
tional training to train people for industry.

But this is a noncompetitive area, because the cost of transporta-
tion exceeds that of urban areas. And there are other factors.
Living conditions are not compared to urban areas. So, therefore,
we need to create the type of incentives necessary to bring business
in where they can be competitive. We have the wark force, but we
need substantial incentives.

95-479 0—82——12
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Now, Kentucky was the sixth State in the Nation to adopt legis- .
lation to implement enterprise zones. We had a 25-member com-
mission_that was bipartisan—Republicans, Democrats, labor, busi-
ness—and they came up with the recommendation. It passed our
legislature some 90 to 2, and our senate some 30 to 2. So it was an
overwhelmingly accepted program, accepted by both bodies.

Our program is very similar to the Federal program. Our incen-
tives at the State level—I would like to go over them briefly with
you:

We removed the sales tax on building materials and on new and
used equipment and machinery used in a zone.

The elimination of the capital gains tax on property in a zone.

Removal of the tax on interest income on loans made to a zone.

Removal of the motor vehicle usage tax on vehicles purchased
and used by qualified businessese\vithin a zone.

Extending the loss-carryforward period, which is 7 years under
Kentucky law, to 20 years or the life of the zone.

Authority for local governments to give relief on property taxes
as long as it doesn’t affect the percentage that goes to education.

We did pretty much the same thing on regulations to provide
regulatory relief. State agencies which promulgate administrative
regulations may exempt zones from the effect of those regulations
as long as it does not affect the public health and safety.

We think it is one of the best packages in the United States. The
States are limited as far as the tax breaks they can give, and that’s
why it is so necessary that States’ programs be complemented by
the Federal program. That will give the significant tax credits and
tax breaks necessary to really get this program moving.

What I like about the program—and I am a free enterprise
person, I believe, the market ought to dictate the jobs and the de-
velopment in this country—if successful it won’t cost the Federal
Government or the local government any money. There is little
direct investment of tax dollars. Here, you are making productive
areas of localities that are at this point nonproductive, that are on
Federal welfare programs.

We are very excited about it in Kentucky. Our entire thrust has
been on economic development. That not only the theme of our ad-
ministration but also has been the thrust of all of our energies.

We have taken advantage, I think, of about all the financing ve-
hicles that the law allows. Whether it is commercial bonding or in-
dustrial revenue bornding. We have what we call the Kentucky In-
dustrial Finance Authority to help small business. The legislature
just authorized the use of some $50 million to be used to help fi-
nance small business development. We have what we call economic
development bonds, 100 million dollars’ worth.

Part of these bonds were used last year, some $4 million, to open
a steel company that had closed. Interlake Steel, that had closed in
northern Kentucky, was reopened with 4 million dollars’ worth of
these bonds. That was secured by the land, the building, and the
equipment. With that they got a HUD grant—a UDAG grant, I be-
lieve—of some $8 million, and then went to the financial market
and borrowed $30 million. This put 600 people back to work. They
made $2 million the first quarter and decided not to use the bonds.
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So we have been very careful and selective in the manner in which
we use these financial vehicles.

If you can give us a Federal program to go with our State pro-
gram and our State financing vehicles, we are satisfied that we can
create significant jobs and significant productivity in our State.

While we have tremendous investment and movement and ex-
pansion in commerce in Kentucky, this does not help solve the im-
mediate problem of unemployment. As chairman of the National
Governor’s Association Small Business Task Force, I feel like the
one area that has been neglected or ignored by the thrust of the
administration is to create jobs through small business. Last year
86 percent of all new jobs in this Nation came from small business.
Over 80 percent of new jobs created in the 1970’s came from small
business. ‘

In the 1970’s big industry, with sales of $200 million or more, ac-
tually lost jobs during this periad of time. And if you break down
the various tax incentives that you have, it is our best estimate
that approximately 80 percent of the tax incentives go for the
major corporations of sales of $200 million or more. So we are not
really directing the incentives to segments that are going to create
the jobs and the productivity to get this country moving.

I will be glad to elaborate on that—that’s a side issue—but I feel
very strongly that that is the area where the incentives and direc-
tion of development efforts should go, and this fits right in with
really giving small business a chance to create jobs and create ex-
pansion and create a vibrant economy.

Thank you very much.

Senator CHAFEE. Well, thank you, Governor.

Does the National Governors’ Association have model legislation
on this? You and, I guess, Connecticut have passed some. Is there a
simi%arity between it, or does each one more or less go off on his
own’

Governor BROwWN. I think they are pretty similar, as I under-
stand it, except that the Connecticut legislation creates a task force
to study areas for possible regulatory relief.

Senator CHAFEE. Basically sales taxes and the points you made in
your presentation?

Governor BROWN. Yes.

M;‘ Lunsrorp. I think ours is a little more extensive; is that cor-
rect:

Governor BROWN. I'm sorry. This is Bruce Lunsford, our secre-
tary of commerce from Kentucky. He will also be available to
answer any questions.

Senator CHAFEE. We welcome you here.

We would be interested to have a copy of your bill, if we could. If
you don’t have one with you and could mail us one, we would ap-
preciate it. Just mail it to the committee here.

You've got one? There’s a man that is prepared.

[A copy of the Kentucky bill follows:]
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SEVEN STATES HAVE ADOPTED MEASURES WHICH CAN BE DESCRIBED
AS ENTERPRISE ZoneSs LEGISLATION (FLORIDA. CONNECTICUT, MARYLAND.
Louisiana, Onio. KeNTucky AND MINNESOTA)

KENTUCKY WAS THE SIXTH STATE TO ADOPT ENTERPRISE ZONE
LEGISLATION, HOWEVER: WE FEEL THAT KENTUCKY IS THE FOREFRONT
IN ADOPTING ENTERPRISE ZONE LEGISLATION P_IHICH BEST COMPLIMENTS
THE FEDERAL PROPOSALS ON ENTERPR1SE ZONES.

THERE ARE SEVERAL REASONS WHY | BELIEVE KENTUCKY HAS
THE BEST ENTERPRISE ZONE LAW AMONG THE STATES.

1.

BY SETTING A LIMIT ON THE NUMBER OF ENTERPRISE
ZONES THAT WILL BE DESIGNATED AT THE STATE LEVEL
TO SEVEN IN FOUR YEARS., AT THE RATE OF TWO A YEAR.
WE HAVE ESTABLISHED A PROCESS WHEREBY THOSE AREAS
oF THE COMMONWEALTH THAT DESIRE DESIGNATION WILL
HAVE TO COMPETE FOR DESIGNATION. IN DECIDING

WHO WILL BE DESIGNATED., THE STATE WILL

GIVE PREFERENCE TO THOSE COMMUNITIES THAT
DEMONSTRATE THE GREATEST LOCAL COMMITMENT TO
MAKING AN ENTERPRISE ZONE WORK AND MAKING IT
ATTRACTIVE TO BUSINESS, THE STATE MUST GIVE
PREFERENCE TO THOSE AREA: WHICH HAVE WIDEST

SUPPORT FROM THE COMMUNITY. THE RESIDENTS,
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LCCAL BUSINESSES. PRIVATE ORGANIZATIONS AND THE
LOCAL GOVERNMENT SEEKING DESIGNATION AS EVIDENCED
BY THEIR EFFORTS TO ENCOURAGE ECONOMIC ACTIVITY AND
REMOVE IMPEDIMSNTS TO JOB CREATION, INCLUDING A
LOCAL REDUCTION OF TAX RATES OR FEES., AN INCREASE
IN THE LEVEL OF EFFICIENCY OF GOVERNMENT SERVICES
AND A STREAMLINING OF GOVERNMENTAL REQUIREMENTS

ON EMPLOYERS OR EMPLOYEES. [ BELIEVE THIS ELEMENT
OF LOCAL COMMITMENT 1S ESSENTIAL TO THE SUCCESS

oF ENTERPRISE ZONES. FROM A FEDERAL PERSPECTIVE
STATE COMMITMENT TO THE CONCEPT OF ENTERPRISE
JONES 1S ALSO ESSENTIAL, IN THE ENACTMENT OF
Kentucky’'s ENTERPRISE ZONE tAW, | BELIEVE WE

HAVE TAKEN A STRONG FIRST STEP IN DEMONSTRATING
OUR COMMITMENT.

KENTUCKY'S LAW CLOSELY PARALLELS THE CRITERIA

FOR ELIGIBILITY SET OUT IN THE FEDERAL PROPOSALS.
IN ORDER TO QUALIFY FOR STATE DESIGNATION AS AN
EnTERPRISE ZONE, THE AREA MUST HAVE A CONTINUOUS
BOUNDARY, MUST BE DECLARED AN "ECONOMICALLY
DEPRESSED AREA” BY THE LOCAL GOVERNMENT AND MUST
BE AN AaREA OF PERVASIVE POVERTY, UNEMPLOYMENT AMD
ECONOMIC DISTRESS AS EVIDENCE BY AN UNEMPLOYMENT
RATE OF 1 1/2 TIMES THE NATIONAL AVERAGE, AND AT
LEAST 70% OF THE RESIDENTS OF- THE AREA HAVE [NCOMES
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eeton 80T OF MEDIAM INCOME OF TKE COMMUNITY OR
THE POPULATION OF THE AREA HAS DECREASED BY
10 orR MORE OVER THE PAST TEN YEARS. OUR LAW
HAS NO MINIMUM POPULATION REQUIREMENT. IN
DRAFTING OUR LEGISLATION WE WERE CAREFUL NOT T
INVOKE ANY STANDARD WHICH MIGHT PRECLUDE RURAL
AREAS OF THE COMMONWEALTH FROM QUALIFYING.
THERE ARE AREAS OF EASTERN KENTUCKY IN PARTICULAR
THAT MEET THESE CRITERIA AND PERHAPS RIVAL THE
POVERTY, UNEMPLOYMENT AND ECONOMIC DISTRESS

OF MANY OF THIS NATION'S WORST INNER CITY AREAS.
THE ECONOMY OF APPALACHIAN KENTUCKY HAS BEEN
GUIDED BY A BOOM AND BUST CYCLE IN THE COAL
INDUSTRY FOR OVER THREE DECADES. A STRONG,
LASTING ECONOMY FOR EASTERN KENTUCKY REQUIRES
DIVERSIFICATION OF THE ECONOMY. As GOVERNOR.,

| HAVE BEEN ENCOURAGING THE USE OF REVENUES
GENERATED BY THE COAL INDUSTRY FOR ECONOMIC
DEVELOPMENT., WE SEE A TREMENDOUS POTENTIAL
FOR THE ENTERPRISE ZONE COMCEPT TO HELP IN

THE EFFORT TO DIVERSIFY THE APPALACHIAN
ECONOMY,
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THIRD, IS [N THE AREA OF REGULATORY RELIEF, AN
IMPORTANT ELEMENT IN THE EFFORT TO ENCOURAGE

NEW BUSINESZ ACTIVITY IN ENTERPRISE ZONES,  PATHER
THAN SPECIFY PARTICULAR AREAS FOR RELIEF., KENTUCKY'S
LAH FROVIDES A VEHICLE FOR SCRUTINIZING ALL AREAS

OF GOVERNMENT REGULATIONS, OUR LAW 1S SIMILAR 70
FEUERAL PROPOSALS [N THIS REGARD, OUR LAW PROVIDES THAT
ANY STATE AGENCY WHICH PROMULGATES ADMINISTRATIVE
REGULATIONS MAY EXEMPT ENTERPRISE ZONES FROM THE

EFFECT OF THOSE REGULATIONS, Mo ZOME MAY BE '
EXEMPTED FRCM A REGULATION IF THE EXEMPTION

WOULD ENDANGER PUBLIC HEALTY AND SAFETY, .BUT

NO AREA OF REGULATION WILL BE EXEMPT FROM SCRUTINY,

In €FFECT, ENTERPRISE ZONES CAN BECOME A TESTING
GROUND, ON A LIMITED BASIS, FOR IDENTIFYING THOSE

AREAS OF GOVERNMENT REGULATION WHICH MAY HAVE

BECOME AN UNNECESSARY BURDEN TO BUSINESS OR

BARRIER TO ECONOMIC GROWTH., YE HAVE ALSO PLACED -
SAFE GUARDS IN THIS SYSTEM FOR PROVIDING REGULATORY
RELIEF. A PROPOSAL TO EXEMPT ZONES FROM REGULATIONS
WOULD CGME FROM THE AGENCY WHICH PROMULGATES THOSE
REGULATIONS AND WOULD TAKE EFFECT ONLY AFTER PROPER
PUBLIC NOTICE OF [NTEHT TO GRAHT AN EXEMPTION, A PUBLIC
HEARING AND FINAL REVIEW BY A SUBCOMMITTEE OF THE

KenTucky GENERAL ASSEMBLY.
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OME AREA OF KENTUCKY'S LAW THAT IS SPECIFIC ARE THE TAX
{CENTIVES AVAILARBLE TO QUALIFIED BUSINESSES WITHIM A ZONE.
THESE TAY INCENTIVES ARE:

1.  [PRemovaL OF THE SALES TAX ON BUILDING MATERIALS AND
NEW AND USED EQUIPMENT AND MACHINERY USED IN A ZONE.

2. ELIMINATION OF THE CAPITAL GAIN'S TAX ON PROPERTY

I A ZOHE,

2 REMOVAL OF THE TAX O INTEREST INCOME 0& LOANS
MADE TO A ZONE.

4, REMOVAL OF THE MOTOR VEHICLE USAGE TAX ON VEHICLES
PURCHASED AND USED BY GUALIFIED BUSINESSES WITHIN
A Z0NE,

5. EXTENDING THE LOSS CARRY FORWARD PERJOD WHICH IS
SEVEN YEARS UNDER KENTUCKY LAW TO 20 YEARS OR
THE LIFE OF A ZONE,

6. AUTHORITY FOR THE LOCAL GOVERNMENT TO REDUCE
PROPERTY TAX RATES ON THE NON SCHOOL PORTION
GF PROPERTY TAX REVENUES TO ONE MIL PER $100
VALUATION OR ALMOST NOTHING. LOCAL GOVERNMENTS
MUST DECIDE WHETHER TO REDUCE PROPERTY TAXES
UKDER THIS PROVISION AND THE STATE MUST CONSIDER
THEIR FINANCIAL CAPACITY TO DO SO IN REVIEWING
THEIR APPLICATION FOR DESIGNATION AS AN |

Futerprroe 7ONE.
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REMOVAL OF THE SALES TAX ON BUILDING MATERIALS,
EQUIPHMENT AND MACHINERY 15 DESIGNED TO ENCOURAGE BJSINESS
START-UPS AND EXPANSION, ELIMINATION OF THE CAPITAL GAINS
TAX AND THE TAX CN INTEREST INCOME IS DESIGNED TO ENCOURAGE
CAPITAL INVESTMENT IN A ZONE. THE LACK OF AVAILABLE CAPITAL
IS A MAJOR IMPEDIMENT TO THE CREATION OF NEW SMALL BUSINESSES.
THE EXTENDED LOSS CARRY FORWARD PERIOD PERMITS GREATER FLEXIBILITY
IN BALANCING QUT TAX LIABILITIES AGAINST BAD BUSINESS YEARS
AT TIMES THAT MAY BE CRITIiCAL TO THE CONTINUED SUCCESS OF A
SMALL BUSINESS.

It GENERAL, THE TAX INCENTIVES OFFERED TO QUALIFIED
BUSINESSES ARE NOT DESIGNED TO GIVE THEM A COMPETITIVE
ADVANTAGE., BUT RATHER TO GENERATE NEW BUSINESS ACTIVITY IN
AREAS WHERE LITTLE SUCH ACTIVITY PRESENTLY OCCURS, SPECIAL
INCENTIVES ARE NECESSARY TO ENCOURAGE BUSINESSES TO LOCATE
IN THESE IMPROVERISHED AREAS AND TO ENCOURAGE THEM TO TAKE
PART IN TKE REVITALIZATION EFFORTS. LOCATION IN A ZONE
DOES NOT AUTOMATICALLY MEAN A BUSINESS WILL QUALIFY FOR THE
TAX AND REGULATORY RELIEF, EVEN THOUGH [T MAY BE LOCATED
WITHIN THE BOUNDARIES OF A ZONE, TO BE CERTIFiED A QUALIFIED
BUSINESS AND THUS SLI1GIBLE FOR THE BENEFITS OF THE LAW, A
BUSINESS MUST HAVE AT LEAST ONE HALF OF ALL ITS EMPLOYEES
$37ING IN THE ZONE ALD ONE FOURTH OF ALL ITS EMPLOYEES MUST
BE RESIDENTS OF THE 20NE OR MAVE BEEN UNEMPLOYED OR ON
PUBLIC ASSISTANCE FOR A YEAR,
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Kentucky's ENTERPRISE ZONE LEGISLATION WAS THE PRODUCT
OF A 27 MEMBER COMMITTEE APPOINTED LAST SPRING, [WO STATE
REPRESENTATIVES, ONE A REPUBLICAN FROM THE BUSINESS SECTOR,
THE OTHER A LABOR DEMOCRAT FROM EASTERN KENTUCKY WERE APPOINTED
CO-CHATRMEN, THE COMMITTEE WAS MALE UP OF A CR0SS SECTION OF
INTERESTS--~LAROR, BUSINESS, THE MUNICIPAL LEAGUE. ECONOMIC
DEVELOPHENT AGENTS FOR LOCAL GOVERMMENTS, STATE LEGISLATORS
Lo ooersS1OnERS FOR THE DreasvmenTs oF Revenve: Housine
Buientinss anp ConsTrRUCTION, CoimunlTy DEVELOPMENT, [ATURAL
RESOURCES, VocaTIONAL EpucaTion AND LABOR. DURING THE COURSE
OF THEIR ACTIVITIES THE COMMITTEE HEARD FROM SEVERAL GUEST
SPEAKERS INCLUDING Coneressman Ron Mazzovt, Mary flcComneLt
FroM ConGRESSHAN KEMP'S STAFF AND IR, EDGAR VASH OF THE
AMERICAN LEG!SLATIVE EXCHANGE Councte, THE LEGISLATION
THEY DRAFTED RECEIVED BROAD BI-PARTISAN $UPPORT IN THE
GEMERAL ASSEMBLY WHICH ADJOURKED JUST LAST WEEK. [T PASSED
THE House oF REPRESENTATIVES 93-2 AND THE SenaTE 30-2. |
SIGNED [T INTO LAW on MarcH 26,

THE COMMITTEE APPROACH TO DRAFTING OUR LEGISLATION NOT
QLY ALLOWED THE VARIOUS INTERESTS INVOLVED TO-PARTICIPATE
IN THE FORMULATION OF THE LAH; BUT PERMITTED THEBE INTERESTS
TO BE ERUCATED IN THE CONCEPT EBEHIND EHTERPRISE LONES .
e BELIEVE THE IPLEMENTATION OF OUR LAW WILL BE EASIER
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Senator CHAFEE. Governor, do you have any of these zones yet?
Or are you waiting for the Federal zones and then you will have
your rules effective in the Federal zone? Is that right?

Governor BRownN. Well, the legislation just passed 2 weeks ago.

Senator CHA¥EE. Oh, I see.

Governor BRowN. It calls for seven zones over a 4-year period.

Senator CHAFEE. Would you go ahead without this legislation
anyway?

Governor BRowN. I think we can try; but I think we will be lim-
ited as far as the return, the results we will get, because the big
tax incentives have to come from the Federal level.

Senator CHAFEE. I see.

Senator Bradley?

Senator BRADLEY. Mr. Chairman, I was interested only if there
was a working zone. And in answer to the previous question you
said that there are no zones because the law was just passed.

Governor BRowN. That’s right.

Senator BRADLEY. Thank you.

Governor BRowN. We will have a nine-member authority that
will be set up to approve the zones.

Senator BRADLEY. In your deliberations, how are you certain that
the zones will create jobs for the citizens of the particular urban
center? The concern that we hear frequently is that the jobs will be
created but that the people will come in from the suburbs for the
jobs. Then you will still have a core unemployment rate that is in-
tolerably high in the urban area.

Governor BrRowN. Well, in order to qualify, 25 percent of the
p}(laople have to live there; 50 percent of the people have to work
there.

Senator BRADLEY. Under your State program, 25 percent of the
workers have to live in the zone?

Governor BROWN. Yes, sir.

Senator BRADLEY. And 50 percent?

Governor BrowN. Fifty percent of the people have to work in the
zone.

Senator CHAFEE. Fifty percent of the people in the plan?

Governor BROWN. Yes, sir.

Senator CHAFEE. To get the advantage of it, they have to come
from the zone?

Governor BRowN. They have to work in the zone. In other words,
you couldn’t set up a sales operation and, I guess, market outside
of your territory or distribute outside of your territory. You would
have to actually operate within the zone.

Senator BRADLEY. Was there any reason or rationale for picking
25 percent living in and 50 percent——

Governor BROwN. I think just to assure that you are going to
create jobs for that zone area.

One other program that is very essential, I think, to creating jobs
for those who live in the zone is your training program, to train
people to be specialized in whatever industry is going to be devel-
oped. We have concentrated very heavily on our vocational educa-
tional program.

Senator BRADLEY. Now, would that training program take place
inside the zone?
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Governor BROWN. Or have close access to it, yes. We use our
community colleges; we use our high schools; and we can have
mobile programs as well.

Senator BRADLEY. Do you have a program in Kentucky where a
company tells you they will build in the zone, but they need 32
plumbers and 46 computer operators, and then the State takes care
of the training of those people?

Governor BRowN. Yes, sir. We do everything but wake you up
and put you to bed. [Laughter.]

Senator BRADLEY. That’s all, Mr. Chairman.

Senator CHAFEE. All right; Senator Huddleston?

Senator HuppLESTON. I have no questions.

Senator CHAFEE. Thank you very much, Governor. We appreciate
your coming.

Governor BRowN. Thank you.

[The prepared statement follows:]
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TESTIMONY OF
THE HONORABLE JOHN Y. BROWN, JR.

GOVERNOR OF THE COMMONWEALTH OF KENTUCKY

Il am pleased to appear today on behalf of the National Governors'
Association (NGA) to discuss proposals to create entarprise zones. [
am here as Chairman of NGA's Task Force on Small Business of the
Committee on Community and Economic Development and the States'

o

Co-Chairman of the Appalachian Regional Commission.

First, let me commend the Chairman, the Committee, Senator
Danforth, and Senator Boschwitz for your pursuance of the novel
concept of rejuvenating specific distressed areas and creating jobs
by encouraging and letting loose the fetters on the free enterprise
system. I have been impressed by your receptiveness to new ideas and

to suggestions for improvements from the original draft legislation,

1 am encouraged that you have taken an interest in existing small
business in enterprise zones, David Birch of M.I.T. wrote of the
importance of small business in creating new jobs, He coacluded in
his report entitled "The Job Generation Process'" that "small firms
(those with 20 or fewer employees) generate 66% of all new jobs

generated in the United States",

NGA sees definite possibilities for small businesses in
dnterprise zones., Entarprise zones are conceived of as geographic

areas where the climate for investment can be improved by a series of
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incentives and relaxed restrictions. This approach is designed to
restore the  commercial and industrial vitality of depressed areas in
the States using the private sector as the chief resource. Properly
nurtured through creative public-private partnerships, we think it
can work, [n Kentucky, I feel that the concept is applicable to
areas as diverse as the rural, mountainous areas of Appalachia in

eastern Kentucky and the urban area of the west end of Louisville.

The prihary federal incentive offered by the various enterprise
zone bills are tax reductions, Two incentives contained in $. 1310
will be of particular assistance to small business: a) the
elimination of the capital gains tax and b) provisions for a
refundable jobs tax credit. These two incentives will be especially
helpful to struggling new firms during their early years of
existence. However, tax cuts and credits help all businesses, and
don't really stimulate as much capital formation for smaller
businesses which are in lower tax brackets and are less capital
intensive, The largest financial need of small busiéesses is the
steady infusion of new capital. While the continued availtability of
industrial revenue bonds for small business is essential, incentives
to private investors who might provide venture and risk capital
within the zones are also needed. One idea worth examining, found in

S. 1829, permits investors in new, small enterprise zone firms to
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deduct their entire investments from their taxable income subject to
a certain maximum amount, providing the money is kept in the firm for
a minimum period. Another idea found in S. 1829 is a deduction to

individuals for loaning money to qualified zone firms,

Beyond providing incentives for the provision of capital to small
business, the Committee should address two other concerns of small
business: 1) that existing small businesses within the zone will not
be put at a disadvantage by new entrants, and 2) that small
businesses outside of the zone will not be put at competitive
disadvantages. To the extent possible, the program should encourage

new business activity within the zone,

NGA agrees with the spoasors of S. 1310, S, 1829'and S. 2298 that
an enterprise zone program should be treated as an experiment and
conducted on a pilot basis. States are also enacting enterprise zone
legislation on a test basis. We hope that during the program's life,
extensive evaluations will be conducted both at the federal and State
levels. As we all learn more about what incentives are effective,
State and local government should have the opportunity to modify
their incentives by increasing those that are effective and
eliminating those which are not effective. Incentives that are found
not to be effective in generating economic activity would only serve

unnecessarily to drain off limited State and local resources.
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Tax incentives, in and of themselves, are not sufficient to make
the enterprise zone concept work. Starting a small business is a
risky venture under the best of circumstances; locating a new
enterprise in a severely distressed area poses nearly insu{angn;able
odds. Increasing the survival rate of new, small firms in designated
zones will require a ccordinated package of services, investments and
incentives to be provided by State and local governments in
conjunction with federal pro;rams and incentives, While specific
development needs will vary from zone to zone, such things as
improvements in public infrastructure, stepped-up law enforcement,
housing, employment and training services, business loans and loan
guarantees, and streamlined regulatory procedures can make a critical
difference in the success of individual firms and the enterprise zone
concept. We are convinced that States have a critical role to play
in packaging these complementary services and investments, and in

supplementing federal tax incentives,

Because of unique State constitutional requirements governing
local powers and authorities, State governments need to be heavily -
involved in designating eligible zones, structuring State and local
incentives, and overseeing the administration of zones within their
jurisdictions, It is for this reason I would like to address the

zone designation process,
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NGA proposes an alternative designation process to those set
forth in §. 1310 and S. 2298, Rather than having HUD designate 75
zones over a three-year period, based on a national competition, we
would suggest that the States and territories select the zones =--
both urban and rural -- based on federally established area and
eligibility requirements. The NGA proposal would have the following

advantages:

o Both urban and rural enterprise zones could be tested.
Under S. 1310 and S. 2298, it is unlikely that many rural
areas could successfully compete with urban areas.

o All States would receive at least one zone. Thus, the
pressures to expand the program before the experiment was
completed would be less, for example, than in the EDA

program.
o State designation avoids the possibility that HUD

discretion would open the door to political pressures

on HUD and charges of favoritism against it,
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o Local zone designations would be consistent with

State-wide development plans and priorities.

o Neiguboring jurisdictions would be less likely to

have to compete for a zone deaignation.

o Chances of intra-State "pirating”" of businesses and

jobs from one locality to another would be less,

o It is likely that fewer applications and paperwork

would be generated.

o State and local governmental officials would have to
expend less political capital in producing an appli-
cation. Local officials would have a better chance

to gain designation approval.

NGA supports, as a matter of policy, local responsibility for the
routine planning, management and delivery of substate development
programs. Consistent with this position, administrative responsi-
bility for the day-to-day operation of designated enter;rise zones
should be vested with local units of government, wherever feasible.

At the same time, State governments can play a constructive role in

providing needed monitoring, oversight, and technical assistance to
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local zone authorities., This oversight role for States is particu-
larly essential with regard to ;oordination, streamlining, and
simplification of State and local regulatory ‘requirements and
permitting procedures in such areas as environmental impscts, water
and sewer permits, construction codes, and zoning and land usa

regulations,

States are excited about the entarprise zone concept, Eight
States have already enacted enterprise zone legislation, They are
Connecticut, Florida, Louisiana, Maryland, Minnesota, Ohio, Virginia,
and my own State of Kentucky, Over thirty States have bills pending
in their legislatures and the States of [llinois, Indiana and Oregon
have study commissions evaluating the concept or drafting
legislation, NGA and the States welcome complementary federal

legislation which will supplement State initiatives.

In conclusion, we believe the enterprise zone concept is a
potentially useful tool for fostering entrepreneurship, business
development, and job creation in economically distressed areas. We
hope that as you continue :o explore and refine this concept,~you
will consider it in the context of a renewed commitment to
federalism, State governments can and should play a positive and
constructive role in ensuring the success of this prograd in
achieving an economic resurgence of blig;ccd inner city neighbor-
hoods as well as distressed small and medium-sized communities. We
look forward to working with you in a corperative way during the

months ahead to help fashion a workable and successful enterprise

zone program,
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Senator- CHAFEE. Mr. Norris is here, and I would like to hear
from him at this time because of the time constraint he is working
under. And then we will go to the next panel of the mayors.

Mr. Norris, we welcome you. You have practiced what we are
preaching. We would be interested in your experiences.

STATEMENT OF WILLIAM C. NORRIS, CHAIRMAN AND CHIEF EX.
ECUTIVE OFFICER, CONTROL DATA CORP., MINNEAPOLIS,
MINN.

Mr. Norris. Thank you.

Mr. Chairman and members of the subcommittee, I am pleased
to have this opportunity to present my views about the Enterprise
Zone Act of 1982, We at Control Data are keenly interested in leg-
islation to help create jobs and in other ways to facilitate revital-
ization of blighted urban and rural areas. These have long been im-
portant objectives for Control Data. For more than a decade our
corporation in cooperation with government and other sectors has
been addressing these and other major unmet needs of society as
profitable business opportunities. )

Our Frograms cover a wide spectrum, including the establish-
ment of plants in poverty-stricken areas, providing higher quality,
less costly, and more accessible education and training in schools,
communities, and prisons, helping small business, and revitalizing
urban and rural communities. We work in the toughest of environ-
ments.

I should emphasize the point about cooperation. The major
unmet needs of society are massive in size; therefore, massive re-
sources far beyond those of a single organization are required to
meet them. Hence, the need for cooperation—for partnerships
reaching down to the neighborhood level. -

For example, to be most effective in urban revitalization, Control
Data joined with 10 other companies and two church organizations
to form a consortium called City Venture, which is an efficient
pooling of the resources of individual members. City Venture plans
and manages the implementation of programs for the revitalization
of urban communities.

City Venture has been in existence for 3 ;I/‘ears and has a number
of urban revitalization projects underway. The most advanced City
Venture project is in the Warren-Sherman community of Toledo,
Ohio. It is the Nation’s most extensive public-private sector cooper-
ation for inner-city revitalization which is guided by a holistic plan
for development.

In Warren-Sherman, small businesses are being started, jobs are
being created, disadvantaged residents are being trained and em-
ployed, housing and education in the high school are being im-
proved. Progress has been excellent. .

The City Venture approach works, but it needs additional sup-
port to assure that its full potential is reached in Warren-Sherman
and that replication occurs on a national scale. Enterprise zone leg-
islation, properly structured, can provide such support. S. 2298 is a
step in the right direction, but it doesn’t go far enough.

Let me describe important improvements which are needed.
They include: Comprehensive planning; more support for small
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business.formation and growth; more support for community orga-
nizations; and trainin%).

In elaborating on these important and interrelated categories, I
will start with the need for comprehensive planning.

Successful revitalization efforts require a comprehensive plan
which brings to bear available public and private resources in a co-
oFerative ap{i)roach. Experience shows that development problems
of urban and rural areas are multifaceted; thus, they do not lend
themselves to piecemeal or one-dimensional solutions.

Regrettably, past efforts to reverse decline in these areas have
usually focused on only one aspect of the problem—typically,
“bricks and mortar”’ or capital formation—without addressing the
total situation. For example, it makes no sense to devote resources
to rebuilding housing unless people have income from jobs to main-
tain the housing. '

In order to encourage localities to utilize comprehensive plans
for enterprise zone revitalization, I recommend that S. 2298 be
amended to include such plans in the list of criteria used to judge
local applications for zone designation.

The main source of new jobs will be small business. Governor
Brown emphasized this point. Yet, most of the resources for creat-
ing jobs—technology, management experience, and capital—reside
in big business. Studies also show.that four-fifths of all new busi-
nesses fail within the first 5 years. Hence, big business must be
stimulated to collaborate with small business, and other actions
must be taken to create a total environment conducive to a success
of small firms.

There are a number of specific ways to encourage the formation
and growth of small businesses in enterprise zones. The most criti-
cal area is financing.

Seed capital is ordinarily not available to small companies in dis-
tressed areas. MESBIC's and SBIC’s have helped small businesses
but there are still major gaps. Investors are wary of committing
funds to high-risk fledgling ventures with long-term and uncertain
payout periods. Even if all the incentives in the lproposed legisla-
tion were in place, new zone businesses would still face the reluc-
tance of lenders to invest in high risk ventures in high-risk areas.

Unless entrepreneurs can access this seed capital, they will be
unable to get startéd and genérate new employment. Large busi-
nesses, financial institutions, and individuals must be stimulated to
invest in small businesses in order to help assure successful start-

ups and profitable growth.

The exclusion from taxatiolx—efé‘é(}:percent_interest of the income
from loans to enterprise zone firms in the original Chafee-Bosch-
witz bill was a good start. I would urge consideration of something
even more substantial-—namely, a 100-percent writeoff for new
equity investment in small zone firms up to some reasonable limit.
An immediate tax benefit for new investors would be superior to
the elimination of capital gains taxes as proposed in the bill, be-
cause the incentive to investors would be more immediate and not
dependent on the short—&f’fﬂ'ﬁﬁﬁbility of the enterprise.

y aiming the incentive at the investor rather than the business,
which tyi)ically has a negligible tax liability, the 100 percent deduc-
tion would remove the biggest obstacle to private enterprise in dis-
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‘tressed areas—the lack of startup capital—and would offset the
perceived negative advantages associated with investing in enter-
prise zones.

The potential for abuse of a 100-percent writeoff plan could be
minimized by limiting the deduction to something like $100,000 per
investor and $§1 million per enterprise, qualifying the e?uity of zone
small businesses only and requiring some minimum holding period.

Senator CHAFEE. And you would then keep the capital gains in
there, I presume, so the Government would get something out of it?

Mr. Norris. Well, that would be up to the drafters of the bill. I
think it would be a good idea.

Senator CHAFEE. To keep the capital gains tax in?

Mr. NorRis. Yes.

With respect to technology, tax credits should be established to
induce large companies to make their unused or underutilized tech-
nologies available to small companies. There is an enormous
volume of such technologies; however, there are costs involved in
their identification and transfer. Therefore, a provision is recom-
mended that would exempt from taxation 50 percent of the income,
up to a maximum exemption of $360,000 earned from the sale or
license of a technology to a zone small business.

Another area of great importance to small businesses is efficient
access to facilities and services. Experience teaches that the
chances for survival and attainment of early profitable growth are
%reatly enhanced by establishing a magnet facility which provides

igh quality technical and management training, purchasing, con-
tracting, many other services, and shared facilities such as labora-
tory, office space, and so on. Economies of scale make it possible to
provide these shared facilities and services at costs considerably
lower than each individual enterprise would be capable of obtain-
ing independently. This is why these magnet facilities are often re-
ferred to as “‘incubators’” for small businesses.

The payout period for one of these entrepreneurial development
centers is typically 8 to 10 years. Since this is perceived by most
investors as too long, a special investment tax credit of 15 percent
over and above any existing credit is recommended for expenses in-
curred in building or rehabilitating entrepreneurial development
centers.

Experience also shows that community organizations have a
major role in assisting small business in addition to performing
other services that foster neighborhood revitalization.

One particularly effective example of a community organization
providing assistance in creating jobs is called a cooperation office.
It is a nonprofit public/private cooperative effort which addresses
one of the greatest weaknesses of small companies—the lack of
management ability. The cooperation office has a board of directors
comprised of leaders from all major sectors of society, a small per-
manent staff, and, very important, a volunteer advisory panel of
engineers, scientists, and executives.

The approach is simple: An entrepreneur has an idea for a new
product or service and wants to start a company; the cooperation
office helps develop an effective business plan and obtain initial fi-
nancing.
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The first cooperation office was established in Minnesota 3 years
ago. Its success has been demonstrated, and it is being replicated in
other communities. Currently, the Minnesota Cooperation Office is
financed by contributions and grants, but it has been very difficult
and time-consuming to obtain the necessary financing.

The cooperation office is but one example of a community organi-
zation assisting in the expansion of employment by helping small
businesses which create most of the new jobs. Other community or-
ganizations important to employment include those involved in
education and training, counselinf and day care. Virtually all of
these organizations are chronically short of funds, particularly
now. Accordingly, the enterprise zone legislation needs to include
tax incentives to encourage contributions to those community orga-
nizations engaged in activities primarily related to employment.

We realize, of course, that such a provision must be drafted very
carefully. Cities or localities applying for zone designations could
certify the particular community based organizations which are
participating in employment related activities. Then, if the city
were one of those selected by HUD, contributions or other assist-
ance or services provided to such organizations would qualify for
certain tax incentives such as a 25-percent tax credit. Such contri-
butions would, of course, remain tax deductible.

I might add, Mr. Chairman, that the Senator from Pennsylvania,
Mr. Specter, has introduced a bill, S. 2224, which would allow a
credit of 20 percent for contributions to nonprofit organizations
;I)’rovidin job training for handicapped and disadvantaged persons.

his is the type of legislation we have in mind.

The last category for review is training. In our experience, locat-
ing plants in inner-city areas and with urban and rural revitaliza-
tion confirms that there are substantial additional costs associated
with hiring and training those with little or no work experience or
job-related skills.

Although the 7-year employer tax credit proposed by S. 2298 is a
considerable improvement over the current targeted jobs tax credit
program, the enterprise zone legislation must do more than just
provide job tax credit. To assure that there is an adequate job
training component in each enterprise zone, this legislation should
be linked in some way to the emerging job training legislation. Per-
haps the Secretary of Labor could be authorized to make 'special
job training grants to areas desifnated as enterprise zones, perhaps
on a matching basis with local governments. Most local govern-
ments could be given special consideration for zone designation if
they agreed to include a fund for a training component in that ap-
plication package. -

The main objective is to get disadvantaged persons into a career
path. This usually requires both job preparation training and later
on-the-job training. The Government funds would be used for
preemployment training, and the tax credit would provide not only
the means for additional training after employment but also the in-
centive to provide that extra effort required to get a disadvantaged
person into a career path and not just a short-term fOb'

In conclusion, let me gust say that the time is long overdue to
take effective steps to rebuild our poverty-stricken urban and rural
areas. We know how to do it, but incentives are lacking which will
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attract the public/private partnerships in place that are necessary
for success.

Properly structured, and as a supplement to existing private and
public tools and entities currently engaged in current development,
enterprise zone legislation can provide the incentives. There are at-
tractive benefits for all in a properly conceived program. The
modest cost to the Government will be recovered many times. A
large number of badly needed jobs will be created, and attractive
profits can be made by those who invest in the revitalization ef-
forts: And that represents the American enterprise system func-
tioning in the finest way. ,

Thank you.

[The prepared statement follows:]
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Testimony of William C. Norris
Chairman, Control Data Corporation
April 21, 1982

MR, CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE, I AM PLEASED TO
HAVE THIS OPPORTUNITY TO PRESENT MY VIEWS ABOUT S$.2298, “THE
ENTERPRISE ZONE ACT OF 1982.” WE AT CONTROL DATA ARE KEENLY
INTERESTED IN LEGISLATION TO HELP CREATE JOBS AND IN OTHER WAYS
TO FACILITATE REVITALIZATION OF BLIGHTED URBAN AND RURAL AREAS.

THESE HAVE LONG BEEN IMPORTANT OBJECTIVES FOR CONTROL DATA.
FOR MORE THAN A DECADE. OUR CORPORATION IN COOPERATION WITH
GOVERNMENT AND OTHER SECTORS HAS BEEN ADDRESSING THESE AND

OTHER MAJOR UNMET NEEDS OF SOCIETY AS PROFITABLE BUSINESS

OPPORTUNITIES.

OUR PROGRAMS COVER A WIDE SPECTRUM, INCLUDING THE ESTABLISHMENT
OF PLANTS IN POVERTY-STRICKEN AREAS, PROVIDING HIGHER QUALITY.
LESS COSTLY AND MORE ACCESSIBLE EDUCATION AND TRAINING IN
SCHOOLS, COMMUNITIES AND PRISONS, HELPING SMALL BUSINESS, AND
REVITALIZING URBAN AND RURAL COMMUNITIES. WE WORK IN THE
TOUGHEST OF ENVIRONMENTS, ‘

I SHOULD EMPHASIZE THE POINT ABOUT COOPERATION,  THE MAJOR °
UNMET NEEDS OF SOCIETY ARE MASSIVE IN SIZE: THEREFORE, MASSIVE
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RESOURCES FAR BEYOND THOSE OF A SINGLE ORGANIZATION ARE -
REQUIRED TO MEET THEM,  HENCE .THE NEED FOR COOPERATION -- FOR
PARTNERSHIPS REACHING DOWN TO THE NEIGHBORHOOD LEVEL.

FOR EXAMPLE, TO BE MOST EFFECTIVE IN URBAN REVITALIZATION,
CONTROL DATA JOINED WITH TEN OTHER COMPANIES AND TWO CHURCH
ORGANIZATIONS TO FORM A CONSORTIUM CALLED CITY VENTURE, WHICH
IS AN EFFICIENT POOLING OF THE RESOURCES OF INDIVIDUAL

MEMBERS.  CITY VENTURE PLANS AND MANAGES THE IMPLEMENTATION OF
PROGRAMS FOR THE REVITALIZATION OF URBAN COMMUNITIES.

CITY VENTURE HAS BEEN IN EXISTENCE FOR THREE YEARS AND HAS A
NUMBER OF URBAN REVITALIZATION PROJECTS UNDERWAY.  THE MOST
ADVANCED CITY VENTURE PROJECT IS IN THE WARREN-SHERMAN
COMMUNITY OF TOLEDO, OHIO.  IT IS THE NATION'S MOST EXTENSIVE
PUBLIC-PRIVATE SECTOR COOPERATION FOR INNER CITY REVITALIZATION
WHICH IS GUIDED BY A HOLISTIC PLAN FOR DEVELOPMENT,

IN WARREN-SHERMAN, SMALL BUSINESSES ARE BEING STARTED, JOBS ARE
BEING CREATED, DISADVANTAGED RESIDENTS ARE BEING TRAINED AND
EMPLOYED, HOUSING AND EDUCATION IN THE HIGH SCHOOL ARE BEING
IMPROVED.  PROGRESS HAS BEEN EXCELLENT.
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THE CITY VENTURE APPROACH WORKS, BUT IT NEEDS ADDITIONAL
SUPPORT TO ASSURE THAT ITS FULL POTENTIAL IS REACHED IN
WARREN-SHERMAN AND THAT REPLICATION OCCURS ON A NATIONAL
SCALE,  ENTERPRISE ZONE LEGISLATION, PROPERLY STRUCTURED, CAN
PROVIDE SUCH SUPPORT,  5.2298 IS A STEP IN THE RIGHT
DIRECTION, BUT IT DOESN'T GO FAR ENOUGH.

LET ME DESCRIBE IMPORTANT IMPROVEMENTS WHICH ARE NEEDED., - THEY

INCLUDE :
0 COMPREHENSIVE PLANNING -
0  MORE SUPPORT FOR SMALL BUSINESS FORMAT 10N AND GROWTH
0  MORE SUPPORT FOR COMMUNITY ORGANIZATIONS
0 TRAINING

COMPREHENSIVE PLANNING

IN ELABORATING ON THESE IMPORTANT AND INTERRELATED. CATEGORIES., -
I WILL START WITH THE NEED FOR COMPREHENSIVE PLANNING.
SUCCESSFUL REVITALIZATION EFFORTS -REQUIRE A COMPREHENSIVE PLAN
WHICH.BRINGS TO BEAR AVAILABLE PUBLIC AND PRIVATE RESOURCES IN
A COOPERATIVE APPROACH.  EXPERIENCE SHOWS THAT DEVELOPMENT
PROBLEMS OF URBAN AND RURAL AREAS ARE MULTIFACETED: THUS, THEY
DO NOT LEND THEMSELVES TO PIECEMEAL OR ONE-DIMENSIONAL
SOLUTIONS,  REGRETTABLY, PAST EFFORTS TO REVERSE DECLINE IN
THESE AREAS HAVE USUALLY FOCUSED ON ONLY ONE ASPECT OF THE
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PROBLEM (TYPICALLY, “BRICKS AND MORTAR” OR CAPITAL FORMATION)
WITHOUT ADDRESSING THE TOTAL SITUATION.  FOR EXAMPLE, IT MAKES
NO SENSE TO DEVOTE RESOURCES TO REBUILDING HOUSING UNLESS
PEOPLE HAVE INCOME FROM JOBS TO MAINTAIN THE HOUSING.

IN ORDER TO ENCOURAGE LOCALITIES TO UTILIZE COMPREHENSIVE PLANS
FOR ENTERPRISE ZONE REVITALIZATION, 1 RECOMMEND THAT $.2298 BE
AMENDED TO INCLUDE SUCH PLANS IN THE LIST OF CRITERIA USED TO
JUDGE LOCAL APPLICATIONS FOR ZONE DESIGNATION.

SUPPORT FOR N

THE MAIN SOURCE OF NEW JOBS WILL BE SMALL BUSINESS.  STUDIES
SHOW THAT 80% OF THE NEW JOBS CREATED DURING THE PAST 10 YEARS
HAVE COME FROM SMALL BUSINESSES WITH 100 EMPLOYEES OR LESS.
YET MOST OF THE RESOURCES FOR CREATING JOBS -- TECHNOLOGY.,
MANAGEMENT EXPERTISE AND CAPITAL RESIDE IN BIG BUSINESS.
STUDIES ALSO SHOW THAT FOUR-FIFTHS OF ALL NEW BUSINESSES FAIL
WITHIN THE FIRST FIVE YEARS. HENCE., BIG BUSINESS MUST BE
STIMULATED TO COLLABORATE WITH SMALL BUSINESS AND OTHER ACTIONS
MUST BE TAKEN TO CREATE A TOTAL ENVIRONMENT CONDUCIVE TO THE
SUCCESS OF SMALL FIRMS.,  THERE ARE A NUMBER OF SPECIFIC WAYS
TO ENCOURAGE THE FORMATION AND GROWTH OF SMALL BUSINESSES IN
ENTERPRISE ZONES. .
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FINANCING: THE MOST CRITICAL AREA IS FINANCING.,  SEED
CAPITAL 1S ORDINARILY NOT AVAILABLE TO SMALL COMPANIES IN
DISTRESSED AREAS.  MESBICS AND SBICS HAVE HELPED SMALL
BUSINESSES BUT THERE ARE STILL MAJOR GAPS.  INVESTORS ARE WARY
OF COMMITTING FUNDS TO HIGH-RISK FLEDGLING VENTURES WITH
LONG-TERM AND UNCERTAIN PAYOUT PERIODS. EVEN IF ALL THE
INCENTIVES IN THE PROPOSED LEGISLATION WERE IN PLACE. NEW ZONE
BUSINESSES WOULD STILL FACE THE RELUCTANCE OF LENDERS TO INVEST
IN HIGH RISK VENTURES IN HIGH-RISK AREAS.

UNLESS ENTREPRENEURS CAN ACCESS THIS SEED CAPITAL, THEY WILL BE
UNABLE TO GET STARTED AND GENERATE NEW EMPLOYMENT.  LARGE
BUSINESSES, FINANCIAL INSTITUTIONS, AND INDIVIDUALS MUST BE
STIMULATED TO INVEST IN SMALL BUSINESSES IN ORDER TO HELP
ASSURE SUCCESSFUL STARTUPS AND PROFITABLE GROWTH.

THE EXCLUSION FROM TAXATION OF 50% INTEREST OF THE INCOME FROM
LOANS TO ENTERPRISE ZONE FIRMS IN THE ORIGINAL
CHAFFEE-BOSCHWITZ BILL WAS A GOOD START IN THIS DIRECTION., I
WOULD URGE CONSIDERATION OF SOMETHING EVEN MORE SUBSTANTIAL -
NAMELY, A 100% WRITEOFF FOR NEW EQUITY INVESTMENT IN NEW SMALL
ZONE FIRMS UP TO SOME REASONABLE LIMIT,
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AN IMMEDIATE TAX BENEFIT FOR NEW INVESTORS WOULD BE SUPERIOR TO
THE ELIMINATION OF CAPITAL GAINS TAXES AS PROPOSED IN THE BILL,
BECAUSE THE INCENTIVE TO INVESTORS WOULD BE MORE IMMEDIATE AND
NOT DEPENDENT ON THE SHORT-TERM PROFITABILITY-OF THE ENTERPRISE.-

BY AIMING THE INCENTIVE AT THE INVESTOR RATHER THAN THE
BUSINESS, WHICH TYPICALLY HAS A NEGLIGIBLE TAX LIABILITY., THE
100% DEDUCTION WOULD REMOVE THE BIGGEST OBSTACLE TO PRIVATE
ENTERPRISE IN DISTRESSED AREAS -- THE LACK OF STARTUP CAPITAL
-- AND WOULD OFFSET THE PERCEIVED NEGATIVE FACTORS ASSOCIATED
WITH INVESTING IN ENTERPRISE ZONES.

THE POTENTIAL FOR ABUSE OF A 100% WRITEOFF PLAN COULD BE
MINIMIZED BY LIMITING THE DEDUCTION TO $100,000 PER INVESTOR
AND $1M PER' ENTERPRISE, QUALIFYING THE EQUITY OF ZONE SMALL
BUSINESSES ONLY AND REQUIRING SOME MINIMUM HOLDING PERIOD.

TECHNOLOGY: WITH RESPECT TO TECHNOLOGY, TAX CREDITS SHOULD
~BE ESTABLISHED TO INDUCE LARGE COMPANIES TO MAKE THEIR UNUSED
OR UNDERUTILIZED TECHNOLOGIES AVAILABLE TO SMALL COMPANIES,
THERE 1S AN ENORMOUS VOLUME OF SUCH TECHNOLOGIES EXISTS:
HOWEVER, THERE ARE COSTS INVOLVED IN THEIR IDENTIFICATION AND
TRANSFER. *
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THEREFORE, A PROVISION IS RECOMMENDED THAT WOULD EXEMPT FROM
TAXATION 50% OF THE INCOME, UP TO A MAXIMUM EXEMPTION OF
$350,000 EARNED FROM THE SALE OR LICENSE OF A TECHNOLOGY TO
ZONE SMALL BUSINESS.

EFFICIENT ACCESS TO FACILITIES & SERVICES:  ANOTHER AREA OF
GREAT IMPORTANCE TO SMALL BUSINESSES IS EFFICIENT ACCESS TO

FACILITIES -AND SERVICES. EXPERIENCE TEACHES THAT THE CHANCES
FOR SURVIVAL AND ATTAINMENT OF EARLY PROFITABLE GROWTH ARE
GREATLY ENHANCED BY ESTABLISHING A MAGNET FACILITY WHICH
PROVIDES HIGH QUALITY TECHNICAL AND MANAGEMENT TRAINING:
PURCHASING: CONTRACTING AND ENGINEERING CONSULTING: FINANCIAL:
INSURANCE; LEGAL AND DATA PROCESSING SERVICES, AND SHARED
FACILITIES SUCH AS LABS, OFFICE SPACE. AND TECHNICAL.
INFORMATION LIBRARIES. ECONOMIES OF SCALE MAKE IT POSSIBLE TO
PROVIDE THESE SHARED FACILITIES AND SERVICES AT COSTS
CONSIDERABLY LOWER THAN EACH INDIVIDUAL ENTERPRISE WOULD BE
CAPABLE OF OBTAINING INDEPENDENTLY.  THIS IS WHY THESE MAGNET
FACILITIES ARE OFTEN REFERRED TO AS “INCUBATORS” FOR SMALL
BUSINESSES.,

THE PAYOUT PERIOD FOR ONE OF THESE ENTREPRENEURIAL DEVELOPMENT
CENTERS IS TYPICALLY EIGHT TO TEN YEARS, . SINCE THIS IS
PERCEIVED BY MOST INVESTORS AS TOO LONG, A SPECIAL INVESTMENT
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TAX CREDIT OF 15% OVER AND ABOVE ANY EXISTING CREDIT IS
RECOMMENDED FOR EXPENSES INCURRED IN BUILDING OR REHABILITATING
ENTREPRENEURTAL DEVELOPMENT CENTERS.

COMMUNITY ORGANIZATIONS; EXPERIENCE ALSO SHOWS THAT COMMUNITY
ORGANIZATIONS HAVE "A MAJOR ROLE IN ASSISTING SMALL BUSINESS IN
ADDITION TO PERFORMING OTHER SERVICES THAT FOSTER NEIGHBORHOOD
REVITALIZATION.

ONE PARTICULARLY EFFECTIVE EXAMPLE OF A COMMUNITY ORGANIZATION
‘PROVIDING ASSISTANCE IN CREATING JOBS IS A COOPERATION

OFFICE. IT IS A NON-PROFIT PUBLIC/PRIVATE COOPERATIVE 'EFFORT
WHICH ADDRESSES ONE OF THE GREATEST WEAKNESSES OF SMALL
COMPANIES -~ THE LACK OF MANAGEMENT ABILITY. THE COOPERATION
OFFICE HAS A BOARD OF DIRECTORS COMPRISED OF LEADERS FROM ALL
MAJOR SECTORS OF SOCIETY: A SMALL PERMANENT STAFF: AND A
VOLUNTEER ADVISORY PANEL OF ENGINEERS, SCIENTISTS AND
EXECUTIVES.,

THE APPROACH IS SIMPLE: AN ENTREPRENEUR HAS AN IDEA FCK A NEW
PRODUCT OR SERVICE AND WANTS TO START A COMPANY: THE
COOPERATION OFFICE HELPS DEVELOP AN EFFECTIVE BUSINESS PLAN AND
OBTAIN INITIAL FINANCING.
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‘THE FIRST COOPERATION OFFICE WAS ESTABLISHED IN MINNESTTA THREE
YEARS AGO.  ITS SUCCESS HAS BEEN DEMONSTRATED, AND IT IS BEING
REPLICATED IN OTHER COMMUNITIES.  CURRENTLY, THE MINNESOTA
COOPERATION OFFICE IS FINANCED BY CONTRIBUTIONS AND GRANTS., BUT
IT HAS BEEN VERY DIFFICULT AND TIME-CONSUMING TO OBTAIN THE
NECESSARY FINANCING.

THE COOPERATION OFFICE IS BUT ONE EXAMPLE OF A COMMUNITY
ORGANIZATION ASSISTING IN THE EXPANSION OF EMPLOYMENT BY
HELPING THE SMALL BUSINESSES WHICH CREATE MOST OF THE MEW

JOBS,  OTHER COMMUNITY ORGANIZATIONS IMPORTANT TO EMPLOYMENT
INCLUDE THOSE INVOLVED IN EDUCATION AND TRAINING. COUNSELING
“AND DAY CARE.  VIRTUALLY ALL OF THESE ORGANIZATIONS ARE
CHRONICALLY SHORT OF FUNDS, PARTICULARLY NOW.  ACCORDTNGLY.
THE ENTERPRISE ZONE LEGISLATION NEEDS TO INCLUDE TAX INCENTIVES
TO ENCOURAGE CONTRIBUTIONS TO THOSE COMMUNITY ORGANIZATIONS
ENGAGED IN ACTIVITIES PRIMARILY RELATED TO EMPLOYMENT.

WE REALIZE, OF COURSE THAT SUCH A PROVISION MUST BE DRAFTED
VERY CAREFULLY. CITIES OR LOCALITIES APPLYING FOR Z0™-
DESIGNATIONS COULD CERTIFY THE PARTICULAR COMMUNITY-BASED
ORGANIZATIONS WHICH ARE PARTICIPATING IN EMPLOYMENT RELSTED
ACTIVITIES,  THEN, IF THE CITY WERE ONE OF THOSE SELECTED BY
HUD, CONTRIBUTIONS OR OTHER ASSISTANCE OR SERVICES PROYIDED TO

95-479 O0—82——14



SUCH ORGANIZATIONS WOULD QUALIFY FOR CERTAIN TAX INCENTTVES --
SUCH AS A 25% TAX CREDITY—SHEH-CONTRIBUTIONS WOULD, F
COURSE, REMAIN TAX DEDUCTIBLE.

I MIGHT ADD, MR. CHAIRMAN, THAT THE SENATOR FROM PEN“SY.VANLA.
MR, SPECTER, HAS INTRODUCED A BILL S.2224, WHICH WOUL™ ALLOW A
CREDIT OF 20% FOR CONTRIBUTIONS TO NON-PROFIT ORGANIZATIONS
PROVIDING JOB TRAINING FOR HANDICAPPED AND DISADVANTACSD
PERSONS.,  THIS IS THE TYPE OF LEGISLATION WE HAVE IN MIND TO
INSURE THAT LOCAL NEIGHBORHOOD ORGANIZATIONS ARE FULL AND EQUAL
PARTNERS IN ENTERPRISE ZONE REHABILITATION.

TRAINING i
THE LAST CATEGORY FOR REVIEW IS TRAINING.  OUR EXPERISNCE IN

LOCATING PLANTS IN INNER CITY AREAS AND WITH URBAN AND RURAL
REVITALIZATION CONFIRMS THAT THERE ARE SUBSTANTIAL ADDITIONAL
COSTS ASSOCIATED WITH HIRING AND TRAINING THOSE WITH LITTLE OR
NO WORK EXPERIENCE OR JOB RELATED SKILLS. B

ALTHOUGH THE 7 YEAR EMPLOYER TAX CREDIT PROPOSED BY S.2298 IS A
CONSIDERABLE IMPROVEMENT OVER THE CURRENT TARGETED JOTS TAX
CREDIT PROGRAM, THE ENTERPRISE ZONE LEGISLATION MUST DO MORE
THAN JUST PROVIDE JOB TAX CREDIR=——TFO-ASSURE THAT THERE IS AN
ADEQUATE - JOB TRAINING COMPONENT IN EACH ENTERPRISE ZONE, THIS
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LEGISLATION SHOULD BE LINKED IN SOME WAY TO THE EMERGING JOB
TRAINING LEGISLATION.  PERHAPS THE SECRETARY OF LABOR COULD BE

AUTHORIZED TO MAKE SPECIAL JOB TRAINING GRANTS TO AREAS
DESIGNATED AS ENTERPRISE ZONES, POSSIBLY ON A MATCHING BASIS
WITH LOCAL GOVERNMENTS.  MOST LOCAL GOVERNMENTS COULD BE GIVEN
SPECIAL CONSIDERATION FOR ZONE DESIGNATION IF THEY AGREED TO
INCLUDE A FUND FOR A TRAINING COMPONENT IN THEIR APPLICATION
PACKAGE.  THE MAIN OBJECTIVE IS TO GET DISADVANTAGED PERSONS
INTO A CAREER PATH,  THIS USUALLY REQUIRES BOTH JOB
PREPARATION TRAINING AND LATER ON-THE-JOB TRAINING.  THE
GOVERNMENT FUNDS WOULD BE USED FOR PRE-EMPLOYMENT TRAINING AND
THE TAX CREDIT WOULD PROVIDE NOT ONLY THE MEANS FOR ADDITIONAL
TRAINING AFTER EMPLOYMENT BUT ALSO THE INCENTIVE TO PROVIDE
THAT EXTRA EFFORT REQUIRED TO GET A DISADVANTAGED PERSON INTO A
CAREER PATH AND NOT JUST A SHORT-TERM JOB,

CONCLUSTON

IN CONCLUSION, MR. CHAIRMAN, LET ME JUST SAY THAT THE TIME IS
LONG OVERDUE TO TAKE EFFECTIVE STEPS TO REBUILD OUR
POVERTY-STRICKEN URBAN AND RURAL AREAS.- WE KNOW HOW TO DO IT,
BUT INCENTIVES ARE LACKING WHICH WILL ATTRACT THE

— PUBLIC/PRIVATE PARTNERSHIPS IN PLACE THAT ARE NECESSARY FOR
SUCCESS.
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PROPERLY STRUCTURED. ENTERPRISE ZONE LEGISLATION CAN PROVIDE
THE INCENTIVES.  THERE ARE ATTRACTIVE BENEFITS FOR ALL IN A i
PROPERLY CONCEIVED PROGRAM.  THE MODEST COST TO THE GOVERNMENT
WILL BE RECOVERED MANY TIMES. A LARGE NUMBER OF BADLY NEEDED
JOBS WILL BE CREATED AND ATTRACTIVE PROFITS CAN BE MADE BY
. THOSE WHO INVEST IN THE REVITALIZATION EFFORTS.  THAT
REPRESENTS THE AMERICAN ENTERPRISE SYSTEM FUNCTIONING IN THE
FINEST WAY,

Senator CHAFEE. Thank you very much, Mr. Norris, for that
statement. Your testimony is particularly significant. As I say, you
have been involved with this individually and through your compa-
ny, and the points you make are very good.

You heard Senator Bradley ask Mr. Chapoton the question about
the 100-percent writeoff for the original investment. Mr. Chapoton
didn’t show much enthusiasm for that, but it seems to me that that
ifs the only way we are going to get the investment in there, up-
ront.

Mr. Norris. Absolutely. -

We have had some experience with this. For example, in Taledo
there is a lot of interest locally, but when you come right down to
getting people, investors, institutions, companies to put their
money there, they are very, very slow.

Senator CHAFEE. You have worked with Mayor Schaefer, have
you not? :

‘ ll}'[r. Norris. We certainly have, and he’s a model that you should
ollow.

Senator CHAFEE. Well, he's here. He's next up at bat.

Mr. Norris. You are very fortunate.

Senator CHAFEE. He says nice things about you, too, Mr. Norris.

How has it come along there, from your point of view? Has it
been a Control Data investment?

Mr. Norris. Well, it has been City Venture, Control Data, the
- city of Baltimore, and the community. It is really a cooperative
effort. I mentioned this magnet facility—we are in the process of
locating one there in the area that is being revitalized. ’

Senator CHAFEE. Well, fine.

Senator Bradley?

Senator BRADLEY. Yes. _

I didn’t hear all of your testimony, but how important do you
think the various support services that the city provides to an
urban enterprise zone are? And do you put some premium on co-
ordination of Federal programs such as EDA and UDAG to supple-
ment whatever incentives might flow from the urban enterprize
zone legislation?

Mr. Norris. Well, our answer to both of those questions is, very
important. There should be coordination with existing programs.
For example, in Baltimore, and Toledo, where we have the most
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successful urban revitalization projects, there has been up-front
money. EDA, UDAG—UDAG has been especially important.

Senator BRADLEY. Would those investments have been made had
there not been UDAG and EDA funds?

Mr. Norris. We could never have gotten Toledo off the ground.
The mayor can speak for Baltimore, but I think it would have been
pretty tough without it, even in Baltimore.

Senator BRADLEY. So, are you saying that even with the urban
enterprise zone legislation there has to be additional Federal com-
mitments to convince you to engage in more investment in urban
centers?

Mr. Norris. Well, let me put it this way: There are so many
facets to this problem that it is almost impossible to address them
all simultanecusly. And, of course, it is the chicken and egg. You
can go ahead and invest funds in improving housing, the infra-
structure, and so forth, but if you don’t have jobs you won't really
get very far.

On the other hand, without that improvement you can only go so
far. So they must go hand in hand.

I am a practical person; I always like to take what’s available. So
I concentrated mostly on job creation here in addition to the pres-
ent bill; because I didn’t sense that there was going to be too much
of an expansion of UDAG, EDA, and other programs. So today I
am concentrating on job creation, but that doesn’'t mean that other
programs are not vital.

Senator BRADLEY. But, as I think I understand your point, you
are saying that you can’t create jobs on top of a crumbling infra-
structure. -

Mr. Norris. Right. Not for very long.

Senator BRADLEY. And an investment would not be a wise one if
it were made for the short-term job potential, if it was made on top
of a crumbling infrastructure?

Mr. Norgis. Correct.

Senator BRADLEY. What are your specific thoughts on what the
Federal Government should do to insure that that infrastructure
isn’t crumbling?

Mr. Norris. Keep UDAG alive and growing. That's been a very
successful program, and that coupled with enterprise zone legisla-
tion——

Senator BRapLEY. What about EDA?

Mr. Norris. EDA is structured somewhat differently.

Senator BRADLEY. More targeted?

Mr. Norgis. It should be more targeted. -

Senator BRADLEY. Any other programs that you think are essen-
ti}‘;all?| ngat about general revenue sharing, or targeted revenue
sharing?

Mr. %onms. Targeted revenue sharing has a place.

Senator BRADLEY. Does it fit into your own calculations as to
whether you will make an investment?
- Mr. Norris. No.

Senator BRADLEY. It doesn’t?

Mr. Norris. It did not, but it could be very important—properly
structured. :

Senator BRADLEY. Thank you very much for your participation.



210

Mr. Norris. Thank you.

Senator BRADLEY. The next witnesses will be a panel consisting -
of Mayor Donald Schaefer of Baltimore, Mayor Melvin Primas of
Camden, N.J., and Mayor Winfield Moses of Fort Wayne, Ind.

Welcome to the committee, gentlemen.

I hope the other two mayors won'’t feel slighted if I offer a partic-
ular welcome to the new mayor of Camden. Melvin Primas is doing
an outstanding job, and we hope to hear more of him on the na-
tional level as it relates to issues concerning the cities of this coun-
try.

yl‘he procedure here is to try to get through everyone’s testimony.
As a courtesy to the present chairman, I think we will lead off with
Mayor Primas, unless you have a mutual agreement as to who
should be first.

If not, let Mayor Primas go first.

Please keep in mind that we ‘have a limitation. If you can sum-
marize your statement, that would be advisable. Then we can get
to the questions. If you hear a bell, that means the time is up.

STATEMENT OF HON. MELVIN R. PRIMAS, MAYOR OF
CAMDEN, N.J. -

Mayor PriMas. Fine. Thank you very much, Senator.

Good morning. Mr. Chairman, I am Melvin Primas, mayor of the
city of Camden, N.J. :

At the outset, Mr. Chairman, please permit me to express my ap-
preciation to you and the members of this subcommittee for the op-
portunity to present testimony on the Enterprise Zone Act of 1982.

I have been following the development and evolution of this leg-
islation over the past 2 years with a great deal of interest. During
this time, I have listened very carefully to both the critics and the
supporters of the legislative concept. I have read a number of re-
ports and studies both pro and con on the subject, and I have made
an effort to follow the progress of the British experimental pro-
gram on which the American legislative model is somewhat based.

My conclusions on the merit of the proposed program are based
not only on my personal study but also upon my conviction that
the chairman of this subcommittee would not have devoted nearly
2 years of his life to the development of this legislation if he were
not convinced that it was going to help solve our pressing national
problem of urban economic deterioration.

Mr. Chairman, I believe that the critics of the proposed urban
enterprise zone program have somewhat overlooked your clearly
stated position that this is an experimental program.

As you have said, the purpose is to move slowly and acquire ex-
perience before we implement a comprehensive national program
of enterprise zones.

In times like these, we must be willing to try new approaches.
After all, not trying is far worse than not succeeding. And I am
convinced that the enterprise zone program will work—perhaps not
everywhere, but certainly in a city like Camden, N.J.

Let me tell you something about my city and why I believe that
the urban enterprise zone will work there. -
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First, Camden is a city made to order for an enterprise zone as
far as public and private sector needs are concerned. At this
moment, we are struggling with a city-side adult unemployment
rate of 21 percent. Minority youth unemployment stands at a stag-
gering 45 percent. Out of our total population of 85,000 persons, ap-
proximately 36,000 are CETA eligible. In other words, over 41 per-
cent of our total population are poor and jobless.

The outmigration of business and industry over the last 20 years
has severely eroded our local tax base. In order to maintain vital
city services, property taxes for the remaining residents and busi-
nesses have been steadily increased over that same period. As you
well know, Mr. Chairman, this vicious cycle creates an environ-
ment that is hardly conducive to new business investment.

At the same time, and in the midst of this economic dilemma, we
can clearly see that Camden has a lot of positive attributes that
should and could attract new investment and create jobs, given the
right set of business incentives. '

Since the city of Camden is located right next to Philadelphia,
businesses locating in our city would have easy access to the sub-
stantial Metropolitan Philadelphia market. Camden also enjoys su-
perii){r road transportation access to the Metropolitan New York
market.

We have a large pool of unemploged skilled workers who are
- eager for the chance to get back on the job. We also have an effec-
tive job training program that works in close cooperation with the
private industry council and the local business community to get
our less skilled unemployed job ready.

We have already established close ties with neighboring colleges
and universities, which cooperate with the local business communi-
ty to promote technological innovation and improved business man-
agement.

We have skilled professionals in our city government who work
in close cooperation with the local business community to take full
advantage of financial assistance and tax relief programs offered
by the State and Federal Government for the purpose of promoting
local economic development. :

And, perhaps most important, we have a city government that is
responsive to the local business community and which works on a
team approach with the private sector to promote local economic
development activi?'.

We are now ready to take the next step—to tie these local re-
sources and capacities to a specially designed set of Federal tax in-
centives and to focus these combined incentives in an urban enter-
prise zone. ~ ‘

It has long been my contention that if a program will work in
Camden, it will work anywhere—primarily because Camden is a
microcosm of our national urban dilemma. I intend to work in
close cooperation with Governor Kean and members of the Camden
‘business community to develop a competitive proposal for consider-
ation by the Department of Housing and Urban Development. If
Camden receives an enterprise zone designation, I intend to spare
no effort to insure the success of our local zone program

And, notwithstanding the experimental nature of this program, I
believe that the Chairman and members of this subcommittee are
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similarly committed to taking all practicable steps toward insuring
a successful outcome for this program.

Toward this objective, it is my sincere hope that the subcommit-
tee will give serious consideration to some recommendations and
i)bservations that I have regarding the urban enterprise zone legis- .
ation. - -

Since the legislation has been described by many of its cospon-
sors and proponents as being specifically designed to assist small
businesses, I believe we should take cognizance of those problems
: tl_)af;1 small businesses perceive as being most critical to their sur-
vival.

A comprehensive survey conducted in November of 1981 by the
National Federation of Independent Businesses revealed that inter-
est rates were the No. 1 problem of urban small businesses, out of
a total problem universe of 25. Local tax rates were the fifth rank-
ing problem identified by the NFIB respondents. This is an impor-
tant issue, given the emphasis placed in the legislation on State
and local government tax abatement as a criteria for designation
as an enterprise zone.

Also important is the NFIB finding that local inspections and in-
spectors, and the ease in getting licenses and permits, were ranked
as the 21st and 22d most. important business problems out of a
total of 25 problems identified: Again, this is a very significant
finding, given the fact that the criteria for designation as an urban
enterprise zone includes removing-or reducing requirements rela-
tive to inspections, licenses, ahd permits at the local level.

Looking at the total list of problems identified by the NFIB re-
spondents, one concludes that the proposed urban enterprise zone
legislation would impact directly or indirectly on 9 of the 25 prob-
lem areas. In purely numerical terms, that sounds pretty good.
However, objectivity demands that one examine the relative rank
of those problems to determine how much of a beneficial impact
the legislation would have for the NFIB small business respond-
ents. The result of that examination is that even with the legisla-
_ tion in place, small businesses would still be facing some pretty

severe money problems. )

A possible solution would be to restore the refundable tax credits
that were a feature in the original version of Senator Boschwitz’
bill, S. 1310. ,

The restoration of refundable tax credits would provide sorely
needed capital to new and smaller existing business firms which do
not generate enough profit to make a nonrefundable tax credit
worthwhile. Furthermore, restoration of the refundable tax credits
on employee wages will respond to the needs of more labor-inten-
sive small businesses.

I would also urge the subcommittee to strongly consider restor-
ing the language contained in the original Boschwitz bill, which
would have provided special incentives for venture capital loans to
new firms. Both of these recommended restorations would respond
directly to the capital needs of both new and existing small busi-
nesses.

Another area of the legislation that deserves the consideration of
the subcommittee is the section concerning zone selection and des-
ignation criteria. Although the legislation does provide that the
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Secretary shall consider the relative fiscal condition of the appli-
cant community and its ability to offer tax abatements, that consid-
eration appears to have a much lesser weight than the strength
and quality of contributions proposed to be made by the applicant.

I would hope that the subcommittee would expressly declare its
intention that the relative fiscal condition of the State and local
governments, and the relative ability of such governments to offer
tax abatements will be given a priority consideration by the De-
partment of Housing and Urban Development in assessing zone
designation .applications.

One final area in the designation criteria section causes me
grave concern. That section would require the Secretary to give
preference to, and I quote, ‘“‘those nominated zones which best ex-
hibit such other factors to be determined by the Secretary of Hous-
ing and Urban Development, as are: (a) consistent with the intent
of the enterprise zone program; and (b) important to minimizing
the unnecessary loss of tax revenues to the Federal Government.”

In its policy document issued in March, the administration indi-
cated that, and again I quote, “the Secretary will have the discre-
tionary power to deny a zone application based on one of these ele-
ments alone.” -

In view of the critical importance of these unidentified factors to
all prospective applicants, I would hope that the subcommittee
would insert language requiring the Secretary to fully identify all
selection and designation and selection ¢riteria and factors, and to
publish such criteria and factors in the Federal Register for public '
review and comment, and to submit such criteria and selection fac-
tors to the appropriate committees of the Congress for review and
approval. :

Mr: Chairman, I hope that the subcommittee will also consider
the insertion of language in the legislation to insure that any State
or local deregulation would be subject to the same limitations as
are imposed upon the Federal Government; that is, that regulatory -
relief shall not affect public health or safety, civil rights protec-
tions, or the minimum wage for zone workers. This would insure
that all applicant communities maintain certain basic and funda-
mental standards, and that neither workers nor residents are ex-
posed to unacceptable risks as a tradeoff for economic development.

Senator BRADLEY. Mr. Primas, the bell went off.

Mayor PrimaAs. I'm sorry. I delayed hearing it.

Senator BrapLEY. Could we go on to the next witness?

Mayor Primas. Absolutely. , .

Senator BrRADLEY. I read your conclusion, and I will convey your
sentiments of -congratulation to the chairman.

Mayor Primas. Great.

Senator BRADLEY. Thank you. .

Mayor Primas. Thank you.

STATEMENT OF HON. DONALD SCHAEFER, MAYOR OF THE CITY
OF BALTIMORE

Mayor ScHAEFER. Thank you very much, Mr. Chairman.
Before I start on my time, if I might just take a minute——
Senator BrRAapLEY. This is the experienced witness. [Laughter.]



214

Mayor ScHAEFER. No, I'm an elected official, too, as all of us are.
What we hear mostly is criticism and someone saying that we want
more and more. Every once in a while we forget to thank the Fed-
eral Government for the things they have done for us, and I would
like to, on behalf of the people of the city of Baltimore and myself.
Because of the commitments from the Federal Government, the
city has been able to move. Sometimes you don’t hear that. So I
want to let you know that if you come to Baltimore you will see
"some of the programs.

Second, you have heard from one of the truly great men in in-
dustry, a Mr. Norris. Mr. Norris not only comes over and testifies
about things that he would like to see done, he does things. It is a
man committed to jobs. If it wasn’t for Mr. Norris, the enterprise
zone which we have, which really isn’t an enterprise zone, we
wouldn’t have that. It was his commitment to that community and
his belief in jobs that allowed us to do it. I just want personally to
commend him. You put it exactly right—he puts his money where
his mouth is, and he produces. He is a great man.

We worked with Mr. Garcia and Mr. Kemp for over a year on
enterprise zones. We are very pleased that the members of the
committee and the President, and others, have come forth with the
enterprise zone legislation.

" Now, when you are at my level of government, you are interest-
ed in jobs, j-o-b-s, reducing unemployment, and stimulating the -
economy and economic development. In my mind it is important to
target economic resources and pro%rams to areas of greatest need,
and that is to areas of high unemployment. I think every mayor in
a city like ours, the three mayors that are here, I could quote sta-
tistics of 54 percent unemployed minorities in certain areas of the
city, high unemployment; but I think you have heard all of that, so
I won't go into it.

The timing of the administration proposal for an enterprise zone
couldn’t be better, because of high unemployment. Unemployment
has risen to a breaking point, business investments are low and
down, loans and guaranteed programs are difficult to obtain, and
the labor pool is increasingly mismatched with existing jobs. We
need an inducement. by the President and the Congress to solve
urban problems. I am all for solving other problems, but there are
direct problems in cities that must be addressed, and in my mind
this is the first emphasis on solving the problem of an urban area.

I am pleased that Senator Chafee and others have been able to
move the legislation along, and we are very pleased that we were
able to get our State to have an enterprise zone legislation. I don’t
think you can have an enterprise zone legislation for every State
that is exactly the same. All States are different. What we had in
ours was a tax incentive for capital investment, access to capital
for physical improvements, incentives for hiring unemployed work-
ers, loan guarantees, recognition of need for public infrastructure
and targeting. :

I read the newspaper on those who are opposed to enterprise
zones. I think it is very easy to be against something, and it’s very
difficult to be for something, 1 guess. So I would like to say to those
who oppose it, this is an experimental program and we need some
innovative ideas, new ideas, new approaches. We, on the level of
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directly working with people where the people are unemployed,
favor this type of le%islation. We are very pleased that we have it.

Now, if you will allow me a little latitude, I would like to use a
few boards. [Showing of charts.]

First, we would like to say what we think an urban economic de-
velopment should be—a formula.

First, it must be a city commitment, a commitment by the
mayor. We have it.

A State commitment, by the Governor. We did that by getting
the Governor to pass legislation.

Private sector commitment by Mr. Norris. That is already there.
That is very important.

An area with a good potential for success.

A concentration on one word, again, “jobs.”

A commitment by the Federal Government, which is the enter-
prise zone. And that is important.

And then, you have what is known as focusing for the survival of
the Nation's cities. :

Now, what is good about the enterprise zone?
~ One, new tools for economic development in distressed areas to
make the distressed areas more competitive. I have heard testimo-
ny today about ‘“Maybe people don’t want to work there; maybe
they want to work out in areas where there is a lot of greenery
around,” and so forth. We want to make these areas more competi-
tive in what we call “lost communities.”

Two, we must target to areas of greatest need, and that’s an im-
portant word ‘“‘targeting to areas of greatest need.”

Three, new possibilities for public and private partnerships.

Four, new jobs for the unemployed.

Five, new capital investments in the rundown neighborhoods.

Six, new hope and improved quality of life for the people.

The time is now. We Eave a little propaganda on the bottom, but
we are ready for an enterprise zone. ]

I don’t know if we are going to get it or not, but with Mr. Norris’
help, whether we get it or not, we are going to move forward with
our concept of our enterprise zones. We are not sure we are going
to get one. [Change of charts.]

Now, to make an enterprise zone work, we think there ought to
be two added things—two things that are very important from our
standpoint.

One. Job training for enterprise zone emplg{yees. You can’t
expect the employers to take untrained people. They have got to
have the job training. We have one of the best manpower programs
in the United States, I think. We can prove that when you have a
good J)rogram you can train people, put them in industry, and they
would work productively. We think this training segment is abso-
lutely essential if the enterprise zone is to work: try-out employ-
ment, on-the-job training, skill training, attitude training. )

Now, you say, “What is attitude training?’ Some people have
never had a jog. It is very difficult for people to.understand that
some people have never worked, and they have to learn-to get
there at 8:30 in the morning, leave at 4:30 in the afternoon, work
every day, work on Saturdays and Sundays and Fridays, if it is ab-
solutely necessary. So attitude training is important.
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Two. The second thing, venture capital, is essential for new busi-
ness startups. Wherever we went, all over the United States, we
heard from small business that they do need some venture capital
essential for start-up. They lose chances for new business survival,
because the first 4 or 5 years is the difficult time.

New small business is the best source of new jobs. As you heard
the Governor say, and everyone else, the small business is where
the jobs are at the present time. [Change of charts.

Now, to make the enterprise zone work even better, what we
would like, of course, is infrastructure investments. The areas you
are talking about are older areas, the depressed areas, areas that
are not attractive. They must have streets, lights, water, sewer, se-
curity—all those things. We can do part of it, but we need some
assistance from the Federal Government, if we can get it.

The question is “If we don’t get it are we just going to say no?”

The answer is “No; because if you believe in an enterprise zone,
you will divert some of your resources there. But you are taking it
away from another area, because there is only so much money.”
_ A refundable tax credit to keep small business going and grow-
ing.
And targeted Federal tools. This is a very important one that
you just talked about with Mr. Norris.

UDAG targeted to enterprise zones.

Small business loans targeted to the enterprise zones.

The IRB targeted to the enterprise zones. _

Defense contracts, all the things, targeted toward the zones to
make sure they survive.

The last one, of course, is the EDA infrastructure that we need.

[Change of charts].

Pilot enterprise zone. Why? It meets all of the criteria.

We are just going to very briefly—it will only take me a
minute—tell you why Clark Heights, what Mr. Norris has given, is
an area. It meets all the criteria, has a head start, a city venture, a
plan for 2,500 jobs that Mr. Norris is going to put up in the area,
Control Data. Business and technology in the center, groundbreak-
ing, all before 1981. It has already started this. Commercial Credit
and a new bindery that he has put up in there; business and com-
munity support involving a track record on making things work.
We think we can do that.

[Change of charts.]

The last thing, an enterprise zone right here, away from all the
other industrial areas, right close to a low income area, would have
a training force if they were trained.

. Where we spent a tremendous amount of money in doing the
things you have talked about—improving housing conditions, and
all the rest, one of the important things that you and the Senators
talked about, taking the jobs, taking the opportunities to where the
people are rather than having these people travel all over the place
in all the areas, moving it right into an area, exactly where the
people are. That is very important.

ow, let me tell Iyou about whether we are going to do it or not.
Again, 1 second. If I talk too long, you can tell me to stop.

We are going to have an enterprise zone whether we get a Feder-

al designation or not. We are going to have an \enterprise zone
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whether we get the State designation or not. Because we have a
commitment by Mr. Norris; we have a commitment that we are
going to make it work. It has every bit of the criteria.

We would like to have one, if you would give us one. But if you
don’t, we've got the commitment there, and it’s going to work.

Finished. [Laughter.]

Senator BRADLEY. Thank you very much, Mayor Schaefer. Quite
impressive. .

Let’s go on to Mayor Moses, and then we will get to questions.

STATEMENT OF HON. WINFIELD MOSES, MAYOR OF FORT
WAYNE, IND., FOR THE U.S. CONFERENCE OF MAYORS

Mayor Moses. Thank you, Senator Bradley.

It looks like perhaps my job is to see if I can end when the bell
does and show that perhaps mayors can do that.

We want to very much thank the committee and yourself for al-
lowing the Conference of Mayors to make a statement on behalf of
many interests. We are certainly very supportive of this concept
and have been for a number of years. As you are probably aware,
we testified 10 months ago in favor of the concept in essence.

As a mayor of a midsize city, and speaking on behalf of the con-
ference, I would like to buttress what the two mayors beside me
have essentially said; and chat is “Yes, there are very good con-
cepts here, but we want to be certain that some of the problems
that we on the frontline face are addressed in this.”

As Mayor Primas pointed out, one of those certainly is to be sure
that there is assistance for new businesses. And as Mayor Schaefer
pointed out, clearly a reduction in taxes or the elimination of taxes
is not singularly enough to entice a new business to move into this
area.

And I think we want to be certain that we are not basically
moving businesses across the street or putting geographically low
created business that are close to these enterprise areas at a disad-
vantage in any instance.

Finally, I think we all realize that the basic detriment to busi-
ness at this time is the high cost of capital and the difficulty of se-
curing capital. So, anything we can do with this concept to assist
with that, a new venture fund or a refundable tax credit, as others
have brought up, is an important concept.

Likewise, it 1s important that these enterprise zones be linked
with a number of other Federal programs. You have made a point
of asking very astute questions in that regard, and it is clear that
these are not independent entities that exist without any other
linkage to the balance of Federal programs, State, or local pro-
grams.

It is particularly nice to see the Secretary of Commerce here to
explain and emphasize the need for foreign trade zones. I think
that will be quite helpful in some cities, and a number of mayors
have expressed a great deal of interest in that. That-is fortunate.

We want to be very careful, though, as\ we go through this proc-
ess, that we don't look at this program to the exclusion of our
training programs, as Mayor Schaefer pointed out, to our economic
and development programs and housing programs which are so im-
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portant for those people who live in those areas, to our educational
programs, which are the only way we can bring people forward in
this world, and certainly to our industrial revenue bonds—that
cannot be overlooked—and finally, to an urban amenity called
parks, which are important. People may not think of that as neces-
sary in these days. It is, in fact, necessary. We can’t completely do
away with the nature of an urban entity such as cities.

And our UDAG'’s and EPA wastewater programs, and public
transportation activities, cannot cease. These programs will not
work without some measure of those being involved. We want to be
certain, as the mayors, that this program is not seen or viewed as a
substitute for ongoing Federal programs. Secretary Pierce assured
us of that this morning, but often this seems to gain much more
notoriety than the balance, and it clearly is not ' meant as a substi-
tute in any fashion. I think we all appreciate that and need to keep
that closely in front of us.

It is also important that mayors throughout this nation be given
the opportunity to develop their own agendas in their communities
to deal with urban enterprise areas, that we not be so rigidly
locked in by the Federal Government or the State that we are re-

uired to do things that we know in our hearts will not work in
these communities, whether they be zoning changes or occupation-
al licensing or contracting out of services to the private sector. I
think it is important that the Federal Government not feel, for in-
stance, that they can require a city in Indiana to privately contract
for its garbage, for instance, or for some other entity. Because we
deal with the realities of our economics and our politics at the
front level, 1wve wrestle with those bears every day, we are held ac-
countable to do what is most prudent, and that usually means the
lowest and best costs. I would hope that that is not too rigidly cre-
ated by the Federal Government when they begin this process.

We certainly would hope, too, that there is some ameliorization
of the State’s ability, in essence, to veto an enterprise zone. I don’t
think that that’s a problem in most areas; I don’t think that it’s a
problem in the State of Indiana; but a number of States are quite
concerned, and mayors are concerned that there should be some
leeway in this, that cities which, again, are where these are going
to be located and will basically be run from should be allowed to
have more leeway than they presently have under the law as it is
created here.

Finally, it is important that we emphasize, here, jobs. Mayor
Schaefer said that very clearly and very well, that this is not
meant solely as an investment opportunity for warehousing, that it
is not meant as an entity only to increase tax safe-harbor provi-
sions or analogous situations; it is in fact designed to create jobs.
Where this is a warehousing operation that doesn’t, or it’s a pass-
throu%h of some nature, that's perhaps inappropriate to the con-
cept. There should be an investment in employment here as well as
an investment in the financial considerations. And I hope that the
bill will directly address that problem.

Finally, we made a strong point of this being an experimental
program and that we should consider it in that fashion. I think,
also, we have to be aware that when we limit it to a 3-year time
period or a package of small magnitude, in that sense, that we in-
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hibit the ability of an investor to come in and make long-range
plans. I say that as much as a third-generation homebuilder, which
I am, as a mayor. And I think it is important that we try to give
some long-range security to a company that is going to make a sub-
stantial investment, from their perspective, in this concept. And I
know that is what we want to do in the long run.

To end, here, again I would like, speaking on behalf of the Con-
ference of Mayors, to thank you very much for the opportunity not
only to speak but to discuss a serious concern for our community
and for our Nation that has to be addressed. We appreciate that
opportunity a great deal.

Senator BRaDLEY. Thank you very much for your testimony.

[The statements of the previous panel follow:]
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TESTIMONY OF
THE HONORABLE MELVIN R. PRIMAS, JR.
MAYOR OF THE CITY OF CAMDEN, NEW JERSEY

GOOD MORNING, MR. CHAIRMA&T_w{~ﬂM*MELVIN PRIMAS, MAYOR OF
THE CITY OF CAMDEN, NEW JERSEY.

AT THE OUTSET, MR. CHAIRMAN, PLEASE PERMIT ME TO EXPRESS
MY APPRECIATION TO YOU AND THE MEMQERS OF THIS SUBCOMMITTEE FOR
THE OPPORTUNITY TO PRESENT TESTIMONY ON THE ENTERPRISE ZONE TAX
ACT OF 1982,

I HAVE BEEN FOLLOWING THE DEVELOPMENT AND EVOLUTION OF THIS
LEGISLATION OVER THE PAST TWO YEARS WITH A GREAT DEAL OF INTEREST.
DURING THIS TIME, I HAVE LISTENED VERY CAREFULLY TO BOTH THE
CRITICS AND THE SUPPORTERS OF THE LEGISLATIVE CONCEPT. I HAVE
READ A NUMBER OF REPORTS AND STUDIES -- BOTH PRO AND CON -- ON THE
SUBJECT. AND, 1 HAVE MADE AN EFFORT TO FOLLOW THE PROGRESS OF THE
BRITISH EXPERIMENTAL PROGRAM ON WHICH THIS AMERICAN LEGISLATIVE
MODEL IS SOMEWHAT BASED. <

MY CONCLUSIONS ON THE MERIT OF THE PROPOSED PROGRAM ARE BASED
NOT ONLY ON MY PERSONAL STUDY, BUT ALSO UPON MY CONVICTION THAT
THE CHAIRMAN OF THIS SUBCOMMITTEE WOULD NOT HAVE DEVOTED NEARLY
TWO YEARS OF HIS LIFE TO THE DEVELOPMENT OF THIS LEGISLATION IF
HE WERE NOT CONVINCED THAT IT WAS GOING TO HELP TO SOLVE OUR
PRESSING NATIONAL PROBLEM OF URBAN ECONOMIC DETERIORATION.

MR. CHAIRMAN, I BELIEVE THAT THE CRITICS OF £HE PROPOSED
URBAN ENTERPRISE ZONE PROGRAM HAVE SOMEHOW OVERLOOKED YOUR CLEARLY-
STATED POSITION THAT THIS £§~9N EXPERIMENTAL PROGRAM.

AS YOU HAVE SAID, THE PURPOSE IS TO MOVE SLOWLY AND ACQUIRE
EXPERIENCE BEFORE WE IMPLEMENT A COMPREHENSIVE NATIONAL PROGRAM OF
ENTERPRISE ZONES,

IN TIMES LIKE THESE, WE MUST BE WILLING TO TRY NEW APPROACHES,

-

AFTER ALL, NOT TRYING IS FAR WORSE THAN NOT SUCCEEDING.




221

AND, I AMCONVINCED THAT THE ENTERPRISE ZONE PROGRAM WILL WORK...
PERHAPS NOT EVERYWHERE, BUT CERTAINLY IN A CITY LIKE CAMDEN, NEW JERSE

LET ME TELL YOU SOMETHING ABOUT MY CITY, AND WHY I BELIEVE
THAT AN URBAN ENTERPRISE ZONE WILL WORK THERE.

FIRST, CAMDEN IS A CITY MADE-TO-ORDER FOR AN ENTERPRISE ZONE
AS FAR AS PUBLIC AND PRIVATE SECTOR NEEDS ARE CONCERNED.

AT THIS MOMENT, WE ARE STRUGGLING WITH A CITY-WIDE, ADULT
UNEMPLOYMENT RATE OF 21%. MINORITY YOUTH UNEMPLOYMENT STANDS AT
A STAGGERING 45%.

OUT OF OUR TOTAL POPULATION OF 87,500 PERSONS, APPROXIMATELY
36,000 ARE CETA-ELIGIBLE. IN OTHER WORDS, OVER 41% OF OUR
TOTAL POPULATION ARE POOR AND JOBLESS.

THE OUTMIGRATION OF BUSINESS AND INDUSTRY OVER THE LAST TWENTY
YEARS HASSEVERELY ERODED OUR LOCAL TAX BASE. IN ORDER TO MAINTAIN
VITAL CITY SERVICES, PROPERTY TAXES FOR REMAINING RESIDENTS AND
BUSINESSES HAVE BEEN STEADILY INCREASED OVER THE SAME PERIOD.

AS YOU WELL KNOW, MR. CHAIRMAN, THIS VICIOUS CYCLE CREATES AN
ENVIRONMENT THAT IS HARDLY CONDUCIVE TO NEW BUSINESS INVESTMENT.

AT THE SAME TIME, AND IN THE MIDST OF THIS ECONOMIC DILEMMA,

WE CAN CLEARLY SEE THAT CAMDEN HAS A LOT OF POSITIVE ATTRIBUTES THAT

SHOULD AND COULD ATTRACT NEW INVESTMENT AND CREATE JOBS -- GIVEN

THE RIGHT SET OF BUSINESS. INCENTIVES.

SINCE THE CITY OF CAMDEN IS LOCATED RIGHT NEXT TO PHILADELPHIA,
BUSINESSES LOCATING IN OUR CITY WOULD HAVE EASY ACCESS TO THE
SUBSTANTIAL METROPOLITAN PHILADELPHIA MARKET. CAMDEN ALSO ENJOYS
SUPERIOR ROAD TRANSPORTATION ACCESS TO THE METROPOLITAN NEW YORK
MARKET.

95-479 O—82~—~—~15
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WE HAVE A LARGE POOL OF UNEMPLOYED SKILLED WORKERS WHO ARE
EAGER FOR THE CHANCE TO GET BACK ON THE JOB. WE ALSO HAVE
AN EFFECTIVE JOB TRAINING PROGRAM THAT WORKS IN CLOSE COOPERATION
WITH THE PRIVATE INDUSTRY COUNCIL AND THE LOCAL BUSINESS COMMUNITY
TO BET OUR LESS-SKILLED UNEMPLOYED JOB-READY.

WE HAVE ALREADY ESTABLISHED CLOSE TIES WITH NEIGHBORING
COLLEGES AND UNIVERSITIES, WHICH COOPERATE WITH THE LOCAL BUSINESS
COMMUNITY TO PROMOTE TECHNOLOGICAL INNOVATION AND IMPROVED BUSINESS
MANAGEMENT.

WE HAVE SKILLED PROFESSIONALS IN OUR CITY GOVERNMENT WHO
WORK IN CLOSE COOPERATION WITH THE LOCAL BUSINESS COMMUNITY TO
TAKE FULL ADVANTAGE OF FINANCIAL ASSISTA&CE AND TAX ﬁELIEF PROGRAMS
OFFERED BY THE STATE AND FEDERAL GOVERNMENTS FOR THE PURPOSE OF
PROMOTING LOCAL ECONOMIC DEVELOPMENT.

AND, PERHAPS MOST IMPORTANT, WE HAVE A CITY GOVERNMENT THAT
IS RESPONSIVE TO THE LOCAL BUSINESS COMMUNITY AND WHICH WORKS ON
A TEAM APPROACH WITH THE PRIVATE SECTOR TO PROMOTE LOCAL ECONOMIC
DEVELOPMENT ACTIVITY.

WE ARE NOW READY TO TAKE THE NEXT STEP ~- TO TIE THESE
LOCAL RESOURCES AND CAPACITIES TO A SPECIALLY-DESIGNED SET OF
FEDERAL TAX INCENTIVES AND TO FOCUS THESE COMBINED INCENTIVES
IN AN URBAN ENTERPRISE ZONE. -

IT HAS LONG BEEN MY CONTENTION THAT IF A PROGRAM WILL WORK
IN CAMDEN, IT WILL WORK ANYWHERE -- PRIMARILY BECAUSE CAMDEN IS
A MICROCOSM OF OUR NATIONAL URBAN DILEMMA. I INTEND TO WORK
IN CLOSE COOPERATION WITH GOVERNOR KEAN AND WITH THE MEMBERS OF
CAMDEN'S BUSINESS COMMUNITY TO DEVELOP A COMPETITIVE PROPOSAL
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FOR CONSIDERATION BY THE DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT.
IF CAMDEN RECEIVES AN ENTERPRISE ZONE DESIGNATION, I INTEND TO SPARE
NO EFFORT TO ENSURE THE SUCCESS OF OUR LOCAL ZONE PROGRAM.

AND, NOTWITHSTANDING THE EXPERIMENTAL NATURE OF THIS PROGRAM,
I BELIEVE THAT THE CHAIRMAN AND MEMBERS OF THIS SUBCOMMITTEE ARE
SIMILARLY COMMITTED TO TAKING ALL PRACTICABLE STEPS TOWARD ENSURING™
A SUCCESSFUL OUTCOME FOR THIS PROGRAM.

TOWARD THIS OBJECTIVE, IT IS MY SINCERE HOPE THAT THE SUBCOMMITTE!
WILL GIVE SERIOUS CONSIDERATION TO SOME RECOMMENDATIONS AND OBSERVA-
TIONS THAT I HAVE REGARDING THE URBAN ENTERPRISE ZONE LEGISLATION.

SINCE THE LEGISLATION HAS BEEN DESCRIBED BY MANY OF ITS
CO-SPONSORS AND PROPONENTS AS EEING SPECIEICALLY DESIGNED TO
ASSIST SMALL BUSINESSES, I BELIEVE WE SHOULD TAKE COGNIZANCE OF
THOSE PROBLEMS THAT SMALL BUSINESSES PERCEIVE AS BEING MOST
CRITICAL TO THEIR SURVIVAL.

A COMPREHENSIVE SURVEY CONDUCTED IN NOVEMBER OF 1981 BY
THE NATIONAL FEDERATION OF INDEPENDENT BUSINESS REVEALED THAT
INTEREST RATES WERE THE NUMBER ONE PROBLEM OF URBAN SMALL BUSINESSES,

OUT OF A TOTAL PROBLEM UNIVERSE OF TWENTY-FIVE. LOCAL TAX RATES

WERE FIFTH~RANKING PROBLEM IDENTIFIED BY NFIB RESPONDENTS.
THIS IS AN IMPORTANT ISSUE, GIVEN. THE EMPHASIS PLACED IN THE
LEGISLATION ON STATE AND LOCAL GOVERNMENT TAX ABATEMENT AS A
CRITERIA FOR DESIGNATION AS AN ENTERPRISE ZONE.

ALSO IMPORTANT IS THE NFIB FINDING THAT LOCAL INSPECTIONS
AND INSPECTORS, AND EASE IN GETTING LICENSES AND PERMITS, WERE
RANKED AS THE 21ST AND 22ND MOST IMPORTANT BUSI&ESS}PROBLEMS
OUT OF A TOTAL OF TWENTY-FIVE PROBLEMS IDENTIFIED. AGAIN, THIS IS
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A VERY SIGNIFICANT FINDING, GIVEN THE FACT THAT THE CRITERIA FQR
DESIGNATION AS AN URBAN ENTERPRISE ZONE INCLUDES REMOVING OR
REDUCING REQUIREMENTS-RELATIVE TO INSPECTIONS, LICENSES AND
PERMITS AT THE LOCAL LEVEL.

LOOKING AT THE TOTAL LIST Of PROBLEMS IDENTIFIED BY NFI1B
REéPONDENTS, ONE CONCLUDES THAT THE PROPOSED URBAN ENTERPRISE
ZONE LEGISLATION WOULD IMPACT DIéECTLY OR INDIRECTLY ON 9 OF
THE 25. IN PURELY NUMERICAL TERMS, THAT SOUNDS PRETTY GOOD,
HOWEVER, OBJECTIVITY DEMANDS THAT ONE EXAMINE THE RELATIVE RANK
OF THOSE PROBLEMS TO DETERMINE NOW MUCH OF A BENEFICIAL IMPACT
THE LEGISLATION WOULD HAVE FOR THE NFIB SMALL BUSINESS RESPONDENTS.
THE RESULT OF THAT EXAMINATION IS THAT EVEN WITH THE LEGISLA-

TION IN PLACE, SMALL BUSINESSES WOULD STILL BE FACING SOME PRETTY
SEVERE MONEY PROBLEMS.

A POSSIBLE SOLUTION WOULD BE TO RESTORE THE REFUNDABLE
TAX CREDITS THAT WERE A FEATURE IN THE ORIGINAL VERSION OF SENATOR
BOSCHWITZ'S BILL, S. 1310.

THE RESTORATION OF REFUNDABLE TAX CREDITS WOULD PROVIDE
SORELY-NEEDED CAPITAL TO NEW AND SMALLER EXISTING BUSINESS FIRMS
WHICH DO NOT GENERATE ENOUGH OF A PROFIT TO MAKE A NON-REFUNDABLE
TAX CREDIT WORTHWHILE. FURTHERMORE, RESTORATION OF THE REFUNDABLE
TAX CREDITS ON EMPLOYEE WAGES WOULD RESPOND TO THE NEEDS OF MORE
LABOR-INTENSIVE SMALL BUSINESSES.

I WOULD ALSO URGE THE SUBCOMMITTEE TO STRONGLY CONSIDER
RESTORING THE LANGUAGE CONTAINED IN THE ORIGINAL BOSCHWITZ BILL
WHICH WOULD HAVE PROVIDED SPECIAL INCENTIVES FOR VENTURE CAPITAL
LOANS TO NEW FIRMS.



225

BOTH OF ‘THESE RECOMMENDED RESTORATIONS WOULD
RESPOND DIRECTLY TO THE CAPITAL NEEDS OF BOTH NEW AND EXISTING
SMALL BUSINESSES.

ANOTHER AREA OF THE LEGISLATION THAT DESERVES THE CONSIDERATION
OF THE SUBCOMMITTEE IS THE SECTION CONCERNING ZONE SELFCTION AND
DESIGNATION CRITERIA. ALTHOUGH THE LEGISLATION DOES PROVIDE
THAT THE SECRETARY SHALL CONSIDER THE‘RELATIVE FISCAL CONDITION
OF THE APPLICANT COMMUNITY AND ITS ABILITY TO OFFER TAX ABATEMENTS,
THAT CONSIDERATION APPEARS TO HAVE A MUCH LESSER WEIGHT THAN
THE STRENGTH AND QUALITY OF "CONTRIBUTIONS'" PROPOSED TO BE"
MADE BY THE APPLICANT.

I WOULD HOPE THAT THE SUBCOMMITTQE.WILL EXPRESSLY DECLARE
ITS INTENTION THAT RELATIVE FISCAL CONDITION OF THE STATE AND
LOCAL GOVERNMENT AND THE RELATIVE ABILITY OF SUCH GOVERNMENTS
TO OFFER TAX ABATEMENTS WILL BE GIVEN A PRIORITY CONSIDERATION-
BY THE DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT IN ASSESSING
ZONE DESIGNATION APPLICATIONS.

ONE FINAL AREA IN THE DESIGNATION CRITERIA SECTION CAUSES ME
VERY GRAVE CONCERN. THAT SECTION WOULD REQUIRE THE SECRETARY TO
GIVE PREFERENCE TO "... THOSE NOMINATED ZONES WHICH BEST EXHfBIT SUCH
OTHER FACTORS TO BE DETERMINED BY THE SECRETARY OF HOUSING AND

URBAN DEVELOPMENT, AS ARE:

(A) CONSISTENT WITH THE INTENT OF THE ENTERPRISF ZONE PROGRAM:
AND
(B) IMPORTANT TO MINIMIZING THE UNNECESSARY LOSS OF TAX REVENUES

-

TO THE FEDERAL GOVERNMENT."
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IN ITS POLICY DOCUMENT ISSUED IN MARCH, THE ADMINISTRATION
INDICATED‘THAT ",..THE SECRETARY WILL HAVE THE DISCRETIONARY
POWER TO DENY A ZONE APPLICATION ﬁASED ON ONE OF THESE ELEMENTS
ALONE...". IN VIEW OF THE CRITICAL IMPORTANCE OF THESE
UNIDENTIFIED '"FACTORS" TO ALL PROSPECTIVE APPLICANTS, I WOULD
HOPE THAT THE SUBCOMMITTEE WILL INSERT LANGUAGE REQUIRING THE
SECRETARY TO FULLY IDENTIFY ALL SELECTION AND DESIGNATION CRITERIA

AND FACTORS, TO PUBLISH SUCH CRITERIA AND FACTORS IN THE FEDERAL
REGISTER FOR PUBLIC REVIEW AND COMMENT, AND TO SUBMIT SUCH
CRITERIA AND SELECTION FACTORS TO THE APPROPRIATE COMMITTEES OF THE
CONGRESS FOR REVIEW AND APPROVAL;

MR.‘CHAIRMAN, I HOPE THAT THE SUBCOMMITTEE WILL ALSO
CONSIDER THE INSERTION OF LANGUAGE IN THE LEGISLATION TO ENSURE
THAT ANY STATE OR LOCAL DEREGULATION WOULD BE SUBJECT TO THE SAME
LIMITATIONS AS ARE IMPOSED UPON THE FEDERAL GOVERNMENT -- THAT 1S,
THAT REGULATORY RELIEF SHALL NOT AFFECT PUBLIC HEALTH OR SAFETY,
CIVIL RIGHTS PROTECTIONS OR THE MINIMUM WAGE FOR ZONE WORKERS.
THIS WOULD ENSURE’THAT ALL APPLICANT COMMUNITIES MAINTAIN CERTAIN
BASIC AND FUNDAMENTAL STANDARDS, AND THAT ﬁEITHER WORKERS NOR
RESIDENTS ARE EXPOSED TO UNACCEPTABLE RISKS AS A TRADE-OFF FOR
ECONOMIC DEVELOPMENT.

MR. CHAIRMAN, PERMIT ME TO CONCLUDE MY REMARKS BY ONCE AGAIN
COMMENDING YOUND THE MEMBERS OF THIS SUBCOMMITTEE FOR THE TIME
AND EFFORT YOU HAVE DEDICATED TO THIS LEGISLATION. ON BEHALF OF
THE CITY OF CAMDEN, I HOPE THAT THESE EFFORTS WILL CONTINUE,
PARTICULARLY WITH REGARD TO THE SUCCESSFUL COORDINATION OF THE
URBAN ENTERPRISE ZONE PROGRAM WITH OTHER ECONOMIC DEVELOPMENT
PROGRAMS SUCH AS THE WRBAN DEVELOPMENT ACTION GRANT PROGRAM,

-~
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COMMUNITY DEVELOPMENT PROGRAM, AND THE RANGE OF ASSISTANCE
PROGRAMS ADMINISTERED BY THE ECONOMIC DEVELOPMENT ADMINISTRATION
OF THE DEPARTMENT OF COMMERCE. TOGETHER, I BELIEVE THESE PROGRAMS
CONSTITUTE A FORMULA FOR SUCCESS THAT WILL REFLECT CREDIT UPON

THE CHAIRMAN, THE MEMBERS OF THE SUBCOMMITTEE, AND ALL THOSE
WHO HAVE WORKED ON THE LEGISLATION.

#HAHEH
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TESTIMONY OF
THE HONORABLE WINFIELD MOSES
MAYOR, FORT WAYNE
CHAIRMAN, SUBCOMMITTEE ON FEDERAL TAX POLICY
URBAN ECONOMIC POLICY COMMITTEE

Mr. Chairman, Members of the Finance Committee, thank
you for this opportunity for the U.S. Conference of Mayors
to testify on enterprise zones, a sgbject of considerable
~interest to Mayors around éhe country.,

First, let me coﬁmend you, Senator Chafee, and your
colleague, Senator Boschwitz, for your leadership in sponsor-
ing enterprise zone legislation. The U.S. Conference of
Mayors has long been supportive of thé concept which under-
lies enterprise zone legislation, namely the use of tax in-
centives to encourage investment and job creation in dis-
tressed urban areas. At a policy meeting last year, the
Conference of Mayors adopted a comprehensive resolution on
tax policy which urged the enactment of enterprise zone legisf
lation with the following characteristics:

e flexibility with respect to the designation of zones

and the commitment of resources to the zone by local

governments;

® rough equality between investment and employment tax
incentives;

® equal treatment for small business and spécial help
for new ventures; and

o development of linkages between enterprise zones and
other economic development and training activities.

As you know, there was much about the second version of
the Kemp-Garcia-Chafee-Boschwitz bill (S.1310) which Mayors
liked and supported. We testified before your Committee in

general support of‘that bill only ten moths ago. However, we
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have several concerns about the Administration bill, (S.2298),
which has substantially amended the earlier concept.

First, the Administration provides no special assistance
ér support for new businesses. In fact, their approach drops
the tax incentive, encouraging banks and other investors to
maké loans to businesses in enterprise zones, a provision
included in the Kemp~Garcia bill and which the Conference of
Mayors supporéed. In a time of high interest rates, one of
the most significant impediments to the startup of new busi-
nesses is the lack of access to the private capital markets.
Thus, we have urged that the Administration and the Congress
establish a "new venture fund" for small businesses in an
enterprise zone, as has been done by some of the states which
have enacted enterprise zone legislation. Moreover, we also
continue to support refundable tax credits, which provide
some relief to new enterprises, as well as management and
technical assistance to fledgling entrepreneurs,

Secondly, Mayors continue to support the coordination of
the tax incentives in the bill with other federal programs,
including economic and community development, training pro-
grams, management and technical assistance for small busi-
nesses and other appropriate assistance programs. In this
regard, we are pleased that enterprise zones would be linked
with the creation of Foreign Trade Zones and the contihued

use, without restriction, of industrial development bonds.
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It is unfortunate that many of the programs that should
be tied in some way to enterprise zones have been or are pro-
posed to be eliminated under the Reagan Administration's
FY82 and FY83 budgets, including training activities, econom-
ic development and housing programs, adult and vocational
education programs, industrial revenue bonds, and urban parks.
In addition, other infrastructure programs have been cut sub-
stantially, including Urban Development Action Grants, EPA
wastewater treatment programs, and bublic transportation
subsidies.

One of the major worries of Mayors when the enterprise
zone concept was first discussed last year was that the bill
not be viewed as a substitute for proven ongoing federal pro-
grams. Yet, that is close to what has happened. I am very
worried that this Committee not view enterprise zones in this
fashion, especially in view of the unproven efficacy of tax
incentives in revitalizing distressed neighborhoods. '

Third, -the Conference of Mayors opposes legislative .
language which would, in essence, require state and local
governments to give HUD a guarantee that they will honor their
commitments, or "lock in" their commitments before winning an
enterprise zone designation. Such guarantees have never been
given by the federal government and indeed are out of place
in a governmental and democratic context.

In addition, we oppose the legal process. supported by the

Administration, whereby citizens or businesses in an enterprise
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zone can sue the city or the state for monetary damages and
enforcement, should they fail to keep eveﬂ one of their prom-
ised commitments. This distrust and disrespect for state and
local governments is inconsistent with the thrust and general
philosophy of the Administration's budget, economic and fed~-
eralism programs. We strongly oppose the establishment of
such a legal rgmedy on top of the many which already exist,
as likely to result in a legal nightmare at the local level.
.Fourth, we are concerned that HUD resist the temptation
to impose its values and priorities on local governments, in
terms of the commitments they must make if they_are awarded
one of the 13-25 zone designations, It is important that
"local governments have substantial flexibility in designing
their commitment to an enterprise zome. After all, local of-
ficials and citizens know best what incentives are needed in
their community to attract business investment and jobs --
whether regulatory changes, service increases, infrastructure
improvements, or tax cuts. Although HUD officials have said
that they will exhibit an "open mind" in evaluating state
and local applications, the Administration proceeds to spell
out the types of commitments which they will favorably con-
sider -- e.g., changes in zoning ordinances, occupational
liceﬂsing, economic development planning, the contracting out
of services to the private sector, and the creation of neigh-

borhood enterprise associations. These changes may not be
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appropriate in some cities whereas others, like crime control
may be extremely important. We would urge this Committee, if
an enterprise zone program is enacted, to request that HUD
submit to the Congress for its prior approval the proposed
criteria for designating zones before any zone designations
are made. This will at least ensure that there is some open-
" mindedness about the process on the part of HUD. Better yet,
we favor the g?eater flexibility incorporated in S.1310.

Fifth, we are concerned ébout the ability of the state
to "veto" the creation of an enterprise zone. While the Con-
ference of Mayors recognizes the importance of the state mak-
ing a financial commitment to an enterprise zone, we do not
believe it is sound or effective federal policy to require
that the state must submit the enterprise zone application
along with the local government, nor to require a state commit-
ment. As you all know, the nature of the political process
ir, some states may result in no enterprise zone designations,
however distressed the area may be. Some Governors and staté
legislatures have never been very sensitive to the needs of
distressed areas, and view any kind of targeting with anathema.
Moreover, many state legislatureé meet irregularly or at long
intervals, which means that the formulation of the state com-
. mitment within a short period of time may be technically
impossible. Thus, by mandating a state role, however desirable

and important it may be, many cities will be precluded from
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participating in the enterprise zone program.

One final point concerns us. The Conference of Mayors,
along with you, Senator Chafee, believes that the most im-
portant objective of enterprise zone legislation is to create
jobs in distressed areas. On this scoré, I am uncertain
whether the package provides enough employment incentives,
however generous they appear to be. For example, most of
the investment incentives ~- the additional investment tax
credit and the elimination of capital gains -- may be more
attractive financially to many firms than the additional
employment incentives. The result may be investment in labor-
saving machinery which translates into a net loss of jobs or
the "selling-out" by firms which have been in the area a long
time and decide to avail themselves of the capital gains
incentive. Clearly, this whole area of the efficacy of em-
ployment incentives versus investment incentives, needs to
be examined in more depth.

Finally, the fact that the program is intended to be a
small demonst;ation program for the first three years of its
life is a disappointment. While I understand the merits of a
demonstration program in some cases, it changes the nature of
the program from an automatic tax program to a categorical
program with the need for applications, reports, and bureau-
cratic negotiations. The small demonstration program which

the bill proposes is unlikely to lead to widespread active
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support by Mayors across the country, since most Mayors will
perceive that they are unlikely to ever have a zone desig-
nated in their city. For Ehlsdggggpn, I believe if would
make much more sense to enact a full-fledged automatic tax
program or at the very least, a much larger demonstration
program, of perhaps 100 zones each year.

Mr. Chairman, I thank you for the opportunity to present
" the views of the U.S. Conference of Mayors on enterprise zones.
We fully support and sympathize with your goal of creating
new iﬁvestment and jobs in distressed urban areas, and we
commend you for your openness‘to the views of Mayors and the
other officials who must make enterprise zones work.

In view of the many reductions which have been made in_
urban programs and the desperate fiscal straits of many cities,
I hope this Committee will move quickly to enact an enterprise
zone bill. The Conference of Mayors looks forward to working
with this Committee and the bongress on this and other tax
legislation to encourage investment and job creation in dis-

tressed urban areas. Thank you. | )

éL____'—-T—“’W\ -
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Senator BRADLEY. Are either Mr. Moses or Mr. Schaefer con-
cerned about two of the points that Mayor Primas raised, which
was, first, the question of priority consideration given for designa-
tion of an area as an urban enterprise zone dependent upon tax
abatement? Whether maybe you can’t give the tax abatement that
would qualify you for an urban enterprise zone. Is that a concern
on your part as it is for Mayor Primas?

Mayor ScHAEFER. It is a concern of mine. The State legislation
will have tax abatements in it, and we will have part and they will
have the majority. -

Tax abatement in our situation, when we have the highest tax
rate in the State, and the surrounding areas reducing their tax
rate this year, we are trying to hold. It’s a problem.

Senator BRADLEY. Do you foresee a circumstance in which you
could be, on the one hand, getting incentives from the Federal
level, and on the other hand, having your basic tax structure
eroded because you have to provide tax abatements to qualify for
the Federal designation?

Mayor Mosgs. Yes. Secretary Chapoton, in particular, somewhat
concerned me this morning when he said the initial thrust or the
main emphasis may have to come from the State and the local gov-
ernments. We have a fixed property tax; we do give tax abatements
to new industries coming in in specific locations, and I think that
we can concede to do that in some measure as long as there is some
quantifiable certitude that there is going to be a benefit to our tax
base in the future.

But we are truly up against the wall. I say that, particularly in
Fort Wayne. We have had a little excess water problem this year
and a little excess snow this year, and our budget is such that any
dollar that is reduced will truly reduce services for the balance of
the community. So we are at that very delicate balancing level,
and reduction through tax abatements is a significant considera-
tion by our city council and ourselves.

But it is important to consider.

Senator BRADLEY. I guess in Camden the problem is that if you
had to compete with a more prosperous city on tax abatements,
you would lose, and you would not get the urban Enterprise Zone.

Mayor PrimAs. Sure, particularly if that ranks very high on the
selection criteria.

Senator BraDrEY. Could you talk a little bit about your other
concern? I would like to hear from the other mayors, too, about the
lack of specificity for the designation criteria.

Mayor Primas. Yes. ‘ -

As I understand the act now, the Secretary has an awful lot of
say-so as to the designation, and I think the terms are just rather
general.

I would like to see a criteria spelled out, so that everyone knows
what the rules are going in for the application. I think that would
be in the best interests of all parties applying for designation.

Senator BRADLEY. Do the other two of you agree with that?

Mayor ScHAEFER. To a certain extent you need some flexibility, -
because each city is different. You ought to have some general
rules but not make it so specific. For instance, if you would say we
have to have a foreign trade zone, we're out. We have got a foreign
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trade zone in another area; we have done that before. It would be
just duplicating.

If it was absolutely mandatory that we give tax abatements, we
may again be out because of the Constitution. But if we can do it
through the State, and that’s why we put it in the State legislation
that there can be tax abatements through the State—that is one of
the things that we talked about earlier in this, to not make it so
specific that you eliminate most of the cities in the very beginning,

So you have to have some ways to have flexibility on “either/or”
in the applications.

Mayor Moskes. In regard to that question, speaking for Fort
Wayne, one of the things that we have been most concerned about
is the ambiguity of that decisionmaking. In fact, it’s hard for us in
Fort Wayne to determine how much in favor of this we can be. I
think that’s true of many cities throughout Indiana. As you may
know, we have considerable unemployment—Fort Wayne is in the
top 25 cities in the 100. We have the highest in the Nation. -

Senator-BrabpLEY. I understand the interests of all three of you.
Is there some meeting ground where you could be reassured that
it’s sufficiently flexible so that you are not cut out but so that each
of you could be assured that at least you have some sense that—I
assume you are interested—that you are going to get a fair shot?

Mayor Primas. Yes. "

Senator BRADLEY. What is the meeting ground here? Or maybe I
should ask you, or the mayors, generally, to try to think if there is
a meeting ground that you could advise the committee on.

Mayor ScHAEFER. We have been working on this.

Again, if you had to have all the unemployed from within the
area, that wouldn’t makeé any sense to me, because we have high
unemployment all over the city. .

. Ehat was one of the early provisos, and I think that was modi-
ied.

Senator BrabpLEy. Do you think that it is too much to require
that the high proportion of those who have jobs live in the city?

Mayor ScHAEFER. Oh, they ought to live in the city.

Mayor Mosks. I think we all agree with that.

Senator BRADLEY. You all agree with that? All live in the city?

Mayor ScHAEFER. Well, I think that’s something that the mayors
would do, anyway.

You see, right above that border, there, is an affluent county
with a tax rate of $325 against $6. So I wouldn’t be very pleased if
their people came into an enterprise-zone area. While-we work in a
metropolitan concept, that's very important.

Senator BRADLEY. Do all of you think that EDA, UDAG, IRB’s,
and so forth, are essential to the success of this?

Mayor PriMas. I don’t think there is any question about that. I
don’t think that the legislation we are speaking of today, in itself,
is going to respond to the significant need that we have in the.
urban cities. . ‘

For it to be a success, I believe that it must be tied to existing
programs so that we don’t have to recreate the wheel. And if there
could be additional commitments to the UDAG and EDA, I think
that insures it’s success.
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~ Senator BRADLEY. One last question: Do any of you have any
qualms at all about the refundability of the tax credit?

Mayor ScHAEFER. We looked at this, and I think the Federal Gov-
ernment is sort of against this. From the small business standpoint
maybe you could work out a formula where you could get some
cash refund rather than carrying it over.

You know, in trying to testify, you don’t want to propose things
that you know just aren’t going to happen and have this tied up.
For instance, I shouldn’t mention this, but there should be two
tiers of wages. That is something that you don’t talk about, but I
know from my own personal experience that that would help. And
the same way with refundable.

The small business has to be able to survive those first couple of
years. Now, how you write that and how you do that, that's going
to take the technicians—an ability to be able to do it so that you
don’t do something wrong within it. There might be a percentage
of a cash plus a carry. But the survival of those small businesses
right in the first couple of years is important.

Venture capital, I think, is one of the early essentials, and that’s
why we put it in our State bill, so that there would be a revolving
fund for smail business to be able to survive.

Senator BRADLEY. How do you feel about the deductibility of
$500,000 of capital investment?

Mayor ScCHAEFER. I don’t know the answer to that, and I don’t
want to speculate.

Senator BRADLEY. All right.

Mayor PriMas. I raised the refundable tax credits in my discus-
sion, because, again, I believe that the most significant problem
that small businesses and medium-sized businesses are going to
face is a cash problem.

As we heard from the mayor and a prior speaker, a significant
number of new businesses have their problems in the first few

ears; so any mechanism that would provide more dollars to those
usinesses, I feel, would be substantial.

Mayor Mosks. I would concur with both of them, that it is impor-
tant that new dollars be available, whether it be a large G.E. or
whether it would be a ma and pa store, that unless they have some
venture capital, unless they have a refundability, it is unlikely that
they are going to be able to overcome the interest rates and the
dearth of capital available now, particularly in a midwestern city
such as ours.

Senator BRapLEY. Thank you very much, gentlemen.

Senator CHAFEE. All right. Thank you, Senator.

Gentlemen, one quick question. Do you have problems with the
State government having in fact a veto? Does that worry you?

Mayor SCHAEFER. It worries me. )

Mayor Primas. Well, I've had pretty good discussions with our
State government, so I'm not too concerned about that right now.

Mayor Mosks. I addressed that on behalf of the Conference of
Mayors, and it's a rather ubiquitous concern, I think, of most
mayors. It’s not meant as anything negative toward the Governors,
but certainly we don’t feel there should be a veto power.

Senator CHAFEE. Well, it's not labeled “veto,” but in fact that is
what it is. You can’t go ahead unless you get approval.

95-479 O-—82——16
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Mayor Mosks. That'’s right.

Senator CHAFEE. You don’t like that, mayor?

Mayor ScHAEFER. I absolutely do not like it. I am a strong propo- -
nent of ‘“directly to the cities,” and not to the State. As I have told
you, and I've testified that at the first crack out of the box—exactly
what I said was going to happen—moneys are distributed on a pop-
ulation basis rather than on areas of need.

If a Governor has a veto power on things like this that directly
affect our city, I worry. i X
Senator CHAFEE. Well, you know the objective. The objective was
to get the State government aboard so they would be making con-

tributions and participating.-

Mayor ScHAEFER. We got them onboard by getting the law
passed. In other words, we went to the State and we said, “In order
for us to be able to be eligible, the State has to help.” We also de-
cided that there were other areas other than Baltimore City in
need, and the enterprise zone was passed. But I would hate to have
the Governor have the veto power, or something like this, when we
worked so hard to get it.

Senator CHAFEE. Sure.

All right, fine. Thank you very much, gentlemen. We appreciate
it.

Senator CHAFEE. Now, ladies and gentlemen, we have 13 more
witnesses, because we have had to consolidate 2 days’ hearings in 1
day. I would ask this: Please, no one address the matter of the im-
portance of EDA and UDAG and CETA and SBA, and so forth. We
accept that as given. This committee doesn’t have control over
those matters, and we recognize that they have to be there.

So, now I would ask Lieutenant Governor Mutz to come forward.

You testified before.

And would everybody please summarize. If you have a new point,
bring it out; but if we are plowing old ground, then you can touch
on those matters rather briefly.

All right, Governor. We are delighted you are here. I had a nice
chat with your Governor yesterday, and we want to hear what you
have to say. And if you want to summarize, we would accept that
cheerily.

STATEMENT OF HON. JOHN M. MUTZ, LIEUTENANT GOVERNOR
' OF THE STATE OF INDIANA

L.t. Governor Murtz. We understand that.

Senator, I am here on behalf of Gov. Bob Orr of Indiana and
myself, and I speak here as the head of the Department of Com-
merce in the State of Indiana. We are one of those unique States in
which the Lieutenant Governor is, by statute, assigned a specific
administrative responsibility.

In an effort to summarize, I'll leave the written statement that
we have prepared for the committee to review at another time.

I think it goes without saying that I am here in support of the
bill that is before the committee at this particular time, on behalf
of our State and the cities and communities in Indiana.

I think we also are here to indicate to you that we believe that
this partnership arrangement between State government and local
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government and the Federal Government is essential; and, as a
result, I would agree that the State government must have a sign-
off position in the problem.

It is important to recognize, first of all, that I believe each enter-
prise zone in the experiment which is proposed in this bill is one
which must be a negotiated program. In Indiana we are moving
toward the enactment of a piece of legislation which will put in
place eight or nine specific options which may or may not be a part
of each of the enterprise zone programs. Those options range all
the way from tax abatement of property taxes to tax abatement of
State taxes of one kind or another to specific waivers concerning
regulatory authority and participation in certain State programs
that require State funding, such as job training, for example.

It seems to me that pattern is one which is essential if we are to
successfully negotiate an enterprise zone, and in turn, then, be
competitive with the other States who will be seeking designation
among what I'm sure will be a number of applications.

Briefly, there are only four things that I think need to be consid-
ered in this hearing, above and beyond the things you have already
talked about. :

The first of these I have mentioned, and that’s the essential
nature of the partnership relationship. . )

The second is that the designation process itself be postponed
until later in fiscal year 1983. My point here, of course, is that a
large number of States including Indiana have moved to enact and -
put in place enterprise zone legislation. It was our opinion and that
of our general assembly—they liked the idea, but preferred to see
what Federal guidelines looked like before passing en\a\bling legisla-
tion. -

This does not mean that we can’t write tax abatement, we can’t
provide job training, we can't produce venture capital, and things
of that kind; but it does mean that, in order to have waivers from
the regulatory areas, we do have to have State legislation in place.

Senator CHAFEE. Well, you could get in on the next round. But it
seems to me—I don’t want to argue with you over this—but if we
waited until the end of fiscal year 1983, you are talking of a year
from now, and I think we ought to get going. But, never mind.
Your point has been registered.

Lt. Governor Murtz. Well, that’s the purpose of being here.

Third, in referring to the venture capital needs, I want to men-
tion to you a very special approach that might be considered by the
committee, which could, in fact, be part of this legislation, I be-
lieve; that is, the setting aside of portions of existing SBA funds
which are now available for leveraged lending by SBIC’s, and
granting a certain preferenge for the use of those funds if the
equity capital investments are in fact made in a designated zone.

We are already experimenting with this particular idea in regard
to an ACAP program in Indiana, in which we are making available
certain funds to SBIC’s who make equity investments in those par-
ticular communities where the ACAP program is in place.

Finally, of course, the fourth part of my presentation dealt with
the need to incorporate work or job training funds availability.
This could be a State responsibility. It does not have to be a Feder-
al responsibility at all. As a matter of fact, we feel that, while
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those other programs that you talked about that ought to be inte-
grated or linked to this program may be nice, it is not essential, as
far as we are concerned. We can live with this bill in the form that
- it’s in and make it work, provided that we have those two essential
ingredients as criteria for the selection process. R

Senator CHAFEE. What are the two criteria?

Lt. Governor Murtz. Venture capital availability, which we think
is an essential ingredient; and job training. Those two ingredients
are absolutely essential if this is to work. - _

Senator CHAFEE. All right. That’s helpful. Those are two good
points you made, and we certainly will bear those in mind.

I want to review a minute the discussion we had on the getting-
ahead and not waiting until the end of the fiscal year. There will
be other chances coming up in the next round, if Indiana waits.
But, as you have heard the testimony, Kentucky, for example, al-
ready has its legislation in place.

Lt. Governor Mutz. I agree that there are some States that
moved ahead. But, for example, in the State of Ohio, their legisla-
tion is more restrictive in terms of qualifying factors than is the
Federal legislation at this point.

The reason that we delayed was not because we couldn’t have
passed and not because we don’t care about it, but because in fact
we wanted to be in conformance with the Federal guidelines. I
think you are kidding yourself if you aren't. -

Senator CHAFEE. All right, fine, Governor. We appreciate your
coming here, once again, and I hope you will convey to your Gover-
nor my best. wishes.

Lt. Governor Mutz. Well, Senator, my Governor sends his best
wishes to you and his thanks for allowing me to testify, and also
the tremendous amount of time and effort you have put into this
project. v, -

Senator CHAFEE. Fine. Thank you.

[The prepared statement follows:]

TeSTIMONY BY LT. Gov. JouN M. MuTz OF INDIANA

When the enterprise zone idea first began to receive attention here in Washing-
ton, we decided to take our own look at how enterprise zones might work in Indi-
ana. We wanted to get a feel for the effect of enterprise zones in our larger cities,
like Indianapolis, Fort Wayne and South Bend . . . the hard-hit medium-sized cities
like Muncie, Anderson and Kokomo . . . and smaller communities with different
needs, like Seymour, Monticello and Greensburg.

The 1981 session of the Indiana General Assembly created an Enterprise Zone
Commission to study how the idea might serve as a tool for the revitalization of In-
diana’s urban areas. The commission is composed of two legislators from each party,
representatives of state and logal government, and private citizens. The commission
is just beginning its work, which is to monitor federal legislative initiatives, suggest
legislation to our General Assembly which would allow Indiana to take advantage of
any possible federal program, and to determine the merits of a state enterprise zone
program, regardless of the fate of federal legislation.

Our goal is a legislative package to present to the 1983 session of the Indiana Gen-
eral Assembly when it convenes in January.

The enterprise zone concept is rooted in the belief that the real solution to the
problems of urban blight is the creation of a favorable climate for private sector in-
vestment which will expand the economic.opportunities for residents of these zones.

Clearly, a favorable investment climate requires more than low taxes and a cut-
back on regulations. It requires an infrastructure conducive to providing the basic
services necessary for commercial enterprise—adequate police and fire protection,
sanitation, transportation systems and utilities. These are functions which have tra-
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ditionally been the responsibility of state and local government. Thus, the success of
enterprise zones requires a true partnership between all levels of government. We'll
succeed or fail together on this project. Enterprise zones also require us to recognize
thﬁt economic tools which may work in one zone may not meet the needs of an-
other.

The State of Indiana would urge this committee, as it debates its approach to en-
terprise zones, to consider the following suggestions: .

First, enterprise zone designation and management should occur in a spirit of
compromise and negotiation, in which each of the parties brings to the table its best
contribution to structuring a successful zone. In other words, the traditional federal
grantor-grantee relationship is inappropriate to this particular program. In this
case, you need us and we need you.

Second, we ask that the designation process be postponed until later in the 1983
fiscal year. A large number of Indiana cities are preparing to compete for designa-
tion. We have no fear of the competitive process, in fact, we think its one of the
programs’ strong points. However, if the designation process begins in November, as
planned, those states who felt it most responsible to hold their legislation for federa)
guidelines will not have the necessary time to offer legislation to their respective
General Assemblies before the first round of zones are chosen. We suggest a post-
ponement to allow full participation by all states, including those interested enough
to have taken special legislative steps in their own behalf.

Third, we encourage the inclusion of specific federal program efforts to-meet the
venture capital needs of Enterprise Zone entrepreneurs.

Northeastern and midwestern distressed economies are especially dependent on
small and medium sized firms for creation of new jobs. The Administration’s enter-
prise zone proposals intends to focus on tax incentives, which are necessary. Howev-
er, if we intend to encourage the formation of small and medium sized firms, it is

important to include tools which enhance access to capital.

*Indiana has recognized the need for a solution to this problem by establishing the
Corporation for Innovation Development, which invests in newly established SBICs
using investment capital attracted by tax credits. In addition, the Corporation
makes direct investments in new businesses which are just beginning production
and marketing activities. -

A federal effort to pool venture capital would seem essential for the success of
enterprise zones, and even disirable if not tied to enterprise zones. Ideas such as
providing preferential SBIC leveraging with SBA funds or preferential interest rates
for capital could provide the. necessary funds to begin business in a distressed area.

-

Fourth, enterprise zone legislation needs to p:ovide for job training.

Enterprise zones, by definition, will be located in pockets of high unemployment,
in the middle of large numbers of unemployed people who inay not possess the skills
needed by the new companies in their midst. The way to match up the new jobs
created with worker skills is to make sure job and managerial training and retrain-
ing is available in or near enterprise zones.

Indiana-has already moved in this direction by creating the Industrial Training
Program to assist new industry in hiring from the local labor force.

. The use of federal initiatives such as the Quayle-Kennedy “Training for Jobs Act”
which focuses attention on the vocational education system, could channel the nec-
essary funds into the particular needs of the enterprise zone labor force.

By taking such steps as creating a vehicle for pooling venture capital, retraining
programs for jobless workers, and a commission to study the enterprise zone con-
cept, Indiana is clearly showing its interest in being a full partner with the federal
government in helping solve our economié¢ problems.

_The era of federal-state paternalism is ending . . . a new era of partnership is be-
ginning. .

Clearly we are in a time that calls for private sector participation in the solutions
to these problems. Experience indicates development cannot be artifically imposed
upon a community. Long term self sustaining growth can only occur if the partici-
pants have a stake in economic development. The enterprise zone can be a vehicle
for change if the roles of business, industry, neighborhood and voluntary organiza-
tions are clearly stressed as interdependent.

Governor Bob Orr and I appreciate this opportunity to be heard on this important
new approach to urban revitalization. We hope that the enterprise zone will become
a model for a new federal, state and local partnership that will yield new jobs and
economic good health.

Thank you.
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Senator CHAFEE. Mr. Carson from Connecticut, and Ms. Ruth
Messinger from the New York City Council.
Mr. Carson, why don’t you proceed.

STATEMENT OF JOHN J. CARSON, COMMISSIONER, CONNECTICUT
STATE DEPARTMENT OF ECONOMIC DEVELOPMENT

Mr. CarsoN. Thank you, Senator. I will try to be brief. You obvi-
ously have given us the indication to move along.

I think I would just talk from the perspective that Connecticut,
as far as I know, is the first State to initiate legislation. We did not
wait for mayors to tell us what Governor O’Neill supported in our
State legislature. I will just briefly review with you why we
thought that this was necessary legislation in our State.

« I think, basically, we feel that—

One, cities are the area where you need the job producing invest-
ments. ’

Two, the overall success of any State’s economy is dependent
upon the ability of the urban area to retain vitality and grow
again. - :

Three, as the traditional homes of industry, as we in the North-
east particularly know, it is an area that can accommodate new re-
investment.

In the -mid-1970’s we made the commitment in the State of Con-
necticut to urban economic development, and passed, in 1978, legis-
lation called the urban jobs program, which had a wide range and
which my testimony indicates.what the components are of various
incentives, which proved to us that you could attract, maintain,
retain manufacturing investment within our distressed cities
which, in Connecticut, were the 21 UDAG-eligible communities.

However, in reviewing that, it’s obviously, much as the adminis-
tration’s bill, a very much capital-oriented kind of legislation, and
we felt we had to move on to something which is more people-ori-
ented. And that is what led to the introduction and the passage in
1981, and signing by Governor O’Neill of what we think is the first
statewide enterprise zone legislation.

This would not only include benefits from the State level to man-
ufacturing, but include benefits to retail, office, residential types of
investments, as well as providing for, from the State level, infra-
structure assistance, job training, and venture capital.

We think we have a number of substantive kinds of incentives,
including local property tax abatement, and which, by the way, the
State would reimburse to the community which is abating the
property tax to the tune of 80 percent; we would reimburse that
community 75 percent.

We have doubled our corporate income tax credit for new invest-
ments provided that 30 percent of the facility’s employees in that
facility live in the zone or are CETA eligible. And we have expand-
(1387 é)ther incentives under our original urban jobs legislation of

I think of note and of difference from the current legislation you _
are dealing with is, that we have created a venture capital and
working capital program for loans, for businesses already in place
who want to expand and grow within the zone as well as those that
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mi%lht want_to start up. And we have done some other things as
well.

We have tackled with our legislation, Senator, the question of
Just ‘churning,” as I would call it, where you put in place incen-
tives, where one would move from one part of the State of Con-
necticut or, for instance, one part of a commumty which could be
designated as a zone, and move for movement’s sake and only to
take benefits. We have protection within our statute to avoid that
kind of churning.

I would, in very brief closing, again just mention, as you have
heard before but, I think, as a State which has moved on this and
which believes very strongly in this concept, that this legislation,
hopefully, as it is dealt with in these difficult times by your com-
mittee and by Congress, would emphasize the people issue. We
have dealt with the capital issue. It does work. But we must move
on to the people issue of providing job training capabilities. We
must, I think, at the Federal level provide the venture capital pro-
grams that you have heard about, the support of infrastructures.

Finally, I have great difficulty with the particular portion of the
legislation in the area of regulation. It is what I would call the
“Dodge City mentality” of regulation pushing away. We have dealt
with this issue at the State level. I think it is a promise or expecta-
tion that will not really be there.

Senator CHAFEE. What you are saying is that there is really not
much chance of deregulating, as it were?

Mr. CArsoN. I would say that it’s not so much of a chance, Sena-
tor, as that issue may not be the swing factor that is going to be
making the investment decision.

Senator CHAFEE. I really have a serious question of whether we
even ought to mention the subject in connection with this legisla-
tion.

Mr. Carson. I would wholeheartedly agree with you, sir.

Senator CHAFEE. It just opens up all areas of concern amongst
th}f unions, or whoever it might be. I'm not sure it gets us any-
where.

Mr. CaArsoN. May I just make one final comment? I heard the
bell, and I appreciate your patience.

We heard the Baltimore experience. Our expectations in the
State of Connecticut, although we wish we had Control Data Corp.,
and we certainly would take them, I think we have to be realistic
at both the State level and at the Federal level that those major
kinds of investments in zones are going to be few and far between.
If there are 75 Federal zones, I do not think you will see 75 major
investments such as Control Data Corp. but small- and medium-size
companies growing and expanding.

We support it; we certainly in the future would like to provide
you and your committee with any of our experiences, as well.

Senator CHAFEE. Yes. We would like a copy of the Connecticut
statute. If you could leave that with us, we would appreciate it.

" Mr. CarsoN.-I have it here, sir, and I will pass it to your staff.

Senator CHAFEE. Thank you.

I saw your testimony of some of the industries. Unimation—isn’t
that the one that developed the robot?
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Mr. CarsoN. That is interesting. That is the country’s premier
robotics company which has expanded in Waterbury, which is a
distressed community in Connecticut. In addition, the Bridgeport
Machines that I mentioned is just going into the robotics business,
which proves that not only does old-line Northeastern manufactur-
ing work but it can work in an urban area.

Senator CHAFEE. I just came back from Japan in January, and I
saw your robots there, which I guess are being produced sometimes
under license. Some of these were under license—Kawasaki, I be-

lieve it was. -
"~ All right, fine. Thank you. .

Ms. Messinger.

STATEMENT OF MS. RUTH MESSINGER, MEMBER, CITY COUNCIL,
NEW YORK, N.Y., FOR THE NATIONAL LEAGUE OF CITIES

Ms. MEssINGER. Thank you very much, Mr. Chairman. I am Ruth
Messinger. I am a council member from New York City. I am also
a member of the advisory council of the National League of Cities
and delighted to be representing them here today.

Mindful of your request that I summarize our written testimony,
let me say the league strongly supports the underlying concept of
the enterprise zone legislation but does wish to put on the table
several issues in addition to the one that you told me not to raise.

With regard to the eligibility criteria, while we are generally
supportive of the criteria for designation, we do share a concern
which you have raised several times this morning regarding the
authority of the State to veto a local application. We think that
States should be encouraged to provide additional business incen-
tives and program support to local governments, but we would be
reluctant to see the legislation pass with the veto provision. )

Senator CHAFEE. Why?

Ms. MEsSINGER. Because we think that there are localities, there
are members of the league, that are ready to proceed with the
plan, in the same way that in Connecticut the State has already
developed its plan. We believe there are cities that are ready to
proceed, and we have two concerns on behalf of those cities: One is
what if the State is simply not interested in this as an available
economic development and employment tool, or does not see this as
a prime site and wishes to dispute it, yet in fact the package pre-

~. pared by the locality is of interest to HUD and meets its criteria?

We would like for that city to be able to proceed.

We are also concerned about a particular time deadline, and that
is that the requirement that States as well as cities approve legisla-
tion authorizing enterprise zones within their jurisdictions may at
least in the first year run into the problem, which I'm sure you are
familiar with, of the timetables of various State and city legisla-
tures. So we are concerned that, again, there may be localities that
are ready to proceed.

We have heard from some of our members that they believe they
are on target and ready for some piece of Federal legislation and
prepared to make application, but that things are going very slowly
in their States.
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Senator CHAFEE. You wouldn’t deny that it’s all right to have
HUD, when they are reviewing this, see what the State is doing?

Ms. MEsSINGER. Absolutely not.

Senator CHAFEE. That could be a part of the criteria?

Ms. MEsSINGER. I would assume that they should, and we would
see all of our local members urging their States to pass enabling
and supportive legislation. Obviously, that is likely to make the
package better. The only reservation we are raising is to give them
final veto power.

You will note that we are also a little bit concerned about the
wording of a small portion of the legislation that gives the HUD
Secretary the right to revoke a designation. While we don’t want to
deny the Secretary that right, we think that the legislation should
be redrafted to ascertain that, should such a relocation be consid-
ered, the local government will be given time to develop some al-
ternative, to consider some amendments to its package, to try to
make things work better rather than to suddenly have the ax come
down and have the commitiments that were made broken.

Senator CHAFEE. That’s a good point.

Ms. MEessSINGER. With regard to the whole issue of the local com-
mitment, we think that, to the extent that the legislation talks at
some length about encouraging the local initiatives that best re-
flect local conditions, we are delighted to see that. We are con- -
vinced that out of that broad package of things that localities
might do to qualify areas as enterprise zones there are things that
are appropriate, different things that are appropriate, to various of
our different members.

What we are tremendously concerned about, though, is a sen-
tence in the administration’s summary of the legislation that indi-
cates that, in the process of evaluating the packages, one against
each other, there is a quote: “Widespread willingness to include a
particular element will therefore provide pressure for all appli-
cants to include it.” We are distressed that that may be used by
HUD to counter precisely the kind of local initiatives that we think
are necessary to make individual zones work and that we have re-
spect for in the legislation.

As several of the last few witnesses representing cities and
States indicated, we are very interested in improved employment
targeting, a requirement that there be some kind of hiring guaran-
tee for low-income workers, additional emphasis on job develop-
ment and job training, and we are concerned that there is not yet
enough being done for small businesses. And, despite the statement
of the Secretary this morning, we would very much like to see that
the tax credits provided in this legislation be made refundable and
that additional assistance that seems particularly appropriate to
the smaller businesses be included in the legislation.

I thank you.

Senator CHAFEE. You heard Secretary Chapoton on the refunda-
bility, didn’t you?

Ms. MESSINGER. I did.

Senator CHAFEE. What about the proposal that Mr. Norris made
about the 100-percent writeoff for investment in the first year?
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Ms. MEssSINGER. To the best of my knowledge, Mr. Chairman, the
League itself does not have a position on that, and so I could not
reflect it. . -

Senator CHAFEE. All right. Thank you very much, Ms. Messinger.

Ms. MEsSINGER. OK. Thank you.

Senator CHAFEE. I appreciate both of you coming today.

Mr. CarsoN. Thank you, Senator.

[The prepared statements of the previous panel follow:]



247

STATR OF CORMECTICUT

Raised Comsittee Bill po., Jf"?{ : Page 1 y {
Refoerred to Committee on %,7 S‘W
1CO Mo, . 1575

ytrodnced by (PD)
) General Assembdbly,
February Session, A.D., 1982

AB ACT REVISING THE BBTEEPRISE 20RES PROGRABN. .

Be it enacted by the Senate and House of Representatives in
General Assesbly ccnvened:

" Section 1. Section 1 of public act 81-845 is repealed and
the following. is substituted in lieu. thereof:

(a) Any supicipality may, with tbe approval of -the
commissioner of ecomomic development, designate ap area of snéh
municipality as ap enterprise zonec. iny such area sball comsist
of one or t;o contiguous United States cemsus tracts, CONTIEUOUS
POBRTIOBS OF SUCB CEBSUS IBIFTS OB A PORTION OF AN INDIVIDUAL
CEBSUS TRACT, as deterained in accordance with tbe [1980) HBOST
BECEBT United States cebnsus and, if sach area is covered by
- zoming, a portion of it shall be zoped.to allov coamercial and
ipdastrial activity. [Apny soch area shall also meet at least one
of the folloving criteria: (1) Tventy-five per cent or sore of
the pépulution of such area shall have. incomes below the poverty
level, as defined by tﬁo United States Department. of .laboxr; (2)
tventy-five per. cent or more of the population of sach area shall
be dependent. op fonds adsinistered Ly the Comrecticut department
)t income Bmaintepance as their major source of. income; or. (3)

twenty-five per cemt or sore of tbe labor force .in such area

sball be uneaployed] THE CEARSUS TRACTS WITHIN WBICB SUCH

YISIGNI?BD ABEM IS LOCAYED SBALL ALSO AEET AT LEAST ORE OF TEE
‘POLLOWING CRITERIA: (1) <TVERTYI-PIVE PER CEIT OR NORE OF THE
PERSORS ¥118IN TEBE IFDIVIDOAL CEBSUS tll&;S SBALL HAVE IBECOAR
BELOW THE POVEETY LEVEL, AS. DETRENINED BY THE BOST RECEET UXITED
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STATRS CEBESUS; (2) THUENTI-PIVE PER CENT OR NORE OF THE PFANILIRS
RITHIN THER INDIVIDDAL CENSUS TBACTS SHALL RECRIVE PUBLIC
ASSISTABCE OB WELFARE INCOBE, AS DETEBMINED BY THE MOST BRECEAT
UNITED STATES CEBNSUS; OR (3) TBE UMEBEPLOIBENT BATE OF TER
INDIVIDUAL CBESUS TRACTS SHALL BE AT LEAST THO BUMNDERED PER CIENT
or ?Bg §TATB'S AVERAGE, AS. DETEENINED BY THE BOST RECERT UNITED
STATES CENSUS. I A CBESUS TEACT BOUNDARY LINE IS TBE CENTER
LINE OF A STREIT, TBE COBNMISSIONER OF ECONOBIC DEVELOPEENT BAY
INCLUDE WITHIN THE ENTERPRISE Z205E TEAT PORTION OF TB!V PBOPRRYTY
FBONTING ON SUCH STBEET WBICH 1S ODISIDE OF BUT BADJACENT TG THE
CENSUS TRACT, TBE DEPTH OF SUCH PEOPERTY SO IBNCLUDED 1IN 1IBB
fl!BkPRISZ ZONE SBALL BE DETEEBINED BY THE COBB1SSIONER AT TBE
TINB OF TBE DESIGNATION OF !él Z0FE. IP HORBRZ THAN FIFTY FPRER CEMY
OF THE PBOJECT AREA OF A DEVELOPAIET PROJECT UMDER CHAPTIER 132 OF
. THE - GENBRAL STATUTES IS JOCMIED IN AN AMREX BLIGIBLE POR
DESIGNATION AS AN ENTEEPRISE ZOMKE AND THE PROJECT PLAN. POR snch
DEVELOPBENT PEROJECTI IS APPROVED EY THE COBBISSIOEBER OF ECONOBIC
DEVELOFNENT JI¥ ACCOEDANCE WIIB SBCTION 8-151 OF TBE GENERAL
SIATUTES, THE COBNMISSIGNEE BAY J)NCLUDE THE EMYIIEE PROJECT AREA OF
SUCR DEVELOEFNENT PRCJECT AREA 1IN AN ENTERPRISE 20ME. I1F NORE
TBAN FIFTY PEE CEBT OF AN AFFBOVED RIEDEBVELOFMEERT AREA . UNDER
CHAPYER 130 OF TBE GEBERAL SI1ATUIES IS LCCATED Ik A ARZA
BLIGIBLE FOR DBSIGNATION AS AN EMIFEPRISE ZONRE, THE COBBISSIONER
EAY INCLCDE TBE BETIRE REDEVELOESENT XEEA 1IN AN ENTERPEISE ZOME.
i? THE COBRISSIONEP DETERBINES TBAT TBE NBCESSARY [DATA 1S MNOY
BVATILABLE PBOM TE™ BOST RECENY UNITED STATES cznéﬁs. HE. BAY OS2
SUCH DATA AS BE DEEBS MFERCPRIATE.

(b) 7The cosmissioner of eccoomic developaent shall approve
the designation  of six areas as enterprise zones, bot more thas
three of which shall be i» municipalities witb a popnlation
greater thas eigbty thousand and not soxre than three of which
shall be in municipalities with a population of less thap eighty
tbousand, and shall adopt regelaticms in Pccordancc with chapter
58 concexning suck additional gnnlitié‘iio-: tot- an area to

becone an epterprise z20ne as he deess necessary. Ihe
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conaissioner may remove the - designation of any sres he has
approved as an'outetprise zone: if such area no ionger seets . the
oriteria for designation as such an area set forth in this
section or is regunlations adopted pursuvant to this section,
proviaéd no such designation shall le resoved less tbam ten years
ros .the origimal date of appoval .of such  zx0Be. TBR
COBEISSIONER HAY DBSIGNATR ANY ADDITIONAL AREA AS AN ENTERPRISE
Z0ME IPF TBAT AREZA 1S DESIGNATED AS AN ENTBRPRISE 2043 PURSUANT 20
ANY PEDEEAL 1EGISLATION. ' .

Sec. 2. "Sectiom 3 of public act 81-845 is repealed and fic
tolloving‘is ;ubstituted.in lieu thereof:

{s) any wmonicipality which bas designated any area as an
enterprise zone persuant to secticn 1 of [this act) PUBLIC ACT
81-445, AS ANBEDED BY SECIION 1 OF THIS ACT, shall provide, by
ordinance, for the fixiag of assecsmsents on all rxeal property in
sach zone vwhich is isproved doring the period when such area is
degignated as ap enterprise zome. Such fixed assesssent sbhall be
for a period cf seven years FROB 1HE TINE OF SOCB IRPBOVENEBET and
shall defer any increase in assessmeat attridutable to such
improvements [, provided any 'such] ACCOBDING TO THE FOLLONING
SCERDULE:

XRAR ’ PBiCllIlﬁl OF 1BCREASE

PIRS?
SECOND
THIRD
rPOURTE

’}ma
SIxra

narsrsisrsEEE

SEVERTE v

-{b) AFY fixed assessmedt op any residential property shall
‘lunsc if: (1) Por any residential rental property, an) dvelling
unit . in such property is :eltnqA to any person shose iacome
exceeds tvc hundred par cent of the median family incose of the

monicipality; or (2) for apy conversion coadoainiuva declared
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after the desigsation of the enterprise zone, any upit. . is sold. to
any person whose income exceeds tvo hundred per cent of the
wmediap faxily income of tbhe mopicipality.

Jc) 1IN TBE BEBVYENT OF A GBMNERAL BREVALUATION BY ARY SOCH
BUNICIPALIZY 1IN IBE JEAR IN WBICH SUCB IMPROVEMENT IS COBPLETED,
RESULTING IN ANY INCREASZ 1IN IBE ASSESSMEBNT OM SUCH EEOPBRTIY,
O¥LY THAT POBTION OF THE IVCREASE RESOLTING FPROM SOCH INMPROVEMENT
SHALL BE DEPRBRED. 1IN TEHE EVENT OF A GEBERAL REVALUATION IB AEY
YZAB 2PTER THE YEAR IN BBICB SUCH INPROVENENT IS COMPLETED, SUCH
DEFERBED ASSESSMENT SBALL BEX INCREASED OR DECREASED IN PROPORTION
TO THE INCREASE CB DECREASE IN 1BE TOTAL ASSESSMENT CB SUCH
FBOPEBRTY AS A RESUIT OF SUCB RBEVALUATION.

{@d] NO IMPBOVEMENTS OF ANY BEAL PROPERTIY WHICH QUALIFIES AS
A BAHU{ICTUBIBG FACILITY UMDEB SECTION 32-9p(d) OF ZIHE GENERAL
STATUTBS SHALL BE ELIGIBLE POE ANY FIXED ASSBSSBENT PURSUART TO
IBIS SECTION.

{e) ANY SOCE HUNICIPALITY BAY PROVIDE ANY ADDIT}CIAL TAX
ABATEEEETS OB DEFERRALS AS IT DEEAS NECESSAKY FOB AFY REAL
PROPERTY LOCiTED Ik ARY SOCEB BH!ESPE}SE 20ME.

Sec. 3. Subsection (a) c¢f section 12-217e of the general
stataotes, as asended by section 84 of public act 81-845, is
iepealed and the following is substituted in lieu tbereof:

(a) Thexe sball be alloved as a credit against the tax
imposed by this chapter an amount egqual to twenty-five per cesnt
of that pcrtion of such tax which is allocable to any
manufacturing facility, provided, for any such tacility UBICB
located ipn an epterprise zone designated pursvant to section 1 of
[{this act] PUBLIC MCT 81-845, AS ABENDED BY SBCTION 1 OF 2BlS
ACT, AFTER JU0LY 1, 1982, apd for which thirty per cent of tbhe
enployees of suchb facility [on the last day) CUBING THE LAST
QUARTBR of the fiscal year of the corporation are residents of
such zome, OR ABP BESIDENTS OF SOCB NUMICIFALITY AND ELIGIBLE
USDER TEE FEDRBAL COBPREHEENSIVE ERPLOYANENY TRAIKING qu. a credit

‘of fifty per ceat shall be allowed.
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Sec. ., 8. Subsection (8) ' of section 32-9]1 of the gereral
statutes, as asended by section 6 .aof public act 81-845, is
)epeaua and the following is substituted in lieu thcreof:
‘ (a) An eligible busipess facility sball be granted an amount
detersined by sultiplying five bondred dollars or,.in the case. of
')n’ facility located in an entgrptise'zone, POR WHICH THIBTY PBER
'cxur OF THE BNPLOYRES OP SOCE PACILITY. DUORING THE LAST QUARTER OF
THE YISCAL YEAR OF THE COBPORAZION ANZ RBSIDB‘!S Qr SOCH 203E, OR
ABE RESIDEBTS OF SUCB KUNICIPALITY AMD ELIGIBLE UNDEBR THE ZEDERAL
COBPREBENSIVE TRAINIRG ACZ, one tbousand dollaxrs, by the increase
in the nosber of full-time esployment positions, the costs of
vhich arxe pajid by the eligible bdusiness, directly resulting fros
the consttuctio;, renovations or expausion of the business
facility, as detersined by the defpartment. taking into account the
employment ruguirements of business expansion, bistorical levels
of esploysent and eaployment pcsitions prior to the expsnsion,

and such other factors as the department may dees appropriate, ;

Sec. b5., Section 7 of pablic act 81-445 is repealed and the.

folloiing is substituted in lieu thereof:

Tbe coamaissioner of econosic developaent shall establish and
administer a progras ot S$BALL BUSINESS LOANS OB venture capital
loans to persons seeking to establisb, EXPARD, REROVATE OR
BEBABILITATE sanall tusibesses within an enterprise zone
establisbed pursuant to -sectiorn 1 of [this act) PUBLIC ACT 81~
8445, AS ANREDZD EY SECTIOB 1 OF 1BIS ACI., The commissioner shall
adopt regulatioms im accordance mith chapter 54 of the general
statutes concerning the qualifications ior and teras of souch
)lonns.

Sec.. 6. (WE¥) ¥Mo Dbusipess facility sball be eligible. to
receive the bemefits of public act 81-845, as .2mended Dby tbhis
)nct, if: (a) Such facility has relocated from ap area that meets
the eligibility criteris stated in section 1 of said act for
dasiqqation as ap enterprise zope; or (b) ;;ch facility was
originally located ip a distressed municipality, as Jdefiped in
section 32-9p of the general statutes, and relocated.isto a
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Raised Comaittee Bill No. . ST Page 6

designated eanterprise zose; provided that in cases where the
commissioner of economnic developsent finds that the relocation of
the business facility vill represent a net expansion of Dusiness
operations and esplcyment, the business fucility sball be
eligible. For the purposes of .this section, :eloéation is
defined as the transferxing of persomnel or esployment positions
fros one or sore existing locaticns to another loccatica. .

Sec. 7. .This act sball. take effect Jaly 1, 1982.

STATENENT OF FORPOSE: To prcvide for morxe equitalle and efficiest

operation of the enterrrise zone legislatioas.,

[ Proposed deletions are enclosed .in Dbrackets. PFProposed
additions are all capitalized or underlined where appropriate,
except that vben the ebdtire text of a bill ox resoluticn or a

section thereof.is new, it is not capitalized or uvadexlined.)
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STATE OF CONNECTICUT

DEPARTMENT OF ECONOMIC DEVELOPMENT

JOHN J. CARSON : R PETER F. BURNS
Commisstoner ~ Apr ir 21 » 1982 Depuiy Commissioner

TESTIMONY

\ ]
UNITED STATES SENATE

COMMITTEE ON FINANCE

SUBCOMMITTEE ON SAVINGS,
PENSIONS, AND INVESTMENT POLICY

Chairman Chafee, members of the Subcommittee: My
name is John J. Carson, and I am Commissioner of the

Connecticut Department of Economic Development.

N

The State of Connecticut has long made taféeted urban
‘investment the centerpiece of our overall economic development
. policy for three basic reasons:

* Our ci@ies need the new jéb-producing investments

the most; ' )

* Our overall state economic success is largely

- dependent on the health and vitality of our urban
areas;

* Urban centers, as the traditional homes of industry,

are in a unique position to reap the positive
benefits of the nation's current drive for re-

industrialization.

That is why I come before you to offer my enthusiastic

support for some type of national "Urban Enterprise Zone"

210 WASHING "ON STREET HARTFORD, CONN. Q6106
An Equal Opportunity Employer
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program. I urge you to move swiftly on such a concept
because I believe it will (1) provide a real and needed
incentive to the reindustrialization process and (2) provide

jobs for the urban populations who sorely need employment.

We, as a nation, now more than evef, must proceed

with an extremely innovative development policy, but with

a sensitive and well-structured policy in order to stimulate
the entrepreneurship and job generation which has been lacking
in our economically depressed areas. We must be cautious

that in our rush to "capital" formation, we do not forget

the "people" aspects of this visionary approach. We must .
also ward off the temptation to engage in fleeting "economic
giveaways" at a time when American industry has an obligation
to become a partner with government in solving our common

economic ills.

The'zresident's enterprise zone proposals have considerable
merit, yet they appear to rely too heavily on investment
incentives and not enough on the people benefits such as
job training and retraining, small business working capital
and infrastructure investment. We, in Connecticut, believe -
we have developed -- over the past four years -- a model
enterprise zone-type of program that addresses the full

complement of urban needs. -

Many states have been struggling for years with the
long-term economic structural problems of their cities. And,
we all know very well the consequences of failure in this

endeavor ... the waste of human talent, the economic stagnation,
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the social turmoil, and the exhausting frustrations amongst

residents, businesses and government.

Hard experience has also taught us that whatever
assistance may come from the federal government, the state
governments themselves must play a key role in stimulating
urban economies. Our experience in Connecticut demonstrates,
I think, quite clearly that states can play a leadership
role in helping to rebuild urban areas and to open doors
to minorities who have long been excluded from the economic

mainstream.

In the mid-1970's Connecticut faced economic problems
common to many industrialized states in the North: old plants,
. declining industries, economically decaying cities, and high
unemployment. It led us to institute a carefully-planned
economic development strategy and slowly but surely our

econonmic situation began to turn around.

Even with the general improvement in our economic situation
in the last five or_six years, we were well aware of enduring
problems in our urban aré;s. Our cities were faced with
unique problems that required unique approaches. We knew

the major effort was going to have to come from the state level.

One essential part of our strategy to help the urban
areas was a far-reaching piece of legislation in Connecticut
which, in effect, created the state's first enterprise zones

in 1978.

It is a daring program providing an array of tax and other
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"capital"” financing incentives to target manufacturing --
not commercial or retail -- investment in the state's cities
and other -areas where manufacturing has traditionally been
centered and wheré minorities live and work. Underlying
the whole program was our strong belief that the private
sector can be influenced by state government if the state
takes the initiative and does not simply react to crises.
Specifically, the major parts of our first enterprise zone
program are: X
* 80 per cent abatement of local property taxes
for five years. To ease the bdrden on the cities,
the state reimburses them for 75 per cent of the
abated taxes;
* 25 per cent reduction in the state corporation
business tax for 10 years;
* $500 grant for each full-time permanent job
resulting from the investment; , -
* Interest rate reductions on state-backed direct
building and equipment loans;

* Working capital loans for small manufacturers.

It is my firm belief that the program is one of the most
important economic programs ever enacted in the State of
Connecticut. How has it worked for the past four years?

The experience of Hi-G in Hartford, G & O Manufacturing in
New Haven, Anaconda Metal Hose in Waterbury, and Bridgeport
MachinesAin Bridgeport( illustrates our succeéses. Not only
has this program h