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Introduction

There exists no lack of empirical evidence supporting the contention that
America's inner cities are facing serious problems. A multitude of studies, papers
and entire books have been written on this subject. The problems of inner cities are
generally associated with the older industrialized cities in the northeastern
section of the country. During the decade of the seventies, these northeastern
metropolitan areas suffered through net out-migration of population and net job
loss.

These problems do not exist only in northeastern centrai cities. Population in
central city areas throughout the country actually decreased by 4.7 percent between
1970 and 1977.1 During this same time period, growth rates of 12 percent and 10.7
percent occurred in suburban and nonmetropolitan areas respective]y.2 Aside from
population figures like these, other serious statistics appear such as thirty-eight
percent of the total population below the poverty line living in the major cities as
compared to twenty-three percent in the suburbs.3 So while the total population
decreased, the percentage of the poor residing in these central cities increased.
During this same time period, the proportion of families headed by women increased
from 15.7 percent to 20.7 percent in these areas.% That was almost twice the number
that existed in the suburbs. Unemployment is more than double the national rate in
the central cities, and in many areas the rates approach fifty percent for minority
youths.5

Almost every major city in the country has an area that is seriously
deteriorated and lacks jobs, services, population, or industry. If the movement of
population represented a cross section of a city's society, the negative impact on
the city might not be quite as serious. However, the people that have fled from the

cities to the suburbps consist mainly of upper and middle class residents. In



addition to these residents, smail mobile industries have also moved to the suburbs
and to smailer cities. Leaving with these firms has gone a large part of an inner
city's job creation potential and tax revenues.

A more serious problem than the loss of Jjobs is the central city's inability
to generate new jobs rapidly. The small firms and entrepreneurs are being driven cut
or are avoiding these areas due, in part, to high taxes and heavy regulatory
controls.

Once this flight out of a central city has begun, a very serious negative
feedback cycle develops. The exodus of population and industry begins to erode the
tax base. In response to this, the city must either raise taxes, cut services or
combine both. Either of these options only serves to worsen the problems that helped
drive population and industry cut of the city in the first place. To break out of
this cycle the city needs to sustain or expand its tax base.

It would not be fair to say that these problems of our inner cities have been
ignored. Millions cof dollars and hundreds of programs, controls, projects and
policies have all been directed at these areas. No consistently successful method
has arisen after many years of attempts. Jane Jacobs said that these urban revival
methods have only led to

"Low income projects that became worse centers cf delinquency,
vandalism and general hopelessness than the siums they were
supposed to replace. H#iddle income housing projects which are
truly marvels of dullness and regimentation...Cultural centers
that are unable to support a good bookstore. Civic centers
that are avoided by bums, whec have fewer choices of a loitering
place tnan others. Commercial centers that are lack-luster
imitations of standardized suburban chain store shopping.
Promenades that go from no place to nowhere and have no prom-
enaders. Expressways that eviscerate great cities. This is
not the rebuilding of cities. It is the sacking of cities."®
Jacobs wrote these words in 1961 and they still hold true. As Stuart Butler of the
Heritage Foundation states,
"The orthodox assumption is still that when encugh money is
finally thrown at the inner cities, and enough of their buildings

are torn down and replaced, there will be a revival. As each
new project seems only to hasten the decline, the call is for



more money and more demolition. One wonders just how much is
required.'7

Tne purpose of this paper is to explain and examine yet another proposal aimed
at solving the woes of our central cities. The name of this concept is Enterprise
Zoning. in the 7Toilowing chapters, a history of the formulation of the idea, an
economic review of the concept, and examples and reviews of various legislative
proposals will be presented. Enterprise Zoning has created much excitement and
support from groups and individuals that have found fault with previous methods
aimed at improving inner city problems. The reason for this lies in the different
philosophy and approach this method takes to combat inner city problems. This
difference and the rationale behind the idea will also be discussed. The intent of
this paper is not to advocate or depreciate the idea, but to understand both the

strengths and weaknesses it contains.
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History Of Enterprise Zoning

The idea of the Enterprise Zone is generally credited to two men from England,
Mr. Peter Hall and Sir Geoffrey Howe. Peter Hall is a Professor of Urban Planning
at Reading University while Sir Howe is the Chancellor of the Exchequer. In the late
part of 1976 and early 1977, the then opposition party in England, the Conservative
Party, was strongly challenging the policies and effectiveness of the ruiing Labor
Party. Many central city areas in England were suffering from poor economic
conditions equal to or surpassing those that existed in the U.S. This was especially
true in the areas of employment and investment in the central city. Weary of years
of economic programs and regulations that had failed to solve, and in several
instances had worsened, the economic conditions of these cities, the idea of doing
little or no planning or regulating came to the front. In effect the idea was to
reduce regulations and federal programs to the point that the "free market" could
operate on its own. The initial idea was to try to recreate the laissez faire
economic conditions that exist in Hong Kong.

Hong Kong contains several characteristics that have been proposed for
Enterprise Zones. These include low tax rates, little governmental intervention and
the guarantee of these benefits for a specified time period. The highest tax bracket
reaches only 17% of income. There are virtually no tariff or nontariff barriers to
trade. The positive results of these conditions are a strong and active local
economy and a steady rise in per capita income. On the negative side are wage levels
approximately 14% of those in the U.S., the highest rent levels in the world and as
a result of this low income, workers often live in government owned units at
subsidized rents and rent controls have been imposed.l Directly tied into the
guaranteed time perijod in Hong Kong are the high rents. Real estate developers aim
to make their profits before this time period expires.
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The steadily increasing per capita income figures are misleading. What has
occurred is that a tremendous amount of wealth has been made by a few individuals but
wages to workers are low and the high rents have driven out many of the unemployed.
This also occurred in Puertoc Rico under similar circumstances with "Operation
Bootstrap." MWhen the time period for benefits ran out in Puerto Rico, many companies
left in search of new tax havens. The result was that no strong lasting economy was
developed on the island.

Professor Hall's idea was to simply throw open certain depressed areas to all
business prospects with little or no regulatory restrictions. From this came his
two proposals, the Freeport and the Crown Colony ideas.?

The Freeport idea, based closely on Hong Kong's example, would be a zone in or
near a sea or airport. This area would be a Free Trade Zone where customs, excise
duties, and tariffs were not payable on goods and raw materials brought into the
zone. The goods may also be exported, even if reprocessed, free of charge. This
concept has been considered by the Greater London Council to establish one such zone
in the city.
| The Crown Colony idea would be a more drastic and desperate attempt which would
create an independent community that would be free from most legislation and
tariffs. Professor Hall himself felt that this idea should only be tried in small
scale areas that were mostly abandoned.

After studying these two ideas, Sir Howe came up with the Enterprise Zone
concept in 1978. His idea was to set up trial areas, four or five to begin with, that
were not limited to ports or docks, but also included other depressed urban areas.
In these trial pockets, development was to be allowed without regu]atibn based on
the idea that the lack of these regulations would be an incentive overcoming the
disadvantages of the areas. The basic parts of Sir Howe's proposal, made in a sheech
to the Bow Group in London on June 26th, 1978, were as follows:3

A. An area of a square mile or so in the most depressed part of a city would

be selected and designated as an Enterprise Zone.
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Planning controls of any detailed kind would cease to apply in the zone.
Any building that complied with very basic anti-poliution, health and
safety standards, and was for a legal purpose would be permitted.

City Councils owning vacant land, or abandoned property, would be
required to dispose of it to private bidders by auction in the open
market.

New developments in the zone would be free from rent controls.
Entrepreneurs who moved into the zone would be granted a reduction or
exemption from property taxes, and there would be a reduction in capital
gains tax on development.

Businesses in the zones would be guaranteed that public laws affecting
investment, depreciation, etc. would not be changed to their dis-
advantage. No special government grants or subsidies would be payable to
any enterprise in the zone.

Wage and price controls would not apply in the zone.

A1l of the above conditions would be gquaranteed for a stated and

substantial number of years.

In the English election of 1979, M. Thatcher and the Conservative Party came

to power.

With this, the concept came under close study and in March of 1980, the

actual measures to be employed were announced. Sir Howe's outline was closely

followed.

Previous action by Thatcher's government had removed the need for both

the wage/price ard rent control facets of his plan so these were omitted.

Basically, the plan to be implemented by the end of 1980 called for:4

A.

A 100 % reduction in property taxes for all industrial and commercial
property within the zones. Any revenue lost by a city through this was
to be made up by the Treasury.

A reduction in Capital Gains Tax rates levied on new developments within

the zones.



C. 100% Capital allowance against the corporate income tax on commercial and
industrial buildings.

D. A simplified system of zoning, overruling any local ordinances, that new
developments would have to comply with.

E. Simplification and streamlining of planning appiications.

F. Enterprise zone status would Tast for a minimum of 10 years with the
possibility of renewal at that time.

G. Local and federal governmental statistical information surveys and

requests will be greatly reduced.

H. There will be a streamlining of the process to request custom's

warehousing status.

The final two parts of the plan were additions to Sir Howe's original ideas
and were designed to relieve bureaucratic pressures and time requirements on
business and to help stimulate foreign trade into the zones. This enabling
legisiation was titled "The Local Government Planning and Land Act of 1980, Chapter
65, Section 179."3 Eleven experimental zones had been selected by February of 1981.
Eight of these were within England with one each in Scotland, Northern Ireland, and
Wales.

The average size of these zones was to be about five hundred acres. However,
the size ranged from 140 to 1,100 acres with over 5,000 acres finally designated.
Critics have noted that at a fairly conservative lot coverage ratio of twenty
percent, about forty-two million square feet of floor space could be created.® It
is questionable whether England's economy could absorb this figure.

There has been a great deal of debate in England concerning both the
legislation and the selected sites. Critics have attacked the bill as not removing
enough governmental and planning restrictions and also for removing toc many
restrictions, depending on individual bias. The chosen zones vary greatly in size,
degree of blight and other characteristics. Once these English zones begin

operation, they may prove to be valuable examples for the U.S.
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The Enterprise Zone concept was first presented in the U.S. by the Heritage

Foundation in 1979. Stuart Butler of this group took the English proposals and made

additions and modifications more applicable to the U.S. From this, the following

points were identified by him as necessary in any U.S. version of Enterprise Zones:/

A.

Suspension of Minimum Wage Laws - The idea here is that Minimum Wage laws
create unemployment among young and unskilled workers, and that sus-
pending these laws would create more jobs for these groups. It would also
have the ability to drop labor costs for businesses, especially those that
would be labor intensive. One possible alternative would be a minimum
wage level, set lower than national levels, for youths in the zone. This
might prevent wages from being set too low and also direct hiring at the
young. Another aiternative would be some type of subsidy or tax credit to
employers hiring pecple in these areas.

Tﬁrnover Trigger Point - This is proposed in addition to or in place of a
time cutoff for the benefits offered in the zone. As & business starts up
and begins to show a profit, it would slowly begin to reassume its share
of the tax burden. All the benefits and tax breaks would apply up to this
“trigger point" and then a graduated scale of lessened benefits and
increased taxes would come into effect. These points would be set out so
as to avoid becoming a disincentive to growth and expansion. This would
help prevent large companies from planning small offices in these areas
simply for the tax benefits, and directs the benefits where desired to
small starting local firms.

Free Trade Zones - This proposal goes a step further than the original
English proposals by actually setting up these areas. There would be no
duties on imported goods until they leave the zone and none at all if the
good is reexported. There would also be no duty on any value added to a
product while in the zone. This would make the zones attractive to

warehousing, trans-shipping, assembly, foreign imports, and foreign



Innovative Action on Housing - The thrust would be toward renovation of
the existing stock, improvements in incentives fo maintain existing
stock, and small scale additions. The intent is to stay away from the
large scale housing projects of the 60's. By dropping rent controls to
provide a profit incentive for maintenance, and the improvement and
expansion of programs providing low income and subsidized rental housing,
it is hoped that a total and comprehensive system to improve the housing
conditions in these zones could be developed. One item that might have to
be added to a new housing unit program would be some type of tenure
requirement. This would prevent an influx of people from outside the zone
to reap these housing benefits.

Experimentation - As related to Sir Howe's idea that these zones could be
areas of experimentation, the suggestion is that these areas be in effect
laboratories under glass to test policies and ideas. The idea is that
with several different zones, with each zone having its own chara-
cteristics, there could be several solutions or combinations of solutions
tried out at the same time. This woﬁld allow for a comparison of different
policies on trial and error basis. It has even been suggested that
policies not specifically related to the Enterprise Zone concept could be
tried out on a smaller scale and evaluated without subjecting the entire
country to them or having to change existing laws/bureaucracies all over

the nation.

After the Heritage Foundation came out with the outline given above, a bill

closely related to Sir Howe's ideas was introduced in the I1linois legislature.

This bill was restricted to the proposals that the state itself could undertake.

This left out national elements like the Minimum Wage. The bill came fairly close

to passing and another version was introduced in 198l1. Similar bills have been

introduced in Connecticut, Massachusetts, Minnesota, Maryland, Florida, Wisconsin,

Ohio, Pennsylvania, Washington, New York and California.8
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Rep. Jdack Kemp of New York first introduced Enterprise Zone legislation to the
U.S. Congress in May of 1980. A second version of the bill was introduced in June
of 198¢. This bill was called the Urban Jobs and Enterprise Zone Act, H.R.7583, and
was cosponsored by Rep. Robert Garcia of the South Bronx. The introduction of this
bill was intended to introduce the idea to Congress and develop interest and
awareness of the concept. This attempt proved successful as the Republican Party
and Ronald Reagan supported the idea and eventually incorporated it as a plank in the
National Platform for the 1980 elections.

In 1981, Rep's. Kemp and Garcia introduced a modified version of the previous
bill. The Urban Jobs and Enterprise Zone Act of 1981, S5.1310 and H.R.3824, was

presented to Congress on June 3rd and 4th respectively.®
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6 Ratcliffe, John, "Enterprise Zones In The United Kingdom," Urban Land, Vol.
40, No. 8, September, 198l. Pg. 14.

7 Butler, Pg. 25-30.

8 The reader is referred to Appendix A for details on the specific proposals of
some state's legislation.

9 The reader will find copies of the bills in Appendix B and Appendix C.
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Economic Review

The purpose behind the concept of Enterprise Zoning is to promote economic
development and job creation in depressed central city areas. This in itself is not
a new idea. What is different about this concept is the manner in which it proposes
to acccmplish this economic revival. Many current and former programs were aimed at
creating growth through direct governmental intervention in the marketplace.
Public jobs were created, grants and contracts were given and the dominant attitude
was that development could be forced into these areas by governmental policy. While
there have been some individual successes, the economic problems of our central
cities have not disappeared. Stuart Butler states,

"To say that most government responses to urban blight have
been ineffective at reversing the downward trend would be
somewhat of an understatement. The evidence indicates
clearly that conventional measures have failed to deal
with the problems of the inner city."l

A study done at Princeton appears to support Butler's comments:

"By almost any reasonable measure of the prosperity of
places... population, income, employment, economic activ-
ity, and concentration of low income households,...more
distressed cities were appreciably worse off in the late
seventies than they were ten years earlier, and more
prosperous cities were appreciably better off. Some
areas inside some older cities may be reviving, but these
revivals don't affect the overall trend."

Instead of attempting to force development into central city areas, the
Enterprise Zone would remove government intervention and interference to allow the
private entrepreneur and private marketplace systems to work. Incentives are
offered to spur development rather than direct grants. The philosophy behind the
concept is that an unfettered market system, free of government controls, high
taxes, regulations and requirements will allow development to occur that is

currently being stopped by these factors. As Butler states,

13



“The Enterprise Zcne is based instead on the thesis that the chief
barrier to the revival of dilapidated inner city districts is not
tne lack of government intervention but all too often the presence
of it. By removing restrictions and taxes within the slum areas,
argue supporters of the idea, we will also remove the obstacles
that prevent small businesses from establishing themseives and
becoming the generators of income and employment."”

As mentioned before, this concept is consistent with the present administra-
tion's economic leanings toward Supply Side Economics. The intent of President
Reagan's economic policy is that by reducing governmental interference with
business and by recucing business taxes, business will generate higher profits.
This means both more savings to provide capital in the economy and more investment
to provide more jobs, more updated equipment and research, and ultimately improved
productivity. These factors are then proposed to reduce unemployment. A second
component of Supply Side Economics is the personal income tax cut. This is supposed
to have several effects. One of these is again to increase savings and create the
capital needed for new and reinvestment. Another effect of this cut is to leave the
consumer with more purchasing power to create a demand for the increased goods and
services being produced by the more active business sector. A third effect of the
personal income tax cut is tied to the concept named after Mr. Laffer. According to
this curve, there is little incentive for workers to increase their efforts and to
try to advance in an economic sense due to high marginal tax rates. The theory is

that by reducing these tax rates on increasea or added income, an incentive to work

and produce more will be created.
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TABLE 1
The Laffer Curve

TAX RATES

PRODUCTIVITY

With the vertical axis representing the level of Tax Rates and the
horizontal axis representing Productivity or Work Effort, Laffer con-
tends that current tax rates meet the curve on the top side and that a
reduction in the Tax Rate would lead to an increase in Productivity or
Work Effort.

Key to the concept of Supply Side Economics is the individual entrepreneur.
With a Supply Side Economic system in place, the entrepreneur will supposedly take
the risk to begin a business venture based on two factors. The first of these is
the higher potential returns due to reduced taxes. The second factor is a faith
that the system will work.

From this brief and simplified description of the Supply Side Ecoromic Theory
it is easy to see how the Enterprise Zone follows the theory. In essence,
Enterprise Zoning is an adoption of Supply Side Economics applied to central city
economic development attempts.

The question that follows from this is will Supply Side Economics/Enterprise
Zoning work in the central cities? This question has been addressed by economists,
politicians, and public policy experts. The-answer appears to be that there is no
concensus on whether or not the concept will work.

The major thrust of the concept is aimed at reducing operating costs to firms,
and through this reducing the risk of failure and increasing the poténtia] rewards
of success. This combination is designed to release an untapped reservoir of

15



entrepreneural talent and energy in the central cities. Once released, this
activity would create jobs, attract residents, create product markets which would in
turn create more Jjobs and create a permanent viable local economy in these
distressed urban areas. The main operating cost reductions occur in the area of
taxes. At the federal level, income and capital gains taxes would be reduced or
eliminated and refundable income tax credits would be given for the hiring of new
empioyees. At the state and local levels other taxes such as the ad valorem and
state income tax could be reduced or eliminated. At all levels, other incentives
would be applied such as improved infrastructure support, community assistance, the
allowance of alternative business finance techniques, and reduced or relaxed codes
and regulations. However, the major dollar impact appears in the area of tax
reductions.

Many people have questioned the value or importance of tax reductions to
businesses. This questioning is not based on whether money would be saved, but
whether tax reduction is really so important that it would create this new economic
activity. It appears obvious that high tax rates alone have not created the poor
economic conditions that exist in some central city areas or else all portions of the
city could be expected to be in a similar situation. Due to this it is debatable
whether tax relief alone would solve the problem. Many beginning businesses often
kave 1ittle or no tax liabilities in their early years. Based on this and the stated
intent of Enterprise Zoning to start new firms, not cause firm relocation, the
benefit of federal tax reductions would occur as increased profits to successful
firms in later years.

L. Clinton Hoch, the Executive Vice-President of the Fantus Co., which is one
of the top U.S. relocation assistance consulting firms, 1isted labor availability
and labor costs as the top two criteria that firms look at when choosing the sites
of new offices or plants. This may mean that the incentives offered in Enterprise
Zone legislation would rot be strong enough to attract firms to the area without some
provision to reduce labor costs or provide job training. It should be remembered

16



that the stated intent of tha concept was not to lure existing firms into the zone
but to release entrepreneural activity.

One of the major criticisms of the concept is that it will not create many new
jobs but only attract jobs from other areas as firms relocate to take advantage of
the tax relief. Based on the comments above, this may not be a valid criticism.
Labor costs would be indirectly reduced through the refundable income tax credits,
but the availability of skilled labor would be poor within the zones. The amount of
actual job relocation that would occur will ultimately be determined by the total
incentive package of federal and local bonuses and the individual characteristics
and situations of the zones and firms.

If no relocation should occur, any increases in economic activity within the
zones would have to come from new entrepreneural attempts. This is what the
Enterprise Zone concept aims to foster. Again the question arises, will operating
cost reductions be enough to spur this activity? The experts again differ on the
answer to this. Critics of the concept point to the need of entrepreneurs for
capital to start up their ventures. In testimony presented to a Subcommittee of the
House Small Business Committee on September 22, 1982, Vernon George, the head of the
American Planning Association's? (hereinafter APA) Economic Development Division,
stated that any Enterprise Zone legislation that is to be successful must include
provisions for front end capital needs. George, also the Executive Vice-President
of the urban economic consulting firm, Hammer, Siler, George, Assoc., stated that
the “single major obstacle to job creation and economic development" was financing.5
He suggested that more emphasis be placed on increasing the availability of and
reducing the interest cost of debt capital.

Prcponents of the concept assert that entrepreneurs will substitute personal
savings, hard labor, and innovation for front end capital. If this is true, the
importance of debt financing would be reduced. Rep. Jack Kemp testified before the

Senate Finance Committee on why front end capital provisions are not so important.
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Kemp stated,

"...enterprise zones are designed to attract private capital. Now, I
know that our proposal has been criticized for not providing "up-front"
Federal seed money. Yet even if we tripled FY 31 Federal capital
assistance programs--and there seems [ittle public or Congressionai
support for such a move--these programs would still provide less than
one-tenth of all start-up business capital. By far, the greatest part--
89%-- of this capital comes from personal savings. Seventy-five percent
of all new businesses start without using any outside debt or equity at
all; and even when they receive outside funds, these are more likely to
come from family or friends than from financial institutions.

What makes a person decide to put his or her savings into a new
enterprise instead of, say, a house, or money-market funds, or a yacht?
The entrepreneur surely isn't looking for immediate profits. Most new
small businesses don't make money for their first five years, if they
beat the odds and survive at all. Instead, entrepreneurs choose the
highly risky course of starting their own business because they calculate
that, in the long run, they will reap a greater personal and financial
reward.

This is why future-oriented tax incentives make capital available in
the present. By reducing capital gains and income taxes, in particular,
the Urban Jobs and Enterprise Zone Act promises a greater reward to
those who succeed in their initial risk-taking investment. In this way
we can tap the greatest resource available for our inner cities: the
huge pool of private savings seeking a significant after-tax rate of
return in these uncertain and inflationary times. In addition, by
excluding half of all interest income on loans to zone enterprises from
taxation, the bill will help those businesses attract loan capital
whether from formal institutions or from the informal, but more
significant network of family and friends."

Small Business

If all of the new economic activity within the Enterprise Zones is to be
generated by local entrepreneural activity, the result will be mainly smell
businasses. It is felt by many that small firms are more flexible and creative than
larger businesses and corporations. This makes small firms more able to detect and
react to new opportunities and technologies, and to escape from outdated situations,
markets, products and techniques. A study performed by the National Science
Foundation found that small companies produced twenty-four times more innovations
per research dollar than the largest corporations.7 Most large corporations have

reached their position by developing a particular technology to its maximum. These
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firms are less 1ikely to take bold risks because they have so much to Tlose.

Competition often arises from smaller, more flexible and innovative firms that
are willing to take risks because the potential rewards exceed the losses. Many of
the innovations that come from a large corporation result from the corporation
acquiring a small firm that has taken the risks and established a market and product.

A second study that supports the importance of looking to small business for
urban economic redevelopment was done by David Birch of the Massachusetts Institute
of Techno?ogy.8 The results of this study showed that two-thirds of all new
employment is created by companies with fewer than twenty employees, and that in the
case of the northeast section of the U.S., these small firms generated all of the net
new jobs.

In light of these studies and facts, it would appear that small business
development is the optimum method with which to create jobs and economic activity in
the central city. In this vein, Enterprise Zone legislation should require
coordination and assistance with the Small Business Administration (hereinafter
SBA). The SBA has recently started a new program that could have beneficial effects
on any designated Enterprise Zone. The program calls for the creation of Certified
Development Companies (hereinafter CDC's) within cities. These CDC's would be broad
based community corporations with professional staff. Through these CDC's the SBA
would provide long-term capital improvement loans to small and medium sized
businesses. The loans would require low down payments and would be available
through both the SBA and private financial institutions. A CDC would be able to
generate revenue from a fee on any loan it handles. The purpose of the program is
to create nonprofit economic development financing bodies that are self sup-
porting.g This program could help provide debt financing to new firms within an

Enterprise Zore.
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Impact on Firms

Since the aim and intent of the Enterprise Zone concept is to spur small
business and entrepreneural activity within depressed city areas, it is important to
look at what impacts the concept, turned into actual legislation, might have on
these firms. George Sternlieb (of Rutgers University) has done this by setting up
a model machine shop and doing a financial statement for this firm both with and
without the provisions of Rep. Kemp's 1980 Enterprise Zone 1egis1ation.10 Borrowing
from his format and figures and substituting in the provisions of Rep. Kemp's 1981
Enterprise Zone legislation, the following financial statement shows some of the

savings and impacts a bill could have on this type of small business.

The Model Machine Shop:

Employment - The business has 50 basic employees of an average income of
$9,000 per year. The firm also has 10 executives and
salesmen of an average income of $20,000 per year. Of
these 60 employees, only 54 were working before Enterprise
Zone designation occurred. Based on the prospect of
savings, increased profits, and an improved local economy,
the shop has hired six new employees. Of these six new
employees, four of them meet the CETA program eligibility
requirements. All employees work within the zone. The
firm qualifies as an Eligible Zone Business.

Capital Investment - There is a capital investment of $10,000 per employee.

Capital Gains - Based on improved financial expectations, new employee and
Capital Gains Tax elimination under zone designation, the
firm has sold two old lathes. These were purchased in 1975
at $10,000 apiece with a 20-year life span, no salvage
value, and have been under straight line depreciation for

seven years. The base value of the lathes after depre-

20



Rents and Taxss -

ciation is $13,000.

They were sold for $15,000, sc a

$2,000 capital gain has occurred.

Rents are 3% of sales and Property Taxes are 25% of the

rent.
Sales - Sales are $30,000 per employee.
Profits - Profits are 10% of sales before depreciation.
TABLE 2
The Model Machine Shop
Without Kemp With Kemp Savings
1. Sales $1,800,000 $1,800,000 -
2. Labor Costs 650,000 650,000-32,500=617,500 $32,000
3. Property Tax 13,500 13,500-3,375=7,335 3,375
4, Profits 180,000 180,000+32,500+3,375=
Pre tax & depreciation 215,875 -—--
5. Capital Gains 2,000 2,000 - Not Taxed
6. Depreciation 600,000-20,000=580,000 600,000-20,000=580,000
@ 10% 580,000X.10=58,000 580,000X.10=58,000

7. Taxable Income $ 122,000 157,875X.50=78,938
8. Income Tax 17%-25,000= 4,250 17%-25,000= 4,230

20%-25,000= 5,000 20%-25,000= 5,000

30%-25,000= 7,500 30%-25,000= 7,500

40%-25,000=10,000 40%- 3,938= 1,575

46%-22,000=10,120

TOTAL =36,8/70 TOTAL =18,325 $18,545
9., Post Tax Income $ 85,130 $ 141,550 356,420

It can be seen from this rough example that the provisions of the Kemp bill

would be very beneficial to an existing, profit making firm. There are other
benefits that would accrue to this model firm that do not appear in the calculations
There also would be local incentives.

above. In the example above, the firm was

given a 25% reduction in Property Taxes. Federal legisiation could not directly
require this, but most state enabling legislation should allow for it. A 25%
reduction in Property Taxes is probably conservative. In addition, if the firmwere
to take out a loan to replace the two lathes, fifty percent of the income tax a
lending institutior would pay on interest income from the loan would be tax exempt.
This might lead to a reduction in interest rates to the borrower or the improved

availability of loans.
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For a new firm to open after zone designation, it will need several important
items. The first of these is a reasonable chance at success. The provisions in
Enterprise Zone legislation reduce many operating costs ana hence improve the chance
of success.

After this initial requirement is met, the firm wiil need adequate space at
affordable prices or rents. There has been no mention of rent level controls or
freezes in any legislation or discussions. It seems probable that rent levels would
rise in a zone after designation. This could offset some of the operating cost
savings that would occur. It might also stifle some new business operations. If it
is reasonable to assume that rent levels would rise, then property values might
also. This would reduce the chances of a new firm being able to buy adequate land
and buildings for its operations.

A possible solution to these problems would be local intervention in the land
market. It is possible that the city could acquire land Qsing Community Development
Block Grant (hereinafter CDBG) or Urban Development Action Grant (hereinafter UDAG)
funds and then sell or lease the property, and/or buildings, back to business
ventures at reduced cost levels. This however, would only increase governmental
activity in the zones as opposed to reducing it as the Enterprise Zone concept
supports.

If adequate space is made available at affordable costs, then new firms will
need initial debt capital for investment. The importance of this need is the major
area of disagreement about the Enterprise Zone concept. Rep. Kemp and other
proponents of the concept feel that debt capital is not important. Critics have
repeatedly pointed to the lack of provisions for up-front capital needs as the one
weakness in the concept that would eliminate any chances of the idea's success. The
need for start-up capital would be Tower for most labor-intensive firms as compared
to capital-intensive firms. If zone designation does significantly improve the

prospects for business activity, the lack of capital provisions could lead to the
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development of mostly labor-intensive businesses and create more jobs than if
capital-intensive firms were to start in the area.

There are alternative methods for providing this debt capital. Local interests
and lending institutions could be brought into the picture to provide this money.
One case of this occurs in the Broward County, Florida, example discussed beiow. It
may also be possible to obtain any needed debt capital from other federal grant
programs in coordination with an Enterprise Zone.

A second financing need that has not been addressed arises in the area of Risk
Financing. No federal program is presented to enter the loan market and repurchase
loans to Enterprise Zone firms from the private lending institutions. The increased
odds of firm survival and improved police and fire protection may not be enough to
eliminate risk premiums from the loans. The presence of a federal repurchasing
agent could eliminate this and reduce loan costs.

Another basic need of any potential new firm is for an adequate labor pool. The
zones would contain a large supply of inexpensive, unskilled labor. However, a firm
might have to import or train any skilled labor it would immediately need. The
presence of Minimum Wage Laws puts a floor on how inexpensive the labor pool can be.
Some cities, such as New York, have minimum wage rates set above the national level.
In Tieu of importing skilled labor to the area, training programs that would result
in more local residents being hired would be preferable. The Boward Employment and
Training Administration in Ft. Lauderdale, Florida, is a good example of an
employment and job skill training agency that would provide people prepared to meet
the needs of an Enterprise Zone. This agency goes beyond simply teaching new job
skills to teaching people how to start and run small businesses. People wanting to
join the program must have some marketable skill to be selected. Once chosen to join
the program, the students receive both classroom training and an internship with an
established firm in the student's area of interest. The students are paid a minimum
wage stipend out of Comprehensive Employment and Training Act (hereinafter CETA)

Title Seven funds. Eight local banks have helped to finance the program by setting
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aside $10,000 each for graduates of the program who need beginning loans. This helps
solve two needs. First it helps the banks satisfy the requirements of the Community
Reinvestment Act on investing money within the city. Second, it guarantees a
minimum up-front amount of capital for a new firm and helps sclve any problems in
this area for a new firmcreated by a graduate of the program. A graduate's new firm
is visited by instructors each week for the first year to provide any needed
assistance.ll

There are no provisions to establish this type of program under proposed
federal Enterprise Zone legislation. This type of program would be best organized
and administered at the local level. This is the type of local interest, activity,
and commitment that may actually determine the viability of the zones. Aside from
local government activities, there are many private interests that could and should
be coordinated into the total zone package. There have been instances where private
firms have sought out depressed inner city areas to locate in, and havé then provided
quality jobs to the low skilled residents of the area. These firms are usually
labor-intensive. Local officials should be aware of these organizations and

corporations when putting together an Enterprise Zone.12

Impact On Cities

The designation of an Enterprise Zone within a city's boundaries will have a
major impact on the city. Aside from the costs mentioned in Chapter 4, "A Review of
the Urban Jobs and Enterprise Zone Act of 1981," there will be other costs and
impacts. Assuming the program succeeds, there will be many positive effects on the
city. Reduced unemployment, welfare and other social support costs, reduced crime
rates in the area, and a general improvement in both the economic and physical well
being of the zone would occur. On the other hand, there may well be some important
negative effects in and around the zone. As Richard Mounts states,

"Perhaps too impressed with the devastation of the South Bronx, sup-
porters of the bill seem to presume that all depressed neighborhoods
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consist of acres of rubble, deserted buildings, and a few trapped
residents who would abandon the area in a minute if only they had a way
out. To the contrary, many areas likely to be eligible for zone
designation will be more like Poletown in Detroit, a neighborhood that
includes land the citg wants to clear and lease to General Motors for a
new Cadillac plant.“1

The result of this would be the tearing down of much ¢f a depressed, but fairly
stable, neighbcrhood.

In the actual operation of the zones, large disruptions may occur in
neighborhoods that are not just blocks of rubble and vacant buildings. The
acquisition of large tracts could lead to the forced relocation of families and the
disruption of neighborhood social units. So far none of the proposed legislation
provides for any relocation assistance funds. If this assistance should be needed
due to zone activities, it would have to come at the expense of the already
financially distressed city or from another federal or state program. Possibly
voluntary contributions from firms receiving the land tracts could be required as a
trade off for the land. However, new firms would be unlikely to be able to afford
such contributions. Large relocating firms could more easily meet this requirement.

Aside from forced physical relocation, the probability of increased land
values and associated rent levels due to zone designation may drive out current
residents. This would be especially true if firms have to import skilled labor that
desired to live close to work. The pressure for housing on behalf of these new
residents could Tead to the economic dislocation of existing residents.

The potential combination of new residents moving into the zone and the
elimination of some of the existing housing stock could create housing shortages.
Rep. Kemp's bill does provide some incentive for new and renovated housing within
the zones. If the private housing market is not capable of providing all the housing
needed at affordable prices, then the city may have to provide some type of housing
program. Enterprise Zones could serve as an experimentation ground for new housing
strategies and programs. This is a suggestion made by many of the early founders and

proponents of the concept. Butler states,
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"At the heart of the Enterprise Zone idea is the notion that the best
solution to the urban problem 1ies in mobilizing the trial and error

process of private enterprise,...It would be totally in keeping with
this approach for a form of trial and error process to be applied to
the realm of public policy.™

However, if this is done, some basic protection for the lives of the people
being "experimented" with should be provided. Butler has proposed a type of "Urban
Homesteading.“15 In cities where residential properties have been abandoned, the
city may often have gained ownership due to the abandonment of the property or
through property tax arrearages. The city could then sell/lease this property for
a token fee to persons who agree to inhabit the property for a set number of years
and to improve the maintenance of the unit up to a specified minimum level. When
these agreements are met, that person assumes ownership. This procedure seems to be
well suited for Enterprise Zones and would allow current or former tenants with
1ittle capital to acquire homes. This would result in the housing stock being
improved without city expenditure. It does not provide for the construction of new
housing units, but these may not be necessary depending on the individual zone's
characteristics.

It also appears that the existing Section Eight Housing Program's eligibility
requirements tie in closely with those in Kemp's proposal.l® Specifically, the
criterion of eligibility based on income being below eighty percent of the area's
median income. If any existing rent controls are lifted, as Butler advocates, the
extension of this Section Eight program could offset negative impacts on low income
residents by providing financial assistance equal to the difference between a market
related fair rent and twenty-five percent of a family's income.

Aside from the impacts on neighborhoods within a zone, there will be some
spill-over effects on surrounding neighborhoods. The creation of an Enterprise Zone
may reduce the stability of these areas. Mobile firms would have an incentive to
relocate within the zone. Less mobile firms might be undersold by subsidized

competition within the zone. Also, the relocation or eviction of zone residents
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could drive them into the surrounding areas. Increased police protection and
patrols within the zone may also serve to drive criminal activities into surrounding
areas. The result of these occurrences could be the hastened decay of surrounding
areas for the benefit of the zone. Awareness of this fact could lead to political
battles over the actual final boundaries of the zone. The final shape of the zone
may not be directly related to eligibility requirements.

At several points in this chapter, potential solutions to problems that have
been identified have required local activities and expenditures. In determining the
actual cost of an Enterprise Zone to its parent city, the level and number of these
solutions the city has to undertake will steadily increase the costs to the city.
These costs will occur both in capital outlays and in administration. These cities
will be the ones least able to afford these costs.

One of the aspects Butler points out as being important to any Enterprise Zone
legislation is missing from the current proposals. This is the Turnover Trigger
Point. As discusseu in Chapter 2, this idea would begin to increase revenues to the
city and national treasury's as the firms in a zone could begin to be able to afford
reduced subsidies or increased taxes. This would appear to be a logical alternative
to a set year of benefit expiration based on zone designation. It would serve to
allow benefits where and when needed, but would remove some benefits once they
become unnecessary. Using this type of system, a city would begin to realize
financial benefits in relation to the growth within the zone. This systemwould also
begin to reduce the revenue losses to the federal treasury for an individual

Enterprise Zone as the program began to work.

National Concerns

There have been many questions raised about what an Enterprise Zone program
would cost the U.S. Treasury. The cost of Kemp's proposed program is hard to

estimate due to the many variables. The best determination would occur by setting

27



up a trial zone. The Department of Housing and Urban Development (hereinafter HUD)
has completed a study comparing two UDAG projects with Kemp's proposals. The study
applied various combinations of the incentives in the bill and the results showed
the incentives costing approximately six times the amount of the UDAG programs for
the same purposes.17 A second report has been recently released by the Treasury
Department. It stated that the recently enacted general tax cufs may have reduced
the attractiveness of some incentives likely to appear in Enterprise Zone
legislation. It also stated that grants could generate the same level of new
economic activity at no greater cost than what tax revenues would be lost under an
Enterprise Zone program. The study was done on two potential zones in Chicago. The
report also contained the following facts and figures:18

-Concluded that a single zone could cost over $95 million in lost tax
revenues, and

-The cost per job created under the proposals in Rep. Kemp's bill would be
from $28,800 to $60,450 as compared to the UDAG program's figure of $6,400
for a new job and the Economic Development Administration (hereinafter EDA)
program's estimate of $3,789 for each new or retained job.

TABLE 3

Cost Per Job Comparison Between Rep. Kemp's Proposals,
The UDAG Program, And The EDA Program

$60,450
(HIGH ESTIMATE)

$28,800

(LOW ESTIMATE)

II' $€i4(X3 ¢
| ] 3,789
KEMP UDAG EDA
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The results of these two studies raise serious questions about two areas of
Enterprise Zone programs. The first of these is whether such a program is at all
cost efficient as compared to other existing programs. While it apbears obvious
that some solution is needed to the decay of the U.S.'s central cities, maybe
Enterprise Zones in their current makeup are not the best answer. Proponents of the
concept point to the general failure of existing programs to solve urban problems
and suggest it is time for a radical change in philosophy and procedure. At best,
Kemp's proposals would cost over seven times as much for each new job created as
compared to the EDA's estimates, and over four times as much as the UDAG figures.
This suggests inefficiency even without considering some of the direct cost outlays
made by cities.

The second question that arises after Tooking at the results of these studies
concerns the enormous total cost of the program. Using the $95 million per zone
figure, presented in the‘above mentioned Treasury Report, and applying it to Kemp's
proposal of ten to twenty-five zones per year for three years, results in a total
cost in the fourth year of the program (using thirty zones) of at least $2.85
billion. If a total of seventy-five zones were created, this figure would rise to
$7.125 billion annually. This results in a $42.75 billion loss to the Treasury over
the next six years. Critics of the proposals point to our current budgetary deficits
and budget balancing attempts and question the wisdom of adding this kind of revenue
loss to the Federal Budget for a locked in period of yéars. The inclusion of some
type of Turnover Trigger Point could reduce this revenue loss in later years of the
program.

Supporters of Enterprise Zones counter this argument by pointing to potential
cost reductions in areas such as welfare and unemployment insurance plus possible
reduced funding needs in other urban development programs as savings that would
offset most or all of the revenue losses. If the program were successful, there
would also be positive economic benefits accruing to the local economy that would

aid in offsetting the revenue losses overall.
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The inclusion of Free Trade Zones could improve the cost per job figures in
Enterprise Zones over what occurred in the previous studies. The idea of
incorporating Free Trade Zones into Enterprise Zones has been held as important
since the origination of the concept. There were approximately four hundred of the
zones throughout the world in 1980 and that number has increased.19 One of the more
prosperous Free Trade Zones is the area around and including the Shannon Airport in
Ireland. 1In 1978, this zone had created almost 2,000 new jobs and seventeen new
firms.20 By 1980, these figures had risen to 10,000 jobs, over $350 million in
trade, and the creation of a new town.?2l

While over forty of these Free Trade Zones exist in the U.S., none has had the
success of the ones overseas. The main reason for this is that until recently, U.S.
Customs Regulations assessed duties on any value added to an imported good while in
a Free Trade Zone. Due to this, most U.S. zones contained only storage and
warehousing activities. Now assembly activities should begin to enter the Free
Trade Zones as they have in other countries. This should be a bonus for the
Enterprise Zone concept as many distressed areas in the U.S. are cities with port
facilities.

In many ways, the state of the overall national economy will play a big part in
determining the success of any Enterprise Zone proposal. The current status of the
economy is not conductive to new business activity. When the economy is in a
recessionary period, the effectiveness of an Enterprise Zone program will be reduced
as compared to a situation where the national economy is in an expansionary period.
The dollar cost per job created will also correspond to the status of the economy.
On the other hand, if an Enterprise Zone program were to exist and functioned to
create new jobs, as opposed to job relocation, and also did not have a serious
negative net impact on the federal budget, this could only serve to improve the
national economy.

Another aspect of the national economic picture that is interrelated to the
Enterprise Zone concept are interest rate levels. Many analysts point to Federal
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Budget deficit payment borrowing as being a major cause of high interest rates. An

Enterprise Zone program that resulted in a net negative impact on the Federal Budget
could lead to increased deficits if all other aspects are held constant. This could
lead to a further rise in interest rates. High interest rate levels are often cited
as a major reason for the current economic slowdown. So in effect, an Enterprise
Zone program that was not properly put together could help stifle the same economic
activity it intended to stimulate. It would seem reasonable to either test by model
or by trial example what the total net economic impact, costs, job creation ability
and other associated impacts would be before a nationwide program was put into
effect. Such a trial zone(s) would allow for the determination of the optimum
combination of incentives and other federal, state and local programs.

In line with the scope and impact of a national Enterprise Zone program, some
study and development of a national Urban Policy should take place. No one has
answered questions such as should the Enterprise Zone program replace, compete with,
or supplement such programs as UDAG, CDBG, EDA, SBA, and CETA. While legislative
proposals have called for coordination of existing programs with an Enterprise Zone
program, no specific policies or procedures have been set up. It would appear that
the actual job of coordinating these many programs would lie with local officials.
While local officials probably have the best knowledge of local programs, they might
lack knowledge and experience with federal and private programs. Just as there is
no one single reason for the current economic situation in many central cities, the
Enterprise Zane is not a single lone solution. A comprehensive blending of programs
at all levels, public and private, must be achieved before a working solution will
appear. As George Marcou, APA's Director of National Policy, stated when referring
to this lack of coordination between Enterprise Zones and the above mentioned
programs,

"In our view, the fact that all these programs are now slated for

budget cuts or elimination_seriously undermines the viability of the
Enterprise Zone concept."
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A Review Of The "Urban Jobs And Enterprise Zone Act Of 1981"

This chapter will set out and discuss H.R.3824, "The Urban Jobs and Enterprise
Zone Act of 1981."1 This bill was introduced to Congress by Rep. Jack Kemp and is
the most widely known and discussed of the bills introduced to date that addresses
the Enterprise Zone concept. As mentioned before, this is Rep. Kemp's second
version of this bill and is a major revision of his 1980 bill,

H.R.3824 is intended to amend the Internal Revenue Code of 1954 and contains

the following major provisions.

Eligibility Requirements

There are two levels of eligibility requirements. The first of these is that
a prospective Enterprise Zone be located either in an area currently designated for
the UDAG program of federal assistance under Section 119 of the Housing and
Community Development Act of 19742, or "the area is one of pervasive poverty,
unemployment, and general distress."3 After meeting one of the above regquirements,
a prospective zone must also meet one of the four following requirements:
2 Tﬁe area in question must have an unemployment rate at least 150% above
the national rate for the most recent 18 month period; or
2s The area was identified in the most recent Census as a low income poverty
area; or
3. The area must have at least 70% of its residents with incomes below 80% of
the medium income of the residents of the governmental unit that would
designate the areas as a zone. This governmental unit could be either the

state or locality; or
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4, The area must meet one of the two following criteria:
A) the area lost at least ten percent of its population in all of its Census
Tracts between 1970 and 1980; or
B) the governmental unit requesting zone designation for the area must prove
to the satisfaction of the Secretary of HUD that the area has either
“chronic abandonment or demolition of commercial or residential struc-
tures" or "substantial tax arrearages of commercial or residential
structures."4
This two-tiered system of requirements sets out specific guidelines. This should aid
areas considering application for zone designation in determining if they would be
eligible. The "chronic abandonment" and "substantial tax arrearages" clauses do
allow some administrative discretion.

A fundamental question raised about this section of the bill concerns the
availability of adequate Census and Bureau of Labor statistics. This guestion is
especially pertinent in non-Standard Metropolitan Statistical Areas (hereinafter
SMSA). Census Tracts generally consist of 4,000 people. Data for these Tracts are
usually available only on a decennial basis. Unemployment statistics are available
for the ten most populous states and the 202 most populous SMSAs. These statistics
are also collected by the Bureau of Census.? In the remaining states and cities,
unemployment statistics are generated by the state's employment agencies. Bureau of
Labor techniques are usually used to generate these statistics.

There are several potential solutions to these statistical problems. One
method of solving statistical needs would be some form of local surveys done either
by the governmental unit or contracted to a private firm capable of such work. There
might be a need for certification of statistics generated in this manner. This could
be costly to the governmental unit. The fact that the zones could be located in
existing UDAG areas would help solve this problem as HUD contracts with the Bureau
of Census for statistics in these areas. This would also hold true if the zones were
to be included as CDBG areas. APAP testimony presented by Irving Hand and Gail

35



Garfield Schwartz to the Senate Subcommittee on Savings, Pension and Investment
Policy, the Committee on Finance;’ strongly backed the use of UDAG and CD3G
designated areas for the zones. A final solution would be for the governmental unit
to contract with the Bureau of Census for any needed data. This would not create

certification problems, but would be expensive and could create time delays.

Site Selection

Site selection of zones is to be made by state or local government pending
approval by the Secretary of HUD. Assuming the prospective zone has satisfied the
eligibility requirements, selection is based on two criteria. One of these is the
desire for zone status by the governmental unit. The other is the quality and
attractiveness of the state and local incentives provided. These incentives would
be in addition to the ones set out in this bill and could include things like
Property and/or Local Income Tax relief, infrastructure support levels, and
adjustment and streamlining of local Planning and Building Codes. The Secretary of
HUD may revoke zone designation if it is determined that the zone is not meeting
commitments made when applying for designation.

The question that again arises is, would cities that would be in poor financial
condition to be eligible for zone designation be able to afford the costs implied in
starting an Enterprise Zone? Before any financial benefits began to accrue to the
City, it would have to make large cutlays for promotion, planning, possible Census
data contracting,'land purchasing, and infrastructure improvements. Then, de-
pending on the specific incentive package, revenue losses would be incurred from
Property Tax reductions that would immediately impact on the city's financial base.
Many critics have questioned whether cities could afford zone designation.

Assuming that the concept would work, there would eventually be long-term
financial returns to the city in areas such as reduced welfare rolls, increased
property values, and possibly a reduction in other social costs that have been

identified with depressed areas and unemployment. In the short-run, many cities
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could face financial bankruptcy. Should this situation occur, it would require a
commitment from either Federal and/or State Governments to financially support
these cities until the rewards have improved their financial situation. This
commitment has not been officially made at the Federal level. However, precedent
does exist for this type of support from the Federal level and state commitments
could be included with an application. An alternative to this could be municipal
bonding powers to provide this money. Some adjustments may have to be made in state
legislation for this bonding. Zone designation could result in improved bond
ratings for these cities or solely for the zone as a separate entity.

The zones will need a "critical mass"8 of businesses to locate within their
borders to make the program successful and to attract other firms. If the Net
Operating Loss Carryover, which is discussed later, would be allowed only during the
term of designation, it would provide a minor incentive to firms to locate in the
zones early.

APA testimony had two suggestions for additions or alterations to this section.
The first of these would be to give a greater weight in the selection process to the
local commitment and incentive packages than to the need of the area. Their comment
is based on the fact that the commitment and incentive package will be a major
determining factor as to whether the program will succeed or fail. Related to this
suggestion is one that would require a "Development Incentive Strategy" be included
in the application process.9 This would detail all Tlocal commitments and
incentives. This would also allow the Secretary of HUD to more closely monitor

whether a zone was meeting its commitments.

Number of Zones

The bill proposes that at least ten, but no more than 25, zones be created each
year for each of the first three years following the year the bill is adopted, or
until December 31, 1996. This would result in between 30 and 75 zones being
created.
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By placing a restriction on the number of zones that could be created, it would
appear that there would be great competition for designation. If selection were
based primarily on the strength of local commitments and incentives, this
competition could lead to the development of effective incentive packages and result
in an improved chance of success for the program.

Several other suggestions have risen on this point. The APA has suggested that
there be no limit on the number of zones. If an area meets the eligibility
requirements and comes up with an acceptable application, then it would be
designated as a zone. The Conference of Mayors has come out in favor of designating
at least 100 zones each year so as to guarantee each state at least two. By allowing
so many zones to be created, the competition for designation would be reduced. This
might dilute local commitments and incentive packages to a point that would
significantly reduce the program's effectiveness. An argument given for fewer zones
is that of the impact on the Federal Treasury and Budget due to revenue losses. Cost
estimates for the bill vary from about $1.5 billion to $2.85 billion per year. By
greatly increasing the number of zones, this figure would rise rapidly.

The counter to this argument is based on three items. The first of these is the
fact that Income Tax revenues generated in these areas are low to begin with. The
second is that while little tax revenue would be collected from new firms in these
zones due to the incentives of this bill, new firms usually have low tax burdens in
their formative years. The third is that the benefit to the local economy would
outweight federal losses and could also reduce federal assistance leveis to these
areas as a successful Enterprise Zone program reduces the need for outlays from

other programs and/or would allow the elimination of some programs.

Minimum Population

The minimum population proposed for these zones is 4,000 people in SMSA's, or
at least 2,500 people in any other area. The purpose of these minimum Timits is to

coordinate the zones with the Bureau of Census data collection areas.
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Time Limit On Designation

The time 1limit on zone designation is proposed to be from the date of
designation until December 31, 2001. This time 1imit being subject to revokation by
the Secretary of HUD.

The problem identified with this section of the bill is that giving a zone 16
to 19 years to function with all of the incentives is unnecessary. If the program
is going to be successful, the results should appear long before 2001. Once this
economic stabilization and growth has set itself firmly in place, it is questionable
whether the incentives should continue to apply. If the incentives are no longer
necessary to attract and stimulate growth, then they should be phased out. This
elimination of incentives would reduce the financial burden on the cities earlier
than would now be expected. Also, if some factor like the quality of local
incentives, the actual Enterprise Zone legislation, or the overall national and
local economies were to cause the program to fail, this failure may become obvious
before the designation period expires. The earlier elimination of the incentives
would then save money.

The converse of these arguments is the fact that national and local economic
conditions may not become favorable early in the zone's designation period. The
Tength of zone designation would then allow the program to succeed at a later date

should economic conditions improve.

Employment Requirements For Eligible Zone Businesses

The bill proposes that for a firm to qualify for incentives as an Eligible Zone
Business at least 40% of new employees, hired after zone designation, must meet the
eligibility requirements of CETA.10

The intent of this section is to provide an incentive for new and existing firms
within the zone to increase their labor force. By increasing this labor force the

bill aims at one of its basic goals, the reduction of unemployment among the poorer
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residents in a zone. A firm would not qualify for the incentives in this bill
without meeting the requirement of this section. The benefits of meeting this
requirement would be substantial to any labor intensive business.

The first concern raised about this provision is the viability of the CETA
program under the Reagan Administration. Should this program be dropped, either new
guidelines will have to be developed or the existing ones incorporated into this
bill or some other instrument.

Related to comments on the availability of an adequate work force for new firms
within a zone, keeping the requirement at 40% allows firms to hire the remainder of
their new employees, bounded by other requirements, from a more highly skilled
segment of the work force. If the work force in these zones is basically unskilled,
skilled workers that are required by firms may come from outside the zone. This
could result in population residency shifts. Should‘this occur, some type of
monitoring systemwill be needed. The National Urban Coalition has recommended that
the zones create boards to monitor these moves into the zone in an attempt to reduce
job transfers instead of job creation. Possibly these boards could work with local
employment agencies to identify unemployed workers within the zone who would qualify
for available jobs and work to promote hiring these people first. However, some
shifting and influx of workers to the zone may be unavoidable and is not totally

undesirable. An alternative to these job transfers could be job training programs.

Labor Tax Incentives

Two tax credits are proposed for firms within the zones based on their
employees. The first of these is a refundable business income tax credit that would
equal five percent of the wages a firm would pay to employees eligible for the CETA
program. To receive this credit, a firm would not need to meet the 40% CETA
eligibility hiring requirement as set out in the previous section. The effect of

this is to create an incentive for firms to hire the CETA eligible worker even if the
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firm will not reach the 40% hiring requirement. The second credit would be a five
percent refundable income tax credit, not to exceed $1,500 per person, for all
employees of a firm that qualifies as an eligible zone business. The only condition
attached to this is that the employees for which a credit is claimed must work at
least 50% of their hours within the zone.

These two tax credits are the main incentives aimed at directing the bill
toward labor-intensive businesses. By allowing the credit for CETA eligible
workers, the incentive is to hire low skilled, and lower income workers. The
requirement that workers put in at least 50% of their working hours within the zone
is an attempt to prevent branch firms from locating within the zones purely for tax
benefits without hiring many new local resident employees.

One of the major points identified by Butler as being important in an
Enterprise Zone bill is the elimination of Minimum Wage Laws. This point does not
appear in Rep. Kemp's bill. The labor tax credits may be an attempt to address the
question of reducing labor costs in a more politically acceptable manner. The
effectiveness of the tax credits versus the elimination of a minimum wage level
would be determined by how Tow unsupported wage levels would fali. A firm that paid
its workers the current minimum wage for 40 hour weeks on a 52 week basis would pay
out roughly $7,000 per employee per year. This employer, if satisfying all
eligibility requirements, would be eligible for a $350 refundable income tax credit
per employee. A firm would have to employ at least 20 full-time (or an equivalent
part-time work force) workers to generate enough credits to hire one additional
full-time employee at minimum wage. Whereas the same firm which paid its employees
only $3.00 per hour could hire seven new full-time workers for the same total labor
bill as it could have with only 20 workers at $3.35 per hour. It should be remembered
that while six more people could be employed without the Minimum Wage Law, the total
pretax income would drop from approximately $7,000 per year to about $6,240. This

would be about an 11% cut in pay. This type of pay cut could become a work
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disincentive, depending on welfare and unemployment benefits, and defeat one of the
major tenets on the entire program.

One of the major opponents of this section of the bill is the AFL-C10.11 Their
opposition is based on the fact that the tax benefits are limited to firms within the
zone and this ignores firms outside of the zone that may employ zone residents.
Giving tax credits to firms outside of the zones would defeat the purpose of
attracting business to locate within these zones. The AFL-CIO is also opposed to the
elimination of minimum wage laws.

Another problem that could arise with this and other incentives in the bill is
that of accountability. If the Internal Revenue Service is to monitor this bill's
provisions and incentives, it will have to either develop additional manpower and
techniques or delegate the responsibility to another administrative body. It is
important that all the requirements and the intent of this bill be followed and
monitored as it presents many opportunities for fraud. The financial rewards for
misuse of these provisions would be many. The added administrative review will add

additional costs to the program.

Capital Gains Tax

The bill proposes that no Capital Gains Tax apply to taxpayers within the zone.
To qualify for this a firm must expand its work force by at least ten percent.

While the bill is officially targeted at job creation and helping firms start
and survive within the zones, this incentive 1is directed at capital-intensive
business. This provision, coupled with the potential national accelerated
depreciation schedules, provides a strong incentive for capital investment within
the zones. This would provide some job creation, but capital intensive firms may
rely on a smaller more technically skilled work force. This would result in fewer
CETA eligible workers being hired.

Critics of this section point out that this incentive may tend to lead firms
into seiling out and leaving the zone either after initial capital investment has
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been made, depreciated, and reinvestment needed, or to sell and lTeave near the end
of zone designation as occurred in Puerto Rico. The response given to this criticism
is that the program would create a sufficiently strong local economy and related
markets to offset any advantages in selling and moving.

If Congress were to take legislative action that significantly lightens the
existing Capital Gains Tax loads, it could have the effect of negating the incentive
to invest within the zones as compared to investing in other areas.

APA testimony on this point suggests that the qualifying criterion for the
Capital Gains Tax abatement be not just a ten percent increase in employees, but a
ten percent increase in CETA eligible employees. This would tie in with eligibility
requirements throughout the bill. Also, any increases in employment should be
measured in total hours worked, not in total employees. Using the measurement of
total hours would prevent two problems. The first of these would be the case of a
firm with fewer than ten employees. To meet the reguirement, this firm would have
to hire employees over the ten percent minimum. An example of this would be the case
of a firmwith seven employees. To meet this requirement, the firm would have to add
one new employee. This translates into a 14.3% increase instead of the minimum ten
percent. A firmwith ten employees could add this same single worker to qualify for
the incentive, but would increase its work force by a smaller percentage. If the
requirement were based on total hours, this inequity would be eliminated. The use
of total hours worked would prevent a situation wherein an employer hires workers to
meet the requirements but reduces each individual worker's hours so that there is no

net increase in labor hours worked.

Income Tax
Under the provisions of this bill, no Income Tax would apply on 50% of a firm's
income or on the interest received from loans to businesses within the zone.
This reduction in Income Tax for zone businesses, in addition to the

elimination of the Capital Gains Tax, the refundable tax credits for employees, the
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nature of firms during their early years, and the potential of local Property Tax
reductions, suggests that zone firms would have a small tax liability. This
combination of incentives is designed to increase the survivability rate of firms
within the zones.

One of the criticisms of this package of tax incentives is that while they help
firms survive, they provide nc assistance to a firm that is trying to open business.
Provisions for up-front capital to assist new firms are not included in this bill.
The reduction of Income Tax 1iability on interest from loans to zone businesses may
indirectly provide more capital to new firms. This incentive could possibly result
in small interest rate deduction to borrowers. If this interest deduction were
applied to SBA loans, it could be very valuable for firms not allowed to use tax-
exempt Industrial Revenue Bonds to lower their interest rates on these SBA loans.
Another possible benefit from this particular incentive would be to encourage

lending institutions to direct money into the zones.

Cash Accounting

The bill proposes that a Cash Accounting system be allowed for firms that have
annual gross receipts under $2 million.

The Cash Accounting System is a much simpler method than the Accrual Accounting
System. Instead of having a double entry system that records both the transaction
and the payment separately, the Cash System only records the payment. This reduces
complex debiting and crediting of various accounts. The Cash System would require
reduced manhours and lower expertise levels.

A potential problem with the Cash System is that due to its less specific

nature, accountability problems could arise.

Investment Tax Credit

A 15% Investment Tax Credit would be given for low income rental housing under

this bill.
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This credit would be extended to low income rental housing on the same basis as
it is granted currently to commercial or industrial properties. To qualify for this
credit, the housing would have to be constructed or rehabilitated after zone
designation occurs. The cost incurred for rehabilitated property wouid have to be
at least $10,000 per unit, in respect to each project, or $3,000 per unit if the
project was financed by a state or local agency. Any developer in default on a prior
project would be ineligible for this credit. By allowing financing of these
projects through state or local public agencies, the biil has provided for lower
interest rates than current market levels. This may also help avoid potential
hesitation on the part of lending institutions for financing projects in depressed
areas. In a bill that provides zone residency requirements and intends to create a
demand for labar, housing provisions must also be provided. This section of the bill
should help solve a zone's current and future housing needs.

A possib]e addition to this section could be the incorporation of the housing

tax credit with Federal housing programs and financing systems.

Net Onerating Loss Carryvover

The bill propéses to extend the Net Operating Loss Carryover allowed to 20
years.

This proposal would allow a firm to spread an operating loss of one year over
the next 20 years. This would aliow a firm to credit the loss against incomes for
the next 20 years for tax purposes. This would reduce future taxable incomes and
liabilities.

The criticism of this provision is that firms opening several years after zone
designation is made would be able to use this benefit after zone designation has
expired. If this provision were altered so that the loss carryover period would
apply only during zone designation, an incentive for businesses to open early in the

designation period would be created.
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Streamlining and Coordination Of Federal Programs

The bill proposes that all Federal programs related to housing, community and
economic development, banking, financial assistance, and employment training be
coordinated and streamlined within the zone.

This section reflects the importance of this coordination. Without such
coordination, programs that could work at cross purposes to the intent of this bill
would serve to weaken its effectiveness. However, no specific rules or review
Jurisdiction is mentioned. More detailed guidelines, possibly based on the A-95

review process, should be set out.

Small Entities

Under this section of the bill, all zones would be designated as Small Entities
based on the concepts in the Regulatory Flexibility Act of 1981.12 Prior to this
bill, Federal regulations applied equally to both Large and Small Entities. The
term entity refers to corporations, agencies, and political jurisdictions. The
reasoning of the Regulatory Flexibility Act is that Small Entities are inheritantly
different from Large Entities and that the nature and application of Federal
regulations should reflect this difference. This Act allows for the review and
adjustment of regulations to show this difference in relation to Small Entities.

The result of this section could be a general relaxation and elimination of
many Federal regulations for businesses within a zone. Action in this area would be
in accordance with President Reagan's desire to lessen the regulatory restrictions

on business. This is an idea that many business groups favor.

Foreign Trade Zones

The bill proposes that Foreign Trade Zones be created within the Enterprise
Zones whenever possible.

The idea of Foreign Trade Zones, or Free Trade Zones, is one that has appeared
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in both the English application and in Butler's writings. Employment and business
activity have usually increased in these areas.

There are several concerns with these Trade Zones. In some instances the type
and quantity of jobs provided have not been extremely beneficial. Often warehousing
becomes a major type of business activity. Warehousing is not a labor intensive type
of activity. In some foreign countries, there have been negative social impacts in
these areas. Poor housing, sanitary, health, and working conditions have appeared.
[t is important that the combination of this designation, the relaxation of local
codes, and possible Federal regulatery relaxation or elimination does not allow
serious social problems to arise. Basic minimal reguirements in these social

concern areas must be maintained.

General Questions

There have been some questions raised about this bill that are not specifically
related to its provisions.

As discussed earlier, one of the major questions about this bill is the lack of
provision for initial capital needs of firms. With the exception of the income tax
deduction on interest from loans to businesses within a zone, the provisions of this
bill are aimed at reducing operating costs. One possible area of assistance could
be in the designation of zones as CDBG areas. As mentioned before, the 1981
Amendments to the Housing and Community Development Act now allow the use of federal
dollars for aid to private profit making firms as an eligible activity. It remains
to be seen if this would include actual capital funding. This money could be used
by local governments to purchase and accummulate property to sell to prospective
firms at reduced costs. This purchasing, and the possibility of the use of Emminent
Domain powers, to acquire land could prevent harmful speculation in land within the
zones and indirectly reduce capital needs in the area of land acquisition.

It might also be possible for the local and/or state governments to either
provide this capital alone or in cooperation with the local business commnity. The
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specifics of such a financing system should be set out in the package of local
incentives.

According to Rep. Kemp, the need for this type of financing is minimal. He has
asserted that almost 90% of this starting capital comes from personal savings and
that three-fourths of all new firms begin without any outside debt. Of the firms
that do start in debt, many owe not financial institutions but family and friends.
Rep. Kemp also makes the point that when the Federal Government has provided capital
to business, it has had the responsibility of choosing which firms should receive
this capital. Rep. Kemp quotes Milton Stuart, the head of the Office of Advocacy,
as saying in a conclusion to a SBA task force report that "There appears to us to be
a lack of understanding within government of how individuals create in the private
sector, and how they implement their decisions."13 This seems to be supported by the
fact that the delegates of the White House Conference on Small Businesses rejected
proposals to increase direct Federal assistance programs. Rep. Kemp's hope is that
if the risks of failure to an operating business are reduced, this will in turn
stimulate private investment and make capital available based on an improved
possibility of future returns on the investment.

Again referring to Butler's concept of the Turnover Trigger Point, the
inclusion of this provision in an Enterprise Zone bill would reduce the cost of the
program to both the Federal and local government. Rep. Kemp's bill does not have
this provision.

A final basic question related to this bill is why have this particular set of
incentives been chosen? The basic philosophy appears to be that simple, direct
transfer payments or grants will not solve the economic problems of people located
in areas that would qualify as Enterprise Zones. The incentives in this bill
supposedly will.

The people in these areas need jobs. In the existing economic and business
climate, there is little incentive for firms to locate in depressed areas due to the

risks and low profit return expectations. Rep. Kemp, along with the SBA and others,
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feels that the greatest potential for job creation lies in small starting
businesses. His hope is that the incentives offered in this bill will reduce the
risk and cost factors to a level where investment in these areas becomes attractive
and new business activity will spring up to provide the needed jobs.

Some critics have questioned the wisdom and political feasibility of a program
that would cost the Federal Treasury anywhere from $1.5 to $7.125 billion annually
at a time when massive budget cuts and an attempt at balancing the budget are
occurring. The answer to this question lies in the belief that the program would
work. If it does work, it could pull thousands of people off unemployment and
welfare rolls. It would also eventually increase income tax revenues, social
security payments and increase business activity. If the program would be as
successful as its proponents claim it will be, the question becomes, can the Federal
Government afford not to proceed with Enterprise Zones?

As mentioned before, this is Rep. Kemp's second Enterprise Zone bill.
Considering the debate and criticism generated by this version, it seems unlikely
the bill will pass in this session of Congress. A strong block of support for this
bill and the concept of Enterprise Zones has emerged over the last few years. It is
probable that Rep. Kemp will come up with a third version of the bill. Should
unemployment continue to rise, there may develop a strong demand for a bill, based

on the Enterprise Zone Concept, to help reduce this probiem.
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Notes

l see Congressional Record, H.R.3824, June 3rd, 1981.

2 U.S. Statutes At Large, Public Law 93-383, August 22nd, 1974,
3 Note #1 Above.

4 Note #1 Above.

5 Sternlieb, page 58.

6 American Planning Association - the professional organization for members of
the planning profession in the U.S.

7 Testimony presented to the Committee on Finance's subcommittee on Savings,
Pension and Investment Policy, July 16th, 1981.

8 Testimony presented to the Committee on Finance's subcommittee on Savings and
Investment Policy, July 16th, 1981 by Gail Garfield Schwartz.

9 Note #7 Above.
10 y.s. statutes At Large, Public Law 93-203, December 28th, 1973.
11 The American Federation of Labor and Congress of Industrial Organizations.

12 y.s. Code Congressional and Administrative News, 96th Congress, 2nd
Session, Public Law 96-354, September 9th, 1980.
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Comparison Of Urban Enterprise Zone Related Bills

There were four bills introduced to U.S. Congress during 1981 that addressed
the concept of Enterprise Zones. The first of these was Rep. Kemp's Urban Jobs and
Enterprise Zone Act of 1981, H.R.3824, and its Senate equivalent, S.1310. This bill
was discussed in the previous section. The other three bills that are introduced
are:

1. Targeted Area Revitalization Act, H.R.2950, presented by Rep. Rangell;

2. Enterprise Development Act, H.R.2965, presented by Rep. Nowak2; and

3. Urban and Rural Revitalization Act of 1981, S.1240, presented by Sen.

Heinz3.

In this chapter, a brief comparison of the major points in each of these four

bills will be made. For the sake of simplicity, each bill will be referred to by the

name of the introducer.

Zone Eligibility Criteria

Kemp - proposes that all zones be located in UDAG designated areas or in pockets
of poverty. After meeting one of these two requirements, the area must
meet several unemployment, low income, population loss, building aban-
donment and tax deliquency criteria.

Rangel - proposes that zones be limited to areas that have unemployment levels at
least 150% above the national median unemployment rate; or have a number
of welfare recipients at least one and one-half times greater than the
national proportion would suggest, or have at least 70% of the prospective
zone's residents' incomes below 80% of the surrounding area's median
income.
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Nowak - proposes that a prospective zone must meet designated level of income,
unemployment, per capita income growth, and job creation. These levels
would be determined by the Secretary of Commerce. The criteria would be
evaluated by a weighting system where points are awarded based on the
level of distress using both Census Bureau and Bureau of Labor Statistics.

Heinz - proposes that the Secretary of Commerce set out the eligibility
criteria.

A1l of the bills use a combination of unemployment, poverty, population loss,
and low income factors as criteria for determining eligibility. Rep. Kemp's bill
has additional reguirements of location either in poverty pockets or in existing
UDAG designated cities. This tie in with the UDAG program gives Rep. Kemp's bill an
automatically higher level of coordination with existing programs and eases data

collection problems in comparison to the other bills.

Zone Selection

Kemp - proposes that the selections be made by state or local governments and
ultimately approved by the Secretary of HUD. This approval by the
Secretary would be based on the area's need and the quality of the local
incentive package. Zone designation could be revoked by the Secretary if
certain conditions were to arise.

Rangel - prbposes that the selection be made solely by the respective state
governor.

Nowak - proposes that selections be made by the state or local government and
ultimately approved by the Secretary of Commerce.

Heinz - proposes that the selection be made by local government with ultimate
approval made by the Secretary of Commerce.

A1l of the bills, except Rangel's, require state or local governmental selection

with approval at the Cabinet level. Rangel's bill would have selection only by the
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state governor. This leaves no decisional power with either the local governments
or the federal governments. Since Rangel's bill contains federal tax incentives, it
would appear that the federal government might desire some authority in selecting

the zones.

Number of Zones

Kemp - proposes at least ten but no more than 25 zones be designated each of the
first three years after the program's inception.

Rangel - proposes that up to 25% of the eligible areas in each state be designated

as a zone.
Nowak - proposes that there be no limit on the number of zones.
Heinz - proposes that the Secretary of Commerce determine the number of zones.

There has been a great deal of discussion on the number of zones. One view is

that the more zones created, the higher the cost of the program. The converse of
that is the view that there are more than 75 areas in the country that could benefit
from this program. It is important that the competition for zone designation be
great enough to cause strong incentive packages to be created. An unlimited number

of zones could defeat this purpose.

Minimum Population of Zones

Kemp - proposes at least 4,000 people reside in the area if it is a part of a
SMSA, and at least 2,500 people in any other area.

Rangel - proposes a minimum population of 4,000 in areas bounded by census tracts
or enumeration districts.

Nowak - proposes at least 5,000 persons within an incorporated city with a minimum
population of 10,000.

Heinz - proposes that this decision be made by the Secretary of Commerce.

Kemp and Rangel have tailored the population minimums to fit into Census
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boundaries and units. This will provide assistance in statistical needs. Nowak's
requirements rule out rural area utilization of the bill. Heinz's proposition

leaves a great amount of administrative discretion to the Secretary of Commerce.

Time Limit On Zone Designation

Kemp - proposes that zone designation last until the year 2001, unless revoked.

Rangel - proposes that zone designation last for five years with the possibility of

renewal.

Nowak -  proposes that zone designation last for ten years with the possibility of
renewal.

Heinz - proposes that this decision be made by the Secretary of Commerce.

In the previous chapters, several potential problems with this provision in
Rep. Kemp's bill were discussed. The proposals by Rep. Rangel and Rep. Nowak contain
the flexibility needed to adjust the length of zore designation to each specific
instance. If zone designation were to be renewed, strong reasons should be
presented. Automatic renewal could present a worse situation than exists under the

Kemp bill's provisions.

Employment Reaquirements For Eligible Zone Businesses

Kemp - propases that at least 40% of employees hired after zone designation meet
CETA eligibility requirements.

Rangel - proposes no employment requirements.

Nowak -  proposes that at least 5C% of the working hours in a firm be performed by
zone residents.

Heinz - proposes that at least 50% of the employees of a firm must be zone
residents.

A11 of the bills, except Rep. Rangel's, have some provision aimed either at low

income workers or zone residents. These are the two groups that the bills are
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supposedly intended to assist. The omission of CETA requirements in the Nowak and
Heinz versions may allow for a higher level of skilled workers than the Kemp bill.
This fact may have advantages for some types of firms. The fact that Rep. Rangel has
left out any provisions in this area does not rule out the possibility of low income,
low skill, and zone residents being hired. It also would allow more firms to qualify
under this section for the incentives. It may be important to require the hiring of
certain segments of the labor market to receive the benefits in this section. Some

combination of CETA and zone residency requirements might be optimal.

Labor Related Tax Incentives

Kemp - proposes a refundable business income tax credit that equals five percent
of all wages paid to CETA eligible workers and a five percent refundable
business income tax credit for all employees of an eligible business. The
second credit is not to exceed $1500 per employee and these employees must
work at least 50% of their hours within the zone to be counted tor this
credit.

Rangel - proposes the following changes in the Targeted Jobs Tax Credit,
hereinafter TJTC.4 The first of these would be business income tax
credits of 50% of the first $10,000 paid in wages, for the first year.
This would be reduced to 25% the second year and 15% the third year. Added
to this would be a fifteen (15) percent credit on the first $10,000 of
wages paid to all workers targeted under the TJTC program that are within
the zone. This credit would only apply for the first three years. The
second provision would be a 15% credit for the first $10,000 of wages paid
to an employee hired after December 3lst, 198l. Another provisien is that
students in Cooperative Education programs be excluded from the TJTC. The
final provision would be that all economically disadvantaged youths
between the ages of sixteen and eighteen be automatically inciuded in the
TJTC program.
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Nowak - proposes that a 60% business income tax credit be given on the first $6,000
paid in wages to area residents. This would apply the first year of zone
designation. In the second year the credit would be reduced to 35%. An
addition to these credits, a 50% deduction on wages paid to all employees
would be allowed if the deduction were used to buy securities that were
held in an Employee Stock Ownership Plan.

Heinz - proposes that a 12% business income tax credit on the first $15,000 of
wages paid to employees who are zone residents be granted each year.

A1l of the bills have an employment tax credit in some form. One problem with
the inclusion of the TJTC program is that President Reagan intends to let it expire
at the end of 1981. The Rangel bill is the only one that gives a specific incentive
to new employees hired after zone designation. The only difference between the
bills, outside of the reference to the TJTC program, exists in the percentages
credited, the maximum salary allowed to credit against, and the number of years the

credit(s) would apply.

Capital Gains Tax Incentives

Kemp - proposes that no Capital Gains Tax apply to taxpayers within the zone. To
qualify for this an existing business would have to expand its work force
by ten percent.

Rangel - proposes nothing in this area.

Nowak - proposes nothing in this area.

Heinz - proposes to increase the exclusion of capital gains from taxes up from 60%
to 90%. This exclusion would not apply to corporations. Corporations
would get a reduction in the capital gains tax rate from 28% down to ten
percent.

One of the frequently voiced criticisms of the Enterprise Zone concept is that

firms may abuse Capital Gains Tax reductions by buying and selling property instead
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of making long-term investments within the zones. Rep. Kemp's bill attempts to
address this problem through its ten percent work force increase requirement. This
potential problem would not arise with the Rangel and Nowak versions. The
provisions in the Heinz bill make no attempt to prevent purchase and sell out from
occurring. Close monitoring of employment activities, as mentioned before, will be

important.

Depreciation Incentives

Kemp - proposes nothing in this area.

Rangel - proposes nothing in this area.

Nowak - intends to increase the first year depreciation allowance from $10,000 up
to $40,000.
Heinz - proposes a straight line ten year depreciation schedule for buildings that

are valued at over $100,000. Any other buildings would have a straight
line three year depreciation schedule.
The Nowak and Heinz bills would allow for quick depreciation on buildings.
This could be a strong incentive for new construction within the zones. The Heinz
provisions could create a demand for updated assessments on existing buildings.
This would increase an area's assessed valuation and revenues and aiso could be a
stimulus for city-wide appraisals. Should a city provide some property tax relief,
these reappraisals would bring revenues to a higher level than would have been
expected.
The proposals in the Heinz version for Capital Gains and Depreciation would be
a strong incentive for investment and construction. There is no qualification that

wculd prevent a firm from investing, depreciating and then selling out.

Inceme Taxes and Interest Deduction

Kemp - would allow for 50% of business income and interest on loans to zone

businesses to be tax free.
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Rangel - proposes that a ten percent credit be given on the interest from loans to
zone businesses. This would be limited to $100,000 for individuals and
$300,000 to partnerships and lending institutions.

Nowak - proposes nothing in this area.

Heinz - proposes nothing in this area.

As mentioned before, many critics feel that without initial, start-up capital,
many businesses will not open. The Kemp and Rangel versions address this need
indirectly. Reduced taxes on interest from loans to zone businesses may be an
incentive to lend this money and/or reduce interest rates. Kemp's bill provides the

strongest incentive in this area.

Cash Accounting

Kemp - would allow a cash accounting system to be used by businesses with annual
gross receipts under $2 million.

Rangel - proposes nothing in this area.

Nowak - proposes nothing in this area.
Heinz - would allow a cash accounting system to be used by any firm within the
zone.

Again, the major question about this provision is accountability. This
potential problem is even more pertinent in the Heinz version as larger tirms would

be even harder to monitor.

Investment Tax Credit

Kemp - proposes a 15% investment tax credit for low income rental housing.

Rangel -~ proposes to increase the rehabilitation tax credit on nonresidential
buildings to 20% and to create a 15% tax credit on new nonresidential
buildings.

Nowak - proposes a 25% nonresidential rehabilitation tax credit, a five percent
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tax credit for new nonresidential buildings, and a refundable investment
tax credit of up to $100,000.
Heinz - proposes a ten percent investment tax credit on all zone property.

The Rangel version has no provision for housing. The Nowak and Heinz bills
would include housing, but the Kemp bill is the only one aimed directly at housing.
The provisions in Rangel's and Nowak's bills may be aimed as incentives for buiiding
investments as these bills had fewer capital gains and depreciation incentives.
Kemp's bill had no provisions for nonresidentiai buildings, but has previousiy given
several strong incentives for residential buildings.

It will be important to see what other non-Enterprise Zone related tax cuts may
be passed in the future as they could reduce the advantages built into the zones when

compared to outside areas.

Other Provisions

Kemp - proposes to extend the Net Operating Loss Carryover to 20 years and to
coordinate all Federal programs within the zone that are relevant to zone
operations.

Rangel - proposes nothing else.

Nowak - provides that small business investment companies may invest in zone firms
at a higher rate of public-to-private dollars.

Heinz - proposes to amend the definition of a “small business corporation" under
Subchapter S of the Internal Revenue Code and to increase the maximum
permitted number of these shareholders from 15 up to 100.

The overall purpose of the Nowak and Heinz provisions is to increase private

investment into these zones.

Overall Comparison

Each of these four bills seems to be targeted toward a different type of
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business. Rep. Kemp's bill has provisions that are favorable to both labor and
capital intensive firms and also seems to treat both small and large businesses
equally. Rep. Kemp's combination of incentives could lead to a diverse local
economy that may be more economically sound in the future than an economy with only
one type of business. Rep. Kemp's bill also contains some important provisions
missing in the other three. Some of these would be investment credits for low income
housing, the designation of zones as "Small Entities"® for the Regulatory
Flexibility Act and the mandatory coordination of Federal programs and policies
within a zone.

Rep. Rangel's bill appears to favor labor-intensive firms. There are few
eligibility requirements on labor and strong tax incentives for new additional
labor. This bill contains few incentives related to capital expenditures and
investment. The intent of giving incentives to labor-intensive firms in order to
create more jobs is sound, but there is a question of whether the incéntives in this
bill are strong enough to attract needed capital for even these labor-intensive
firms. The status of the TJTC program in the future leaves some doubt about the
viability of this bill.

Rep. Nowak's bill tends to favor small businesses due to its relaxation of
Small Business Investment Corporation restrictions. It also seems to favor labor-
intensive firms as it lacks Capital Gains Tax incentives. Rep. Nowak also has
included good business eligibility requirements.

Sen. Heinz's bill seems targeted at Capital Intensive firms as it contains
strong Capital Gains Tax and Depreciation incentives. This bill also favors large
firms as it provides Cash Accounting to any firm and has a reduction in the Corporate
Capital Gains Tax rate. Sen. Heinz's bill also requires a set out Local Commitment
Package. |

Determining which of these four bills is the best will depend upon which
economic philosophy is preferred. If Enterprise Zoning will best meet its goals
with small labor-intensive firms, then maybe either Rep. Rangel's or Rep. Nowak's
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bill is preferable. If large capital intensive firms are needed, then Sen. Heinz's
bill is best. If a diversified local economy is the optimal method to revive the
Central Cities, then Rep. Kemp's bill should be chosen. Other considerations may
take precedence avoce which program would work best in the zones. The poiitical
acceptability and relative costs of bills may determine which one is chosen over the
others. None of these bills made it out of committee to reach a floor vote. It is
probable that rewritten versions of several of these will appear in the future.

It should be noted that in addition to these four bills, there have been two
Rural Enterprise Zones bills introduced. These bills are targeted at economic
development and growth in nonmetropolitan areas. Some of the provisions are similar
to the provisions in Urban Enterprise Zone bills.

The following section will contain a summary of the Enterprise Zone Concept.
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Notes

1l see Congressional Record, H.R.2950, 1981
2 See Congressional Record, H.R.2965, 1981

3 See Congressional Record, S.1240, 1982
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Summary

The final format that Enterprise Zoning will take in the United States is yet
undefined. However, the basic cornerstones of the concept and its aims are tairly
well established. What actual incentives are to be employed will be determined
through the legislative process. President Reagan's administration reaffirmed its
support of Enterprise Zoning in this year's State of the Union Address. The
administration has now set out the basic outline of what it would Iike to see in an
Enterprise Zone bill. They hope to have a bill that follows Rep. Kemp's eligibility
requirements and contains incentives close to his proposals. While no formal
legislative broposal has yet been made, either an amendment to Kemp's bill or an
entire new bill is expected. A summary of the administration's proposals appears in
Appendix D.

The State of Kansas is now considering its own Enterprise Zone bill. It remains
to be seen if this bill will pass this session of the legislature. A copy of this

bill appears in Appendix E.

Legislative Prospects

Since Ronald Reagan's election as president in 1980, the momentum behind
Enterprise Zoning in the U.S. has steadily increased. Now that actual administra-
tive proposals have been made, it would appear that some form of Enterprise Zone
legislation will come up for a Congressional vote this year. It would be hard to
estimate what chances such a bill would have of passing. There are several key
issues that may determine the chances of a bill's passage.

The first of these is the level of unemployment. Unemployment rates currently
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stand at around ten percent. This is the highest level since WWII. In light of these
high unemployment figures, a legistative proposal that is directed at creating jobs
may be viewed more favorably. The failure of the economy to provide jobs may become
a strong supporting argument for passage of an Enterprise Zone bill. The passage of
other job creation bills may reduce the demand for Enterprise Zoning.

The second key issue is the role in a national urban policy that an Enterprise
Zone program would play. The concept of Enterprise Zoning has a wide-based bloc of
support that is both Republican and Democrat, Liberal and Conservative. Once a
legislative proposal becomes a definitive issue and is designated a particular role
in urban policy, this bloc of support may begin to break up. Proponents of the
concept may not be supporters of a bill that reduces the Minimum Wage or that
replaces other programs such as UDAG, CETA, CL[BG, and EDA. There was widespread
support for reduced federal spending and budget balancing in concept, but bitter
battles have occurred once the concept was transformed into actual dollar reductions
in specific programs. This same situation may erode the support for Enterprise
Zoning. Representatives of a state that does not contain central city areas
eligible for Enterprise Zone designation would have a hard time supporting an
Enterprise Zone bill that would replace or reduce existing programs that provide aid
in their state. Allied with these rural interests are suburban groups who would see
no direct benefits from the program and who may fear the loss of existing firms to
the zones. Many ethnic groups have supported the concept but are watching to see if
existing urban programs are cut. Organized labor strongly opposes changes in the
Minimum Wage. Robert Garcia, who was co-author with Kemp of their proposal, has
stated that he could not support "any enterprise zone proposal which contains a
subminimum wage."l

The third key issue relates to Reagan's leadership abilities with Congress at
the time of a vote. Reagan basically had his way with Congress in 1981. Should he

again succeed in this manner, an Enterprise Zone bill that he strongly supported
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might very likely become law. On the other hand, it appears that Congress may
strongly resist the budget package Reagan has presented. If Congress, and the
Democrats, were to win the budget battle, the chances of passage for an admini-

stration sponsored Enterprise Zone bill might decrease.

Alternative

The basic rationale for the concept of Enterprise Zoning has been that previous
programs and methods have failed. Due to this, the government should take the
opposite track and remove taxes and regulations to allow economic growth. The
proponents of the concept have claimed that governmental intervention has failed to
find a solution to the problems of inner cities. But in the same breath, they
propose yet another governmental program. This program is intended to restore the
central cities to their previous roles in their metropolitan and regional areas. A
question that arises, is would these central cities never be redeveloped unless an
Enterprise Zone program arises? Professor Donald A. Hicks of the University of
Texas said,

“"For some, the suspending or weeding out of regulations, and the
lowering of taxes, suggests a less fettered market process. For other,
however, these moves may be viewed as creating an artificial business
climate that cannot operate as part of the larger economic system."2

Often firms that begin with special assistance in a special environment are
unable to outgrow or wean themselves from these benefits. An example of this is the
SBA's program to aid minority businesses. This program has created some firms that
could not continue without further federal support.

As mentioned earlier, there are some projects being undertaken by private
businesses and local governments to develop inner city areas. The New York Port
Authority has announced that it will spend $33.6 million to create three industrial
parks located in the South Bronx, Staten Island, and in Elizabeth, New Jersey.3 This
is only one of several projects for the South Bronx alone. The projects of the City

Venture Corporation are an example of private attempts within the central cities.

65



Hicks also seems to question what role the central cities should have in a
national economic system. He states,

“"Areas that are targeted for designation as enterprise zones may be in
the process of evolving (emphasis in original) to the point that they
can perform new functions for the larger community...countless central
cities are transforming to play equally vital, if narrower roles for
the larger region, compared to their earlier roles."4

It is possible that governmental intervention in the form of Enterprise Zoning may
disrupt this process and yield business activity reliant upon the program.

No one seems to have answered the questions raised by Hicks. They appear to be
valid considerations. If an Enterprise Zone bill is passed this year that
implements a full program of zone designations every year, the questions may never
be answered. If a trial set of Enterprise Zones were created for study, then this

question as well as many others could be addressed.

Planning As An Evil

Some would question whether the depressed areas in our central cities are
"...blighted by the planning process, and by rules and regulations that stifle
private initiative,"” as Sir Geoffrey Howe stated. The rise of planning and these
rules and regulations occurred as a response to conditions that arose under laissez-
faire free enterprise systems. One has only to look at the conditions that exist in
cities, such as Hong Kong, that are cited as models the Enterprise Zone concept
emulates, to see the health, poverty, and social conditions that result from non-
planning. These same squalid conditions existed in many American cities before
planning controls were implemented. Operation Bootstrap in Puerto Rico appears to
be the closest exampie of Enterprise Zoning that we have to refer to. This program
resulted in serious social problems and left little stable established economic
systems in its wake. There is no doubt but that economic revival in our central
cities is a desirable goal. But it is debatable whether this revival can only occur

in the absence of planning and regulations providing basic health, safety, and
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building codes. Planning and these basic regulations are aimed at preventing
derelict areas. Is it not possible that the economic woes of the central city have
been a result not of planning and regulations but of the evolution and change of the
economic structure in the United States? If the latter is true, then attempts to
alter the economic system to spur development in the central cities is actually a
higher level of government intervention in the economic system than currently
exists. It may be that the current situation of our central cities is just a stage
in the evolution of our rational economy and these cities would reach an
economically determined new role without Enterprise Zoning.

The role of Planning in the operation of Enterprise Zones at first appears to
be strictly curtailed. This may be true in traditional planning functions such as
Zoning and Code development. However, the need for planning skills will increase in
areas like Economic Development, Capital Budgeting and Finance, and Development
Assistance. Increased levels of cooperation among various Federal, State, and Local
Programs, and private groups will require strong planning and administrative
skills. Neighborhood and Community Assistance Programs will need to be developed to
assist existing and future residents of Enterprise Zones and surrounding areas.
Improvements to and the provision of housing in the Zones will also become an
important function for planners. Planners should be heavily involved in the
development of Enterprise Zone Local Incentive Packages and the actual application
and administration of Enterprise Zones.

From this it is easy to see that the role of Planning and Planners will not
decrease should Enterprise Zoning become law, but will actually become even more
important. To meet this increased role, Planners should become more aware of and
involved in Enterprise Zoning. For better or for worse, it may become the major

urban program of the future.

A Final Question

A11 of the discussicn in this paper up to this point has been concerned with the
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ability of Enterprise Zoning to solve the economic problems of distressed Central
City areas. Perhaps the question should be expanded to include the idea of how
Enterprise Zoning will help solve the economic problems of the United States.
Statistics and discussion have already covered areas such as Enterprise Zoning's
impact on local economies, the Federal Treasury, and unemployment. In a speech
delivered at the APA's National Conference in Dallas on May 9th, 1982, Lester C.
Thurow identified the productivity of the American economy as the most serious
problem it faces. Does the Enterprise Zone concept respond to this national
economic need? Would Enterprise Zoning provide the dollars or a vehicle with which
workers can be trained or retrained to provide an adequate labor torce for a more
productive economic system? Relocating laid-off steel workers or automobile
workers into low-income low-skill jobs within the Central Cities may be a short-term
solution to Central City unemployment and poverty, but are the long-term needs of

both the Central Cities and the nation as a whole met by Enterprise Zoning?
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Appendix A

State Proposals



State
Reports

Special Report: Enterprise Zone
Survey . . . enterprise zone legisla-
tion considered in Maryland, Flor-
ida, /llinois, Wisconsin, Ohio, Penn-
syivania

Although the debate at the fed-
era] level over enterprise zones is
still under consideration, 2s noted
by Joseph Burstein and Leonard A.
Zax in their article on page 325,
some states have either introduced
specific enterprise zone legislation
or legislation relative to the con-
cept, and one state, Maryland, has
passed such legislation.

Spokespersons in the states in
which enterprise zone legislation is
on the calendar admit that it is
touchy to adopt such legislation
without knowing in which direction
federal law will head, and many of
the statutes that are under discus-
sion are contingant on provisions in
upcoming federal legisiation. One
spokesperson said that the states
are really “guessing” on what that
federal legislation will contain.

Maryland. The act establishing
enterprise zones in Maryland was
signmed by Governor Harry Hughes
May 19. The bill is said to be in-
tentionally vague because “no one
really knows what the feds are
going to do and they didn’t want
to commit to anything they didn’t
have to.” The bill puts the state in
a posture to take advantage of any
federal legislation on the concept.

In fact, the bill describes an ur-
ban enterprise zone as ‘‘an area
that has been officially designated
an urban enterprise zone by the
federal government.” The bill fur-
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ther states that any business that
locates in an enterprise zone may
be eligible, as determined by the
local government with the approval
of the governor, to receive reduec-
tions in workman’s compensation
premiums, exemptions from income
tax, and reductions in unemploy-
ment insurance fund contributions.
The legislation purposefully con-
tained no dollar figures.

Florida. The state legislature last
vear adapted legislation that cre-
ated the basis of the tax portion
of the enterprise zone concept. Four
pieces of legislation were passed,
not to take advantage of any up-
coming enterprise zone legisiation,
but, instead, as a result of rioting
in Miami.

The so-called “Miami package”
of bills was adopted as a means of
revitalizing the riot-torn Liberty
City area of Miami and other dis-
tressed areas in Florida cities.

One bill that was passed pro-
vided $5 million in the form of
grants and loans to help establish
community development corpora-
tions in the state. Grants are avail-
able for up to $100,000 for start-
up funds for the corporations and
loans up to $1 million are available
to businesses in distressed areas.

A second bill allows corporations
a2 tax credit on donations that the
corporation makes to public or non-
profit agencies such as housing
authorities or community develop-
ment corporations. The donations
must go to agencies that intend to
use the funds on physical develop-
ment or redevelopment or to in-
crease entrepreneurial activities.
For these donations, the corpora-
tions will receive a 50 percent tax
credit against their state corporate
taxes.

Another bill provides for any
Florida corporation (not restricted
to those in distressed areas) to hire
a person who lives in a designated
distressed area and then to write
off 25 percent of the wages and
salaries of that person from its
state corporate taxes. The person
hired must have lived in the dis-
tressed area for a period of six
months to one year and the position

for which the person is hired must
have been a new position or an old
position that had been vacant for
one year.

The fourth piece of legisiation
in the package allows a corporation
a 96 percent reduction in ad val-
orem school taxes for a period of
10 years. The reduction is oniy
available on that part of the taxes
that is directly attributable to new
businesses or expansion of existing
businesses, Also, 50 percent of the
work force for the new business or
expansion must be hired from a
distressed area.

There is now a bill in the legis-
lature that would allow an area
declared by local government as
either distressed or blighted to be
declared an enterprise zone, and
legislation dealing with more tax
incentives and deregulation is ex-
pected to be introduced next yvear.

lllinois. Enterprise zone legisla-
tion passed the state Senate May
27 and is in committee in the House.
Since the House passed virtually
the same bill two years ago, pas-
sage of the measure is expected be-
fore the legislature adjourns June
30.

Provisions of the bill include:

—rea] estate assessments in
areas designated enterprize zones
in the state by the Department of
Commerce and Community Affairs
would be zero the first year the zone
is in existence and rise to 100 per-
cent by the fifth year;

—all zoning regulations, rent
controls, and building codes in the
designated zones would be abol-
ished;

—an urban homesteading pro-
gram would be created in the zones
and a $1,000 exemption in state in-
come taxes would be granted to
individuals residing in the zones;
and o

—state sales tax exemptions
would be granted for materials
used in rehabilitation projects with
the zones.

Wisconsin. The state legislature
is debating enterprise zone legis-
lation that would cost the state an
estimated $£32 million. The state
has a $600-million deficit, however,
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and the bill's chances of passage
this year reportedly are doubtful.

Provisions of the bill include:
—under the plan which is indexed
over five vears, a business in an
enterprise zone would pay no cor-
poration taxes the first year, 25
percent of the normal rate the sec-
ond year, 50 percent the third year,
75 percent the fourth year, and 100
percent the fifth year;

—a 50 percent income tax credit
would be granted to any business
that is newly constructed, re-
modeled, or expanded;

—capital gains taxes would be
indexed to the federal level of 2
maximum of less than 50 perrent,
instead of the present state level
of 100 percent;

—income gained from employee
stock ownership programs would be
exempt from state income tax;
—businesses in the zone would be
exempt from rent controis;
—buijlding codes, whichk are report-
edly strict in Wisconsin, would be
lessened in the zcnes; and

—air quality treatments and pre-
treatments would be reduced from
stringent Wisconsin standards to
the more lenient federal level.

Restrictions on the length of
time a zone may be in existence
were placed in the act at five years
and no more than 21 percent of the
real property in a city can be de-
clared to be within ar enterprise
zone.

Although passage of the bill is
not expected, it is reported that a
demonstration project of one en-
terprize zone in the state may be
attempted.

Ohio. A bill that would provide
tax incentives over a five-vear
period to persons who establish,
expsand, or operate a business in a
so-called “recovery zone” has been
introduced in the state legislature
by Senator John Kasich.

To be determined a recovery zone,
an area must fall into one or more
of the following categories, based
on census figures:

—the unemployment rate must
be 15 percent or higher and the
number of households with incomes
at the poverty level must equal 30
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percent of the total number of
households in the area;

—the unemployment rate must be
30 percent or more; or

—at least 50 percent of the
heuseholds must be at poverty level.

In the case of personal property
used in business by a person de-
clared eligible for a tax incentive,
the true value of the property
would be equal to the book value of
the property less twice the book
depreciation of the property (“ac-
celerated depreciation’). The busi-
nesses also would receive corporate
tax incentives.

In order to retain eligibility for
the tax incentives, the business ope-
rators must, within two years of
becoming eligible for the incentives,
hire 75 of their non-supervisory
personnei and 50 percent of their
supervisory personnel from among
residents of the zone.

A similar piece of legislation is
going through the legisiative pro-
cess in Ohio. The bill, in its present
form, is not as narrowly defined as
enterprise zone legislation, but en-
compasses Some enterprise zone
concepts.

Under terms of the bill, areas of

chronic unemployment in the state

are designated and businesses in
these areas are given preferential
tax treatments. An area would
qualify by having a high percent-
age of its population receiving wel-
fare benmefits such as food stamps
or general welfare relief; if the
per capita income for the preceding
year is less than 120 percent of the
state per capita income and less
than 110 percent of the county per
capital income for the preceding 12
months; and if the city or county
is contiguous with an already de-
clared chrenic unemployment area.

In these areas, cities are required
to give up to a 50 percent prop-
erty tax abatement to businesses
for one to 10 years based upon
agreements between the municipal-
ity and the businesses, and the eit-
ies must provide up to a 50 percent
real property tax abatement for
one to 10 years, also based on an
agreement. The state also gives a
corporation tax credit to qualifying



businesses,

Pennsylvania. Although not for-
mally called “enterprise zone” leg-
islation, a bill in Pennsylvania’s
state Senate would provide job in-
centives and tax credits for busi-
nesses in distressed areas. The bill,
however, does not define how an
area would qualify as distressed
and passage of the bill reportedly
is doubtfu] until legisiation on the
federal level is adopted.

Under the job incentives portion
of the bill, a corporate tax credit
of 3 percent of the wages paid to
a resident of a distressed area
would be allowed for the first year.
The total credit is limited to $500
per employee or a total of $250,000
per firm. A 3 percent corporation
tax credit would be allowed for
firms investing in the areas.

Other states that have legislation
applicable to the enterprise zone
concept are Washington, Massachu-
setts, New York, and California.

Tom Walker,
Associate Editor,
Journal Of Housing
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D7 CONORESS
14T SEasioN . ..—. w _. c

To amend the Tternal Revenue Codo of 1954 to provide corlain commnity
dovelopimant, smployment, ond tax incemtives for individuols sod businesses
in deprossed areas.

IN THE SENATE OF¥ THE UNITED STATES

Jung 3 (legislative day, Jung 1), 1081

Mr. Hoscuwirz (for himself, Mr. Cuargr, Mr. Boumek, My, Qonrron, Mr.
fiaron, Mr. lavakawa, Mr. Husmrenaer, Mr. Jersen, Mr, Punoy, Mr,
Towsr, Mr. Quavee, Mr. ArmaTnona, and Mr. KasTeEn) introduced the
following bill; which was read twire and referred o the Conmittoe on
Finance

78

A BILL

To amend the Internal Rovenue Code of 1954 to provide certain
communily dovelopment, employment, and tax incentives for
individuuls and businesses in dopressed arons.

1 Be it enacied by the Senale and House of Represenia-
2 tives of the United States of America in Congress assembled,

3 SECTION 1. SHORT TITLE; AMENDMENT OF 1954 CODE.

4 (n) Snowr Trrue.—This Act may be cited as the
5 “Urbun Johs and Enterprise Zone Act of 1981,



2
() Amenpment oF 1051 Copg.—- Except as othorwise

expressly provided, whenevor in this Act sn smendiment or

repenl is expressed in terms of an amemdient to, or ropeal of,

n section or other provision, the reference shall bo considered
to be made to o section or other provision of the Intornal

Revenue Code of 1951,

TITLE I—DESIGNATION OF
ENTERPRISE ZONES
HEC. 101, DESIGNATION OF ZONES.

(w) Urniral, Rune.—Chaplor B0 (relating to genoral
rules) is amondod by ndding at the end theroof the following
new subchapler:

“Subchapler C—Deslgnation of Enlerprise Zones
“Ner THTN Duwignativn,
“SEL. T870. DESIGNATION.

") DEsranaTion o ZoONEs —

“{1) EnTerrmiag zonNks veriNen.—For pur-

poses of thia title, the term ‘enlerprise zons' menns
nny aren in the United States or its possessions which
it dogsignated by one or more local governments fur
purposes of this section if—

*(A) the Seccrotary, after consultntion with

the Seeretnvics of Conumerce, Labor, snd Trons-

ury, snd the Administeator of the Smnll Business

Administrntion, approves such designntion, and

38 E 1T B

F

S T @ - =W de w2

2
21

4

“tM the government making such designa-
tion _.-.-..._...:_... to make the local commitments
under subsection (d) and provides assurances sat-
islnctory to the Sceretary that such commitments
will bo imnde in such area.

“(2) LiMITATIONS ON DEBIGNATIONS. —The Sce-
rolary mny not approve any designation under para-
graph (1)—

*(A) unless an npplication therefor is submit-
ted in such manwer and in such form, and con-
taing such information, na the Secretary shall by
rogulations prescribe,

“(B) if any portion of the area to ho desig-
nated is nlrendy included in an arca dosignated
and approved as an enlerprise zone, or

“U0) il the chiol oxecutive officer of the Stato
or possession in which the area to bo designated
is located filoa an objection with tho Sucrotary
within 21 days of the fiting of the application.

"(3) DEsIONATION DY a:qa"__.l:_a dosignntion
under this subsoction may be made by a Stato govern-
ment on behall of a local govermnent with the consent
of such local government.

") Prmor ror Winen DesioNaTion 18 v

25 Errror. —

9 13—k
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4
“(1) In uknERAL,—Auy designation of an aren

ns an enterprise zons shall vemnin in effoet during the

period bog g on the dato of the designation . and
ending on Dovembor 31, 2001, unless the Secreinry
revokes snch designntion undor paragraph (2).

“(2) Revooarion o¥ nEsiaoNATIoN. —The See-
retory, slier consulintion with the officials described in
subseetion (w)(1)(A), way revoke uny designation of an
aren only if the Seeretary determines that the govorn-
mont which desigonted such aron is not substentinlly

complying with the local commitinests duscribed in

b revoention slall ke offoct

subscetion (d). Any s

n ().

wnder rulea similae o the vules of subse
“le) Aura NeqQuIREMENTH. —

(1) In oeNeErAL-—The Secretury wmay approve

the designation of any aren under subsection (8) only
il—
“4A) the uren is within the jurisdiction of the
govermmoent designating such oren,
“(B) the bowmlary of the meea is continnous
ol includes, il fenzible, proximately  located
- vacant or underatilized lands or buildings which
are convenienlly nceessiblo (o residents of the
e,

) the aren- -

Ho0e- s

1
12
13
14
16
10
17
18
(1)

21

B
“() has & populntion which, as detor-
minod under the moust recont consus, is at
least—

“(I} 4,000 if any portion of such
arca ig localed within a standard metro-
politan  statisticnl narea (within the
moaning of section 108A(INA)(I) with
a population of 50,000 or greater, or

“(11} 2,500 in any olhor caso, or
“ii) is an Indian reservation (aa deter-

mined by the Becrotary of the Interior), and
(D) the area meots the requirements of
paragraphs (2) and (8).
._.5. Erammiry  ReQuinkMENTA.—For  pur-

of purograph (1), an aren meets the roquirements

pos
of this paragraph if the Secrotary determines that—
“(A) the area is one of pervasive poverty,
wnoinployment, and genoral distress, and
() the area is located wholly within an
aron which mects the roquirements for Federal
assistonce wndor section 119 of the Nousing and
Community Development Act of 1974,
"(3) UNRMPLOYMENT, POVERTY, RTC. REQUIRR-
MENTS.-—An nvon meots the requirements of this para-

graph il—

3 1Ie-k
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"(A) the nverngo rate of unemployment in
such aren for the most recent PR-month period for
which dutn wre uvnilable was al lenst 1% times
the avesage nationn) rale of snomployment for
such (8-month period;

() such wren was n low-income poverly
nren (a8 dutermined by the Burcan of the Census
during its nlogt rocemt consus);

(U nt lenst 70 percent of the rosidents

living in the aren have incennos below BO porcent

of the medinn ivcome of the residents of the gov-

crmment designating such avea {determ

s manner a8 undor section 11D() of —_:_,

Ionsing and Community Development Act of
1974); or
“() with respect to sweh nren—
*{i) the populution of all census tracts in
the area docreased by 10 percent or more
between 1970 and 1080, snd

“(ii) the government seoking designaiion

ol the area establishos o tho antisfaction of
the Sveretary thal—

(1) chronic abnndonment or demo-

fition of commercinl or residentinl strue-

lures existy in the uwren, or

[

4
25

S ©® @m oaos o oa =

-

1
(I sabstantinl tax srrearages of
. commorcinl  or  residentinl  stroctures
exist in the area.

*{4) DETERMINATIONS MADE DY BHCHETARY, —

Daoterminations swnder this subsection ahall ba made hy
the Secrotary on the basie of dala subwnitted by or on

ull of the government designating the area (or por-

" sony dusignated by the govermment) if the Seerotary

dotermines that such data is reasonahbly nccurnto.
(1) Keguirey Looan Comprrment.—

(1) In oBNERAL.—No sren shall bo desiguated
a8 an entorprise zone unless the goverminonl seeking
such designation agrees in wriling that during any
period during which the aren is an entorprise zone such
a.:...:. enl will follow & course of nclion designed to
reduce the varivus burdens borne by employers or em-
pMoyces in sisch area.

“(2) Covnse oF ACTION.—A course of action
under _.a;a:_—..__. (1) may be implemented hy the gov-
.a_....._o.._. privale entitics, or both, may be funded from
the proceeds of any Foderal program, and may inchede,
but is not limited to—

“{A) n roduction of tax rntes or {eos,
“(B8) an incrense in the leve) or efficiency of

Jocul services,



H

t O} w simplification or strommlining of gav-
2 ernmantal raguivements o employors or omploy-
3 ong, or

4 “() a commitment from private enlilics in
] the aren 1o provide jobs aml job trnining for, and
[} tochuieal, Gnancial, or siher assistunco 1o, om-
7 pluyees nnd residonts of the aren.

] *(¢) lamrraTIONS ON DesionaTiony, —

)] () IN osNERAL.-—The Seerotury may only ies-
10

Mo areas na enlorpriso zones during the perivd he-

11 ginuing on the duto of the enactinent of this subehapler

amd ending on Docomber 31, 1996,

14 “(2) Minimus NUMpER OF DESIUNATIONS, —
(F} During cach of the 8 calendar yoars following the eal-
15 vidar year in which the date of the ennctment of this
14 subchapler ovecurs, the Socratary of Nousing and
"7 Urbnn Dovelopment shall designate at least 10 but not
L} more than 95 arens as enterprise zonos,

[H] “ Priowmiry or DusiavaTion.—1In duciding which

20 wecus should bo dosignated as onturpriso zones, the Sacretnry

21 shall give preforoneo to-—

22 (1) arens with tho higheat levels of poverty, un-

23 employment, and general distross,

2. "y i

2 {2) wrens with respect to which the government

25 secking or npproving the designntion hus wde (or will
S nte-n

' make) the greatost offort (0 examine and remove im-
2 podimonts to job crention, taking inte aceount tho re-
8’ sources avuilable to such government to mnke such
4 elforts,

b "{3) arens ‘which hava the widest support from the
/] government secking designation, the cowmmumity, resi-
1 lents, lucal businesses, mnl privale erganizations, espe-
] cinlly in mecting the locul commitment deseribed in
] subscetion (d), and

10 “(4) arens with respect to which the government
1t of the Siate or possession in which the area is locatod
12 hos made commitmonta similue 40 the lfoeal commit-
13 ts described in subisection {d).

14 “(g) Derinerions ann Sreciat, Rue.—For purposes

15 of this section—

18 *“(1) Beongrany.—Tho lerm ‘Secretary’ means
11 the Secretory of lousing and Urhan -._qn_.:.::._._- or
14 his dolegnte.

}) “129) GovernmeNTE.—Il moro than one goevern-
20 mom sceha the designation of an aren as sn enlorprise
1] zone, any reference to, or requirement of, this scotion
Py shull apply to all such governments.”.

23 ) Conrvonmivg AMENDMENT, —Phe table of snb-

24 chaplors for chapter BO is amended by adding at the end

26 theseol the following new itom:

“Sumenarren U Devignation of enterprisn gomm ™,

8. 1930—iy---—2
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1 SEC 102 COORDINATION WITH OTHER FEDERAL PFROGCRAMS.

H

() In Uenkrat. - The Scerciary of Housing and

Urban Deve it shall - ]

() promute the coordination of all Federal hous-

ity sl ceonomic dove , hanking, 6i-

ing, «

nancinl nssistanee, and employment trnining programs

which are eneried on within an enlerprise onn (within

USRI

g of subchapter G of chapter 80 of the In-
teronl Kevenne Cidde of 1954), .
() expedite, to the greatost oxtont possible, the

siderntion of applicntions for programs doscribed in

porngrnph (1) through the consolidution of forms or
otherwise, and
(3} provide, whenever possible, fur the congolida-

tion of periodie reports roquired under programs de-

seribed in prengraph (1) into ohe swmmury report s
wmitled al sueh intervals na may ho designnted by the
Seerelury,

() Peorsery Tax Kevverions.—Any roduction of

i wnder

tuxes wider nny regquired progrum of local eommit

wernal Rovenne Cude of 1958 shall

seetion TBTHD of the
be alisregurded in determining the eligibility of a Stats or

| gove il for, or U

el or exlent of, uny nsyist-

nneo or benelits under any Inw of the United States.

LA AL BT

1
P
3

4

10
1
12
18
(£}
15
16
17
18
1
20
21
22
28
24
25

]
SEC. 103. BSENSE OF CONGRESS WITII RESPECT TO DESIGNA-

TIONS (W FOREIIN TRADE ZONES.
Tt is the sense of the Congress that—

(1) whonever possible forcign trade zones shall be
establishod within enterprise zones (within the menning
of subchapter O of chapter 80 of tha Intornal Revenue
Code of 1054), and

(2) in the casv of nny application for designation
of an mron in an entorprise zone ns a forcign-trade
one—

(A) the Forvign-Trade Zone Noard should
expodila tho application procosa as much ns
possible;

() in ovaluating such application, the Board

should tuko into account not ouly current econom-

io development within the enterpriso zone bul also
future development to be expocted from the incen-

nd

tives offered by this Ac
(C) the Board should provide technical assist-

ance to the applicants.

TITLE H—-TAXATION
Subtitle A—Refundable Credits for
Employers and Employees

SEC. 201. REFIINDANLE EMPLOYERS CREMT.
() In Qenenar.-—Sobpart A of purt 1V of subchapter

A of ehnptee 1 (reluting to credits allowablo) is amended by

Y 1021k
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ms

g imelintoly bofore section 46 the fullowing new

section:

“REC. HF. EMPLOYMENT OF CERTAIN EMPLOYEERS IN ENTER-
PRISE ZONEY,

“(n) IN {lensrat.— AL the election of the thapayer,
there shall be allowed vs n credit against the lax imposed by
this clinpler for thy taxable yenr an amount equal o b per-
cont of the qualified wages of the taepayer for the 1axable

!-:-H.

“ Quarikien Waors Deriven.— For purposes of

this seetion, the term “gualificd wages' means the wages paid

o incwrsed by the empluyer during the taxable year to quali-
fivd caployees.

“(¢) Waous Drrinen.— For purposes of this scetion—-

(1) In uiNgrAL.—BExeepl us othorwiso provided

in this subscetion, the term ‘wages’ has the meaning

given (o such term by subsection (b) of scetion 3300

Gletormined  withowt regard 4o any dollar Binitation

).

contnined in such w

“(2) BXCLUNION OF CEIRTAIN AMOUNTS FOR EM-

IWERH  RECEIVING UN-TIHE-JOWN TRAININGO  PAY-

MENTH.-—The term ‘wages” shall not inchule that por-

tinn of any nmount puid or incorred by an emplayer for

wny pevid Lo any individuol which is equal to the

nomnt of wny federnlly funded payments the employor

LR EILE
.

14
| r g for on-tie-job training of such individual for
2 sich period.
H] U3) INMIVIDUALS FOR WIHOM WIN OR EMPLOY-
1 MENT CREDIT OLAIMED. —The term ‘wages' does not
5 inchule any minounl paid or inearred by the employer
6 to an indivilunl with revpect to whom the employer
1 clnims credit wnder section 40 or 441,
8 “(4) TerminaTiON.—Tho term ‘vagoes” shall not
0 include any amount puid or incursed after December
10 a1, 2001,
I () Quararien Emrvoves.—For purposes of this see-

12 tion, the term “qualificd employee’ menns an individunl —

13 () who i cerlified by the designated locsl
4 agency a8 having heon (during the presnployment
15 period) sn cligible applicant or othorwise eligible—

16 “(A) under part I or part 1Y of titte 11 of the
17 Comprehensive Kmployment and Training Act, or
8 “(M wndor part A or part B of title 1V e-_
1 such Act, amil

20 “{2) who performe ot least 50 percent of his sorv-
a1 ices during any period for which any computation is
22 being made nmder this section within an entorprise
2 zano, .

24 For purposes of paragraph (1), the tenns ‘designated local

25 agency’ and ‘proompleyment pericd’ have the samo meanings

N 1N
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1 given such I

At

1]
m by paragenphs (10) snd (12) of section

() g DEFINeTIONS ANp Sesctan Rues.—

“(1) Conrnorren unours, gre.—Under regula-
tioms prescribed by the Secrotary, roles similur to the
rales of section 52 wnd of subsections (0, (g), and (h) of
section B1 shall apply to the credit allownblo by this
soction, except thal subsoction (W) of section 51 shall
e applicd without regard to any dollar Yimitation.

"(2) FBnrgremise zong.—~The torm ‘enterprise
zone” menna an area for which a designation na an on-
terprise zono is in offect wwder section 7871.",

() Cueorr To B Revunpanik.—
(1) Subscction (D) of soction G101 (relating to

I8 Irented ns overpaymoents) is amended—

(A) by striking out “und 43 (relnting 1o
enrnenl incomu  credit),” and inserting in  liew
thorcol "4 (reluting to enrned iucome orodit), and
44F (rolating to employment of certain employecs
in enlerprise zones)”, and

(%) by striking out *“and 43" and insorting in
liow thereol ©, 48, and 441",
iong  JACHHS),  44DNG), 44 B{e)1),
5N, BHIM), and Blife) are ench amended hy

M "He

o1

11
12
13
i
15
10
17
18
19

21
22
28
24
26

15

striking ont “amd 43 and inserting in liou ‘theroof 43,
and 448",
) Parngraph (1) of scetion G201(a} (relating to

agsesyment anthority) is amended —

(A) by striking out “'or section 43 (relati

carned income),” amd insorting in liou thereol

“suction 43 (rolating o earned incoms), or section

44F (relnting to employmont of cortain employeos

in enterprise zoncs),”, and
(18) by siriking out *"under section 30 or 48"
in the heading thereol.

{¢) No Devuerion ALLowen,—

(1) In ukNERAL.—Section 2800 (relating Lo dis-
sllownnce of deduction for portion of wages for which
crodit is clnimed under section 40 or 4408) is amend-
od—

(A) by adding at the end thercofl the follow-
ing new submoction;

) RuLe ror SeoTion 44F Cremr.—No deduction
shall ba alowed for that portion of the wagea or salarics paid
or incurred for the taxnbla year which is egual Lo the smount
of the cradit allowablo under section 44F (rolnting to credit
for employment of eertuin employeen in entorprise zones).
This subscetion shall be applicd under 8 rule similar Lo the

rulo under the lnst sentonce of subscction (b)."”; and

£ 13-k
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16
(I3} by striking out “or 441" in the hending
nnd inserting in licu thoreol **, 448, or 448,
(2} Convorming AMENDMENT. —The table of

soctions for part 1X of subchapter B of chaplor 1 ia

amended by stviking out “or 4417 in the item relaling

1o soction 2R0C and inserting in liew thereol *, 441, or

24P, -

() Coneonming AMeNvsBNT. —Tho Wble of sections
for subpust A of part 1V of subchapior A of clmpter 1 is
nmendod by inserting before the item rolsting 10 section 46
the folluwing new item:

“Hee 40K Kuploysent of crotsin ompliyons In enterprive sunes”.

{(0) Brrecrive Date.—The amendmonts muls by this
section shall apply to woges paid alier the dato of the enact-
ment of this Aet in taxablo yonrs onding after such dute.
SEC. 202, REFUNDADLE EMPLOYEES' CREDIT.

{n) In Unngnar.—Subpart A of part 1V of subchaptor
A of chapter 1 (relating to credits allowable), ns amonded hy
seelivn 200, is amondod by inserting immodintely before sec-
tion 45 the following new section: '
“HEC, MG EARNED INCOME OF EMPMLOYEEFS IN ENTERPINSE

ZUINES,

“(n) IN QgL I the easo of » gunlificdl employes,

there s allowed na n eredit againat the tax imposed by this

H 1Me -

n
12
]
14
15
16
17
18
1
20
21
22
21
24

17
aublitle for the taxahlo yenr an amount equal to 5 percent of
tho qualified earncd income for the taxable yesr.

“(b) LantiTATION.—The nmount of the credit allowable
to a tnzpuyer under subscetion (a) for any taxable year shall
nol oxceed $1,500.

“(¢) DeriitioNs.—For purposes of this section--

(1) QuaniFiep EMPLOYEE.—The term ‘qualified
omployee’ means an individunl —

"(A) who is employed by a qunlified business
during the taxnble ycar, end

“(IN) with reapect 1o whom at least 50 per-
cont of the sorvices performed by the individual
for the qualified businnss during the taxnble year
nre services performed in an enlerprise zone.

“(2) QUALIPIED BARNED INCOMB.—

“(A) IN oENERAL.—The (erm ‘qualified
earncd income’ means carned incomo altributable
to sorvices which were performed—

(i) for & qualified busincss,

“(ii) in an onlerprise zone, and

) during the 36- nonth period begin-
ning on the date the yualified employoe first
performed services for any yunlified business

in any outerprise zona.

B 10—k
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10
1
12
1
14
Ih
ti
17

1]

1. ]

“(1) Waunen nooME.—The term ‘onrned
income’ has the meaning given such term by see-
tion 4Me)(2).

“(0 Barewemiss zons.—The term “enlerprise
zoue' menns any nren with respoct to which u designn-

zone i8 in elfoct under soction

tion ne an eaterpri

THTL.

(1) Quatirien pusiness.——The torm ‘gqualificd
husiness' has the monning given sich torn by section
1200 (h)(2).

“W) Cusmr To e ReronpasLg; Apvance Pav-
mENTS. — For purposes of this title (other than this section,
this subpart wad chaptor 63), any credit allowablo wnder this
section sl be treatod g if it were allowed by section 43
ond not by this scetion.

" fe) TunsiNATION. —Thia section shall not apply to
qualificd earned income aitributablo to servicos performed
wlter December 31, 2000,

(h) Convorming AMENDMENT.-—The tablo of soctions
for subpnrt A of part 1V of subchapler Aol chapter | is
winended hy insevting immedintely before the item reluting Lo
section A0 the following new ite:

“Hee LHE Baod dnvcomn ol compheyecs in ontogprie soms’

HOLNe ks

- =

a1

22
20
24

1t

(¢} Brvrorivis DaTe.—The nmendmonts made by this
section shnll upply to taxablo ycars ending after the date of
the ennctinent of this Acl.

Subtitle B—Reduction in Capital Gain
Tax Rates
BEC. 211, CORPORATIONS,

) Urnerar, Rure.—Subsection (a) of section 1201
(roluting to wlternative tnx for corporatons) is amonded by
striking out paragraphs (1) and (2) und ingorting in liew there-
of the lollowing:

“(1) a tax computed on the taxable incomo re-
duced by the amount of the net capital gain, at the
ratea and in the manner as if this subsection had not
heen enncted, plus

“(2) u tax of 28 percont of the excoss (il any) of —

“{A) the nel onpital gain for the taxable
yunr, over
“(B) the net capital gain detormined enly by
os of qualified

tnking into account salos or exch

property.”.
) Derivimion ov Quantvien Proresty.—Seetion

1204 is awended by redesignating subsections (b) and (c) ns

subsections (¢) amd () nnd by inserting wftor subsection (a)

the fhlowing new subsection:

s -k
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)
“() Derinveion or Quatarien Proverry. — For pur-
poscs of this seetion-— _

() In aenEnaL, —The torm ‘gunlilied property’

means —
*“(A) any tangible personal proporty which
was neguirml by the taxpayor after the designa-
tion of an wron we sn entorprise zono and i_.m.c_.

was used prodominanily by the taxpayer in such

eolerprise zone in the active conduel of a trado or

u8,

“{§) any real proporty located in an enter-
prisc zonn which was nequired by the taxpayer
wltor the designation of an aren 83 an enterprige
zonp mmd which wns used prodominantly by the
tuxpuyor in the netive conduet of a trude or busi-
ness, and

ah any interost in a eorporativn, partner-
shig, or uther entity if, for the mnst recont taxnble
your of sach entity ewding before the date of ac-
Yuisition of such interest, such ontity was a quali-
ficd business.

“(2) QUALIFIED BUBINERS, ——
SUAY I OBNBRAL—The tonm ..__...A==.=_

buginoss' means auy person—

LA E [ N9

20
21
22
20
M
26

21

“G) which s nctively engaged in the
conduet of a trade or business during such
taxable year,

“(i§) with respect to which at least 560
porcent of such persun’s gross receipls for
the taxuble year wre attributable o the
active conduct of o trado or business within
an onterprise zone, nnd

“(iii) with respect to which at least 40
pereont of wny omployees hired by such
porson after the Iater of the date on which—

“(1) such person begina the active
conduct of a trade or business within an
onterprise znne, or

| (11 ony ares in which such

person is actively engaged in the con-

duct of a trade or business is dosignated

o8 nn enterprise zune,
are qualified employces.

“(B} BXIBTING  nUHINESS.—Any  porson
which—

“(i) was nctively engnged in the conduet
of a trade or business in an area immedintely
before puch mres is designaled ns an enler-

prise zone, and

g9
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"“(ii) otherwiso moots the requiraments
of this puragraph,

shall not bo trented us a qualified husinoss unless

the avernge nmmber of employees (determined on

n (ull-time bnsis) during tho tnxable yeor is at

teast 10 porcent greator than the average number

of such employees during the tnxable yonr proced-
ing the designation of such aren as an enlorprise
2ome,

) Quaririep MrLoyees.—The teom ‘quali-
ficd nmployoo” hns the snme monning given such lonn
by soction 441(l).

“(4) SrreiaL RULES FOR LOW INCOME RENTAL
PROPERTY. —

“{A) IN arnerar.—In the cuse of property

described in subparagraph (11)—

(i) such property shall, for purposes of
saction 1200 () 2KM), be treated na qualified
proporty, and

“lii) ownership of such proporty shall,

for purposes of soetion 128, be tronted as the

active conduct of a trade or bus

an enterprise zone.

H 1

20
21
22
24
24
25

23
(1) PROVERTY TO WHICH PARAGRAPN AT-
rriky.—Proporty is duscribed in this subpara-
graph il such property—
“(i) is scetion 1250 _.:._52.‘_ described
in clauses (i)-(iv) of section 1260(aN 1)1, or
gimilar property designuted by the Seerolary

it

ol lousing and Urban Develny

is located in an onlerprise zome,

and

*(iii) was—

“(1) constructed afler the ar
designation as an enlerprise zone, or
“(11) rehabilitated aflter such desig-

pation and tho cost of such rehabilita-

tion was at least $10,000 por unit with
respect to each project (or 35,000 per
unit if such projoct was financed from a
Stato or loeal agency and such agency
certifics that no porson is i dofaull
with respect to such financing at the
timo of the relinbilitation).
“(5) P'ROPERTY REMAING QUALIFIED AFTER
LONB DEBIINATION CEABKS TO AIPLY.—
“(A) In oxneRraL.—The rontmoent of prop-

erty as qualified proporty under paragraph (1)

8 110k
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shall not ter nation ol the

enterprise zone in which (he property i loeated
or used censes to apply.
(B Exerrrions.—Subpuengraph (A) shall

nol apply after the first sale or axchango of prop-

crly oceaning after the designntion ceascs to
apply Lo the zone.

") Envenenisg zoNg.—The tenn ‘emterpriso
meuns un nren with respect to which a dosigna-

ng on enlorprise zone is i offect vmdor soction

SEC. 212 TAXPAYENS OVIIER THAN CORPORATIONS,

Subsection (0) of section 1202 (roln

cupitnl gning) is s

g (o deduction for

ul 1o rend s follows:

“(n) DEBICTION ALLOWED. —

“() In aenenar.—1f for any taxnblo yoor a tnx-

payer other than a corporation hus n uet capital goin,

there sholl b allowed as 8 deduction from  gross

income an amount equal to the s of—-

BN ALL N T

“(AY 100 pereent of the lesser of —
i) the net enpital guin, or

(i) the net enpital guin dets

only taking inte neconnl snles or ._a..._.r..wuu
of qualificd property (as defined in section

1200 (W), phus

16
1"
1)
1
20
2
22
29
24

25
“(B) 60 porcent of the excess (il any) of —
“{i) the nel capital guin, over
“(ii) the amonut of the wet enpital gain
taken into sceount under subparageaph (A).

“(2) I'ROrBRTY REMAINB QUALIFIED AFTER

FONKE DRHUINATION OBABES TO APFLY.—

“(A) In okNERAL.—The treatment of prop-
erty as qualified property under paragraph (1)
shall not torminate when the designation of the
enlorpriso zone in which the property i located
or used ceascs to apply.

“() Excerrions.—Subparagraph (A) shall
not apply aller the first sale or exchange of prop-
erly oceurring after the disignution ceases to

apply to the zone.”.

BEC. 313. MINIMUM TAX.
{(») Carrrar. Qains,—Pacagraph (D) of section 57(n)
{reluting 1o lax proforence for copital gains) is amended by

adding at the end thereol the following new subparagraph:

“(E) BALES OF CERTAIN PROFERTY NOT
TAKEN INTO ACCOUNT.—For purposes of this
pnragroph, sales or exchanges of qualified prop-
erty (as dofinod in scction 1205(h) shall not be

tnken inlo aecoum.”,

8 et
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) AcokLErarkn DREREOIATION. — Poragraph (2) of
suction BT{) (relating to aceelernted deprocintion on real

proporty) is nmended by adding ot the end thereof the follow-

ing: “The precoding seatenco shall not apply to any section

1250 property which is qualified property (within the mean-

ing ol suction 1200(hp.".

HEC. 211 EFFEUCTIVE DATE.

e wmondmonts inado by this subtitle shall apply to
sales or exchunges afier Docember 31, 1081, in inxable
yenrs euding after such date.

Sublitle C—Reduction in Gross
Income of Trades or Businesses
Operaling in Zone

SEU. 220, EXCLUSION FROM GRUSH INCOME,

() In Urnenan.—DPast HI of subchapter B of chaplor

1 {reluting to items spocifically exclled {rum gross income)

is amended by redusignating section 126 as section 129 and
by inserting after soction 127 the following new seclion:
"HFC, 128, CERTAIN INCOME ATTRIBUTANLE TO ENTERI'RISE
ZONEY.
“{n) Arnenar, Rure.—Thore shall bo excluded from
the taxuble income of & laxpayer (whether or not incorporal.

eild for the twxuble yoar an smot ..33._ to the applicable

pereentnge of the sum of —

8 one-is

L e —

= 2 - 282 T -

1]
1

12
13
1]
]
10
17
8
m
20
21
&2

27
(1) nny amount received by n qualificd husiness
from the nctive conduct of n trade or husincss within
ai enlerprise zone, or
“(2) any nmount roceived e inlerest on any morl-
grge, lonn, or other financing (other than refinuncing)
provided hy the taxpayer to any gualificd business in

covneclion with the conduet of a trude or business

=~  within an enferpriso zong.

“th) Arrrioan.e PercenTadar, —For purposes of sub-
soction (n), the applicable percemtnge shall be determined in
accordunce with the following tablo:

The applicable

“If the isnable year be percentage In:

L]
n
0
n
1

““fc) _.aq.z...._czm..iwi. purposes of ihis section—

“{1) Enverrmise zoNg.—The tenn ‘enterprise
zono' muana an aren with respect to which a designa-
tion ns an onterprizse zone s in offoct under section
871,

“(2) Quarirmien nusiNgss.—The terin ‘qualified
business’ has the same menning given such lerm by
soction 1201 (bN2). .

“@) Taxamg 1HcoME.—The lern ‘laxahle
income’ menna the exeess of the income received from
the active conduct of  trado or business within an ¢n-

[ A =11 S ]
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16
17

28

lorprise zowe, less the deductions allowable undor this

chapter which are altocable 1o such income.

“(l) Arraoamion or Secrion.—The provisions of
this seetion shall apply 10—

*(1) umounts doscribed in subscetion (n) which yre
received wller the date of the enactment of this section
and belore Janunry 1, 2002, and

“(2) nmounts deseribud in subsection (a)(2) which
wre received during the poriod deseribed in paragraph
{1 nod which are atiributable to finuncing provided
during such period.”.

M) Conrorming AMENDMENT. —The table of sections
for part 181 of subchnpter 13 of chapter 1 is amended by strik-
ing out the item reluting to section 128 and insesting in lien
thereof the lullowing now ilems:

“Hog. $2H. Urerlain income stiributable to enterprivn sunes.
“Bee. 120 'rowe yolevences (v uibvs Acts.”.

Subtitle D—Other Incentives
SEC. 230, (WTIONAL CASIH METINN OF ACCOUNTING FOR CER-
TAIN SMALL BUSINESHEY.
Hection 444 (relating to genernl rulo for methods of ne-

I by adding ut the ond thereol the follow-

ing new subsection;
“tN i-rionarn Canu Mernon. —
“(1) IN aENERAL.—-Auy lexpnyer which ia o

pnlificd business (as defined in section _ucz_..z..:_ for

= B

e & &8 =\ S St o

- e s == =
= W N -

16
10
17
8
19

20

26

29
any fiamnhle year may elect o compite (taxablo

income —
"(A) wndor the cash roceipts and dishurso-
ments method of accounting, and
“(1) withoul any requirement lo use inven-

torios under section 471,

“(2) (noss REOEIPTS LIMITATION.— Paragraph
(1) shall not apply for any taxahle yoar with rospect to
any taxpayer il for any prior laxable year the gross re-
ceipts of such taxpayer exceedod $2,000,000,

“(3) BreorioN.—An election under paragraph (1)
may be made by any taxpayer without the consent of
the Sceretary for the laxpayer’s first tnxable year for
which the taxpayer is a qualificd businesa,”,

SEC. 232, EXTENSION OF NET OPERATING LOSS CARRYOVENS.
{n) Uenerat. Rute.—Paragraph (1) of section 172(b)
(ralating to net oporating loss carrybncka and carryovers) i
amonded by adding at the end thereof the following new sub-

paragraph:
“t1) In the case of any laxpnyer which is a

quolified business (as defined in section 1201(b)2))

for any taxable year, any net oporating loss for

auch loxable year shall bo 8 net operating loss
earryuver to ench of the 20 taxablo years follow-

ing the taxable yenr of such loss."”.

a 13-k
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aection 172(0)(1) is amomled by striking ont “and (I and
insorting in |

SEC. 211, INVESTMENT CREDIT FOR CERTAIN LOW INCOME

graph (1) of section 48(n) (defining section 38 property) is

) Trcunicarn. AmeNpMENT.—Subparagraph (B) of

(n)

30

theroof (19, and 1),

HENTAL HHOUSING,

Derinerion oF Brerion 38 Provewry.—Para-

amended by siriking out tho period at the ond of subpnra-

graph (F) and inserting in

u thereof “, or” and by nd

E

lintely wfter subparagraph (F) the following new sub-

paragraph:

() proporty  described  in
1200,

1 lonama Excerrion.—Paragraph (3) of scction

48(0) (relnting to property used for lodging) is amended —

H

(1} by striking out “and” ut the end of subpara-

graph (B),

(2) by striking out the poriod at the end of sub-

purngraph () and inserting in liou thercol ™, and”

wl

(1) by !_._,_..a ut the end thereol the following new

subpnragrnph:

LBIL B M

L
(1) property  deseribed  in section
12000 (40 )",

H|
1 () Beeserive Date—The amendments mude by this
2 pection shaoll apply to poriods beginning after the date of the
1 ennctment of this Act under rules similnr (o the rules con-
4 tained in soction 48(m) of the Internal Kevenno Code of
5 1064,
s  Subtitle E—Sense of the Congress
1 With Respect to Tax Simplification
f SEC 241 TAX SIMPLIFICATION.
9 It is the sense of the Congross that the Interunl Reve-
10 wue Service should in overy way possiblo simplify the adinin-
11 istration and onforcement of any provision of the Internal
12 Rovenue Code of 1954 added to, or amended by, thiz title.
13 TITLE NI—REGULATORY
14 - FLEXIBILITY
16 SEC. 301. DEFINITION OF SMALL ENTITY FOR PURFPOSES OF
[]] ANALYSIS OF REGULATORY FUNCTIONS.
17 Parngraph () of soction 601 of title 5, United Statos

18 (ode, dofining small entily, is pmended 1o rond as follows:

10 “(6) the term “small enlity’ means—

20 “(A) 2 small busincss, small organization or
2 sinall governmental jurisdiction (within the mean-
23 . ing of paragraphs (3), (4), and (5), roapectively),
23 and

2 “(I}) any qualificd busincas (within the mean-
25 ing of section 1201()(2) of the Internal Revenue

8 10—k
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tude of 105 ent dosignating nn

, ny goven

urea us an ontorprise zone (within the mew

section THT1 of such Code) to the extent any rile
will affect such zone, and any not-for-profit entor-

prise operating within such zone.".

O
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s 1, R. 3824

To amond the Intornal Revenwe Code of 1064 Lo provide corlain community
dovel 1} ) o, and tax incontives for individuals and busincsses

L L) ploy

in duprossud erces.

IN THE [IOUSE OF REI'RESENTATIVES

June 4, 1981

Me. Kume (lor himsaM, Mr. Uancia, Mr. Unav, Mr. Hawxine, My, Mioust.,
and Mr. LutT) Introduced the fullowing bill; which was referred 1o the
Commitice on Ways snd Means; and referred concurrenily to the Committee
on Nuaking, Finence and Usban Allsirs wuly for consideration of such
postivus af section 102 of the bill as fall within thal committee’s jurisdiction
under clause 1d), rule X

A BILL

To amend the Internal Revenue Code of 1054 to provide certain
community developinent, employment, and tax incentives for
individunls and busingsses in dopressed aroas.

1 Be il enucted by the Senate und Houss of Represenia-
2 tives of the United States of America in Congress assembled,
3 BECTION 1. SWORT TITLE; AMENDMENT OF 1950 CODE.

4 () Snonr Tirr.e.—This Act may he cited as the

6 Ul Jobs nnd Enterprise Zone Act of 1981",
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(h) AMENDMENT OF 1154 Covk.—Excopt as othorwise
expressly provided, whenever in this Act an mnondment or
1epenl is oxpressed in term of an mnendment 1o, o repenl of,
a section ur other provision, the roforence shall bo considured
1o b made 1o w section or other provision of the Iaternal
Revenne Code of 1051,
TITLE I—DESIGNATION OF
ENTERIPRISE ZONES

101, DESHINATION (F ZONES,

() enkrar Ruvk.—Chapter B0 (relating Lo genoral
rules) is nmonded by wdding at the end thereol the Tollowing
new subchapter:

“Subchapler C—Designation of Enterprise Zones
“Hew. THTI. Designativa, : .
“BEC. 7871, DESIGNATION.

“(n} DesianaTioN oF ZoNry.—

“(1) BNTERFRIBE ZONKS DEFINED.—For pur-’

poses of this titls, the term ‘enterprise zons® means
any wren in the United Statos, Puerto Rico, or othor
posscusions and teeritories of the United Statos which
is dosigmted by one or more locul governmenls for
purposes of this section if—

“(A) the Sceretary, after consnltation with

the Secretaries of ( mmerce, Labor, und Treus-

HH w2

21
22
23
24
25

ury, and the Adwinistrator of the Small Dusiness
Administrution, approves such designation, and
“tN) the government making such designa-
tion has authority to mako the loeal commitments
under subscction (d) and provides assurances sal-
isfuctory to the Socrolary that such commitiments

such arca.

will he mado

*“(2) LimiTATIONS ON DEBIONATIONS. —The Sec-
rolary may nol anpprove any designation under para-
graph (H—

*(A) unless an application therefor ix submil-
ted in such manner and in such form, and con-
taine such information, ns the Beeretary shall by
regulations preseribe,

“{B) il any portion of the area to he dosig-
unted s already included in an area designated
and approved as an entorprise zono, or

*(O) il the chief executive officer of the Stale

or possession in which the arca to be designated

is located files an ohjection with the Becretary
within 21 days of the filing of the application.
G DenaNATION BY 8TATES.—A  designation

under this subsoction may be made hy a State govern-

ment on behinlf of & loeal goverminont with the consent

of such loeal govermment,

93



10
"
12
13

15
tG
17
L
I

a1

4

"M Pern vor Wi DesianaTion 18 In

Errrer. -

“(1) In aknknan.—Any desiguation of an area

as an entorprise zono shall remain in offoct during the
period beginning on the date of the dosignation and
ending on Docomber 31, 2001, unloss the Secretary
revokes such designation undor puragraph (2).

“(2) RevocaTion or pesianaTon.—The See-
retnry, after consultntion with the officinls described in
subscction (uNINA), may revoke any designation of an
nren only if the Socretary dotermines thut the guvern-
ment which designated such area is not substantially
complying with the local commitments describied in
subsoction {0). Any such revocation shall take effect
under rulos similar to the rulos of subscction (a).

“{e) Anka ReQuinements, —

“(1) In anNkRAL.—The Sucrelary may approve
the designagion of any aroa under subsoction (a) only
il—

“(A) the area is within the jurisdiction of the
governmont designating such aren,

“(11) the boundary of the nren is continvous
und includes, i fensible, proximately  locatod

vacant or wnderutilized lands or buildings which

ne wti—is

T 0 = = ot & = W

- - T -
EEEQ-:E:!*EE:O

2
23
24
25

1]
are conveniently accessible lo residemts of the
area,
*(()) the area—
“(i) han a populntion which, as doter-

mined under the most rocenl ennsus, is at
lonst—

“{) 4,000 il any portion of such
area is loculed within & standard metro-
politan  slalistical aren .im—._.m-. the
meaning of section 103A(IN4NDB)) with a
population of 50,000 or greater, or

*“(1I) 2,500 in any other caso, or
“(ii) is an Indian roservation (as dnter-

mined by the Sccrotary of the Iuterior), and
(D) the mrea meets the requirements of

paragraphs (2) and (3).

“12) Bromsinity reQUIREMRNTS.—For  pur-
poses of paragraph (1), an area meots the requiremonta
of this puragraph if the Beorelary determines that—

*“(A) the sroa is one of porvasive poverly,
unemployment, and goneral distross, and

“(1) the area is located wholly within an
arca which meols the requiromonts for Federal
nsgistance under soction 119 of the Housing and

Community Development Act of 1074,
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“U3) UNKMPLOYMENT, POVERTY, HTC. KEQUIRK- ! “(1) chronic abandonment or domo-

MENTH.— An aren meets the requirements of this par- 2 lition of commercial or residential struc-
graph if — 3 turea exists in the area, or
“(A) the averngu rate of wnemployment in 4 (1) substantinl tax arrenragesa of
much wres for the most recont 18-month period for 5 commercinl or  residentinl  structures
which dotn nre avnilable wan at least 1% times 1} exist in the nroa.
the averngo national rate of _....:_._._3._!“..._ for 1 “(4) DETERMINATIONR MADE NY BECRETARY, —
such 18-month period; 8 Doterminations under this subsection shall bo made by
“(M much area wus n low-income poverty 9 the Secrotary on the basis of data submitted by or on
aren (us detormined hy the Bureau of the Consus i 10 behall of the government designating tho area (or per-
during its most recont census); 11 sons designated by the government) if the Bucretary
“(U) at loast TO porcont of the residents 12 determinos that such data is rensonably accurate.
living in the aren huve incomes bolow 80 poreent 13 “(d) Requinen Looat, ComMITMENT. —
of the wedinn income of the residonts of the gov- 14 “(1) IN oBNERAL.—No aroa shall be designated
ernment designating such aren (determined in the 16 as an onterpriso zone unloss the guvernment sccking
same mamner as owder soction 110 of the 10 such dusignation agreos in wriling that during any
Howsing and  Community  Dovelopment Act of 17 period during which the area is an enterprise zone such
1074); or 18 government will follow a course of action designed Lo
"(10) with respuct to sweh nres— 19 roduce the various burdens borne by employers or em-
i) the population of el consus tracts in 20 ployces in such area.
tho area decreased by 10 porcemt or wore 21 “(2) Course 0F ACTION.—A course of action
betwoon 1970 and 1H80, and 22 under paragraph (1) way be implomented by the gov-
“(ii) the governmont seeking duosiguntion 21 ermnent, private entitios, or both, may he funded from
of the orea establishes to the satislaction of 24 the proceedn of uny Federal programn, and may include,
25 but is not limited to—

the Becratnry that—

HR mzi—is nu 3exi—ih
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"(A) n veduction of tax rates or fuos,

"(1) an increnss in the lovel or officiency of
local services,

“(0) w simplification or streamlining of gov-
conmontal requiremonts on employers or omploy-
ees, or

“(D) & commitment from privato entitios in
the aron 1o provido jobs and job training for, and
techmical, fivancinl, or other assistonce to, em-
ployeca and rosidents of the area,

(o) LamrraTions on DEsioNATIONN, —

“(1) In aungnaL.—Tho Secrotary may only des-
ignale wroms s entorprise zones during the period be-
ginning on the date of the enactinent of this subchaptor
and ending on December 81, 1006,

“(2) MiNtMOM NUMBER OF DERIONATIONS.—
During cach of the 3 ealendar yenra following the cal-
endur year in which the dute of the enactment of this
mbchupter  vecurs, the Secretary of Nouning and

Urbnn: Develop

ut sholl dosignate at loast 10 but not
mworo than 25 nreas as entorprise zones.

"
0 Priowrry ov DesionaTion.—In deciding which

23 urens showkd he designnted an enterpriso zones, the Becretury

24 shall give peeferonce (0. —

R 38201

2

17
18

]

“(1) wrons with the highost lovels of poverty, un-
cmployment, and genoral distress,

(2} nreas with respoct Lo which the government
socking or npproving the designation has made (or will
muke) the grentest effort to examine and remove im-
pediments to job creation, taking into account the re-
sources available to such government to make such
olforts,

(1) arcas which have the widost aupport from the
government sceking designation, the eowminunity, resi-
donts, locul businesses, and privato organizations, espo-
cially in mecting the local commitment deseribed in
subscction (d), and

**(4) nreas with respoct 1o which the government
of the Stale or possussion in which tho area is located

has made commitinents similar to the local commit-

ments duscribed in subscection ().

“(g) Derimirions ann Brgotan Ruwe.—For purposes

10 of this section—

o0
18

22
2

24

“(1) SreweTARY.—The torm ‘Becrelary’ mioans
the Soeretary of Housing and Urban Dovelupment or
his delegate,

“(4) Govexnsments.—I more than one govern-

ment scoks the designalion of un aren as an enterpriso

ILR. 3824 —-ih——2
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zone, muy reforenco o, or requirement of, this section
slall upply 1o all such govornmonts.” |
) Conrorsuing AnennseNt.—Tho table of sub-

ded by midding at the end

chapters for chapler BO i o

thereof the following new item:
“Humenarren 1. Designathon of entespris zonen.”

HEC. 102. COORDINATION WITIL OTUHER '.J.u-—v..—a?-. PROGRAMS.

() In Uenerat.—Section 3 of the Department of

Wousing nad Ushan Doevelopment Act is nmonded by adding

at the end thereof the follewing new subse

(W The Socretary of Housing sml Urdiwn Bovelopment
shnll—

“(1) promote the coordinntion of all Foderal hous-
ing, eommunity and econmnic development, sinall busi-
nesy, bunking, finnncial assistonce, and  employment
trnining programa which are carricd on within an on-
terprize zone (within the meaning of subchapter 0 of
chapter 80 of the Internal Revenne Code of 1054),

"(2) expudite, 1o the grentest extont possible, the
congideration of applications for programa described in
parngraph (1) throwgh the comolidation of forms or
otherwise, wnd

"3 provide, whenover _.3_...—._._..?- the consolida-

ad

tion of pe

ic roports re or progrons de-

seribed in puengraph (1) into one snmmmey report sub-

256

1"

mitledd ut such intervals an mny ho designated by the

Seeretnry.”

(b Puoesrry Tax eoverions.—Any reduction of
taxes umdor any ravguired program of local commitmont undor
soction TRTIGY of the Intornal Revenne Codo of 1954 shall
be disregarded in detormining the eligibility of & State or
local govermment for, or the smount or extont of, any assist-
ance or benofits wader any luw of the Unkited Siates,

BEC. 103, SENSE OF CONURESS WITII RESPECT TO JOR CRE-
ATHON,

1t is the sense of the Congress that—

(1) local govornments, in meeling the provisions
of this bill which wama_a o ompluyment of the poor and
unemployed, sha? “tlempt to Iacilitate to the greatost
oxtent possible the employment of poor and unemn-
ployed persime who  roside withia  their  enterprise
zoney, and

{2} luenl governments, in choosing arcan lor enter-
prise  zone designation, shall consider the effects of
sueh designntion =_§=.a=._u_=.<.=._=. practices and pat-
terns existing clsewhore within the sume mutropoliten
area.

BEC. 101. SENSE OF CONGRESS WITII RESIFECT TO DESIGNA.
TIONS =—,.. FOREIGN TRADE ZUNES.

It in the sense of the Congress that —
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(1) whenover pousihlo foreign trade zones shall he
extublished within enterprivg zones (within the meaning
of subchnpter (2 of chapter 80 of the Titernal Rovenne

Yl of 1H5:1), nnld

(2) in the caso of any application for designntion
of un wren in nn enlerprise zone a a foroign-trado
20—

(A) the Forcign-Trade Zono Board should
uxpedite  the  application  process wa much  as
possible;

(1) in evalunting such npplication, the Board
shoulil take into acconnt not only eurrent econom-
ic dovelopmont within the enterprise zone hut also
future duvelopment to bo expected from the incen-
tives offered by this Act; and

(C) the Board shonld provide technicsl nssist-

anco to the spplicants,

TITLE II—TAXATION
Subtitle A—Refundable Credits for
Employers and Employces

BEC. 200 REFUNDANLE EMPLOYERS CHEDIT.

(n) In Clenerar. —Subpart A of part 1V of subchaptor
A of chapter 1 (relnting 10 credits alluwable) is amonded by
inserling immediately before section 45 the following wew

scction:

BE 03—tk

It

12

13
14
16
1
17
18
1
20
21

13
“HEC, 4IF. EMPLOYMENT OF CERTAIN EMPLOYEES IN ENTER.

PRISE ZONES,

“(n) In Uxnerat.—At the election of the taxpayer,
thoro shall be altowaed as a credit agninst the tax imposed hy
this chapter for the taxable your an amount equal to 5 per-
cont of the quaulified wagos of the taxpuyor for Lhe “taxable
yoar,

“(h) Quarieign Waars Derinen.—For purposes of
thia scction, the term ‘qualificd wages’ means the wages paid
or incurred by the employor during the taxable yoar to quali-
fiod omployeos.

() Waars Derinen.—For purpoges of this section—

*(1) In GENBRAL.—EKxcept as otherwise provided
in this subscotio ., the term ‘wages’ hos the meaning

given {o such term by subsection (b) of section 3300

(lotermined without regard to any dollar limitation

contained in such section).

“(2) EXCLUBION OF CERTAIN AMOUNTS FOR EM-

FLOYERH RECEIVING ON-TIR-JOD ._.-....:z_z: PAY-

MENTS.—The term ‘wages' shall not include that por-

tion of any amount paid or incurred hy no owmployer for

any period to any individual which is equul to the

amont of uny federnlly funded payments the employer

reccives for on-the-Job trnining of such individual for

such poriod.

NN 3820 i
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() INDIVIDUALS FOR WIHOM WIN OR EMPLOY-
MENT CREDEY CLAIMED. —The lerm ‘wages” docs uot

inchide nuy st paid or ineorred by the employer

ivillual with rospect to whom the employer
clvims credit under section 40 or 4418,
“C0 Tenminarion.—The tern *wages' shall not

wered wfler Docember

includo sny amonwnt puid or
31, 2008,
0D Quararien Exerovek.—For purposes of this seo-
tion, the term ‘qoulified employes’ means an individunl —
“t whe is certilicd by the desigonted local
ngeney ng baving heen (during tho  proemployment

porind) an oligible applicant or otherwise eligibls—

*(A) wnder part B or part 1) of title 11 of the

Comprehensive Kmployment amd ning Act, or
"N under part A or part B oof title 1V of
such Act, and

“(2) who performa nt lenst 650 porcont of his sery-

ices during any perioll for which any .e..._:_..._-..m.:.

being mnde wuder this section within sn outerprisg

kAl

For pueposos of paragraph (1), the terms ‘designaied local

ogeney” md “precmploymont pesiod” huve e same meanings

given such torms by pueagraphs (10) aml (12) of s

Hild),

nme m2i—ih
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“fu) Orumn DEPINITIONS AND BrRmian, RuLkes.—
“(1) ConrnotLen onours, gto.—Under regula-
tiona prescribed by the Secretary, rles similar to the
rales of section 52 and of subsections (), (g), and (h) of
soetion 51 sholl apply to the eredit allownble by this

, vxcepl that subsection (h) of section 61 shall

seuli

ba nppliead without regard to any dollur limitation,

“(2) Envrenrmsg zoNg.—The term ‘ontorprise
zono' means an arca for which a designation as an en.
lorprise zono is in effeet under section TRTL.”
(b} Crepir TO NE REFUNBANLB.—

(1) Subsection (W) of section G401 (relaling to
amounts Ireated as overpeyments) is amonded—

(A) by striking out “'and 43 (relnting to
earncd income crodit),” and inserting in liow

thereof 43 {reluting to carned income credit), and

44F {rolnting to employment of certain employoes

in eslerprise zones)”, amd

(1) by striking out “and 43" and inserting in
lieu thoreof *, 43, and 445",
{2) Soctions 44CMG), 44DONG), 44FeND),
66(M2), 65(bX4), aml 56{c) are onch nmended by strik-
ing ont “snd 43" and inserting in liou tiwreof 43, and

4+,
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€N Parageaph (1) of section G201} (rednting to
nisessmont nuthority) is nnended —
(A) by striking out “or soction 43 (reloting to

enened income),” and insorting i lion thoreof

1 43 (reluting to earmed income), or seetion
44F (relnting to employment of cortnin employecs
in ontorprise zones),”, and

() by striking oul "UNDER BECTION 38 OR
43" in the heading thersol.

{e) No Depverion ALLowsn.—

(1) In agneran.—Section 2800 (relating to dis-

allowanee of deduction for  portion of woges for

which credit is claimed wndor scction 40 or 44H) is
amended—
(A) by adding at the end thereol the follow-
ing new subsection:

“te) Ruew ron Secrion 4410 Cremr.—No deduction
ahall be allowed for (bt portion of the wages or salurics paid
or incorred for the twxnble year which is equal ta the nmount
of the eredit allowable under scetion 4417 (relnting 1o credit

for employmont of cortain employses in esterprisn zones).

This subscetion shall be applied wnder & rule similur o the

rule ur the bust sentonce of subscetion (W).*; winl
(B8} by striking ont ““on t4n’” in the hending

uml inserting in lien thereof “, 14m, o 415",

WK Inl—ih
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(2) Convorming  AMENDMENT.—The table of
suctions for part 1X of subchopter I of chaptor 1 is
mnended by striking out “or 4418” in the item relnting
Lo snction 2800 and insorling in liew thereof ™, 441, or
R 1 g
W) Conrorming AMENDMENT.—Tha Lable of sections
for subpurt A of part IV of subchopter A of chapter | is
amendod by insorting bofore the itom relating to section 45
tho following new ilom:

“Soe. 44F, Finployment of cortaln omployeos bn omerprise sones.”

(o) Brreorive Date.—The nmondments made by this

soction shall apply to wagos paid after the dute of the ennct-
ment of this Act in taxable years ending after auch dnle.
SEC. 202. REFUNDABLE EMPLOYEES' CREMT.

) In a_nzx=>_..|.m.._._==_ A uf part 1V of subchapter
A of chupler | (roluting lo credila allownble), as amended by
section 204, is nmendad by insorting immedintely holore sce-
Linn 45 the lollowing ..::.___ seclion:
“HEC, 410G, BARNED INCOME OF EMPLOYEES IN ENTERPRISE

ZONKS.

“tn) In Uenerar.—In the case of n qualified employes,
there is allowed ay & crodit agninet the tax imposed by thia
sublitle for the taxable year sin awmount equul to 5 poreent of

the qualificd earmed income for the taxable year.

N, 3ngd--ih
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i) Lamerarion,-—The amount of the eredit aflowable

1o u tuxpayer wler subsection (n) for uny tnxable year shall

wol exeeed $1,500.

“fe) Drerinreions. — For purposos of this section—
“0 Quaravten snrroren.—The term ‘pulified
cmployen’ weans an ivdividunl-—

*“(A} who is employed by n qualificd businoss
during the tuxable yesr, md

() with respect to whom al least 50 pes-
cont of the services performed by the imdividunl
for the qunlified busineas during the tuxable your
nra services porformed in an enlerprise zonw.

“12) QUALIFIED BARNED INCOMR, —

“tA) In aeneral.—The term  ‘qualified
ensned income’ menns sarned income altribulnble
to sorvices which wore performed-=

“{i) for a gunlificil husiness,

"(ii) in an enterprise zone, and

“(ii) dwring the B86-month poriod bogin-
ning on the date the qualificd employee first
perfurmod services for sny gualificd business
in nny enlorprise zone.
" Banungn incomk.—The torm “enrned

incone’ has the menning given such term by sec-

tion 40(e)2).

N sri—ih
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“(4) Enreremisr zonw.—Tho torm ‘enterprise
zone' means any arca with rospect to which a designa-
lion ns sn enterprise zome is in offcct wader section
871,

(4} QuaviFiep nusiNgss. —The term ‘qualified
business' has the moeaning given such term by soction
1200{b)2).

“(d) Curmr To B Rerunbanng; Anvance Pay-
mENTH.—For purposes of this titlo (othar than this section,
this subpart and chaplor 63), any credit allowable under this
soction shull be tronted as if it were allowed by section 43
and not by this section.

“{e} TexmiNATION.—This soction shall not apply to
qualificd earnod income attributable o serviens performed
alier December 31, 2001."

(b} QonForming AMeENDMENT.—The table of scctions
for subpart A of part 1V of subchaptor A of chapler 1 is

tled by insorting immedintely hefora the item relating to
soetion 46 the following new ilem:
“Hee. M0 Enried incone of empluyers b ontorpries somes.”
(¢) Brrecrive Davs.—The amendments mado by this
scction shall npply to tnxnble years ending after the date of

the ennctment of this Act.
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i Subtitle B—Reduction in Capital Gain

2

1]

)

{relating 1o aliernnlive tnx for corporations) is nn

1200 is nmended by redesignnting subs

sulise

Tnx Rates

SEC. 21, CORPORATIONS.

(n} Uenpean Rove, —Subsection (@) of section 1201

ded by

(2) nnd insorting in liew there-

ol the following:

“U) a tax computed on ths tnxable me ro-

duced by the smonnt of the not enpital gnin, at the

rotes and in the wanner as il this subscetion hnd not

been enacted, plus

“2) w inx of 28 pereent of the excess (f any) of —
“AA) the net capital gain for the Laxahle
yunr, ever

“(13) the net capitnl gain dotermined only by

tnking info ncconnt snles or exchanges of gualifiod
property.”
) Devinemion oF Quaririend Prorewrry. —Section

ng () and () ay

15 {c) and (D) nnd by ingorting nftor subsoction (a)

the following new subsetion:

“(h Dernerion oF Quatirien Proreery.—For pur-

ol Wl e

LN AR TE] B

(1]

1
12

a1

“(A) any tongible persomal property which
was scquived by the taxpayor sfier the designa-
tion of un arem as an entorprise zone and which
wag used prodominemtly by Lhe taxpayor in such
entorprise zoho in the active conduct of a trade or
husiness,

“(B) any road property located in an enter-
prise zone which was nequired by the taxpayer
ufter tho designation of an area as an enterprise
zone and which wns used predominantly by the
taxpuyer in the active conduct of 8 trade or busi-
ness, and

*{C) any imtervat in n corporation, partner-
ship, or other entity if, for the most receut taxahle
yoar of such entity ending betore the dale of ac-
yuisition of such interest, such u...:@ was a quali-
fivd business.

() QuALIIED DHUSINERA. —

“(A) In aenerat.—The term ‘gualified
husiness’ moans any persun—

*“li) which is nctively ongnged in the
conduct of a trade or business during such
tuxably yenr,

“(ii) with respeet 10 which at least 50

per

it of such person’s gross receipts for

IN2i—In
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! the tnxable yenr mre attributable to 1he 1 lenst 10 percent gronter thun the average numbor
2 notive eonduct of w tnde or business within -~ 2 of such employoes during the taxuble year precod-
H] nn onlerprise zono, and H ] ing the designation of such arca as an enterprise
4 i) with respect 1o which at least 40 4 zonn.

b pereont of any employees hired _c,. auch b @) Quaririgp gmrLoyeed. —The tenn “guali-
6 porson wfier the later of the dnte on which— ¢ fied vmployco’ hna the samo meaning given such term
7 “(1I) such person hoging the nclive 1 by soction 441d).

B eomduct of a trade or business within an B “4) SrECIAL RULES FOR LOW.INGOME RENTAL
0 enlorprise zone, or 0 PROPERTY. —
10 “U any oren in which such 10 “(A) In oEnERAL.—Tn the case of properly
11 person is actively engnged in the con- 1" duseribed in subparagraph (IH—
12 tluct of o trade or business is dosignated . 12 “(i) such property shall, for purposes of
B} ng nn enterprise zone, 13 soction 1200(a)}(2)R), bo treated ns qualified
4 are qunlificd employeocs. " property, and .

15 ‘(I ExisTing  nusivess.—Any  person 15 “(ii) ownership of such property. shall,
16 which— - 14 for purposes of section 148, be treated ay the
17 ely enguged in the conduct 17 nctive conduct of & trade or business within
8 of u trade or business in an nren i dintely 18 an onterprise zone.

1 beforn such aren is designated as nu enter- 19 (1) PROPERTY TO WIHION PARAGRAPI AP-
20 prise zone, and 420 ruigs. —0'roperty is described in this subpara-
2 “(ii) otherwise meets the vequirements 21 gruph if such property--
] of this parngraph, 22 "(i) is scction 1250 property doseribed
2y shull not he treated as a qualified business unloss ) 23 in clanses (i)-(iv) of section 125000 INB), or

the avernge mumbor of employees (dotermined on 24 similar property designated by the Seerotary

uh a (ull-time busis) during the tuxable year is at 25 of Honsing and Urban Development,
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“15)

and

i) s Joented in un enterprise zons,
.
“(iii) wus-—
) eonstroetod after the aren's
designation ay an enlerprise zonn, or
“(10) robmbilitated sfior wch dosig-
nntion and the cost of such rehnbilita-
Lion was al lenst $10,000 per unit with
rospect (o ench project (or $3,000 per
unil il such project was finuneed from a
Stato or local ugency and such agency
corlifics that no person i in dofault
with respect to such finnncing wt the

time of the rehabilitation).

PROPERTY REMAINS QUALIFIED AFFRR

ZONE DEBIINATION GEABEH TO AVPLY, —

“(A) IN orNeRAL—The trentnent of prop-

ety s qunlifiod proporty wider parngraph (1)

shall not terminate when the designation of the

enlerprise zone in which the property is locatod

or nsed conses (o npply,

nol apply aftor the first sals or ox

"1 BExcerrions.—Swhparagraph (A) shall

ige of prop-

erly oceurring wlier the designation censos to

wpply fo the zone,

ot anxr—ih
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“(6) EnTerRrmise zoNg.--The term ‘emferprise
zone' moans an area with respect to which a designa-
tion aa an onterprise zome is in eflect under soction
mn.”
BEC. 212. TAXPAYERS OTHER THAN CORPORATIONS.
Subsection (n) of soction 1202 (reluting to deduction for
capital gains) is amended to read as follows:

) DEpvoTION ALLOWED.—

“(1) In oBNERAL.—II for any taxable year a tax-
payer other than a corporation has a net capital gain,
there shall be allowed as a deduction from gross
income an amount equal to the sum of—

“(A) 100 purcent of tho lesser of —

*(i) the net capital gain, or

*(ii) the not capitnl gain determined by
only toking into account salea or exchanges
of qualificd properly (as defined in soction
1201(b)), plus
“(B) 60 percent of the excess (il any) of —

“(i) tho net capital gain, ovor

.._:.- the amount of the not capilal gain
taken into account undor subparagraph (A).

“{2) P'ROPERTY REMAINS QUALIFIED AFTER

FONE DESIONATION CRARES TO APN

108 .



20
1 “(A) In aEnERAL.—Tho trentmenmt of prop-
o erty na qunlificd property widor poragraph (1)
H] slull not terminate when the designation of the
1 onferprise zono in which the property is located
5 or used censos Lo apply.
] (I Excervions.—Sohpacagrph (A) sholl
T not npply altor the first snle or exchangs of prop-
f erly ocewrring after the designalion consos to
t apply to the zone.”
10 SEC. 293 MINIMUBM TAX.
" () Caverar Qains.—TParagraph (1) of section 57(a)

12 (reluting o tux preference for eapital gains) is amouded by

13 ndding nt the end thoreof the following new subparagraph:

14 “(K) BALEAR OF CERTAIN TPROPERTY NOT
] TAKEN INTO ACCOUNT.—For purposea of this
{[H preagruph, salos or exchanges of gualified propor-
17 ty (a3 dofinedd in goction 1201(h)) shall not be
IH tukon info neconnt.”,

n ) AccELERATED _;_._E:_:..cz.l__._.:.n:._._. ) of

20 section HTn) (rels

to nccelerated deprociation on roal

.
-

21 property) is amended by udding at the ewd thereol the follow-
22 ing: "' proceding seolence shall not apply ta sny section
231260 property which is goolificd propoerty (within the mean-

21 g of section 12000,

27
I 8SEC 2L EFFECTIVE DATE,

2 The an onts made by this subtitle shall apply to
3 sulea or exchanges after Decomber 31, 1981, in tnxable
4 yonrs ending after such dule.

5 Subtitle C—Reduction in Gross
¢  Income of Trades or Businesses
7' Operating in Zone

B SEC. 221, EXCLUSION FIROM TAXADLE INCOME.

L () In Qengrat.—Past H1 of subchapter B of chapter
10 1 (reluting to itema epecifically excluded from gross income)
11 ia amended by redosignating section 128 as scetion 129 and
12 by insorting nllor section 127 the lollowing now section:

13 “SEC. 128, CERTAIN INCOME ATTRINUTARLE TO ENTERPRISE
14 ZONES, .

1] “(u) Qenerat, Ruong.—There shall be exclided from
16 the taxablo incone of a laxpayer (whether or not incorporat-

17 ed) for the taxoblo year an amount equal to the applicablo

18 pereentage of the sum of —

10 (1) any amount veceived by a qualified business
20 frum the active eonduet of & trade or business within
21 un enlorprise zone, or

2 *12) any amount received s interest on any morl-
2 gogo, loan, or other finnncing (other than rofinuncing)
o™ provided by the taxpayer to uny qualilied business in
5 cor ion wilth the condnet of a trads or business
1] wilthin nn entorprise zone.

WR 20—t
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17
8
1
20
21

28
") Arvticants PerceNTAOk.—For purposes of sub-
gection (n), the applicable percentago shall bo determined in
rceordunee with the folfowing table:

The applicable
perceninge la:
” 80
"
0
w
10,

..-.fa.l-lr-nnn-qrnn-l-_!
man wng . ¥ .

() DeriNITIONS, — For purposes of this section—

“(1) Entenrrise zons.—The term ‘enterprise
zone” means an aren with respect to which a desigua-
tion as an enterprise zone is in effoct under section
W71, L

*(2) QuariFiep pUBINEBS.—The term ‘qualified
busincys’ hna the same meaning given such term by
section 1201(bY2).

“(3) Taxanm.e wNooMB.—The term  ‘taxable
income’ meuns the excess of the income received from
the sctive conduct of a teade or buginess within an en-
lerprise zone, loss the doductions allowable undor this
chapler which are sllocable to such income.

“(d) Arrricartion oF sROTION.—Tho provisions of
this suction shall apply to— .

“(1) mimounts described in subsection () which are

roceived wfier the date of the ennctment of this seetion

amd before January 1, 2002, and

HH w2i-In

L)

® =N | S o« =2

10
1
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4
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18
17
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1
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“(2) smounts describod in subsection {al2) which
are received during the period described in paragraph

(1) and which arc sitributable to financing provided

during such period.”

() Gonronming Amenoment.—The table of soctions
for part 1M of subchapter I¥ of chapter 1 is amended by strik-
ing out the item relating to section 128 and insorting in lieu
thervof the following new item:

“Hoc. 120, Corlain ncone attributabla to oulerprise tunes.
“Hoe. 129. Crons refurences ta other Acts.”’

Subtitle D—Other Incentives
BEC. 231, OPTIONAL CASII METIHOD OF ACCOUNTING FOIt CER.
TAIN BMALL NUSINESSES,

Soution 440 (rolating to general rule for methods of ae-
counting) is amended by adding at the erd thereof the follow-
ing new subsection:

(0 Ormionat Casn MeTnon.—

“(1) In orneRAL.—Any laxpayer which is a
quulificd business (as defined in section 1201(hN2) lor
any taxuble year mny clect to compute iaxable
income—

“(A) under the cash reccipts and disburse-
ments mothod of accounting, and
(D) without any requirement Lo uso inven-

torios under section 471.
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"(2) Urosn RECEIFTS LIITATION. —Parngraph
(1) shall oot apply for uny taxable yenr with respect to
wny taxpayer if fur any prive taxablo year the gross ro-
ceipty of sueh Inxpryer excecded uu.ﬁxx..mxx..
OB Buseron.—An clection ndor prreagraph (1)
may bo mnds by nny taxpayer without the eonsent of

the S

stary for the taxpayer's first tnxnble yeur for
which the tuxpayor is a qualifiod business.”

HEC, 222, EXTENSRUN OF NET OPERATING LOSS CARRYOY

(n) Uuuerar, Rove.—Puragraph (1) of section 172(0)
(reting 1o net operating loss earrybacka and enrryovers) is
amended by adding ot the end thereof the follewing new sub-
puragraph:

“(1) In the ense of any taxpayer which is a
qualificd business (a8 dofined in section _w.__._rxwv—
for nny Wnxnble your, uny net operating loas for
sich taxnblo year shall bo a uot oporating loss,
carryovor b cach of tho 20 taxnble yesrs follow-
ing the taxnhle year of such luss.”

) Trenmean AmenomentT.—Subparngraph (1) of
section 1720001) iy amended by strihing out “und {19 and

rting in lien thereol (1), and ()",

W aste—in
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1
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HE(C. 231 INVESTMENT CREDIT FOR CERTAIN LOW INCOME

RENTAL HOUBING,

(a) Derinimon oF Beomon 88 Prorerry.—ara-

graph (1) of scetion 48{a) (dofining section 38 property) is
amonded by striking out the period at the end of subpaea-
graph (F) amd inserting in livu thereof *, or” and by adding
immedintely aftor subparagraph (1) the following now sub-

purngraph:

") property  deseribed  in section
1200

() Lonainag Bxoerrmion.—Paragraph (3) of section

48(0) {reluting to property used for lodging) is amended—

(1) by striking out “and” at the end of subpara-
graph {13),

(2) by striking out the period at the end of aub-
paragraph (C} and inserting in livw thereof *, wnd”,
aud

(0) by adding at the end thercof the ollowing now
subparagraph:

“(M  property  described  in section

1200 (hH4NR)."

(o) Brrecrive DaTk.——The amendments made by (liis

section shall spply to periods heginning nltor the dnte of the

ent of this Act under valea similar W the rmlos con-

48(m) of the Internal Rovenue Code of

1064,
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Sublitle E—Sense of Lthe Congress
With Respect to Tax Simplification
HEL. 211 TAX SIMPLIFICATION,
It i3 the sense of the Congrosa that the lnternal Revo-
nue Servico shoulld in every way possible simplify the admin-
istration und ewforcomont of any provision of the Tnternal

Revenue Codo of 1964 added to, or amended by, this titlo.

TITLE HHI—REGULATORY
FLEXIBILITY
SEC. 300, DEFINITIHON OF SMALL ENTITY FOR PURPUSES OF
ANALYSHIS OF REGULATORY FUNUTIONS.
Parngraph (6) of section 601 of title 5, United States
ude, defining small untity, ia amended to roud ns follaws:
“(6) the term “small entily’ mcnns—

“(A) & small business, small organization or
sl governmental jurisdiction (within the mean-
ing of puragraphs (1), (1), and (5), respectively),
mivl

*(B) any qualified busincss (within the moan-
ing of section 1200bN2) of the Internal Revenue
Codo of 19561), any government designuting an
uron a3 an enlerprise zone (within the menning of
section 7871 of such Gode) to the extent any rule
will nlfect such zone, and any not-for-profit enter-

prise oparsting within such zone.”

0]
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Appendix D

Reagan Administration Proposals



PRESIDENT'S ENTERPRISE ZONE PLAN INCLUDES CONTROVERSTAL DEREGULATION ASPECTS

Presidentc Reagan's urban enterprise zome plan calls for relaxacion or elimina-
tion of "an almost endless array of stara and local regulations" within zones, a
provision that seems certain to creacte controversy.

Regulatory relief should "be a central element of any state and local incentive
package," says plan, obtained by CDD from a top White House source. Standards
should be "broadened” by 'requiring each agency to weigh heavily the need to stim-
ulate economic redevelopment within enterprise zomes," ir says.

Stacte and local regulations the plan suggasts could be relaxed or eliminated
include:

* Relaxation of minimum wage laws. Federal dinimum wage laws should be relaxed
for teen-age employment as well, .

* Elimination of usury lawa would increase supply of capitz’ zo zones and ~nable
businesses to obtain start-up capital more easily.

* Rent control should be eliminated on any new housing built within a zone and -
on all existing units as they are vacated. "Probably the most destructive of all
state and local regulations,” rent control "tends to cause a shortage of housing by
encouraging demand for scarce inner city space and discouraging supply,” plan says.

* Zoning laws should be relaxed because they preclude a "broad range of potential
(enterprise zone) activiries" by restricting businesses and property owners from
getzing the most productivicy from their properties.

* Elimination of occuparional licensure laws and permit requirements.

* Removal of a zone area from the jurisdiction of central planning authorities,
which tend to restrict ecomomic activities and "foreclose business activities.”

* Rid building codes of "outdated...outmoded and unnecessarily costly methods."

Each state and local regulatory body could be granted discretionary authoritcy to
relax or eliminate regulations within a zone. Each body would be required :o weigh
the need for job creation and economic development against public health, safety and
welfare, administration plan notes.

White House oropgosal would provide much more regulatorv relief than major con-
gressional bill, HR 3824, by N.Y. Reps. Kemp (R) and Garcia (D). Both Kemp and

Garcia are unhappy with deregulatory aspects of administration plan, staffers say.
Although Garcia hasn't beem briefed officially on White House plan, staffer Jeff
Noah savs congressman's aware of what's in the proposal. Garcia can't suppor: tamper-

ing with minixum wage laws, or relaxation of other regulations, Noah tells CDD.
Noah says it's possible all parties will agree oo 1 bill. Another possibility is

that the administration, and Kemp and Garcia, will introduce 1 bill, and later that

sections unacceptable to both congressmen will be introduced as amendments to their

bill.
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Garcia would go with his own bill if necessary, says Neah. Administrartion had
promised a briefing before Reagan's State of the Union mesgsage tomight, in which
he is expected to announce his enterprise zome plan. Noah says the briefing never
macterialized.

"Sooner or later, they'll (administration) realize Garcia has to be imcluded in
this legisiative process,” Noah says. Citing 17 Democrats and 62 Republicans who
support Kemp-Garcia in the House, Noah says the administration "needs us, we don't
need them.”

Eligibilicy for zome designation under admirnistration plan would be the same as
in Kemp-Garcia, including poverty and unemployment criteria. To be eligible, an area
must be economically distressed and have widespread poverty and unemployment. Area
must also satisfy e.ligibilil:y criteria under urban development action grant nrogram.

Tnder the administration's plan, -2 zone could be designated by a city gov't with
state consen: aor vice versa, by legislative action. Both bodies would have to pass
legislation creating stal:e and local incentives for each zone.

State and local gov'ts would then apply to BUD for fed'l approval, allow::.ng fed'l
ingentives tc apply to zone. HUD, which would administer the program while Intermal
Revenue Service would administer tax provisions, would evaluate applicacions oz a
competitive basis.

Applicants would have to be able to provide tax and regulatory relief, improved
public services and involvement in program by neighborhood and other private sector
gToups.

"The inadequacy of some services, such as crime protection, may make it simply
impossible to do business in a potential enterprise zome area at all," Whire House
plan states. .

Plan recommends several wavs to ixmprove ciry services, such as increasing police
patrols, providing additionmal funding for infrastruczure maintenance and buying
modern eguipment.

Qther recommendations inelude contracting with private firms o provide services
usually tendered by local gov'ts. By replacing "govermment monopoly” with "market
competiticn," costs will decrease and quality will improve, says plan.

Another way is through neighborhood ass'ns, which could comtract directly with
privacte firms or provide such services themselves. White House.plan suggests service
providers working with neighborhood groups should be allowed tax credits "equal to
the cost to the city of otherwise providing these services."”

If a neighborhood ass'n saves a city $100,000 a year by collecting its own
garbage, says plan, ass'n members should receive an equal tax credit to divide
among themselves.

If neighborhood residents don't pay enough in taxes to take advantage of credits,
they could be transferred to individuals making donations to neighborhood groups to
provide services. If zone residents provide services through such groups at lower
costs, they could split profits with donor.

One other method would be to grant tax credits directly to businesses which
valuntarily provide local services. A large corporation might repair roads, water
and sewage pipes or subway stations in a rundown area, plan says, if it could be re-
imbursed by tax credits.

Other possible methods include:
* Jser fees, charged to bemeficiaries of each service.




* "lLoad shedding," which would mean stopping service provision to an area where
a private firm could be induced to take over respomnsibiliry.

* Voluntary actions, such as day care and crime watch patrols, by private groups.

Wnile none of these actioms is required for participarion in enterprise zone
program, plan says "substantial credit will be given in the competitive federal
approval process to state and local govermments which commit to experimenting with
some of thesa mechanisms." '

White House agrees to designate up to 25 2ones a vear, with federal incentives
effective for 20 years with a 4-year phaseout. During phaseout, federal tax reduc-
tions would bea cut by 251 each year. Administration believes program should focus
on large urban areas, though many rural areas would qualify for designatiom.

Treasury Dep't estimates cost for each zone in revenue loss could be $%.8-13.3
million per year. Cost of 10 zones in first year could be §98-133 million, 25 zones
could be $245-332.5 million, under these "tentative, worst-case'" estimates.

Major tax credit provisiom not suggested in previous enterprise zonme plans would
allow for indusctrial development bonds to be issued to finance small busicesses
located within zones, even if adminZstration ends use of bonds outside of zones.

A 3% tax credit for investment in property over 3 years and 52 over 5 years would
be allowed. Credit would be 10% for comstruction or rehabiliration of commercial,
industrial or rental housing structures within zones.

A nonrefundable tax credit would go to employers for wages paid to disadvantaged
zone employees (designated by a reworked Comprehensive Employmenz and Training Act
definicion).

Plan would allow a 10Z nonrefundable credit to employers for wages paid to zone
employees, wirh a cap of $15,000 on wages to which credit applies. Zone employees
would be allowed a 5% nonrefundable income tax credit, with a cap of $9,000.

Capital gains taxes on sale of zone property would be eliminased. An enterprise
zone firm could carry over operating loss for the life of the zone or 15 years,
whichever is more. Whenever possible, foreign trade zornes should be established wizh-
in enterprise zones, White House plan says. )

"The main focus of the incentives is on the creation of new businesses or the
expansion of existing ones," says adminiscration plan.

Businesses operating in a zone when designated wouldn't receive credits for their
past investments or established payroll expenses for previocusly hired employees.
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New State Law Series M
HB 3121 - Kansas Enterprise Zone Act

This report summarizes HB 3121, Laws of 1982, which
takes effect on July 1 with its publication in the statute
book. The new law creates a "Kansas enterprise zone act",
establishing a procedure by which governing bodies of cities
may establish enterprise zones in disadvantaged areas, with
a population of at least 2,500, to provide new businesses in
these areas with certain tax and other economic advantages.
While the new law is related to pending federal legislation,
its effect is not contingent on passage of federal
legislation.

HOUSE BILL No. 3121
An ACT enacting the Kansas enterprise zone act: authorizing
the creation of enterprise zones located within cities;
providing authority and duties for certain local
officials relating thereto; providing tax incentives for

business development in such zones; amending K.S.A, 1981

Supp. 12 - 1770, 12 ~ 1771, 12 - 1772, 12 - 1773, 12 -

1774, 12 - 1778 and 79 - 32.133, as amended by 1982

Senate Bill No. 360, and repealing the existing

sections.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF KANSAS:

New Section 1. This act shall be known and may be cited
as the Kansas enterprise zone act.

New Section 2, The purpose of this act is to expand and
renew the local economy and improve the social and economic
welfare of residents in economically distressed zone areas
located within the cities of the state of Kansas, by
providing incentives for business and industry to develop
.new business and expand existing business within
economically distressed areas and thereby create new jobs
and sources of income.

New Sec. 3. The governing body seeking to designate an
area located within the city as an enterprise zone shall
submit to the secretary of the dept. of economic development
a resolution requesting such area be approved as an :
enterprise zone. The secretary shall review the resolution
and any evidence submitted therewith to determine whether
such area meets the criteria listed in section 4. The
secretary shall approve or disapprve the resolution by
written findings of fact and shall notify the governing body
of the city of such determination. Upon the approval or
disapproval of the resolution, the secretary shall transmit
such findings to the governing body. If the resolution is
approved, all affected state departments and agencies shall
be notified that the provisions of section 3 shall be
effective for the authorized enterprise zone in accordance
with the provisions of this act. The secretary shall hve 30
days from receipt of such resolution to review, approve or
disapprove its compliance with section 4 and if applicable,
transmit notice of approval.
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New Sec. 4. The secretary of the dept. of economic
development shall approve a resolution submitted pursuant to
section 3 only if:

a. The area is within the corporate limits of a city;

and

b. The boundary of the area is continuous and includes,
if feasible, vacant or underutilized lands or buildings
which are easily accessible to residents of the area; and

c. (1) the area has a population of at least 4,000 if
any portion of the area is located in a SMSA and which has a
population of at least 50,000; or

(2) the area has a population of at least 2,500 in
any other case; and

d. (1) there is widespread poverty, unemployment, and
general distress; or the average rate of unemployment was at
least 1.5 times the average state rate for the most recent
18 month period; or at least 70% of the residents in the
area have incomes below 80% of the medium income of the
residents of the city as determined by the housing &
community development act of 1874; or the population of the
area decreased by 10% or more between 1970 and 1980; or

(2) the area is located within a city which meets
the requirements for federal assistance under section 119 of
the housing and community development act of 1974.

New sec. 5. (a) Preference shall be given to enterprise
zones and businesses and other local incentive projects
located therein in the provision of programs, funds and
services administered by the secretary of the dept. of
economic development.

(b) Preference shall be given to enterprise
zones and businesses and other local incentive programs not
directly administered by the secretary of economic
development but which directly or indirectly impact the
economic viability thereof, including, but not limited to,
the provision of investment capital, maintenance services
for infrastructure, and the allocation of state and federal
funds for social services.

(c) All state aencies shall review the rules
and regulations which they administer which may negatively
impact the viability of such enterprise zones, and shall
take the steps to waive or modify such rules and regqulations
50 long as such action does not adversely affect the health,
safety, or welfare of the public.

(d) The secretary shall prepare a report
which will provide detailed information on how cities may
provide incentives for and reduce barriers to economic
growth within such zones. Also the secretary shall provide
all possible technical assistance to cities in aiding their
implementation of this act.

. Sec. 6 K.S.A. 1981 Supp. 12 - 1770 is amended to allow

this act to assist both central business districts and
enterprise zones whereas it had previously only been for the
assistance of central business districts.
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Sec., 7 K.S.A. 1981 Supp. 12 - 1771 is amended to allow
for the use of Tax Increment Financing in both central
business districts and enterprise zones whereas it had
previously been only for central business districts.

Sec. 8 K.S.A. 1981 Supp. 12 - 1772 is amended to read
that any city beginning a redevelopment project in a central
business district or an enterprise zone must prepare a
redevelopment plan setting out the boundries and proposals
for the area whereas it had previously been only for central
business districts.

Sec. 9 K.S.A. 1981 Supp. 12 - 1773 is amended to allow
any city which has adopted a redevelopment plan for its
central business district or enterprise zone to purchase or
otherwise acquire real property upon the vote of a 2/3rds
majority, including condemnation, whereas it had previously
been only for central business districts.

Sec. 10 K.S.A. 1981 Supp. 12 - 1774 is amended to allow
any city which has adopted a redevelopment plan for its
central business district or enterprise zone to issue
special obligation bonds to finance the undertaking of any
project in accordnace with the approved plan and the
provisions of this act, whereas it had previously been only
for central business districts.

Sec. 11 K.S.A., 1981 Supp. 12 - 1778 is amended to allow
the use of ad valorem taxes to pay the principal and
interest on any special obligation bonds issued by the city
for the purpose of a project included in an adopted
redevelopment plan for a central business district or
enterprise zone whereas it had previously been only for
central business districts.

Sec. 12 K.S.A. 1981 Supp. 79 - 32.133 is amended to
allow tax credits on new business facilities opened after a
certain date, both inside and outside of an enterprise zone,
and on new employees hired after a certain date; for both
central business districts and enterprise zones whereas it
had previously been only for central business districts.

New Sec. 13 all sales tax paid on the sale of tangible
personal property or services purchased for the purpose of
constructing, equiping, reconstructing, maintaining,
repairing enlargeing or remodeling a new business facility
located within an enterprise zone, which qualifies for an
income tax credit under K.S.A. 1981 Supp. 79 - 32.133, and
amendments thereto, shall be refunded. Each claim for a
sales tax refund shall be verified and submitted to the
director of taxation upon forms furnished by director and
shall be accompanied by any additional documentation
required by the director. The director shall review each
claim and shall refund that amount of sales tax paid as
determined under the provisions of this section. All refunds
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shall be paid from the sales tax refund fund upon warrants
of the director of accounts and reports pursuant to vouchers
approved by the director or the director's designee.
Sec. 14. K.S.A, 1981 Supp. 12 - 1770, 12 - 1771, 12 -
amended by 1982 Senate Bill No. 560 are hereby repealed.
Sec. 15. This act shall take effect and be in force
from and after its publication in the statute book.
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Abstract
ENTERPRISE ZONING: AN ECONOMIC DEVELOPMENT TOOL

Many Central Cities in the United States face serious economic problems.
Unemployment, population loss, crime, high social welfare expenses, and physical
decay exist 1in these areas throughout the country. There have been many
governmental programs aimed at solving these problems. The most recent concept
being discussed in the United States is one that was originated by Mr. Hall and Mr.
Howe in England and is called Enterprise Zoning.

The basic precept of Enterprise Zoning is that if governmental rules and
regulations and high tax rates are removed from our distressed Central Cities,
entrepreneurs that are unwilling to take the risks of starting new firms due to taxes
and regulations will then do so. Most legislative proposals incliude a combination
of eligibility requirements and then a combination of tax credits, incentives, and
refunds designed to increase the survival rates of new firms in the zones and provide
higher post-tax profits as an incentive for the entrepreneurs. Rep. Jack Kemp is the
author of the most widely discussed Enterprise Zone bill and three other, closely
related, bills have also been introduced to Congress. None of these bills has yet
been voted out of its committee to the floor of Congress.

Some of the more important points of controversy surrounding Enterprise Zoning
include the revenue losses to the cities and the Federal Treasury, the impact ot zone
designation on the zone and surrounding neighborhoods, the quantity and quality of
jobs created by a zone, housing supply and conditions, the type of firms that will

arise or locate in a zone, and what place Enterprise Zoning will take in a National



Urban Policy. Many experts have debated these questions and no clear answer has yet
surfaced.

Enterprise Zoning is viewed by some as being anti-planning in nature. In
actuality, Planning as a science will be very much in demand throughout the
Enterprise Zone process. While there may be less efforts in some more traditional
areas like zoning, neighborhood p]anniné and economic development skills will be in
increased demand.

A final question related to Enterprise Zoning is how the concept fills the
needs of our national economy. If the central cities are evolving economically into

a new role in the national economy, is it in our best interests to develop programs

that alter this evolution?



