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.- • i" THE VICE PRESIDENT -- . 

. ,'~ ! "'t.,;. 


j '. «-" ~¥,.,..,.." -"~"", 'P'ol'" ;;-..._.. ,.~ ""_ -- ••• _-_ .• ' . ~ ." - ", _,d., ", .,~_, "'.......""".... .,." ·_~_'_,I~_""·_"',."f_""'....." ..M ...7.,.. 1;1"' "'''~_~".".'. ~_f.-"' "'_,",
."-- -FROM:' ~•.;-".,•• ""NEClDPC PRINCIPALS-" ~..... - •.._' .•. _ ........_.,."•. "•.•._............. " ... ~ 
.;-. . ~.. -.,~.-. ,. 
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......... " """_TM'~.. ~_ 'A~,_ ' ,_ ... _, _""u"...t .,."."'_" ".,.,,"_"'~-'-"' ..... _ • '~,~___ ~.,....,.",."".'....._ • .o;..,., ~, ~ .,_..... ,..cL...... '_I"" "<Ii., ..........."'....
__ ... 

. I 
~;:t-d·".)- . _~.•• " ~ ,:, ".,___ ' .!.."':.~.. 'J!f:'\iJ<'<!\4'!:r"-'':,.. ::J.-~·,."_,j...'''':I-"it,·",,,:~> .....,~_':';:J ':.",:...: ~",,;j,~..,·3'::;·'j;,,-"~';:P.f·'CiJ 

•••• .' ,_...p,:'. " ~•. 'r' .; ...... , '''V '.'., ~ "". _. ~.., ~ - '",;, ~~ ,"" 1" _. ,~l~'~,",~.-~·.' ....' ',' .;ll'!''''''-"'7'.~~''' ."',........,~' ,',"I'" ., ,.,'./,.-"~'." r·t':·· .....,.'"~"''' :"'"r"'~ 

.-...........I;I~<I.;" ' .. -.,,~ PUrsuant to' your-rcqucst;·thls mcmorandum'addrcsscs'thc Issue of pursuing' a 'sccondrround of'the .!.~ . ' 
, •. "-............... " ...~, ,... ~'" .,';", . .' ---.,";--,"'" ~ --...... "<ll..". ... :"t. ,.,,,,",,,...'!,.': .."."''''_;;/., ...., '''', ''''~'~'~''''~''' '~'''''~'4' ' ....,....", ... ., 1"".... ·';.

_.I, • "Em werrncnt 2:6nc (EZ) Inltlativc. ''''' ~. -"',. ... ........ - ___;.I.... ,,-,' ~- > ""., -~'" • , .,., '''''..~ ~ \ .... , 
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"..r~ ... ~_~,.~....",~.. "+,~.,,, ···,"x ." _.' Y'/""";:"o<' .' ....·l'"-r..j .. ,.·'''1'''·rr:.'',··1+.., ,,,<.t,. ""," ...."';,~~".y. .. ""r'... ~,~,.~"•• ,,:., .....-,~ .. ~ "._~ ... 
~"'::"':'~' ·'"""I;"'-Bac~.'Unij"riD"'CuueDt' EmPoWc'rriterit·ZODe·prQgfam'"'~~\·"'.:· ': ~",~,~""~~m~~.:..,":~. 1(, """ l>,," ,>~""~lf'~' '_':,"""''<t' 
.' :\.. _, ";._;,,,,,_:P"U~',,',.~;"::i·' ."'. '. . ."." '~-',.,,~.,.. -.,. '\11,'''.:'' ·"~_';"..':l.:'---:'·;.<;;:-.".:~M"·'!""";'~"." ',.-;. 

{L~~~j;t~~u.M8;cft'~ '500'2ori1'niti'niij~';~I~h&i :'f6r~1b~i~~"7n'TI'~~r~i'EZ~in~(E~~1ims~1.·CoftHnffriity7{EC)~ '~:iri'{' .~~*:fh-~'.' 
designations in 1994, Taken togetber, these applications represent an extraordinary level of bottom-up 
neighborhood planning, significant innovation in the coordination and delivery of government serVices, 

.. ,", _,.".,,~~_,~.h~l!gfll~!_~!lg~~ .i~,~~!~latjt,ln.~~ip ,~t~~~I!J~.I~f2r!'I g~Y,~t;!,!i~n!.~~)?£~I ,~P.!!I,~~!li~!~"~",~~,,, .~o/ "\<'•..,"" 

... ,., 'l-<~DeCemoci; -1994, New" Y ork:-'Chiea'go,-oettoit;-Atlanta;' &ltimorc";~and~Phitadelphia:"'Camderi were_....... <4~ ,,~~ ~-"""" 

~ design-atcd'as urbaifEZ.~ ~~lIid the KenfuckY'Hig.hlainls, Mid-Delta, Misslssippi;/and Rio Grande Vailey, ... 
Texas *crc designated"as -rural EZs.' ''''. . . ~- -::-~ ... ~- " "':-w~'* - . 'I'" ,- .~- .. 

-'1"-", i , ... ,,.... , ..__, ......... "" ....... -''1.1'... ' '·,,>c......,,;'1'·- """, ••7'~.'"._,_,. 


As you, know, the great number of high-quality applications for the six urban EZs prevented us 
from de.t;ignating many worthy cities, This large group of outstanding applications motivated Secretary 
Cisneros to Secure $300 million in Economic Development Initiative (EDI) funding for ad~itional awards, 
This EDJ funding waS used to t.'Teate two Supplemental Zones (Los Angelcs and Cleveland) and four 

. Enhanced ECs (Boston, Houston, Kansas City·MO-Kansa., City KS, and Oakland). Despite OUf efforts 
to expand the Empowerment Zoncs"infiiatlve with ED[ funds, thoUgh, many worthy cities were not 

.designated EZs and nO additional rural areas 'were dcsj~ated, 'Your FY 1996 budget did, however, 
include a proposal to give the EZ tax incentives (0 two additional urban communities -- a commitment' 

....: )ntchdc«(fur the !two Supplcmenta} ~n~~; ~~~'. "" "~,.;,~;." .... -~"'- . ,,",~ ..~ ..;; ~ .. ,' ~ 
• , ,. ~w. • .~ ~,,,,,~ '" . ," " _. • ./ 

As Chair 'of the Community Emp'ow~rmcnt Board (CEB), the Vice President has cominittcil to 
.~; 'hclpin~lI~'Ro~~d I applicants: 'particularig ',hc'lOS"EZmC<, 'succcssfiJ1TY'iniplcrncnl"thcitstr~tegic ·plans~ ....,.;. 

b '~Fcir exam~lc,~ ~"part of the National Pe'rfoy'mnnce Review) -we :iritend to 'worK ·wiffi·C(}ffgrcss~oh: broad'" . c ': 

-'waiver authonty·that would enable the CEB to grant waiver requests oraIl EZ/EC applicants -- many of 
which we arc now forced to decline because of statutory constraints, Last year, !we pursued such 

.. -.. !' - " -';;;101" - --'- ~ .. '<.1." " 

.. legislation, which passcd in the Senatc, Senator Hatfield has' introduced ,broader waiver legislation this 


'. -'y~~{ .-'.~: ,,~~)l'~~.lso Ct}~jd~r~dd,ition~1 :~J~f~~!fO~',~l.f~tcg~~~~~,~,:~. ~~f~~.he.'r~~~ons~ti,~a~ion, '.~ ~~'... 
dcrcgulatl()fl,i and performance partnershlps ,-- tbat could have a slgmfl(:ant Impact for aU EZIEC :., -

'- 'appiica'nts while requiring·kno or modcst:addhj~nal-tiudgc1ar~y, rcsourc~'" Th~ reinvention'-incaslrrcs'ao " '"' ' , 
not preclude .a second round of EZs, however you ~hould be aware thaI we arc pursuing them as they 
could have broad pusitive impacts for all EZ/EC applicants. 

I. 



II. Discussion of EZ Round II 

I 
On ~arch 20, 1994. we convened a meeting with the heads of the departments and agencies most 

involved iIt"the EZ program to discuss a second round of the EZ initiative. In that meeting. almost 
everyone.agreed Urnt there are sound:reasons.foLpursuing a second round, The.group also.agreed. _, 
however, that financing such an effort would be difficuh. if not impossible. 

! 

A, Adyantages of Pursuing Round II 

.- .;
, .. :.. 

!t~:r:.~;:;tU(""M-~ -As'you' know;:thcre:arc'cogent;argurnents:for pursuing a second'round-of:Ernpowcrmcnt Zoncs;---:·. :i:", C"Jl 

~!tt...lf\'S';'4! ;;;:.:c.~oEx~dirig'; the' program:.. would .. allow.you ~to 'help:scvcra)"additional needy J'cogJmunitics~that .:~!.!iI&'" ::~'t; tt~;.: 
;:l!:;'~~-:':::;.t..~~workcih hard' to :puU' djspniate' partners, togethcL amhthat·were ,disappointed:and : disheartened 'byJ not' :t:~ ~"r !i: 

L~~...C'-';'.l.....;;:.-:.t..::.:.bctng:dcsjgnated EZs.in the first round.Y·· . -i'.(.~ '-_J;,·t':;,~·~. ,.,~,?'{B:-r... -t::i • .,"'-" ~.~ -r:.: ~.!"~:;"" 1>";",_,~ 

t;:::.t:;;,:-::~.-.;..t-i:riiThe:unprccedC-ntcd·.lcvcl of community . organizing, and 'stratcgic,plannirig'complclcd bY~'Round'" ~. (*.,.","'...... '.• "J: 

,fj~.~o,,'''t':~ -'>(·.;Onc.applicants:,cteates.great possibiHties.Jor:morc success~"'The'strong'positjvc;rcports about the,,- ,"YO,_ 

.O{~~():;~IICi,'tt~!~'f'iEZ: application~process"suggestt than the: program~ is:.working; and~wi U,:'have I a;signifi~nt ,impact:, in ~'~~~" 
::::i:j;s.~":!'l-."·· i;comm'~nitics .'ha~mo\'c"Jorward'. to{irnplcment their, strategic, plans:~_~ ~O::t:j"'''''t; :tie.:4~.J..·1.S '_'Vzl'Pl~.;z.P-r~ 
.,,--.tj-w ... " " ~ ~." :.. t· , -.~".~:- . -"I' • /;' '. ':_~;-::'T"'~"I!- "",,, -' f . :'~_,,: \.'?:;'":-"-::,~,.;::::.,-.J 

~:i::lf(I1l¥i;.;'.:1bl"~1Mariy:cicel1ent~applicatioris:dj~i'n6t·re.~.i~c:~~si~~tions;iil)Round;Oilc;';::The{ability!ofttop.!;;l:&:I;!-f:::'o/;*.:;c,~ 
. , applicants to leverage signifiCant private resources (f~u-pr~fit and non':"profit) makes the' EZ 

initiat~ve the most cost-effective community development program now available to you. 
• • I 

;-::;::tc::J.'~'.:-~o& If;3:ptoposcd:>Round;TWo'fails.to " gain;passage;:- it, would demonstralc ',your..continuing' strong;:';1,::!:;~::~.v-,r.-t':;iJ.. 
~~"': ...I"___ ' _, -, commitment to empowering poor urban and rural communlties, ...lf it passes;' it would demonstrate, 

:._ ~:'- ~~' _.. ~ your-AdministratIon's ability to work with,the RepubUcan·Congress.to develop, innovative ways,to _ 
., l. -~,,~'.,~.1:!,·~'!.r.').,au"dr~s'h't IS natIOns',.SOClo-cconomJC pro . blems;·' . - ~?''t"·('t'".!.''-$___;:':t~~''1 " ~.-., . '. ,~ ...."'&-I ... 

It would be wise to have a well-devcloped proposal for a Round Two ready in caSe a significant • 
opportunity for negotiation with Congress arises this year. . . . 

'8, Djsadyanta.gcs of Pursuing Round U-.... #, • ,~ - 

j -" i 

There !are l however•.~ownsjdes to proposing a second round of'~Zs; _. - ~:-o

~ __ ...~:;..• ~ .... ~Ch3nJs for ~age appear slim" particutarly.bccause we arc havin~ d~ffi~ultics OPPOSi~g efforts -;:;::

. ,~Io.r~ind funding for existing (budgeted) communitY'dcveloprnenl efforts. ,>_......: _.:, .- .. ~. -.,;_ 


. ." 1.~· 

~:~ ~ '.:,. 
, 

....~.~ ~", 
, 

:Ch{losing thelpropcr,,vchicie for introduclng,a P!?poscd second. round of EZ.~ wiU' bc_tricky:-·~AnY,-'ri·.. 
- '... .;, x;,.: '.' ". attcmpH().amend~your",alrcady-submitted:budgct·would subject the proposaJ to hcigbtcncd:"\_',-~,.:",,~,,-"'~ .. 

poHticid scrutiny. . ,,- . 

" •.- ,'. -I~:willlb·e expcnsiv~; .difficult to paY' for; and will benefit only a few pl~~:t.*Beca:use ~f bUd~gct·~; 
...,_., ..-;:.'- '.' constraints" Congress may "pay for a\Round lI~by further eUiting-other priority investments, within , ,*<'~ 

'~~ >"~ "'; ;:.. thc~Ht:JDNA allocatjon~:s,uch 'as CO.Banks'and National Service,';. Through ·thc:reinvcntion ,_., ; ::;..:'" . !~
. ;''!r': \-.stratcgie..o;·,discusscd'.aoove. there may. be ways Hl.bcncfit.many.morc EZJEC.applicants'at lower:" .'.....< 

costs.·: ...... .,... 

2 
\. 
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. , 	 . 
o 	 The fiY 1996 budget does not mention a Round Two but docs mention the proposed expansion 

intended for the Supplemental Zones. If we now broaden our request to reach 'additional 
coimriuuities. this could be perceived with disfavor by the Supplemental Zones. And. the four, 
Enha~ccd ECs.havc made it dear that they view themselves as first in line for any additional tilX 

incentives. I 

• 
 Propolsing a second round before we have aCCurate evidence of the results of Round One may not 

be prudent and will add to the considerable adminjstrative challenge of successfully implementing 

~the·existingproDrnm.-::: < _ ."t',,,~~,.-,,,- ____, __ .: ~ __..._--:;..... _._< .'!-*"""'~_'_=_wM ... .....~_ 	 __ .. 0--..... ____"""~ ....,. ~ .......!.J..."."..-._. __......_,._""""' ___._."""".-"'_ ,_ . ~.~........,_
-._~__ 

. -	 Failure to pa5S,such.lcgislation could _~ishcarten .he top applicants, .who may' end up feeling like. 

c" ~.'.:' :.' ",l., 	A;proposed"sccond,[Ound could·subject:Round One to more scrutiny and'"invitc,attempts to rcpC<1I~,,,,~ .;."_ 
tbe original program. . - ," 

""~ '" 	 -' ... -::.;." 

:,,4"" .,;'!.~_~•• ~ ~,Perhaps.thc-most 'difficult issue is-the, problem oLidcntifying offsets ... Thc:options,pr~'scn1ed bclow~:. J;: 7 

t;:tr\rIt''.lt;· are'expected: to t cosHat : lea'>' :$695.miHiC!!,1' ovec five, years.; in ~ budget-offsets;.,... qm.ets ~will \bc;hard to;f!nd :':.~~.:~~ 
Ct :~;r'1'1-: On'the discr4tionary:side,-:-they could, comc4rom<rcdudng.spending.for other' Hl.!D pfograms-or~from?;. :.I~~!!...- :1 ~_~ 
,:: .':~' r-other departments, whiCh unfortunately af(~'ajready being hit hard in the'rescission proces,.... On the ~ 

mandatory side, offsets could COme from a possible restructuring of the $3 billion per year Low Income 
Housing Tax Credit {fOf potential savings of $600 million} and/or limiting or eliminating either of the 
fonowing: t~e $900 million/year income exclusion for interest on Industrial DeveJopment Bond (lOB) 

..: .;"..~. ::debl;'Qf,"thc:S406'million/year exdusion.for:poltution,and,sewcrtlge ~DB·dcbt.·:Each of·thcsc;proposed :::-::.:. _'-":" 
offsets. is debatable on the merits. 

1 . 
More1importanlty. we foresee a difficult political problem with identifying pUblicly ~ offset to 

pay for EZ Round 11. Any offset we identify is likely to be seized by Republican Members of Congress 
to pay for their budget priorities. For example, to pay for deficit reduction, the Administration recently 
proposed to deny the EITe to persons who receive more than $2500 in interest and dividends. The tax 
committees nave used this proposal, in addition to an outright.J'Cpcal of the FCC Tax Certificate program, 

... -to help pay ~r'an extension and increas~ of·the health' care deduction for the self-:e"mpJoyed.. This· , , .. 

"experience n;akcs Treasury especiaUy wary of Offering up other potential rcvcn_ue raising items in ,this 

'legislative environment. - . -... ............ . - - .".. ," " "', -" . .. ,-.'~ 


--,- - . 1- - - .- . , .- . 

i,.J<!, ••,--~. Ill. . Options to CQDsidcr--· -_ .';' .:" ,,;:._><_ u: 


".::"'-:"'7 I ~-,~-..,.-..:..".."t,.~:::.~, ...: .:.~ ..... .' . 

, Outli~ed below arc three options for a second round -- if you decide to pursue such an effort. 


(The advantages and. disadvantages dj~~sscd below arc in additiou_to those gene,rally discussed ~n 

Sectionn:)'·r-~...... _ ... ~ -~ "," -:.' ::,~,: "t~ .'-_ --,. - ",,;.:::.."q;;-.. ;..,.._~_.~, " 


~--..J.1U-~ ".;;.~-''t-:: ,:.\"_ -"'~.t 

",_ ..- .' , 	 . -~. HUD:and.USDA propose creating-six new Empowcnncnt Zoncs-(4'urban and·,z.rural) and~~ 
- ··"""(-twenty-fivc new Enterprise Communities (distribution between urban and rural· would have to ,be .; . -' 


.determined}.', No new EZ competition would be held: selections would:bc. made from amollg)he most 

highly.'::'rankcd·appUcunls who did not receive first-round EZ designations, (Each applicant cQ.l!id be ~ '" 

asked for a quick update nf the infonnation in their application, but not for a new plan.) 


3 
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Each hman EZ recipient would receive $25 million in FY 1996 for flexible grants and $20 miJJion 
eaeh year for: five years 10 provide the cash equivalent of a Federal tax credit program, For example, 
localities cou~d usc the monies to fund local versions of the employee-based tax credit and other tax 
credit ideas. such as a capital gains rollover-or a portable tax credit 

Each nn:a1 EZ woald receive a total of $10 million in IT 1996 in flexible grants and $10 million 
each year fori five years to provide the casb equivalent of federal tax c!cdits, 

, 
,:t:1:"'~'~'~~ :: "-;o:-!-·As·.in~,round.one,,,:each EC would,receive.approximatcty $3:million:in,flexibJe,'gfant 'a.-;sistance.. _ .M';.:;·'" ..... 

. I' " , 

__ ._ .... ' .. The totaI.eost ovcr five years would be $695 million. AILfunding~would ,be directed. to an . 
n..E.~ ::r~,existing HUD and:USDA prograrn;":-.'Uch,as:tbc "Economic,DeveJopment.lnitiative :(EDI) program at' HUD-:,.[!;..,. .,!'.~~\' 
~f.~;n··;'o.'·;and'. an jexistirig,~'but" unfundeil,~rural"dcvelopmcnt!dcmotistratiQri~program ·iriduoed" in' the .1990 fam} ,bil1::- ;L~~, ~':'~,; 
·~...;;;:.:r.:. We would not rcquc;;t·new .. authorizing legislation;· .., ',-- '.. ' ~~;"'.'" ,~.,.~-- .... ,. '" :J,1 .•~.: .•.. 

, ;:, 

I • , ."so, Advantages: <, .,' -' .~.. • , 

-n-'.·".~".r.t;..ii, ~g."'i:-"'",'No.newfauthorizing legislation rcquired,,(though appropriations~would bI;ucquired):.:' ~ - ~'" ' ':.:' .-, 1';,.,~ 

;'u:~f~:::t t;("~1.t;::~:;;3,Bu.ilds!on the.. EDI':.+suppJeincntal·progiam, wc.ocveiopCd;iri:ti)c:,first !Roun~" which ~was 'garnered,,,', !..f..,~ ~ 
"~" .-::~~. ~r :.~~with7somc' Republican 'support: - ..,~. '1,;';'''''':''' - - --..." "~',:: ' 'Io'v:.~ -q~:~:. '.:' _."~-:--:!; ..-7"",,~ ""._.....::..:::-.: _ ,. -,. . 

... - ~. -. -- ....... ,J, .•, ..... . ' " "" .... -;" , ._.. '"::.." .1' ..... ,,~.,' _.~ 


Djsadvantagcs: 

-- Current authorized activities under EDI arc too narrow to include aU desired EZ activities! 

such as social services. 


_ ,' .....t..;;-~J'":"l.:{".:.;:;.;.........Adds:-complcxity;' creates a. new -category of communities ,with ,richer. benefits' than tho~'.. ~ ":..:. .. " ,,'" " 
award¥ to 1be enhanced ECs) who believe they are first in line for additional benefits, 
.-~ It'is unclear whether the "local-ca.'ih-cquivalcnt-of-tax-inccntjvcs~ would have the impact of 
federal tax incentives. 

I 

Optiun B: Seek new authorizing legislation {Qr tax incentives and flexible grants. ,, 
Select,: from the tOP applicants of Round 1, six-new Empowerment Zoncs (4 urban, 2 rural) and 

,. twenty-five- new Enterprise Communities (distribution between ~rban"and rural to be determined) for the 
same packages of tax incentivcs"and flexible social service funding offc~cd under Round I. but ,on a _, 

"" ~ .- ~ smaHe~ ~l~j~ In the alternati:'~, we ~ul~ p:opose new fcderai. jnves~mcnt tax credh~,or ca~ital g~ins. -"- ...: 
,. exclUSIOns hmlted to ccrtalO Cities, partly as a test of the effectiveness of federal caPItal tax mcenhves m ,- . 

• r'".. " revitalizing distressed, areas, Wc,could,fashion this package'of'inceniives so,thaUhe cost is limited to ,.::., ..!} 

<lppro~imatcly~ $700 mOHon over'five years; the approximate cost of Option ~A.- . > ~ t'" J' • 

. Adyantages: '. ' ~ ~ _, 
,~.";~.- .-;'. "y.~~ .::.- Capital gains reductions-could. make this vcrsion.~ attractiVe ,to" HilL RepubHcanS. -', 

Disadvkntages: _ 
.. P·""'·'. 7~: -:.:;:; De~igning smaller tax hencfits~for some EZs ,adds Uill).ccessary' comprcxity·w·the Tax Code:' 

...: F.__ ~-.' ::..,__ Adds complexity; creates a new category of communitics'with'nchcr,benefits than that 
~~ ... : --: ,w ;. awarded the enhanced EC.;. who believe they arc first in line for additionaUax incentives. _ " 
..,,- - '."'~' -- It ~iII be very difficult to'fashion.tax incentives that ~re powerful"cnough to influence 

behavior while keeping the cost at $700 million, The cost of 4 new urban and 2 new rural zooes 

4 
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"... 

that 	have the same package of benefits as Round One would he about $1.3 biUion Over five years:. 

-- Although some Republicans might be interested in a Round II that includes tax reductions for 
capit~l gains, we did not propose such an incentive in the original EZ legislation because of the 
inordinate cost, the risk of sheltering activity and because Democrats preferred the wage crooit l 

which can be tied directly to job creation. ' 
I 

Option c: wait 1u includo proposal in the FY 1997 Budge! 

Some, agencies, particularly HHS. rcco~mcnd that you wait until the next budget cycle to offer 

any proposed EZ Round II. 


..... I 

Advantages: . 

;-- Avoids problems with finding an appropriate legislative vchicle after the FY 1996 budget has 

becn submitted. ' 


." " . ,- Builds" a. stronger case because We ~iI1 have'a year of -evidence ,to ju~tify 'our request for' ~~,' ..' "Round II. .. -, "', . , 

,', .. -~ A~oid5'thc·problcm of proposing a new budget item (EZ Round II) while simultaneously 
,.fighting to maintain FY 1995 funding (e,g, for CD Banks, National Service, etc.) 

-:-- Provides an election year issue if Congress docs not enact the proposal. 
--''*-_:,.. 

DisadVantages; 

-- Passage of new legislation is highly unlikely in a Presidential election year and measure may 

be vie~ed as largely symboliC, 


IV. ~oJmendatioD,, 
A scc~nd round of EZs would build On the success of this "signature" Administration initiative, 


but it would ~equirc Congressional support for additional spending, While the planning process has 

proven to be Successful, it is still too early to have evidence on the success of the December. 1994 

designations (Round One). Moreover, Round Two would reach only a few of the many cities and rural 

areas that ~erc not designated in Decc!,!1ber 1~~4. 


To us.~ all of, the choices appear problematic. Because of the ·difficuhy in finding suitable offsets 
to pay for a second-round; a majority of your advisers recommend Option C, (We could begin a process 

, to develOp R~undJr:~p~iofiS that you would ~nsif1er for inclusion in'your FY 1997 budgeL). ~owcycr, 
otherS believe we should proceed now With a second round in order to capture the momentum behind this 

I program... I ., 
',. '- '." 

."11 	 . -.. 
-~..v. 	 ~-DCCisibn-

. 
__ Option A ,.

• 'f. 

__ ()ptiOll B " 
• 

_'_ .. 	 'Option C 

Discuss Further 
-I 
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February 9, 1995 

I, 

cc', s~ . 
TO: I 	 Leon Panetta (j;wlA.~{\ 

Chief of Staff to the President 

w~FROM: 	 Henry Cisneros 

Secretary, Department of Housing and Urban Development 
 tbow-tb' 	" 

RE: 	 THE PRESIDENT'S EMPOWERMENT INITIATIVE - ROUND '!WO 
~ 

, ?-/v.-/ tt~
The JustificaUons for Ihe §econd Round 

I 

More than 500 cities and towns app~ed for Empowarment Zone (EZ) and 
Enterprise Community (EC) designation, Taken together, these appUcations signify an 
unprecedehtad laval of bottom up neighborhood planning, significant innovation and 
creativity in the coordination and delivery of government services, and thoughtful but 
potentially revolutionary changes in the relationship between the federal government 
and local Communities. , 

The :great number of hlgh-qualily appUcations for the six urban and three rural 
Empewem\em Zonas precluded many worthy cities from winning designation, As you 
know, this large group 01 outstanding applications motivated us to work hard to 
secure 8n9ther $300 million in Economic DevelOpment Initiative (EDI) funding. This 
funding was used to create two Supplemental Ezs (Los Angeles and Cleveland) and 
fOUf Enhanced Ecs (80ston, Houston, Kansas City MO-!<ansas City KS, and Oakland), 
Desptte our efforts to expand the Empowerment Initiative with EDI funos, though, 
many cities that have experienced tremendous levels of community involvement and 
otter outstanding opportunfties for ~uc...",ss were not'designated EZs, 

, 	 . 
In addition, the initial round of the Empowerment Initiative compettiion has 

taught important lessons to governments at all levels, Most crucially, we now know 
. that the fundamental principle of comprehensive strategiC planning at the grass roots, 
. neighborhQod !evel'csn'create e~OrrT1ous potential for.urbanre~italization: We hi"e . '. 

" .,' 	 ",'
" alsol,;,,;",;d thai soni~.aspects ofthe.Einpoweimeritin~i.tiVe ·caiib.e n\odift~d to.both·· .. 

:..
'" : onhanca'"the chanCes for.' s·uCcess·and cons"erve resources'. .' . . 

' 

In short:, a second round of designations could offer worthy communities the 
opportunity to demonstrate what can be achieved by bottom up, coordinated strategic 
planning. At the same time, tho second round could offer the opportunity to 
incorporate the'lessons that,havt,? been learned, thereby creating the :1105t effi6e:nt .. , . . ' . , , 	 ..' 

( 
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possible uroan revhalization strategy. 

rile Elemerils_of the .Second 8Qul!!!. 
i 

The second round of the Empowerment competition should include the 
following features: 

The round two competition for Empowerment Zones should be Hmited to those 
first round applicant cities not designated as EZs. We would rely on the applications 
already submitted by these cities; no new competition would be necessary. This 
approach will offer sucoos$ Opportunhles as quickly as possible., ' 

Based on the qualhy of the apprlCations already submitted, a second round of 
Empowerment Zones could resutt in designaUons for cities such as Miami, New 
Orleans, LouiSville. Newark,S" Louis, Dallas. Phoenix, Portland and San Diego. 

• I Sm;!i!1II IndMdllitl A~ards 
I 

This next tier of EZ candidates generally contains sntailer cities than the cities 
designated during Round One. Consequently. it might be possible to reduce the size 
of the Individual EZ awards in round two. As you know. the six urban EZ designees in 
round one were each awarded $100 million In Tnie XX funds and employee tax credns 
scored at'$250 million over six years. Because of the smaller cities involved. round 

,two awartls could be reduced to $20 million in flexible grant assistance and $100 
million in tax credits over six years. 

, , 

• I Tax'ineen1ivesI 
, 

The use Of tax incentives in the second rour"ld deserves a fresh examination, 
Our goal' should be to place the greatest emphasiS on the most cost-effective tax 
incentrves. including those that target economic development most directly at EZ 
rasidents. Alternatives that deserve consideration Include a caphal gains rollover 
(allowing EZ businesses to defer caphal gains taxes ff the gains are re-invested in an 
EZ business asset); a pOl1llble tax cree/it (allowing businesses outside the EZ credit tor 
hiring EZ residents); and a welfare-to~work tax credit {providing targeted incentives to 

'. busi!!e~ ~o hire, EZ reSidents currently ~:>n welfar.e.), .. ' ... .' 

• , 

" ' 

Legislation autnorlzing the second " round could institutionalize the basic 
principle of federal interagency cooperation. The legislation could formalIze the rola of 
the Co~mur.!ty Errpowerment Board and the EZ Task Fo~ce, thereby helping 

, .' .,',' : 
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, ' 

guarantee the continued cooperation of all relevant federal agencies, 
,•. I Qt!)e, F"de'~1 P'!!!l['J!ms , '.' 

Legislation authorizing the second round could inStitutionalize the principle that ' 
EZ cities reCeive preferential treatment in competitions for other federal resources, 

• Increased Fedal'lll Waiver Authority 

Legi,slation authorizing the second round oouId give the Community 
Empowerrryent Board or individual federal agencies both statutory and regulatory 
waiver autho'rity for federal programs in EZs. 

I " 

I 

j 
" 

,, ",: )-. .. - ': , 

I
• 
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February 10, 1995 

1
MEMO.ItANDUM FOR: Leon Panetta , 

Chief of Staff to the Fresident 

FROM: 	 Henry G~ CisneroG 

RE: 	 0fXIONS lOR CREATING RQUND TWO or THE PRESIQ~T'S 
E!Jl!.OWI!lI!!8NX INlWTIVE 

'I
'There arc two primary options for creating round two of the 

President'G Empowerment Initiative. Under both of these options, 
no new competition would be held; we would rely· instead on 
Empowerment Zone (EZ) applications already $ub~tted. As you 
recall, during round'one we awarded six EZs 1 two Supplemental 
EZs, and' four Enhanced Enterprise Communities. ~ attached 
list. , 

OPTION ONE 

Option One would require new Congressional legislation~ The 
elements'of Option One could include: 

• Creating Pive New Empowerment ZODGS: The nev 
legislation would create five new EZs. Because the next tier of 
top EZ candidates generally contains smaller cities than the 
cities designa~ed during round one, it should be possible to 
reduce the size of round two,'s individual EZ awards. ' Rmmd two 
EZ a"lN'ard's could be reduced to $25 million in flexible grant 
assistance and $20 million in tax credits each year for five 
years. Total one year cost: $225 million. Total five year 
cost: $625 million. ' 

1 

~-- ;. Creating TWenty-Five Ne~ Enter,prise Communities;i' 1. :. ,,:'he ne'J 'legislation would create '25 new Eea. As in r~:iUnd one,
'! '. each naw EC would ~~ceive $3 m..~,),llon in flexible grant. ' 

" . llssistanc'c. Tot'al one year"coc.t: S7S million. . . 
. '.. , 	 . 

1 

OPTION TWO 
, I 
option Two would not require ne~ authorizing legislation. 

It 'Would require additional appropriations to'an existing BUD 
progI:amf~ 6'Jc,h as ,the. Economic Development Initiut:ive (1$01). This 
.approach was 'usea', last year to.·cr.eaLe' rc>und one's ,two ' , 

1 
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I .. 
Supplemental HZs and f<.?ur Enhancc,d RCs.} 
. ': ." . . 

U
Under Option 'IVo I all funds would be distributed directly to 

local communities. As a condition of this federal grane·, the 
local co~unitie6 would ~ required to use a portion of the grant 
to create the equivalent of a fede:t'al tax credi t pro9ra.m~ , " 

I 

For~exa.xnplQ, localities could crea:te cash grants that a.re 
the equivalent of the employee-base? tax. credit used under round 
one of the President;s Empowerment Initiative. Localities could 
also fashion cash grants to replicate other tax credit ideas ,that 
deserve 6on~dderation~ These include!" a capital' gains rollover 
(allowing EZ businesses to defer capital gains taxes if the gains 
are re-invested in an HZ businesa asset); a portable tax ~redit 
(allowing businesses outside the EZ credit. for hirin'g EZ ' 
residents); and a velfare~t~-work tax credit (providing targeted 
incentives to business who hire EZ residents cur~ently on 
welfare., j 

I 

Option Two funding would be distributed to new HZ designees 
in the same ,proportions identified under' Option One, ,above. 

I ., . 
CONPARISON OF OPTIONS 

I 
Option Onal's clear advantage -is_ the prOVl.sl..on of a de'finite, 

easily a~nistered tax credit -- a.key part of the vision for 
EZs. Option One~s clear disadvantage is the need for ne~ 
le9islat~on. 

The'] advantage of Option Two is .that no a.uthorizing 

legislation is necessary. The disadvantage is that the tax 

credits 'would need to be c~eatively fashioned from the cash 

~~ard~, f~eatin9 a potentially u~orthodOX program• 


. Of course, these two options are in addition to the current 
propos~lito create'tax credits for the two existing Supplemental 
EZs, Los, Angeles and Cleveland. The tax credits would be valued 
at appT,o~imately $50 million per year for five years for each 
city~ (As you know" the six 'urban. EZ designees in round one were 
each awarded $100 million in Title xx funds and employee tax 

'credit ... scored at $250 million over five years.) Total yearly 
,cost:; $100 million. total five year cost: $500 million .. , ' 

•< 

• 
. Attaclunt;:nt 

"', . 
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, 
EX", StlPP!~ EZo 1UID K!fIll'UIfCRlJ Res 

j
,. 

~nta Gli 

I~imore MD 

1..Boston MA (EEC - $25M) 

Chicago IL 
. 

, Cleveland 0& (SIl.Z - $90M) 

G~t::Oi~:MI I 
aouston TX (EEC - $2SM) 

Kansas City KS & Kansas 
City MO (EEC - ~25M) 
(EEC) 

Los Angele. CA (SEZ -
: .$lOOM) 

1 New York NY I 

i 
I 

'. " 

.. 
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0'f1lER ~ ES APPLlCA!lIOIIS , 
. I , 

. 

r-"-'" 

st Louis MO.' 

Newark NJ 
· : Dallas TX , 

Pittsburgh FA 

i Hi:ami F'L 

Ouachita Parish LA 

Louisville KY 

New orleans LA 

Portland OR 

Phoenix AZ 

: San Diego CA 

·: Sacramento CA 
. 

· 

'. 

,. 

. 
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