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E ‘More! than S00° eommunmcs apphx:ﬁ 55 Titban and Tural B2 and- Entcrpnsc Commumty (ECT’“ ~
designations in 1994, Taken together, these applications represent an extraordinary level of bottom-up
neighborhood planning, significam innovation in the coordination and delivery of government services,

. and thcnghtﬁzl changes m the relationship | bi,iwcm thc Federal government and local communities, In )
e Deccmbcr, 1994, New Yark™ Ch;cagz} Détroit-Atlanta: Baitimore, and” E’hziadeiphza—-ﬂamdcn ore s AL

) designated as irban’ EZs. ‘amd the Kentucky' H:ghiands, Mzd»-i}ctza &izssmz;}pz azzd Rza Gzamic ’s’alie}, T

- Texas were demgnatcd as mral EZs. @ ' Gror s el
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As ymz know, the great number of high-quality applications for the six uvrban EZs prevented us
from dzs;gnatmg many worthy cities. This large group of outstanding applications motivated Sccretary
Cisneros to secure $300 million in Economic Development Initiative (EDI) funding for additional awards.
This EDI funding was used to create two Supplemental Zones (Los Angeles and Cleveland) and four
- Enhanced ECs {Boston, Houston, Kansas City” MO-Kansas City KS, and Oakland). Despite our efforts
to expamd the Empowerment Zoncs zzzzzzzzzzvc with EDI funds, 211{;1;2,&1 many worthy citics were not
&cszgnatc&i EZs and no additional rural arcas were designated. Your FY 1996 budget did, however,
include a pr()p(}Sal to give the EZ tax mccmzvex to two additional urban communitics -~ a commitment
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L As Chair ‘of the Community fimpowcrmcnt Board (CEB) the Vice President has Ct}mmzized to ]
hci?zn&gl Rozzmi I app!iééins, particuldrly the 105 EZ/ECS, qucccssfully 1mplcmcm thc;r q?mt::g;{: plans. o "f“
i«m cx*mzpin, A ‘part of thc Natiohal Performénce Réview, We ‘intend to work With® Cungrcs‘; o broad T
" 'waiver authority that would cnable the CEB to grant waiver requests of all EZ/EC applicants =~ many of

_ which we are now forced 10 {iccizzzc bccau&c of statutory constraints. Last t year, 'we pursued such
Zegzsiaizoz}, whmh passed in the Senate. Sezza%ar Haifxcis;i has’ mtmduz:cé br{}ad{:r waiver fegislation Ihlb
ycar We w:Ei also consider aédnwnai mmvcniwn sirazcgzcx ol saz:?z as furﬁ}cz canwi;c%atmn, : ‘ ]
dcrcguldtl(m,l afd pcrformamc ;};zzirzcmhlps T zfzaz couid hayc a szgmfzmzzé zmpaci fof a§£ z:m«:z:: TR
“applicants Wwhile requiring 1o or modest’ additional badg{::at} resourécs, “These reinvention measercs do ¥
not preciude a second round of EZs, however you should be aware that we are pursuing them as they

could have broad positive impacts for all EZ/EC applicants.
!
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i, Discussion of EZ Round 11

On March 20, 1994, we convened a méeting with the heads of the departments and agencies most
involved in'the EZ program to discuss a second round of the EZ initiative. In that meeting, almost
-~ everyone.agreed that there arc sound:reasons for pursuing a second round, The.group also.agreed, . . . ..
however, tha{ financing such an effort would be difficult, if not impossible.
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IR ] “Aswou knowrthererare: C{}g,ez}t*argumcnts for pursuing a second round- i}f Empowcrmczzz Z{}ncs LR e
w:mmmmmﬁxpandmg the programswould aflow youtlto hclp scvezai ‘additional accdyscommumzxcs.that LR TTEEET it
wantisSemrean worked hard- to: pull dzsparatc partners. tegcther and:that-weré: dzsap;}omtcd ami disheartencd- byezwt"w S
rot.osteazse’ sbeing designated EZs.in the first round. v+ Soeal copobaegl Loomit T4 Db on SRR Al Moy
roviene @ e The: unprcceécnicd level of community. organizing. and-strategic, ;lemnlng completed by Round’ » n‘*‘:*‘"i&,‘; g
3o~ One.applicams: creates.great possibilities<for:more success=xThe strong - positivesreports about they -
NRERTRLS RS ) YA appl;caim process suggest: thatithe:program:isiworkinglandwwillchave:as slg,mfacam Impactidnmeroid
"mr“;@m&u‘* L commsuzzics that maove: forward: te-implement their strategic, plans*ﬁ%‘f?“’i}.:\”” o meuw«vw,%@m
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: S8 WRE Many iokcellent fapplicationst didingt - receive: designations’inivRound :One ¥ The: ab;i;ty*nf ttopawazen i
"' applicants to leverage significant private resources (for—profit and non>profit) makes the EZ

initiative the most cost—-cffective community developmient program now available to you.
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pieindiet P § R d.pmp{zsed“'R(!und"Fw{} fails 10 gam: passage,tit-would demoustmzc FOUR-COMIBUING SITORE TG v #2700

a0 commitment to cmpowerlig poor urban and rural communitics.+If it passes; it would demonstrate
AL 0 8 Acimmlstrazmns ability to work with.the Republican-Congress o develop innovative waysto. . .
. b T ‘..r’svaéf}wss this nations socio—cconomic problems. T SN T o R e
. it vmuld be wisc to have a well-developed proposal for 2 Round Two ready in casc a significant
ﬂpporwrz;iy for negotiation with Congress arises this year.
B, mmmmmmﬂmu - . g
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“I“hcre %arc, howcvcr, ciownsxdcs to proposing a second round of EZsi —  » -~ N

- on® . o -Chances for passage appear slim,. particularly- ‘because we are having difficoltics OppE)SiZig offorts o -
N 2N i B rcscmd fzmdmg for cxzs{zng {budgeied) community” écvciapmcm eforts, v w0 L A L .
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AT -Choosing the'proper-vehicle for introducing.a proposed sccond;muné of EZs wilb be %nckyw&nywm o
- &g .4 AttEpt1o. amcmi«.yimrmaircady-submzztcd budget would subjcz:z the pmposal to heightened s i
poizitcal s::ruzmy el
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Sl "‘"Itxwill.[hc expensive, difficult to pay fory and will benefit only a fow places:»Because of budget- ., -
seee sz’ e ponstraints,. Congress may pay for a*Round 11-by further cutting other priority investments. within. w. -
c Sl a0 thetHUD/VA allocation: such as €D Banks-and National Scrvice.. Through therretavention -+ 7% f\«ﬁa S
S % St strazcgzm discussed. abm'c, there may.be ways ta.benefit-many, more EZ/EC applicants at lowers: v«
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s The P:'Y 1996 hudget does not mention a Round Two but does mention the proposed expansion
intarzc?eii for the Supplemental Zones. H we now broaden our request to reach additional
communmcs, this could be pereoived with disfavor by the Suppiamcnta[ Zones. And, the four.
Qnizanccd ECs have made it clear that they view themselves as first in line for any additions! tax

i}wen;wcs
i, ‘
. Proposing a second round before we have accurate evidence of the results of Round One may not
* be prudent and will add to the considerable administrative challenge of successfully implementing
et o . HCICXISUNE PIOBIAM © *_mip o mr WadlolSi, © 5 S S D o LSESNEES L Aii0 5 herv sl

¢ . Failurc to pass such legislation C{)i}id dishearten the top applicants, who may, end up feeling like,
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L5 2 ok, -Ar-pmpmeé="SCCQnd,reand could subject:Round One o more scrutiny and-invite attempts 10 repealea. 1o
the Qriginal program. . ’
reaatvi - .o Perhaps the-most:difficult issue is-the. problem of identifying affscts s The-options. prcserziz:zi bciowm e
tasipens aresexpecteditorcostiatiicast:$695. million-over: five years; in:budget- offsets:» Offsets cwill be:hard to find e an s
= 20 On the discTetionary-siderthey could come:from: reducing.spending for other HUD - programs. of-from#.« &% g »
w1 e wother departments, which snfortunately are aiready being hit hard in the'rescission process. Onthe - .=~
mandatory side, offsets could come from a possible restructuring of the §3 billion per year Low Income
Housing ’?‘ax Credit {for potential savings of $6U0 million) and/or limiting or eliminating either of the
following: the $900 million/ycar income exclusion for interest on Industrial Developnient Bond ({DB)
= st nidebiyor-the. $400: million/year exclusion for: pﬁ%h}%i{}nvand sewerage 1DB-debt.<Each of these;proposed o, o
offsets is debatable on the merits, L R . -

- g .
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Maore, importantly, we foresee a difficult political problem with identifying publicly any offset to
pay for EZ Round 11 Any offset we identify is likely to be scized 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 EITC to persons who receive more than 32300 in interest and dividends. The tax
committees have used this proposal, in addition to an outright repeal of the FCC Tax Centificate program,
-to help pay i‘er -an extension and increase of the health care deduction for the self-employed.. This- - . ...
cew L CXPRTICTGS zz;akcs Treasury especially wary of offering up other potential revenue raising items in this
- . legislative eavironment: - - - < - - e D N R R T T
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. Outlinied below are three options fm* a second reané - {f you decide 0 pursue such an cffort.
{(The advantages and. dxsadvantagc‘; discussed below are in addumu to those generally discussed i

-

- Section Holo g =T e me mammel T m L. ee sl L s g R R
qum M&&Wﬂiﬁﬂ[ﬂ}' Lnxﬁ;uhMme _
T R 2 S Tty
R Hlif} and. U‘iDA propose cma{zng six new Empowerment Zones-{(4 urban and-2. wral) andw —a
’ “mtwcmy--fivc new Enterprisc Communities (distribution between urban and rural would have to. bc ST

-+ determined)., No new EZ competition would be held: sclections would:be made from among | the most-
highly=ranked- applicants who Jid not weeeive first-round EZ designations, (Each applicant could be - =
asked for & quick update of the information in their application, but not for a new plan.}
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Each n:ban EZ recipicnt would receive $25 million in FY 1996 for flexible grants and $20 million
cach year for five years to provide the cash cquwaiczzt of a Federal tax credit program. For example,
localitics could vse the monies 1o fund local versions of the employee-based tax credit and other tax
credit ideas, such as a capital gains roflover-or a portable fax credit.

Each rural EZ would reccive a total of $10 million in FY 1996 in flexible grants and $10 million
cach year fcr‘ five years to provide the cash equivalent of federal tax credits.

2
anToiy e e A

AT 3 e AS rouxzd one,~cach EC wauidlmccwc a;z;zr{}xxmatc!y $3:million:in. ﬂcxzbie g,rant assistance. .. e
LT .- ‘1"
e’ wn - .« The total.cost over Fvc years would be $695 million. All funding wz}ai:i be dm:cte(i to an . ..
s 235, existing HUD and:USDA program; such.as:the -Economic. Development_Initiative (EDI) program at: HUD«.«x, »an
‘esberiand. ansexisting,  but-unfunded Srural-development demonstration progran included in-the 1990 farm.billsy Sorseans
Cstérs We would m}t request-new -authorizing legislations ~ - gooitedrs e Ve eam 0 L e v 0 o
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e Nc new*anth{)rlz'mg lcgzsiatlon rcqmn‘:{} (zhough 4ppr£§pmmns waaid 23:: rcqulrcd) A T T
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w Current auzﬁ&med activities under EDI are tao mm:)w to include all desired EZ activitics,
such as social services. :
SRR A S S ﬁd&i?minpicxny? creates a.new category -of communities with.richer, benefits than those.. ;- oo
awarded to the enhanced ECs, who believe they are first in line for additional benefits,
« o=t o == Jbis unclear whether the "local-cash-equivalent-of—tax—incentives” would have the impact of
federal tax incentives.
|
Seleat, from the top applicants of Round 1, six"new Empowerment Zones {4 urban, 2 rural) and
= twenty—five new Enterprise Communitics {distribution between urban-and rural to be determined) for the
same packages of tax incentives.and flexible social service funding offered under Round 1, but.on a o
== -=smaller scale.{"In the alternative, we could propose new federal investment tax credits ot capital gains - -
- exclusions limited to certain Cities, partly as a tost of the effectiveness of federal capital tax incentives in Y
v yevitalizing diStresscd-areas. We.could.fashion this package of incenfives so-that the cost is limited to 2 - - o
* - approximately. $700 million over five yoars; the approximate cost of Option-A.- -~ - - I 1
. -Advantages: ‘ . ) .
BT The WYL W Ca;maf gains reductions. could.- make fhlb v::;sm oI attractive to-Hill. R::pai}ixean.s e re s
Disa dmmagmh
» tewenyous Designing $maller tax benefitssfor some EZs adds unnecessary: compicxziy to-the Tax Code,’ .
R L Adds complexity; creates a new category of communities-with richer-benefits than that . | <. ..
(R awardmi the eohanced ECs, who believe they are first in Jine for additional tax incentives. | -
N wzii be very difficult to fashion.tax incentives that arc powerful cnough to influence
e+ "7 behavior while kcf:,pmg the cost at 3700 million. The cost of 4 now wrban and 2 now rural zones



that haw: the same package of benefits as Round Onc would be about $1.3 billion over five years.

- Aitheugh some Republicans might be interested in 2 Round I that includes tax reductions for
capital gains, we did not propose such an incentive in the original EZ legislation because of the
mizximazc cost, the risk of sheltering activity and because Democrats prcfcm:d the wage credit,
which can be tied dircctly 10 job creation.

Some-agencics, particularly HHS, sccommend that you wait until the next buﬁgcﬁ eyele to offer
ANy pmpﬂscd EZ Round I1. :

-

. == Avoids problcmb with finding an appropriate Eegzsiamc vehicle after Zizc ?Y 1996 budget has
been submitted.
S« w5~ Builds a.stronger case because we wt[l have'a year of cvxécncc 10 3;15{1?3‘ our request for”

" Réund 1I. oo
g ': g ,; ~=~= Avoids:the;problem of proposing a new budget item (EZ Round 1) while simultaneously
S ;' ghzzng to maintain FY 1995 fanding (c.g. for CD Banks, National Scrvice, ctc.)
L omo = Provides an election year issue if Congrc‘;s dncs not cnact thc pwposal

~— Passage (}f new legislation is highly unlikely i ina Prcsadcmza! clection year and measure may
be viewed as largely symbohc

|

V. Ecﬁnmmcnﬁmn

A sccond round of EZs wouid build on the success of this "signature” Administration initiative,
but it would require Congms:»lona! support for additional spending, While the planning process has
proven to be successful, it is still too carly 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
arcas that were not designated in December 1994,

To us, all of.the choices appear probleiatic. Because of the difficulty in finding suitable offsets
to pay for a w:{mé round, a majority of your advisers recommend Optmn C. (We could begin a process
. to dovelop Rozzzzd Ioptions that you would consider for inclusion in your FY 1997 budget.) However,
others believe we should proceed now with a second round in order 10 ¢capture the momentum behind this

program... |
W ek o a .i - B [ e e Rk Lo v o
V. Decision :
- .' b e & P . -~ . b
Option A - |
. =
. i - % .
Option B \ :
o .e . . “; M - e
Option C

{?iscuss Further

PP



H
Pos13/95  19:51 - HUD ASST SEC FOR OPD 9 202 456 'WEs
Fro. .. “\ H H N . . N

3
H

Fabruary 9, 1995

S, St 1 1 3 Skt 5 b i A sl o . - ey it

TO: Leon Panetta

Chief of Staff 10 the President
FROM: Henry Clsneros

Sec:ezarg Departmant of ?éazss;ng and z}rban {}eveiapmem : WCU»%@ ’
RE: | THE PRESIDENTS mmw&%&m INTIATIVE -- ROUND TWO il

The asﬁficaﬁans for the Second Qaa
I

More than 500 cities and towns applied for Empowerment Zone {(EZ) and
Enterprise Commnunity (EC) designation. Taken together, these applications signify an
unpreoedented tovel of bottom up neighberhood planning, s;gmﬁcant innovation and
creativity in the coordination and delivery of government services, and thoughtful bt
potentially revolutionary changes in the relationship between the federal government
and local mmmurzmes

The, gmaﬂ: nurmber of high-quality applications for the six utban arzci three rural
Empawermaaz Zones gmciadazi many worthy cities from winning designation. As you
know, this large group of outstanding applications motivated us 0 work hard o
secure another $300 milicn in Economic Development inttistive (EDI} funding. This
tunding was used to create two Supplemental Ezs (Los Angeles and Cleveland) and
four Enhanced Ecs {Boston, Houston, Kansas Ciy MO-Kansas City KS, and Oakland).
Despite our efforls to exparxd the Empowsrment Intliative with EDI funds, though,
many cities that have experiencad fremendous levels of community involvernent arzci
ofter mﬁszandzng opporunities for success wers not designated £27s.

I additian, the initial round of the Empowsrment Initiative com;&etiﬁc}ﬂ has
taught important lessons to governments at all levels, Most crucislly, we now Kniow
. that the fundfarmental principle of comprehensive strategic planning at the grass roots,
'nexghbmrhwd level can create enormous potential for. urban revitalization. We have coen
LT alse Iearned that some- aspects of tha- Empowerment Inftiative can be mcadmed to both
"‘_',cnhanca tha chanc:es for sucoess-and conserve resourcas :

In shar‘t, a second round of dasignations could offer worthy communities the
opportunity to demonstrats what can be achieved by bottom up, coordinated strategic
planning. At the same time, the second rourd could offer the opportunity 10
incorporate thiriessons that have been learmad, tharépy creating the most efficient
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pﬁsgubie urban revitalization strategy.
{
The ﬁ'!&m&nzs of the Second Roynd
i
The second round of the Empowerment Ct:xmpetitron should includs the
following features:

. i.amzted Canzgahtwn Fcrmas

The round twa competition for Ermpowerment Zones should be imited 10 thoss
first round applicant cities not designated as EZs. We would rely on the applications
already submitted by these cties; no new compatition would be necessary. This
appmach wﬂi offer success opportunities as quickly as: ;:csszb%

.. Based on the quality of the applications already subritted, a semnd roung of
Empowerment Zones could result in designations for cities such as Miami, New
Orieans, Louisville, Nawark, 8t Louis, Dallas, Phoenix, Portland and San Diego.

H
. ; it dividual Awards
Thig next ter of EZ candidates generally contains smaller cities than the Gities ‘
deszgna:ed during Round One. Consequeéntly, it might be possible to raguce the size
of the individual EZ awards in round twa.  As you know, the six urban EZ designess in
round one wers each awarded $100 milion in Title XX funds and employee tax credits
scored at $250 million over six years. Because of the smaller cities involved, round
two awards could be reduced to $20 milion in flexible gran ass;sianca angd $100
miilion m tax credits over six years.

" ; Tax incentives
The uss of tax incantives in the second round deserves a fresh examination,
Cur goal should be fo place the greatest emphasis on the most cost-effective tax
incentives, including those that target economic davelopment most direclly at £2
rasicients. Alternatives that deserve consideration include a capital gains rolffover
{allowing EZ businesses to defer capital gaing taxes # the gaing are re-invested in an
£2 business asset); a portable tax credit (alowing businesses outsida the £E2Z credit for
. hiring EZ residents); and a welare-to-work tax cradit {providing targsted incentives to
L ,busmesa who mre Ez reszdents c:urréant!y on we’-fara)

o gdgra !ﬂteragencv (:ooperatfcn

Legislation aumeﬂzmg tt‘z& sacand’ mur‘zd could institul zana!zza the basm:
principla of federal interagency coaperation. The iegistaﬁcn eould formalize the role of
the Community Empowerment Board and tha £Z Task Forae, thereby helping

'f\ L : o o \, - : b “2‘
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guarantek the continued coaperation of all relevant federal agencies.

. Other Federal Progroms

Legislation autherizing the sezxzmi round could institutionalize the principle that -
EZ cities receive preferential treatment in campetmons for other fedaral resouces.

¢  Increased Fedaral Waiver Authority

Legfstatmn authorizing the second round could give the Cammuntty
Empowerment Board or individual federal-agencies both statutory and rzagutatcxy

waiver auzhorrty for federal programs in EZs.
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Februaxy 10, 1985

!

i
MEMORANDUM FOR: ILson Panetta
; Chief of Staff to the President

i
i
FROM: i Henry G. {ignercs

RE: | QPTIONS FQR CREATING ROUND TWO OF THE PRESIDENT'S

f EMPQ NT.L IVE

?hexe are twe primary agtxons for ereating round two of the
President‘s Empowerment Initiative. Under both of these optiouns,
no new competition would be held: we would rely instead on .
Empowerment Zone (BEZ) applications already submitted. A&s you
recall, during round one we awarded six EZs, two Supplemental
Big, ané four Enhanced Enterprise Communities. See attached
list. ;

H

OPTION ONE

Option One would require new Congressional legislation. The
elements’ of Option One could include:

- Creating FPive New Eupowerment Zopes: The new
legiglation would creste five new Pfs. Because the next tier of
top EZ candidates generally contains smaller c¢ities than the
cities designated during round one, it should he possibia to
reduce the gsize of round two’s individual EZ awards. - Round two
EZ awards could be rsduced o §25 million in flexible grant
ascistance and $20 million in tax credits each yaar for five
years. Total one year cost: $225 million. Total five year
cost: §625 million.

e L e Creating Twenty-Five New Entexprzse Communities:

‘1 °  The nev. iagzslatxon wonld create 25 new ECs. < As Ln round gne,
wﬂ‘;‘each new EC would receive $3; m;iiion in flexible gran& E
S asszstﬁnce. Total one year cwbhk_ S?n mmillon ) Lo Ty

. OPTION TWO

‘Option Two would not reguire new authorizing legislation.
It would requirs additional apprepriationg to an exiating HUD
program,/ such as the Economic Development Ialt;atxve {BDI). “This

approach was’ used. last year to create roun& one ‘s  two
i .

1
| +
|
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Supplemental E%s and four Knhanaed ECs. )

Under Optlan Two‘ all funds weuld be dzstrxbutcd directly to

Q; local communltxea. As a condition of this federal grant, the

f local cammunxt;as would be regquired to use a portlon of the gr&nz
to create the equivalent of a federal tax credit program.

For;&xampla, localities could create cash grants that are
the equivalent of the employee-based 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
degerve consideration. Thesge include: a capital gains rollover
{allcu;ng B2 businesses to defeyr capital gainz taxes if the gains
are re-invested in an BZ business asset); a portable tax credit
{allowing busineasses outside the EBZ credit for hiring EZ
reaxéenﬁ&}, and a welfare~to-work tax credit {providing targat&d
incentives to business who hire EZ regidents currently on
weliaze“}

; - .

Ogtxaﬁ Two funding would be distributed to new EZ designees
in the s?me proportions identified under Option One, above.

COMPARISON OF OPTIONS .

Option One‘s clear advantage is. the provision of a definite,

eagzily administered tax exedit -- a key part of the vision for
EZs. Option One’s alear disadvantage is the need for new
legxsl&tlon.

The| advantage of Option Two is-that no authorizing.
leglslatxoa 18 necessary. The disadvantage is that the tax
credits wmul& noeed to be creatively fashioned from the cash
avards, ?reatlng a potant;ally unorthodox Program. .

. Of caaraa, these two mptlons are in addition to ths surrent
?prOS&l,tO create tax credits for the two existing Supplemental
EZs, Los, Angeles and Cleveland. The tax credits would be valued
at approximately §50 million per year for five years for each
city. (As you know, the six’ urban EZ designees in round one were
cach awarded $100 million in Title XX funde and employee tax

"credits scored at $250 million over five years.) Total yearly
cost:  $100 million. Total five year cost: $500 million.

= §
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£2o, § . EZs AND ENHANCED ECs
B e v— T

Atlanta GA

Baltimore HMD

Lﬁastea MA (EEC - $25M)

Chicago IL

t

| Cleveland OB (SEZ - $90M)

I

El

Detroit MI

:

Houston T¥ {EEC - $25M}
L ]
Kansas City RS & Kansas
City MO [EEC -~ $25M)
{ERC}

f

Los Angeles CA (SEZ -
| $100M)

New York NY

Cakland €A (BBC - $254)
— el 3T AL

, Philadelphia PA & Camden
Mg -
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OTHER TOP EZ APPLICATIONS

2% Louls MO

Hewark RJ

Ballias TX ‘ 1

Miami ¥L

Ouachita Parish LA

Ioujisville KY

New Orleans Ia

Pittsburgh PA

Portiand OR

Pheoenix AZ

San Diego Ca

Sacramentc CA

L 258 PEBB



