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Challenge Grant Options for all 110 Zones ., 
An Interagency Council will issue a challenge to all interested 
applicants to formulate, in full partnership with the affected 
community. a comprehensive strategic plan (u~spn) to enable 
enterprise to flourish in the targeted area. 

The Interagency Council's challenge will include criteria for 
evaluating the CSP in order to fully inform interested 
applicants~ ,The criteria include: 

• coordination of local, state and federal programs and 
permits across jurisdictional lines and among categories in 
order to provide services essential to growth of enterprise 
on the ~ost efficient, effective. entrepreneurial and, as 
appropriate. deregulated basis 

4 extent of tangible private sector commitment and 
participation (including for-profit firms, non-profits, 
universities and foundations) and complementary 
contributions, deregulation and incentives from state, 
regionl:and locality to promote growth of enterprise,,,
• innovation in building off of existing assets and 
leveraging both current federal programs and new initiatives 
to provide access to capital, to assure safe streets [and 
schools?], to develop higher skills in the workforce, and to 
promote;enterpr1se 

• extent to whioh affected communities and residents are 
full partners in developing plan, share responsibility for 
implementation. and are empOwered to develop self-sustaining 
institutions in which they have an ownership stake 

§ certification of insurance availability and elimination of 
all redfining 

, 
I 

4 effec~ivanass of esp, and enforceability of commltments~ 
to enable targeted area to become an integral part of--and 
to empower its residents to become full participants in--the 
local region's economy 

• objective benchmarks for measuring progress in thus 
promoting enterprise~ reporting results, and proposing mid
course corrections in CSP 

In consultat~on with the Interagency Council. the Designating 
Secretary will 

• review the CSPs submitted pursuant to these criteria 

4 deSignate both the Economic Empowerment Zonas and the 
Enterprise neighborhoods, subject to DeSignating Secretary 

• 




approval of CSP 
I 

• approve, with such modifications as are mutually agreed 
with the applicant, each CSP. 

I 
This Challenge Grant process will enable applicants to reinvent 
themselves to promote enterprise, however. only to the extent 
that the federal government is just as responsive, innovative and 
flexible. With respect to new funds, we therefore propose an 
Enterprise Grant. This Grant will have only two strings: a 
requirement ,to adhere to basic anti-discrimination requirements 
and an obligation to use the grant in accord with the approved 
CSP without ~upplant1ng existing federal support. 

,, 
There are three options with respect to existing federal 
programs: ~ 

• using the Stimulus package'as a model, seek legislative 
authort'ty for the Secretaries on the Interagency Council to 
develop criteria for general waivers within sPecified 
guideli'nes and programs, 


I

• increase the Enterprise Grant beginning in FY 95 by an 
agreed 

,
amount and seek lower appropriations from a range of 

existing programs (a form of "set aside" that the 
Adminis,tration can initiate through its own annual budget 
process') 

,I 
• seek immediate Congressional approval for general waiVers 
across ~a specified range of programs relevant to promoting 
enterprise in a targeted area. 

The third aJproach is most in keeping with our basic goal of 
reinventing government and would be strongly supported by the 
mayors and governors, if not also the community groups. We do 
not know~ however, whether Congress would be as willing to go 
along with such a radical restructuring. It might also give 
pause to some of the Secretaries as they make plans to initiate 
new national programs. 

Tne first epproach will provide substantial flexibility end 
responsiveness compared to the current situation. With 
occasional White House intervention to resolve major policy 
disputes, the Designating Secretaries, working in cooperation 
with the Interagency COuncil, could ,, 

• develop reasonably general and flexible cr1.teria for. 
general waivers within programs and 

• provide a single point of contact for all applicants. 

In addition l the Secretaries of Labor, HHS, and OoEd wish to 
operate a 9~ries of demonstration projeots in Borne number of the 
approved zones. These demonstrations would include general 



I
challenge criteria related to the other elements of the CSP; and 
each SecretarYi 1n cooperation with the Designating Secretary and 
the Interage,ncy Council. will select the winners for these 
demonstrations based on the manner in which the appl~cant 
integrates i,ts proposed demonstration into the overall CSP. 

With the cooperation of Congress and the applicant constituents, 
we could proceed to implement the second alternative beginning 1n 
the budget for FY95 or FY96 in order to provide even more 
flexibility.: By that time. we should also be in a better 
position to determine whether a more comprehensive ~relnvent1ng 
government n initiative based on waivers across programs or a 
series of cross-,cutt1ng challenge grants should be proposed~ 

, 

Finally, the' on-gOing process of review and evaluation would 
include fOUl basic elements! 

• annua~ review of the process of implementing the esp, with 
Secretary review of such revisions to the CSP as the 
applica'nt may propose 

I
• biennial review of progress in achieving the benchmarks 
established in the CSP, with such revisions to the CSP as 
the Secretary and the applicant may agree, 


I 

• review of performance in promoting enterprise every five 
years, 

,
with Designation subject

, 
to termination or Enterprise 

Grant a'nd other inducements subject to reduction by , 
Secreta,ry f unless CSP revised to satisfaction of Secretary 
and applicant 

• independent evaluation contracted by National Acaderny'of 
Sciences, with report to Congress, the PreSident, and the 
nation at the end of years five and year ten. 

, 
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Shortly after you took office, Bob Rubin end Carol Rosco 
aske.(I Gene Sperl1ng end Bruce Rea(! to set up a jOint NBC-OPC 
interagency working to work on community development end 
empowerment. We felt that it WBS critical to make thie e. jOint
NBC-OPC working group so that there existed a vehicle for 
cOnsl(1ering.e comprehensive strategy thet could rethink ell of 
urban policy. ~ jOlnt- task force woul(l ensure that we created a 
vehiCle ta consider the interconnections batween all aspects of a 
comprehensive urban atrategy -- from chl1(l care to aC08es to 
capital to schOOl reform to criminal justice. The ultimate s1m 
is to rethink a comprehensive epproach to community Cevelopment 
and economic empowerment in bOth economically (lieadvAntaged urban 
and rural araaa~ 

. ,
The first piece af a new community (levelopment stretegy ia 

en economic empowerment piece. For tha past two montha, the 
pOlicy shops at HUD, Treasury, Agriculture, COmmerce and OMS have 
worksd wlt~NBC and the ope in fleshing out the main components 
of the economic empowerment proposal. you spoke of. In 
developing the attaohed propoeals, Gene and Bruce aaksd the 
participants in tha working group to seek to accomplish the 
dual-challenge of both stepping back and moving beyond the etatua 
quo with new thinking and innovation, whlle also atepping forward 
with spect.fic prOposals that cauld ba passed this spring a8 part
of your initial bU(lget. The proposals that Make up the community
Cevelopmant and economic empowerment piece presented here - 
enterprise zones and community development -- are bolder and more 
innovative ,that anything that has been presented before by a 
President or e presi(lential candidate. While we recogniae that 
COngressional reality ~ force ~6 to tempar thssB more ambitious 
proposals, we nonetheleas believe the attached proposals can be 
passed into law an(l make the flret step in moving UB in the right
direction. ; , 
Principles " 

In developing p~o~o.alG for an economic empowarment piece, we 
relied on the basic principles you outlined in the ca~poign. 

1. Emphasis on Economic Growth, The best urban policy, the beat 
social policy, an(! the best anti·poverty policy i8 e 
comprehensive strstegy for economio growth. 

i 
2. Bmpower:bOth Communities and People, SQme enterprise
propoeal., 'focus only on empowering and improving 8 spllcifio
BOonomioally deprasead place. Others, call tor ignoring place,
end focueing on empowering people to prosper -- even through
incentivea thet lead them to move out Of the economically
(lepreeee(l area. we feal our sonaa ahould have vehicles to promote 
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, 
both. Only empowering people, can allow depressed places to 
beoome evon'more iSOlated and depressed. Only focusing On 
improving ths place, denies the importance of our strong values 
of empowertne all Americans with the tocls to prosper anyway and 
anywhere they want. 

, , 
I 

3. We Need To Reinvent Government. In this area more than any
other, the old answers don't work anymore, .and we need to launch 
a new era of bold, perer.tent experimentation. Therefore an 
essential an integral part of our enterprl:e zone proposal - 
perhaps even its primary element -- will be 8 major focus on 
reinventing: government and creating zones that will serve 88 
laboratories of demoorae.r where oommunities will get more freedom 
to try new approaches, but will a180 be called upon to 
demonstrate! results, ' ' 

4. Bottom-uPlnnovetion, National leadership must come from the 
President, but the ultimate solutions must come from ~he bottom 
up, from communities and indiViduals will~ng to help themselves, 
These proposals challenge communities to' design their own enswers 
and rewsrd them for inItistive, innovation and results. At the 
seme time, the polioies will not only giva people more 
opportunity\ but inspire them to tske mOra responsibility for 
their own lives, 

I5. Investment Should Be in Communities. 
I 

6. A 
. 

Step in
, 

a New Dirsction: As several participants stated in 
the first meeting, there ere many deed bodies on the past roads 
Of reformers who sought to eolve urban problems overnight. We 
start from the premise that we are not going to fl.K theBe 
problems overnight and that it will be up to th. communities 
whether they Will be fixed at all. But we can make a major step 
in B new a~ productivs direction. 

j
ECONOMtC EMPOWERMENT ST~TEGY: 

I 
We believe that the "",onomie empowerment portion ot your 

oomprehen81~e community devalopment strategy should include four 
'major pieces: aconom~c empowerment zones, co~unity development
banks, eRA reform, and community pertnerahips against crime. As 
we mentioned above, this is only one section of what your
administration hopee to secomp11sh in poor communities through
health eare; reform, eh1ldrena' agenda, welfars reform and so on. 
Our empowerment agenda is m"ant to ....x1m1ze the return on thoae 
investments' and to help thoBe oommunities restore the basic 
cond!tiono they need to $uecaed: safe street., aOO8SB to capital,
and above all new and expanding businesses that generate new 
jobs. 

. 1 • . . 
The attached memos present detailed options for tha economio 

empowerment zones and community partnerships against crime, A 

community development bank proposal wHl be ready next week.
, 

I 

I 


I 
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BCONOMIC EMPOWERMENT ZONES. 
I 

During! the campaign, you pledged to create 75 to liS 
comprehensiye urban and rurel enterprize zones. congress enacted 
federal enterprize zones in 1967 but the Adminietration refused 
to· designate any zones. In October 1992, COngrsss passed HRII -
with the leadership of then Senator Bentsen, whiob Bush then 
vetoed last November. HRII would heve provided federal tax relief 
tor 50 snterprise zones. Democrets who wera critioal cf providing
straight tax relief added on $500 million a year on a broad array
of program~ within sach zcne and called them "enhanced enterpriss
zones." 

Reason for Rstorm. As the enterprise zonae passed the Congress BO 
recently, there 1a cartainly a logio in simply sending baCk a 
bill that waa a proven winner •. Yet, OUr entire working group was 
unanimous in the view that tha traditional forms of enterprise
aones were 'simply not effective. In partieular, the working 
group strongly believed that enterprise zones must 1) be more 
focused, because when they are spread too thin, there is too 
little resources to ever make a major diftBrenca. 2) Everyone
believed that tax incentives by themselves would not be 
effective, end that we must move further 1n the direction Of the 
comprehensive approach you spoke of during the campaign. 3)
Everyone believed that we must eleo include elements thet sought 
to empower indiViduals as wsll as communities, by offering tax 
credita and acoess to equity idsas for individuals. 4) We ell 
agreed that reinventing government must be an integral part of 
esCh end every dollar spent in en sconomic empowerment zone. 

. 	, 

, 


CONSENSUS PROPOSAL: 

This memo will proceed by first presenting what has emerged -
with only minOr exceptions -- as a oonsensus proposal. Following
that, we will present options conoerning major deoisions.. 	 . 
Summary of Proposel.

l 
1. Challenge Grant -- Reinventing Government I Thera WaS a strong
feeling that any efforts to spur empowerment in depressed sreas 
could not be suOCasGful, unless thsre a oenterpieoe of our 
proposal wes a reinventing government element. The obstacles in 
the currant way of doing business was seen in the faot that there 
i8 too much duplication of effort, too little coordination of in 
the way that government currently does economio development, and 
no etretagy for allowing local government. to target special
strategies to their special sconomio naRda. Federal, state. and 
looal efforts take place with no coordination or overall 
strategy. IFurthermore , there wa•• strong fealing that community
economic develoPment requires horizontal strategies, while too 
many of the fedaral programs ere vertioal, and do not take into 
acccunt the need to coordinate different areas under on larger 
strategy•. 
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Therefore, we propose that our entire economic empowerment 

proposal be run through a competitive challenge grant process.
Applicanta fOr the 10 economic empowermant ZoneB would hBve to 
present • strategic economic development proposal that shows how 
it ell the federal, state, local and privats fund. would be 
coordinated for an eConomic development proposal. Furthermore, 
thay would have to aim for eignificant coordination of ' 
comprehenaivB strategiea -- that would include both a capital 
aoaess and work-force development plan. "The selected zones would 
be given a chenoa to reinvent government through the following
vehicles. one, thay would be given an Enterprise Block Grant -
described belcw •• in add1t10n to the tax ineent1vea and two, 
they woula be given significant flexibility and deregulation with 
exist!"" fund8, aa to how they would implement their atreteg.l.c
plan. Finally, it is our hops that as we come forth with other 
reforms -- hGalth oare, sduoet1on -- those Secretariee would Wish 
to allow the, zones to have further flexibilitr in experimenting 
or deVising strategies to be used within the zone and coordinated 
to the zone's larger etrategy. 

I 

2. 10 Economic Bnterprise Zones and 100 Bnterprise Neighborhoods.
The working group was unanimous in ita belief thst the only way
that we could ever know if the empowerment zona ides could be 
affective wes to have greater resouroes in fewer zonae. On the 
other hand, we also recogni~ad the difficulties that, could toke 
in Congress with a bill that would go to onlr 10 cities 
nationwide. We therefor. have designed a two-tier approach: We 
cell for 10 small economio empowerment zonee, that, have been 
chosen through the challengs grant process: would receiye e 
cons1derable,raBourcea end dereguletion to implement their plan.
While 80t of tha funds would go to the 10 zones, there would be 
100 additional Comprehensive Neighborhood Zones. The 100 
Comprehensive Neighborhood Zone.. would,be cQl1III\unitiea that 
presented setisfaotory plans through the competitive grant 
process. They would receive the same capacity for deregulation es 
those in the 10 Econom.l.c Empowerment Zonas. Furthermore, they
would be eligible for additional Community Development lenke, end 
Eunde from the pool of 80cial inveetment available to the 10 
BoonomiC Bmpowerment zones. • 

3. comprehensive Approach, The working group agrees that we must 
continue in the direction of allowing a comprehensive approach
that moves berond reliancs on only tex incentives. In4eed~ there 
waa widespread skepticism in the group conoerning the efficacy of 
tax incentives alone to dramatioally affect behaviors. on the 
other hand, most -- though not all -- of the members Of the 
working group believed that whila we eheuld move toward 
compreheneive epproach, our focus 1n the economic empowerment 
zonee. should still toous on incentives and plans that heve their 
anchor in economic development. 

4. Elements of Economic Empowerment Incentives, In devising the 
list of inoontiVBs that would be part of our economic empowerment 
proposal, We divided them into the major revenue items -- wh.l.ch 
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ere aveilable only for the 10 Economic empowerment sones, and 
other items that would be available both in the 10 Eoonomio 
empowerment .20ne8 and 1n the 100 Comptehensive Neighborhood 
Zones. 'I'hl.lS, the main elemants Of O1.Ir comprehensive "on8. should 
be: 

lnoant.1vea: 
, 

Worker ~rain1ng Incentives: 
I

Resident Empowerment Incentive.: 
, 

Empowerment Block Grants: 

Partnerships Against Crime: 

StrategiC Plan W.iver.: all 110 communities thst prasentsd
eatisfactory plans for economic empowerment Kones should 



•
! 

I 
, 

Shortly after you took office~ Bob Rubin and Carol Roseo 
asked Gen~ Sperling and Bruce Reed to set up a joint NEe-DPe 
interagency working to work on community development and 
empowerment. We felt that it was critical to make this a joint 
NEe-DPe working group so that there existed a vehicle for 
considering a comprehensive strategy that could rethink all of 
urban policy~ A joint- task forocs would sousre that we created a 

, vehicle to consider the interconnections between all aspects of a 
comprehensive urban strategy -- from child care to access to 
capital to school reform to criminal justice. The utlimate aim 
is to retnink a comprehensive approach to community development 
and economic empowerment in both economically disadvantaged urban 
and rural:areas.,, 

The ~irst piece of a new community development .strategy is 
an economic empowerment piece~ For the past two months. the 
pol~cy shops at HUD; Treasury, Agriculture. Commerce and OMS have 
worked with NEe and the DPe in fleshing out the main compoments 
of the economic empowerment proposals you spoke of. In 
developing the attached proposals, Gene and Bruce asked the 
participants in the working group to seek to accomplish the 
dual-challenge of both stepping back and moving beyond the status 
quo with new thinking and innovation, while also stepping forward 
with specific proposals that could be passed this spring as part 
of your initial budget. The proposals that make up the community 
development and economic empowerment piece presented here - 
enterprise zones and community development -- are bolder and more 
innovative

, 
that anything that has been presented before by a 

President or a presidental candidatew While we recognize that 
Congressional reality m2Y force us to temper these more 
amibi.tious proposals, we noneth1ess believe the attached 
proposals can be passed into law and make the first step in 
moving uS,in the right direction. 

principles: 

In developing proposals for an economiC empowerment piece$ we 
relied on the basic prinic1ples you outlined 1n the campaign~ 

1. EmphaSis on Economic Growth: The best urban policy# the best 

social poliCy, and the best anti-poverty policy is a 

comprehensive strategy for economic growth. 


2. Empower both Communities and Peop~e: Some enterprise 
proposals, focus only on empowering and improving a specific 
economical~y depressed place. Others~ call for ignoring place, 
and focusing on empowering people to prosper -- even through 
incentives that lead them to move out of the economica1ly 
depressed: area. We feel our zones should have vehicles to promote 



both. Only empowering people, can allow depressed places to 
become'even more isolated and depressed. Only focusing on 
improving the place, denies the importance of our strong values 
of empowering all Americans with the tools to prosper anyway and 
anywhere they want. 

3. We Need To ,Reinvent Government: In this area more than any 
other', the old answers donft work anymore; and we need to launce 
a new era of bold, persistant experimentation. Therefore an 
essential an integral part of our enterprize ~one proposal -
perhaps even its primary element -- will be a major focus on 
reinventing government and creating zones that will serve as 
laboratoreis of democracy where communities will get more,
freedome to try new approaches, but will also be called upon to 
demonstrate results. ,, 
4. Bottom-Up ilnnovation: National leadership must come from the 
President, but the ultimate solutions must come from the bottom 
up. from communities and individuals willing to help themselves. 
These proposals challenge communities to design their own answers 
and reward them for initiative¥ innovation and results. At the 
eame time, the policies will not only give people more 
opportunity, but inspire them to take more responSibility for 
their own lives. 

5. A Step in a New Direction; As several participants stated in 
the first meeting, there are many dead bodies on the past roads 
of reformers who sought to solve urban problems overnight. We 
start from the premise that we are are not going to fix these 
problems overnight and that it will be up to the communities 
whether they will be fixed at ell. But we can make a major step 
in a new and productive direction. 

ECONOMIC EMPOWERMENT STRATEGY: 

We believe that the economic empowerment portion of your 
comprehensive community development strategy should include four 
major pieces: economic empowerment zones, oommunity development 
banks# eRA reform, and community partnerships against crime~ As 
we mentioned above, this is only one section of what your 
administration hopes to accomplish in poor communities through 
health care reform, childrens' agenda, welfare reform and so on. 
Our empowerment agenda is meant to maximize the return on those 
investments and to help those communities restore the basic 
cond1tions'they need to suceed: safe streets, access to capital, 
and above all new and expanding businesses that generate new 
jobs. ' 

The attached memos presnete detailed options for the economic 
empwerment. zones and community partnerships against crime. A 
community development bank proposal will be ready newx week. 



ECONOMIC EMPOWERMENT ZONES: 

Durj.ng the campaing, you pledged to create .75 to 125 
comprehensive urban and rural enterprize zones. Congress enacted 
federal enterprize zones in 1987 but the Administration refused 
to designate any zones. In October 1992 , COngress passed HRll -~ 
~ith the leadership of then Senator Bentsen, which Bush then 
vetoed last November. HRll would have provided federal tax relief 
for 50 enterprise zones, Democrats who were critical of providing 
straight tax relief added on $500 million 8 year on a broad array 
of programs within each zone and called them "ehanced enterprise 
zones." ! . 

iReason fort Reform: As the enterprise zones passed the Congress so 
recently, there is certainly a logic 1n simply sending back a 
bill that was a proven winner. Yet, our entire working group was 
unanimous in the view that the traditional forms of enterprise 
zones were simply not effective. In particular, the working 
group strongly believed that enterprise zones must 1) be moTe 
focused. because when they are spread too thin, there 1s too 
little resources to ever make a major difference~ 2} Everyone 
believed that tax incentives by themselves would not be 
effective, and that we must move further in the direction of the 
comprehensive approaoh you spoke of during the campaign. 3) 
Everyone believed that we must also include elements that sought 
to empower individuals as well as communities, by offering tax 
credits and access to equity ideas for indiviudals. 4) We all 
agreed that reinventing government must be an integral part of 
each and every dollar spent in an economic empowerment zone., 

I 
CONSENSUS PROPOSAL: 

THiS memo will proceed by first presenting what has emerged -
with only minor exceptions -- as a consensus proposal~ Following 
that~ we will present options concernign major decisions~ 

Summary of,proposal: 

1. 10 Economic Enterprise Zones and 100 Enterprise Neighborhoods: 
The working group owes unanimous in its belief that the only way 
that we could ever know if the empowerment zone idea could be 
effective was to have greater resources in fewer zones. On the 
other hand, we also recognized the difficulties that could take 
in Congress with a bill that'wDuld go to only 10 cities 
nationwide .. We. therefore have deSigned a two-tier approach: We 
call for 10 small eConomic empowerment zones# that would recieve 
a cansiderSble resources through or 

I 

I


smaller and 

During the campaign, the three main proposals for our urban 
empowerment piece was community development banks and enterprize 
zones. In: developing these proposals, Bruce and Gene have asked 



, 
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the members of the working group to aim for 'the challenge of both,
stepping Qack and , 


I 

and lookingWhile we have 

I 

, 




ElUlCUUVE SIlKMAl<Y 

COMPREHENSXVE ENrERPRXSE NEIGHBORHOODS 


1. Sligibility 

• objective criteria for CEN-
I 

Minimum Population 
Urban 15,000 

Rural 5,000 

Maximum Population 100,000 

Maximum Area in Square Miles 
Urban 20 
Rural: 1000 

Maximum number of non-contiguous, 
areas 

Urban 3 
Rural¥ if within state 3 
Rural, if multi-state o 

Maximum number of States 
Urban 2 
Rural 3 

Minimum % of Households 1n Poverty 
In SO%' of tracts 35% 
In 90% of tracts 25% 
In 100% of tracts 20% 

Additional Rules: 
I.CSD may be included iff at least 35% 
poverty rate 
2. 0 population tract may be included 
3~ Tract with 2000 or fewer residents 
may be included iff zoned 75% or more 
commercial or industrial (uniess CeD) 
4. Secretary have discretion to waive iff 
substantial compliance with criteria and 
targeted area boundaries coinCident with 
state or local enterprise deSignation prior 
to January 20, 1993 under state or local law 

• a;grant process to challenge the local applicant to 
develop a comprehensive strategic action plan, ~n partnership 
with theiaffected community# to reinvent the way local, state and 
federal government does business in order to enable private 
enterprise to flourish in even the most distressed areas 

• each applicant must demonstrate that it has B 
compreh~S1ve strategic action plan to provide services and 
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comprehensive strateg1c action p1an to provide serv~ces and 
permits on a coordinated# responsive~ entrepreneurial and s as 
appropriete# deregulated basis across local# state, and federal 
linea and among relevant programs 

• evaluation and approval by Secretary of local action plans 
based upon the following criteria-

extent of partnership with affected local 
community in formulating and implementing strategio 
action plan 

extent of innovation 1n using existing assets, 
marshalling public and private resources, and 
coordinating and leveraging existing federal 
programs, new investments f and Enterprise 
Inducements (8) to provide safe streets 1n 
the neighborhood, (b) to expand enterprise 
and jobs in the neighborhood, (c) to 
encourage self-sustaining institutions in 
which residents have a full stake, (d) to 
make the neighborhood a dynamic part of the 
relevant local or regional economy, and (d) 
to connect residents -in the neighborhood to 
jobs in ~he relevant labor market 

, extent of tangible private sector commitment and 
, ! contribution from the region to increasing enterprise; 

the effectiveness, efficiency, quality,· 
coordination, and entrepreneurial innovation 1n 
delivery of all services (including public safety, 

jeducation and training, small business assistance, 
human services, family support, learning, work and 

,entrepreneurial skills of all residents, physical 
infrastructure, permitting and, as appropriate, 

:deregulation) to promote enterprise;
I 

the extent to which affected communities and 
residents (including those who are working poor, poor 
and unemployed) of the targeted area (a) participate 1n 
developing plan, (b) take responsibility for its 
implementation, (c) are full stakeholders in the 
resulting enterprise# and (d) partioipate in a course 
of action to achieve personal and family self
sufficiency, prevention of drug and alcohol abuse and 
teen pregnancy, and responsibility· of every parent to 
support and nurture their offspring; 

\ certification of insurance availability for the 
targeted neighborhood; 



-3

extent of building access to capital, use of 
community development financial institutions to make 
commercial, business, housing and consumer loans, 
connection to financial networks to promote community
investment, worker controlled business~ and ·enterprise 
in the neighborhood; 

rehabilitation and contribution of publicly owned 
property and infrastructure to promote enterprise: 

complementary state and local action, 
regional coordination, fit with area transportation, 
and other regional planning and cooperation 
to promote enterprise within the targeted 
area and connection between area residents 
and the relevant labor market 

use of available federal, state and local bonding 
authority, credit enhancement~ 'securitization and tax 
credits to promote enterprise; 

program to implement the National Education Goals; 

the strength and quality of the state and local; 
university, foundation, non-profit and private sector 
contributions and commitments and the commitment not to 

! 	 supplant other federal support with federal 
enterprise inducements 

the effectiveness and enforceability of the 
commitments in the local action plan to enable CEP 
to become an integral part of the local economy and to 
empower its residents to become full participants in 
regions economic mainstream 

the relative level of distress in the neighborhood 

performance objectives and measures, reporting on 
, resu~ts of action~ evaluation and plan for 
\ mid-course corrections 

II~ Designation and Operation, 
• Designation of 60% of eEP's by HUD Secretary and 40% by 

Agriculture Secretary, in consultation with relevant Secretaries, 
at Secret~ry's discretion 

• Review, negotiation and approval of each local Strategic 
Action Plan by the designating Secretary 



, 
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~ pesignating Secretary acts as single point Of contact to 
8Bsura ~lexibility and necessary waivers across agencies to 
enable Designee to coordinate and to target all federal support 
and programs within the CEP as Designee sees fit consistent with 
approved Strategic Plan 

• Ten-year 	duration 

.,~erformance review by the Designating Secretary every y~ar 
with report on progress to each designee 

• Based upon review of results at the end of years 4 and 7, 
Enterprise Block Grant subject to reduction or elimination or 
Designation subject to termination by Designating Secretary, 
un~es$ local action plan revised to satisfaction of secretary 

III. Federal Inducements 

A. 	 Available to all eEP's 

Defined Savings Plan 

Community Lending lnitiative 

Community Policing, Safe Streets, Cops on the Beat 

Eligible for applying for innovative federal 
experiments pursuant to challenge grant 
(sae attached list) 

Tax exempt Private Facility Bonds 

Low Income Housing Tax Credit (130%) 

Enterprise Block Grants for 
planning, start-up and evaluation 

• Available only to Demonstration CEN's 

New Frontier Homesteading--COmmunity Investment 
Corporation and Worker Controlled Bnterprise 

Credits for employers in targeted area for 
wages and expenses for training residents of CEP 

[Targeted ETC for employers of CEP residents in 
up to 3 urban (including 1 under 500,000) and 1 rural 
CEN] 

; Capital and investment incentives for Qualified 
t . CEP Business and Qualified CEP Property - 
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Property expensing (section 179) 

Accelerated depreciation 

IV. Eva~uation and Sunset 

-Independent review and evaluation of the process and 
results 'of CBP, with detailed review and reporting of results, 
findings, and recommendations, first, in 1998 and, aga1n, in 2003 
following the decennial census ,,

.Periodic review by the Designating Secretaries, with the 
Interagency Working Group, and report to the President and to the 
Congress of the results, with mid-course corrections as required 

-Sunset for the CEP legislation at the end of ten years_ 
I 



LIST OF FEDERAL CHALLENGE GRANTS FOR WHICH 

ENTERPRISE NEIGHBORHOOD ELIGIBLE TO APPLY 


Foreign Trade Zone (COmmerce) 

Minority Business, Small Business~ and Microenterprise (SBA) 

Make Work Pay--earnings supplement,' medical protection, child 
care and transportation, like New 'Hope Project in Milwaukee (HHS, 
Treasury), 

JOBS Distressed Area Demonstration--1ntens!ve, longer term 
training and community support; job matching throughout labor 
market, with many more immediate benchmarks, like Project MATCH 
in Chicago (HHS), 

JOBS we~fare-to-work training, earnings Bupplements and employer 
wage and training incentives (HHS) 

Guarantee jobs, require training and, as a last resort, work in a 
community works program (HHS)· 

Make JOBS open to two parent families (HHS) 
I 

He~p young people become self-sufficient before have children 
(HHS) 

Parents Fair Share Projects and other pilots to assure that 
fathers work and provide support for their children (HHS) 

Youth Fair Chance# YouthBuild# and School-to-Work Transitions-
link youth apprenticeship and education to economic and community 
development projects in the CEN (DOL, HUD and DeEd) 

One Stop Shopping and Opportunity Cards for: job search, 
retraining and other services (DOL) 

2-year Employment and Training Tax Credit for residents of eRN 
(not tied to categories of TJTC) (DOL and Treasury) 

Access to Opportunties¥ including transportation and Section a
Moving to Opportunity vouchers (HUD, HHS, DOT) 

I 
HOME andlPHA Tenant management and ownership (MUD) 

Enterprise School Communities (HUD~ HHS, DOL. Commerce) 

Drug education and rehabilitation-to-work (HHS, DOL, DOJ) 
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, DRAIT 5 3/26 

March 29, 1993 

,', ' 

:.' MEMORANDUM FOR THE PRESIDENT OF THE UNITED STATES 
". ~ . '. 

'j.FROM: THE COMMUNITY EMPOWERMENT WORKING GROUP 

"SUBJECT: OVERVIEW OF ENTERPRISE ZONE PROPOSAL 
:: 

, I. ACTION-FORCING EVENT 

Almost one year ago, you toured Los Angeles after the riots and predicted that despite 
aU the media attention and Presidential fanfarC t a year would pass and nothing in South 
Central would cbange, You were right. With the annive .... !)' of the L.A. riots just a month 

, away and a verdict in the police officers' trial likely in 2-3 weeks, we urge you to announce 
yOU! long-tenn community empowerment strategy in the next 10 days ~- before these events 
take place . 

.'. ,. 
, n. BACKGROUND 

, . , 

Shortly after you took office, Bob Rubin and Carol Rasco asked Gene Sperling and 
. Bruce Reed to set up an interagency working group on community empowennent to flesh out 

. your enterprise zone and community development bank proposals. For the past two months, 
, .. , the policy shops at a half dozen departments have been working together 011 the project. The 
, ' .attached proposrus incorporate ideas from HUD, Treasury, Agriculture, Commerce, OMS. 

NEC, and DPe as well ~s outreach efforts to community groups and business, 

. ';,'" In developing tbese proposals,:we relied on the basic principles you outlined in' your 
>'.::',campalgn: 
, . 

, 
L The best urban' policy) the best social policy, and the best anti-poverty policy is 

:;:" economic growth. We don!t need another urban aid paCkage; these proposals ought to be part 
',) '. of a larger national economic vision to restore urban and rural communities by empowering 
,<' people to join the economic mainstream. 
',' , , ", 

, 2. In this areal more than any other, the old answers don't work anymore, and we need 
\:;','to launch a new era 'of boid, p'ersistcnt experimentation, We envision a national network of 

,". ' 

'. 
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economic empowerment zones that will serve as laboratories of democracy. where 
communities will get more freedom to try new approaches, but will also be called upon to 
demonstrate results. 

3. In the end, the solution will come not from Washington, but from the bottom uP. 
from communities and individuals willing to help themselves. These proposals challenge 
communities to dcsign their own answers, and reward them for initiative, innovation, and 
results. At the same time, the poHcies will not only give people more opportunity, but inspire 
them to take morc responsibility for their own lives. 

We're not going to fix these problems overnight, and if is up to the communities 
themselves whether we'll fix them at alL But we can change the disastrous economic policies 
of the last 12 years; we can change the face of government in communities where three 
decades of federal efforts, however well-intentioned, has done so little good; and we can 
begin to change the something-for-nothing ethic that has pcnncatcd Our culture from top to 
bottom in reccnt years. ~~~ 

~,'..l.'" 

u~'1, r-I;
III. PROPOSALS· 

We believe that your community empowerment strategy should incorporate three main 
proposals: economic empowerment zones; community development banks; and community 
partnerships against crime. This is only a portion of what your administration hopes to 
accomplish in poor communities l through health care reform, welfare reform, Head Start, and 
so on. Our empowerment agenda is meant to maximize the return on those investments,. and 
to help eomrnunities restore the basic conditions they need to succeed: safe streets, access to 
capital, and aoove all. new and expanding businesses that generate new jobs . 

• 
I 

The attached memos present detailed options fur the economic empowerment zones 
and for the community partnership against crime, A community development bank proposal 
will be ready next w~ck. Here is an overview of the major programs as we see them: , 

• Economic Empowerment Zones: We call for 10 Economic Empowennent Zones 
that will receivc sll~tantial tax incentivcs for job creation) and 100 Enterprise Neighborhoods 
that would qualify for a smaller range of incentives and inducements, Communities will 
compele for Enlerprise Challenge Granls Ihal give Ihem broad leeway 10 design and carry Oul 
their own plans, but also hold them accountable for measurable results. We will give 
businesses incentives to create jobs and Individuals incentives to take litem. These 110 
communities wilJ be,natural candidates for community development banks and community 
policing. and could Serve as ideal laboratories for a wide variety of innovative federal 
experiments already in the works, jncluding national service, welfare reform, and youth 
apprenticeship. 
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• Community Development Banks: (explain where we arc) 

• Community Partnership Against Crime: (explain HUD proposal) 

Together, theSe proposals mo.e beyond tbe old left-right debate that the answer 
to e.ery problem Is 'more rederal spending on the one hand or more tax breaks on tb. 
other. They olfer real opportunity to real people: a savings accoun~ a cop on their 
block, an employment voucher that will reward any business ror giving tbem a job. 

E~~ W. 'k. ~,J.i.;( wi.••...!.· ... - H12 1\ 

,(Clv,. ;:.- .....- ~4"'\ ..ok.. 4 ~t 1. _!..t 1=-1:... 
I. Rt.-••••J''-r &,,1-, N~ "\>r\it~~ _ "'(j~ ~ 
2. T........~,~ ~. ~;..... 


,., k.11..p.v.~ 


..,. ul., 4~/~..~'-"~~-

+. ti<~~, ~"........S 


• 

I 
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IV. ENTERPRISE ZONE OPTIONS ~I 
During the campaign you pledged to create 75 to 1 comprehensive urban and rural 
enterprise zones. Our proposal would meet that mmitment by providing for 110 enterprise 
zonc!illO Economic Empowcnncnt Zones: with . tax iDg.ti¥CS and inducements, and 
100 ataer i!i9MS T= cowptcbCB8ivi &tterprise igbborhoods .... ..~with a .""'~i~n~.:f~I~C!~SS:;cx~.p~e~n~S~iv:e~:~ 
incentives and inducemcnts."'iOui-"~nsensus proposal combines hOtlliliClax 

1 appro' 0 t c Republicans with the comprehensive approach of the Democrats, with 
an added twist -- tax incentives to empower residents in zones and give them a stake in the 
economic success of their communities. 

4:: lft.\e -u.....c\ 
The Plan for a New Direction includes $4,1 billion for new investment in 11"(;1\ a piRR, while I . 

an additional $1 billion is in the baseline for ITs 93-94. 

History 

Since the early 19Sod, 36 states and the Dis1riet of Columbia have enacted enterprise zone 
legislation, most offering only tax and regulatory incentives. Congress enacted federal . 
enterprise zones in 1?87 but the Administration refused to designate any zones, In October ~ 
1992. Congress pas.<red H.R. ~(the urban aid tax bill that Bush vetoed last November), 
which included a proposal f-or, enhanced enterprise zones", H1R:p;etdd hl:fl,>'6 ~re\'ided 

",I.;.\.,. ~~ federaHftlHclieHor ~..,,., W.",o-,-liIJe..ls o~vi<Iing-~d
.it\~~v.-. rogulattny ,etler Sa il ""ended too mueh like l"o'lo-<IoWl!, ".e _old hove been. fe!l!her ;., 
\"'1. "'h \,...\ tfte eOllsttV:lllvES cap. Su"drey tOrpedoed stratgHt tat relief. mid addes eft' increased social 

spending by $500 mipion a year on a broad array of programs.vdtaiA g~ l!ieA~"1 . 
Option I -- 10 Ecoitomlc Empowerment Zones and 100 Enterprise Neigbborboods: We 
recommend building upon the enhanced enterprise zone approach. Our comrensus proposal 
designates up to 10 Economic Empowennent Zones that will receive: all of the tax incentives 
and block grant inducements, while allocating a less expensive mix of inducements to a larger 
number. up to 100 z9nes Or Enterprise Neighborhoods (ENs), We believe a small number of 
demonstration areas is necessary because several of the tax incentives and program 
inducements we proWse have never been tried, are costly, or may have unpredictable results. 
This proposal allows :for true experimentation: only what works and proves cost effective wiu 
be expanded at a later date, This proposal also mcets your campaign pledge to create 75 to 

125 zones, while targeting the funds to insure success. 
i
, 

' . 
All applicants would 'apply through a single Challenge grant process for designation as a Zone 
or Demonstration Zone. Up to a total of 110 Zones could be established in the first year, 
within current budget restraints. 
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Option 2 -- 25 to 50 Demonstration Zones: Secretary Bentsen proposes a total of 25 to 50 
Demonstration Zones which would be selected over the next five years, i.e.} 5 to 10 per year. 
All would have the same mix of tax incentives as in the first option, but the amount of the 
Enterprise Block Grant available for each Demonstration Zone would be reduced 
substantially" 

The Interagency Working Group opposes this proposal. FirSt, we believe it relics too much 
on tax incentives and provides too little in Enterprise Block Grant funding for each Zone, 
Second, a wave of mandatory tax expenditures will make the Enterprise demonstration much 
more expensive. Third. it would expend a great deal of resources before learning whether 
Zones with substantially reduced tax expenditures can work. Finally, we believe the 
staggered selection p~occss and the fewer total number of Zoncls ",,'ill not capture the will of 
Congress nor garner the full support of our constitucnts.as readily as the first option. 

, 
Specific Tax Incentives and Inducements 

I 
The range and mix of tax incentives~ combined with the relative magnitude of the Enterprise 
Block Grants, provide for an infinite number of options. There arc, however, importanl 
policy choices betw~n the types of tax incentives to be included$ the rdative size of the 
Block Grants compared 10 the cost of tax incentlves, and the total size of the budget 

, 

, 


In the following discussion, we have attempted to provide sufficient detail to inform your 
decision. [n particuhir, we summarize the full range of tax incentives \llld other inducements 
that we recommend sO that you will have the context for our evaluations of the decision 
options presented. If: you want to evaluate the tax policy choices in greater depth, we provide 
a separate appendix prepared by Treasury, which the Working Group has annotated only 
where there are major policy differences. 

1. 	 Tax incenlfves and inducements for Economic Empowerment Zones: 

We recommend offering the following additional inducements to the limited number of 
Economic Empowerment Zone's: 

a. Capital Tax Incentive.: 

We recommend a ~St recoyery approach that is designed to aid enterprises which employ a 

minimum of 35% Zone residents. The proposed cost recovery includes two components: 


• 	 increased property expensing uDder S!.::,tiOD 179 for qualifying investments in 
deprociable property, up to a $75,000 cap, phasing out for larger investments above 
S300,OOO) 

http:constitucnts.as
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• 	 accelerated depreciation for all investments in tangible property in the Zone. 

These cost recovery proposals complement the lax incentives. contained in your proposed 
budget. They will provide substantial incentives that will be particularly valuable (0 starting 
or expanding micro-enterprise, small business, and community-based finns. 

Cost recovery vs. An Enhan<ed Investment Tax Credit CITC"): One member of the 
Working Group has urged consideration of an lTC (e,g., 50% spread over ten years) for 
qualifying investments, 

The ITC would provide a far greater federal subsidy for larger physical improvements in the 
Zone. However. It could produce undesirable tax sheltering effects that do not benefit the 
Zone. Cost recovery is less expensive, wH! aid substantially greater numbers of sman and 
medium sized bUSinesses, and is more efficient than the ITC. On balance. we believe that 
cost recoyery is superior. [Does HUD wanl to ItlClude Ibe ITC In Ih. decision memo?] 

b. Employment and Training Credlts("ETCs"): ETCs provide an effective means of 
lowering the costs of dOing business for employers, We recommend allowing each employer 
to take advantage of l:iI.W:r 

• 	 a mUlti-year ETC for employers located In thc Demonstration wne that is based upon 
zone resident employee wages and qualifying expenses for education and tmining; ill: 

• 	 a one or two-year Targeted ETC ("TETC") for employers, whether or not located 
within the Demonstration zone, that is based upon resident Zone employee wages and 
qualifying expenses for education and tmining. (The TETC bas impol1ant 
empowerment value for Zone residents because it provides them with a bounty to join 
the economic,mainstream whcrcyer jobs can be found.) 

A'). set forth in Tab B, there are several variations that may be considered in crafting these 
two ETCs. 

lI8Ianket" VS. !!Incremental!! ETC: The ETC can be applied to all zone resident employees 
("B1anket ETCH) or be "incremental," Lc" applicable only to~.as.c5 in employment of zone 
residents (where tOfal employment also increases), The Working Group narrowly favors the 
Blanket ETC. 

The Incremental ETC costs substantially less than the Blanket ETC and is more efficient in 
rewarding expansion in employment. To prevent substitutions of existing employees for zOne 
residents, this credit ,would be hased on increases in total employment and on increases in 
zone resident employment. Yet. tbe Incremental ETC would be much more difficult for 
employers to understand and would involve much more paperwork. It also would 

http:to~.as.c5
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disadvantage existing zone businesses, which wiH receive credit only for expansion in 
employment. while business that are new to the Zone would receive credit for all of their 
resident employees. (t;nfortunately. this disadvantage may also cut across racial lines. with 
existing zone busines,scs likely to be predominately minority.) 

The costs of the Blanket ETC would be controlled by not extending it to non-ZOne resident 
employees and by phasing it out after the seventh year of the zone. However, the Blanket 
ETC also has disadvantages. The non-resident exclusion creates an incentive for 
employers to substitute Zone residents for non-resident employees -- which may have 
unpleasant ramifications:. The Incremental ETC avoids this problem by being tied to 
increases in total employment. But, as noted. the incremental rrc ha"i other problems.' 

Although Treasury is' opposed to the Incremental ETC, we recommend that it be considered if 
it is necessary to preserve enough budget authority for the empowennent incentives described , 
above 	and for a reasonable level of Enterprise Block Grants, as described below. 

c. 	 Empowerment Tax Incentives: 

We propose providing interest exclusions (0 spur investments in community investment 
corporations and worker controlled enterprises, 

• 	 Rcsidenl~owned Community Investment Corporatioos (CICs) could be spurred 
through interest exclusions. Interest on Loans made to CICs, 51% of which 
are owned Zone residents, for purchase of qualifying Zone tangible assets could 
be excluded from taxation to the lender. This will empower aCs1 for 
example, to acquire and develop land, to purchase TV and Fiber Optic cable 
serving their communities, and to participate fuBy in new information 
networks. The ele provjdcs a way for Zone residents to "homestead" assets 
and to gain control of their economic destiny. 

, 
• 	 Worker Controlled Enterprises (WCEI;) could also be spurred through interest 

exclusions. Interest on loans to permit resident workers to start, acquire and 
expand WeEs, owned 51% by resident employees, could also be excluded 
from taxation to the lender. With full disc1osurc1 worker control and annual 
reporting of individual share values to each Zone shareholder, the Shareholder 
Association of each such WCE would empower resident employees with a full 
ownership stake in their own businesses. whHe eliminating the abuses COmmon 
to ESOP·s. ' 

, 
Both of these enlpowc'rment incentives. will be enhanced by the availability of access to 
capital provided by the new federal community lending initiative. Moreover. loans will only 
be made when an independent, third party lender determines that the proposed investment by 
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the ele Or WeE is l~kely to work, 
, 
i 

Dissenting View: These tax incentives for empowering Zone residents to become full 
stakeholders in shaping their own enterprise destinies are new, and, therefore; largely untried, 
Treasury opposes theSe tax incentives because their impact is uncertain. The COnsensus of the 
WorkIng Group, how'ever. is that such empowenncnt incentives arc central components of the 
New Direction you have set for the nation, At the very least. experimentation with such 
potentially empowering change is warranted in the Demonstration Zone's. 

d. Block Grants; We recommend that the Demonstration Zone's receive a substantial 
Enterprise Block G ••nt, On the order of magnitude of $100 million to $200 million per Zone 
for FY 93-98, We also recommend that the total amount of the tax incentives for each 
Demonstration Zone be approximately the same dollar amount as the Enterprise Block Grant. 
Thus, the size of the Enterprise Block Grant depends on the mix of tax incentives chosen and 
the tmal budget that you wish to provide for the Enterprise Proposal during the five-year 
Budget window. 

2. Tax I_ntlves and other Inducements for all Zones (EnterprIse Neigbborhonds & 
Economic Empowerment Zones):

I 
We recommend that the following inducements be offered to .all Zones: 

a~ Tax Exempt Private Facility Bonds: In order to promote investment in buildings, 
plant. and equipment. all Zones will he able to exempt 50% of private facility bonds from 
State caps, and these Zone facility bonds will he excepted from the section 265 bank 
deductibility prohibition, Eneh primary uscr (e,g,. a business finn) wlll be limited to $3 
million in anyone lop.e and a total of $20 million across all Zonels, 

b. Resident Empowerment Savings Incentives: This stakeholder proposal makes this 
enterprise zone plan uniquely different from traditional enterprise zone proposals. A 50 
percent credit would b,c available for a contribution by an employer, Community Investment 
Corporation, or CEZ Worker Controlled Enterprise to a Defined Savings Plan ("DSPll) on 
behalf of employees or members who arc Zone residents, Participating Zone residents could 
also contribute to the DSP on a lax deferred basis up to a limit of $2,000. These savings 
could be withdrawn (o~ borrowed) without penally to pay for education, purchasing a first 
home~ or starting a sm!aH business. This will provide the first proving grounds for 
implementing your pledge to establish Individual Development Accounts to empower low
income Americans to take the first steps toward economic self-sufficiency, 
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c. Eligibility for Partlcipalion in Innovative Federal Experiments: Each Zone will 
also be eligible to compete for a variety of special challenge grants. For example, DoEd 
proposes to provide funds for several comprehensive Enterprise School Communities to 
implement the National Education Goal and to allow Zones to submit a strategic action plan 
for usage of such funds. DOL. Do&!, and HHS wi!! also offer a variety of demonstration 
opportunities for local innovation in school-to-work, apprenticeship) welfare-to-work, 
unemployment-to-work, and drug prevention and rehabilitation-to-work, HUD and 
,Agriculture will also make available similar opportunities for local innovation, including, for 
example, Section 8 vouchers, Moving to Opportunities, HOME, and Youthbuild. The number 
of Zone's that will be able to participate in such demonstrations will vary by federal initiative, 

t 

d. Community Policing: All Zone's will be eligible for additional supporl for Safe 
Streets from the portion of the FYs 93-94 baseline Enterprise funding reserved for meeting 
your pledge of 100,000 additional cops on the beat. 

•• Community Lending: All Enterprise Zones will be eligible to parlicipate in your 
community lending initiative. 

1 

b. ExpansIon of lb. Low Income Housing Tax Credit: Finally, all Zones will be 
viewed as a "difficult to develop" area for purposes of increasing the Low Income Housing 
Tax Credit to 91 percent of present value from 70 percent of prescnt value. IThI. Is subject 
to TreaSury calculatiOg tbe cost of otTering Ihls 10 all as opposed to only Ihe 
Demonslratlon Zon..:] 

This bundle of inducements available to aU Zone's is substantiaL When combined with the 
benefits resulting from- reinventing the way the federal government docs business, we believe 
that there will be inten~ competition from local communities to be designated a Zone. 

Depending on the cxteht to which you wish to target available Enterprise Block Grant funds 
on Demonstration Zones, a much smaller Block Grant (:{)uld also be made available to all 
Zones, for example, to defmy the costs of local and community planning, start-up and local 
evaluation. We also ~Heve> however, that many f?undations and universities will step 
forward to pay for Or t? provide these essential activities in many places_ 

3. An Allernative-Approach 

The majority of the Inter-agency Working Group recommends the uSC of tax incentives in 
your enterprise ZOne proposal. However, One agency, OMB, has reservations concerning the 
use of tax incentives and has suggested an alternative approach. , 



• 


-10

OMS argues that tax incentives will not be vcry effective in stimulating new business 
development and jobs in distressed areas or, if successful, will be too costly to be widely 
replicated in other ar~as. 

In addition, OMB believes that committing substantial resources to an Enterprise proposal 
before we have had t~me to think through and develop a consensus on the Administration's 
urban and rural development strategies is premature and. given general budget constraints, 
may preclude any other major initiative 10 help cities during your Administration, 

OMB proposes a "no cost" option which, in its view, meets your campaign promise to create 
enterprise zones whH~ preservjng the opportunity to use the resources originally committed to 
enterprise zones to fu,nd a major uroanlrora1 development or welfare rcfOI111 initiative, l 

OMB's option would: 
, 

• 	 provide no, Of, minimal tax incentives; 

• 	 provide no n~ spending for enterprise block grants; 

• 	 concentrate. in a smaH number of zones, discretionary resources from existing 
programs (many of which are substantially increased by the proposed budget) thrOUgh 
an car-marking or set aside mechanism for Enterprise Block Grants. 

The Interagency Working Group opposes OMB's proposal. We believe that a mix of tax and 
spending inducements is needed to ensure the success of enterprise zones, Both the 
stakeholder and business tax incentives included in our the consensus proposal insure that this 
is not simply another spending initiativc j but rather a new approach to community 
empowerment and development. 

D, 	 What should be the Total Budget? 

, 
A good starting point for making a decision is the total budget. As set forth in the tables at 

10MB has advised that the 4.1 Billion in tax expenditures 
included in the;proposed budget for Enterprise Zones can be 
treated either as tax expenditures or direct spending in the 
future. OMB advises that CongresB~ as a part of Budget 
Reconciliation~ imust 11ft the cap on discretionary spending 
included in the~Budget Enforcement Act in order to implement 
other investmen~s in the proposed bUdget. As a result, OMS 
advises that shifting a portion of budgeted enterprise spending 
from tax expenditures to direct spending should present no 
problem. 
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Tab Ct we present four op1ions: 

• $0 . (tbe OMB no-cost alternative) 

• $3,3 Billion : (Incremental ETC) 

• $4 Billion I (Blanket ETC of 15% on first S20,OOO) 

• 	 $5,1 Billion '(Blanket ETC of 20% on first $20,000, plus a second year of the 
TETC) 

Each option besides the no-cost alternative includes the empowerment incentives described 
above and divides the total costs between tax incentives and other inducements evenly. 

The $3,3 Billion alternative uses the Incremental ETC. The $4 Billion option uses a Blanket 
ETC based On 15% ~f the first $20,000 in wages and qualified education and training 
expenses, The $5.1 Billion option uses a blanket ETC based on 20% of the first $20,000 in 
wages and adds a seCond year for the TETC, 

I 
With the exception of the OMB model, we believe .hat the choice among .hese models is 
basically a budget issue for your decision --~ you view one or another of the tax 
incentives discussed ~ substantially better or worse. 

IV, CONCLUSION 

Our Enterprise Proposal seeks to implement your call for a new directJon by delivering a real 
message of hope throughout the land, especially '0 persons in the most distressed places in 
urban and rural America. 

V. DECISION 

A. Select One: 

_Interagen~y Enterprise Proposal 
. 

__."N<>-cost" OMB Proposal 

__Rejcct all proposals, Discuss Further 

B, If Interagency Proposal Selected, Select one from each category: , 
• 

1. Number of Zones , 
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,

__10 DcJonstration Zone's and 100 Enterprise Zone's 
I 
, 

__~2S-~O Enterprise Zolle's 
I 

2, Approximate 50-50 balance in tax incentives and Block Grants 

__Reject.: Discuss Further 
I 

3, Total Approximate Budget 

__$3,3 Bil,tion 
, 

__$4 Bitti"n 

__$5.1 Billion 

___,Disetiss Further 



... 	 THE WHITE HOUSE 

WA.SHINGTON 

March 20, 1993 

MEMORANDUM FOR THE PRESIDENT OF THE UNITED STATES 

FROM: 	 THE INTER-AGENCY ENTERPRISE WORKING GROUP 

SUBJECT: ENTERPRISE PROPOSAL 

I. ACTION-FORCING EVENTS: 

You pledged to create comprehensive enterprise zones which 
combine tax incentives with new Community Development Block 
Grants to help revive economically disadvantaged areas in rural 
and urban America. The Plan for a New Direction includes $4.1 
Billion for~new investment in such a plan, while an additional $1 
Billion is ~n the baseline for FYa 93-94., 
The vetoed 1992 Revenue Act, H.R. 11, included B compromise
providing for "Tax Enterprize Zones.~ several Members of 
Congress are anxious to introduce new legislation. but the key
Committees have agreed to defer any action until the spring 
recess in o~der to receive your enterprise proposal. 

iThe human toll and economic burden suffered in many distressed 
urban cores and' rural places 1a immense. Although the 
deterioration has been decades in the making and cannot be 
remedied ove,rnight~ you pledged to embark on 8 new direction now. 

Guided by your call to reinvent government, to empower 
opportunity. to build community and to demand responsibility, a 
joint NEC-DPC Interagency Working Group has prepared a bold new 
enterprise proposal for your review and decision on several 
issues .. 

II. THE PROPOSAL 

Major principles of our proposal ere: 

• 	 No applicant will receive a single dollar of federal 
enterprise support before it demonstrates that it will 
reinvent the way local, state and federal government does 
business within its(:~prehenSive EnterpriS~ P18ce~ ~ 

~D-......l~\itf 



'. 

'. -2

("CEpu}.l 
, 

• 	 Each applicant must demonstrate that it has e comprehensive
strategic action plan to provide services on a coordinated, 
responsive, entrepreneurial end, 8S appropriate, deregulated 
basis aCross local. state, and federal lines and Bmgng 
relevant programs. Without SUCh a reinvention of government 
at all levels. no amount Of federal enterprise support will 
enable privete enterprise to. flourish in urban and rural 
communities which are most distressed. 

Each applicant must demonstrate that it has empowered the 
affected community within the CEP to be a full partner, from 
the beginning, in the formulation ~ implementation of the 
strategic plan. 

i 
• 	 Each strategic action plan must demonstrate the extent to 

which state and local governmental, private sector, non
profit; and community resources will be marshalled to expand 
enterprise in the CEP. Bach strategiC plan must also 
explain how all existing assets within the CEP and the 
available federal resources (including current programs, 
substantial new investments in people and infrastructure, 
and proposed enterprise support) will be leveraged to expand 
enterprise in the CEP. ,, 

• 	 Based on a competitive selection process, deSignated CEPs 
will then receive a formidable bundle of federal enterprise 
support and the opport'UnCf'[",;y-;;;:::;";;a;"';m h,,,;;;;"'nent other federalnmp"l
programs on an integrated basis as each designee sees fit. 
The designating Secretary will provide a single point of 
contact to provide necessary waivers and coordination across

\ all federal departments~ 

• 	 Each deSignated CEP will be accountable for the results of 
its actions pursuant to periodic review by the designating 

I 
1 We use the word "place" instead of "zoneft because the 

latter has negative connotations, e.g., "war Zone", 
"DeMilitarized Zone", "Adult Entertainment Zone", etc. Several 
mayors and Community groups also resist the notion of targeting a 
specific "zone It that may be viewed S6 a garrison isolated from 
its neighbors if it succeeds and a ghetto if it fails. 

We would like to substitute a more welcoming word that signifies 
our goal of empowering a distressed area to become en integral 
pert 	of the 'local economy and its residents to become full 
participants' in the economic; ma1nstream~ Words such as "place," 
"area#" -community," or "partnership" might be used as 8 
substitute for "zone. ff , 
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Secretary 6 What works will be rewarded by continued 
Bupport. what doesn't work will be reported, and federal 
enterprise support will be redirected. 

, 
.', 	 CEPs will be laboratories for change. We expect to be 

surprised by the results when people are empowered to make 
private enterprise an engine for growth in their local 
communities, and when government at all levels is reinvented 
to be fully responsive to local partnerships, workers, 
£ami11es. entrepreneurs and firms. Independent evaluation 
will enable all to learn from experience of the CEPe. 

• 	 Federal Enterprise support will include: 

enterprise block grants; 

~~\.\ community policing; 

~~ e;- L t L- -~ access to a bold; new community lending initiative 
~o~ ~~ and to private capital; 

~. ~G\.\ ~ 	 -~ eligibility for partiCipation 8S a demonstration 
,~, , 	 area in edditional federa~ initiatives, for example, 


comprehensive community schools to implement the 

National Education Goals, family support and welfare
to-work, youth apprenticeship, unemployment-to-work, 

d~ug prevention and rehabilitation-to-work, and 


\ 	 lifelong learning; 

I 	 .-- a bundle of targeted capital, wage and training tax 
incentives and opportunities to promote the expansion 
of enterprise in the CEP and to empower C£F residents 
to become full partiCipants in their dynamic local, 
regional and national economies. 

I 
Attached at:Tab A is a summary of the specifics of the proposal. 

We believe that this Enterprise Proposal will convey a message of 
hope to all 'Americans, particularly those in the most distressed 
places in rural end urban America: reinvent government, empower 
opportunity, demand responsibility, build community, end provide 
the basic infrastructure to enable private enterprise to 
flourish. ' 

III. 	lSSUES FO~ DECISION

ck'.... 1;;) Should there he any tax incentives and new federal 

~r~c', \:1 Spendi~g in your enterprise proposal? 


With the exception of OMB, the Inter-agency Working Group 1s 
unanimous in recommending this proposal to you. 



,. 


OMB argues that tax incentives will not be very effective in 
stimulatIng new business development and jobs 1n distressed areas 
or, if successful, will be too costly to be widely replicated in 
other areas. 

In addition, OMS believes that committing substantial resources 
to'an Enterprise proposal before we have had time to think 
through end'develop 8 consensus on the Administration's urban and 
rural development strategies 1s premature and¥ given general 
budget constraints, may preclude any other major initiative to 
help cities: during your Administration. 

! 
OM8 proposes a "no cost/reinventing-Government" option which. 1n 
its view. meets your campaign'promlse to create enterprise zones 
while preserving the opportunity to use the resources originally 
committed to enterprise zones to fund 8 major urban/rural 
development: or welfare reform initiative. 2 OMS's option would: 

• 	 provide no, or minimal tax incentives; 

• 	 provide no new spending for enterprise block grants: 

• 	 ooncentrate~ 1n a small number·of zones, discretionary 
resources from existing programs (many of which are 
substantially increased'by the proposed budget) through an 
ear-marking or sat aside mechanism for Enterprise Block 
Grants~ 

I 
The Interagency Working Group opposes OMS's proposal. We believe 
that OMS's proposal would leave the playing field to Congress and 
to the compromises of the past when your call for e new direction 
should be t~e message that rings throughout even the most 
distressed places in rural and urban America~. 
B. 	 What nUmber of CEPe should be proposed?

• 

1. 10 Demonstration CEPa and 100 CEPa: we reCO!lllllend 
designating up to 10 Demonstration CEPs that will receive all of 

2 OMS has advised that the 4.1 Billion in tax expenditures 
included in the proposed budget for Enterprise Zones can be 
treated e1t~er as tax expenditures or direct spending in the 
future. OMS advises that Congress j 88 a part of Budget 
Reconciliation, must lift the cap on discretionary spending 
included in.the Budget Enforcement Act in order to implement 
2ther inves~ments in the proposed budget. As a result# OMS 
advises that Shifting a portion of budgeted Enterprise spending 
from tax exPenditures to direct spending should present no 
problem. 
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the tax incentives and block grant inducements, while allocating 
a less expensive mix of inducements to a larger number, up to 100 
CEPs. We believe a small number of demonstration aress is 
necessary because several of the tax incentives and program
i'nducements we propose have never been tried, are costly,. or may 
have unpredictable results. This proposal allows for true 
experimentation: only what works and proves cost effective will 
be expanded at a later date. 

, 
All applicants would apply through a single challenge grant 
process for des~gnat1on as a CEP or Demonstration CEP~ Up to 8 
total of 110 CEPe could be established in the first year, within 
current budget restraints. 

2. 25 to 50 Demonstration CEPs: Secretary Bentsen proposes a 
total of 25! to 50 Demonstration CEPa which would be selected over 
the n9Kt five years, 1.e., 5 to 10 per year. All would have the 
same mix of' tax incentives as in the first option, but the amount 
of the Enterprise Block Grant available for each Demonstration 
CEP would b~ reduced substantially. 

I 
The Interagency Working Group oppose this prOpOsal. It relies 
too much on tax incentives an pro des too little in Enterprise 
Block Grant funding for each CE. In sddition, it is most 
subject to OMB's legitimate concerns. First, a wave of mandatory 
tax expenditures will make the Enterprise demonstration much more 
expensive. Second, it would expend a great deal of resources 
before learning whether CEPs with substantially reduced tax 
expenditures can work. Finally, we believe the staggered 
selection process end the fewer total number of CEP's will not 
capture the will of Congress nor garner the full support of our 
constituent~ as readily es the first option. 

c. 	 What tax incentives and other inducements should be 
provided to CEP's and Demonstration CEPa? 

The range and mix of tax incentives, combined with the relative 
magnitude of the Enterprise Block Grants, provide for an infinite 
number of options. There are. however, important policy choices 
between the'types of tax incentives to be inc~uded, the relative 
size of the'Block Grants compared to the cost of tax incentives, 
and the total size of the budget. 

In the following discussion, we have attempted to provide 
sufficient detail to inform your decision. In partioular, we 
summarize the full range of tax incentives end other inducements 
that we recommend so that you will have the context for our 
evaluations of the decision options presented. If you want to 
evaluate the tax policy choices in greater depth# we provide a 
separate appendix prepared by Treasury, which the Working Group 
has annotated only where there are major policy differenoes. 
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1. Tax incentives end other inducements for All CEPs: 

We reoommend that the following inducements be offered to All 
C~P$: 

s. Resident Empowerment Savings Incentives: A 50 percent
credit would be available for a contribution by an employer, 
Community Investment Corporation, or CEP Worker controlled 
Enterprise to a Defined Savings Plan ("DSP") on behalf of 
employees or members who are CEP residents. Participating CEP 
residents could also contribute to'tbe nsp on e tax deferred 
basis up to a limit of $2,000. These savings could be withdrawn 
(or borrowed) without penalty to pay for education, purchasing 8 
first home, or starting 8 small business~ This will provide the 
first proving grounds for implementing your pledge to eatablish 
Individual Development Accounts to empower low-income Americans 
to take the first steps toward economic self-sufficiency. 

b. Community Lending: All CEP's will be eligible to 
partioipate in a bold new federal community lending initiative. 
In the strategic action plan, each CEP will demonstrate how it 
proposes to maximize capital access by encouraging partnerships 
between existing financial institutions, community funds, 
Community Investment COrporations, worker COntrol~ed Enterprises, 
and the community Development Financial Institutions which will 
be established pursuant to the new federal community lending 
initiative. In addition, each CEP must demonstrate in its 
strategic plan how it will encourage these COFI's and its 
partners to access federal and private loan Sources outside the 
CEP, including the discounted loans available to members of the 
Federal Home Loan Bank Board through its Community Investment 
Program. ' 

c. COmmunity Policing: All CEP's will be eligible for 
additional support for Safe Streets from the portion of the FYs 
93·94 baseline Enterprise funding reserved for meeting your 
pledge of 100,000 additional cops on the beat., 
d. Eligib11ity for PartiCipation in Innovative Federal 
Bxperiments:: Eaoh CEP will also be eligible to =mpete for a 
variety of special ohallenge grants. For example, DoBd proposes 
to provide funds for several comprehensive £nterprise School 
COmmunities to implement the National Education Goel and to allow 
CEPe to submit a strategic aotion plan for usage of such funds. 
DOL, DeBd, end HHS will also offer a variety of demonstration 
opportuniti~s for local innovation in school-to-work~ 
apprenticeship, welfare-to-work, unemployment-to-work, and drug 
prevention end rehabilitation-to-work. BUD and Agriculture will 
also make available similar Opportunities for local innovation, 
including~ for example, Section 8 vouchers, Moving to 
Opportunities, HOME, end Youthbuild, The number of CEP's that 
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will be eble to participate in such demonstrations will vary by 
federal 'initiative. 

1 
e. Tax Exempt Private Facility Bonds: All CEP'e will be able 
to receive the benefit of exempting 50% of private facility bonds 
from State caps, and these CEP facility bonds will be excepted 
from the section 265 bank deductibility prohibition. Each 
primary Msar (e.g., a business firm) will be limited to 63
million in anyone CEP and a total of $20 million across all 
CEP's .. 

., '. f ' 
f. Expansion of the ~w Income Rousing Tax Credit: Finally,
all CEPe will be viewed j 8s' a ~difficult to develop~ area for 
purposes of increasing the ~ Income Housing Tax Credit to 91 
percent of present value from 70 percent of present value. (This 
is subject to Treasury calculating the cost of offering thia ,to 
all as opposed 'to only the Demonstration CEPs ~ 1 . l .. 

~ .',i<~ ..··\·.t .. 
This bundle of inducements BVBilable,to all,CEP's is substantial. 
When coMbined with the benefits resulfing from reinventing the" ·It,. 
way the,federal government does bUSiness, 'we ~lieve that,~here 
will be ,intense competition from local communities to be 
deSignated a CEP. . --' 

Depending on the extent to which you wish to 'target available '... ' i" 

Enterpr~se Block Grant funds On Demonstration CBPs1 a much 
smaller'Block Grant could also be made available to_ ell CEPs/~for 
example, to defray the costs of local and community planning;- . 
start-up and local"svalU8tion. We also believe, however # that 
many foundations and universities will step forward to Pay for or 
to provide these essential activities in many plaoes. ' : ..... 

I .'. ;", 
: ,'" .1 '" .... ' 

2. Added tax incentives and inducement. for Remonstration CEPa: 
J '.~ '.- .

We recommend offering the following additional inducements· to the 
limited, number of Demonstration CEP's: • 

a. Resident Empowerment through Community Investment 
Corporations ("eIes") and Worker Controlled Enterprises ("WCEs": 
Resident-owned CIes could be spurred through interest exclusions. 
nterest on ~ans made to crcs, 51% of which are owned CEP 

residents, for purchase of qualifying CEP tangible assets could 
he excluded from taxation to the lender. This will empower ClCs, 
for example, to acquire and develop land, to purchase TV and 
Fiber Optic cable serving their communities, and to partiCipate 
fully 1'n new information networks. The eIC provides s"way for 
CEP res'idents to "homestead" assets and to gain control of their 
economic destiny. 

WCES could also be spurred through interest exclusions. Interest 
on loans to permit resident workers to start, acquire and expand 

'" 

~: 

. 
~; 



.. 
':,"j.. '. . ,~. ,. . , 
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weEs, owned 51% by resident employees, could also be excluded 
from taxation to the lender. With full disclosure, worker 
control and annual reporting of individual share values to each 
CEP shareholder, the Shareholder Association of each such weE 
would empower resident employees with a full ownership stake in 
their own buslnesses~ while eliminating the abuses common·tg 
ESOP1s. i 

Both of' these empowerment inoentives Will be enhanced by the 
availability of access to capital provided by the new federal 
community lending initi8tlve~ Moreover, loans will only be made 
when an independent, third party lender determines that the 
proposed inyestment by the CIC or WCE is likely to work. 

, 

Dissenting View: These tax incentives for empowering CEP 
residents to become full stakeholders in shaping their own 
enterprise destinies are new# and, therefore, largely untried. 
Treasury opPoses these tax incentives because their impact ~s 
uncertain. 1 The consensus of the Working Group. however, is that 
such empowerment incentives are central components of the New 
Direction you have set for the nation~ At the very 1east~ 
experimenta,t1.on with such potentially empowering change is
warranted in the Demonstration CEP's., 
b~ Capital Incentives; We recommend a cost recovery approach 
that is designed to aid enterprises which employ a minimum of 35% 
CEP residen,ts. The proposed cost recovery includes two 
components::', 
• 	 i:ncrea$,~~___ property expensina under Section 179 for 

qualifying investments in depreciable property, up to e 
$75,000 cap, phasing out for larger investments above 
$300,000) 

• 	 accelerated depreciation for all investments in tangible 
property in the CEP. 

These cost recovery proposals complement the tax incentives 
contained in your proposed budget. They will provide substantial 
incentives that will be particularly valuable to starting or 
expanding m1cro-enterpr1se~ small bua1ness t and community-basea 
firms. 

Cost recovery vs. lin Enhanced Investment Tax Cred!t (" ITC") : One 
member of the Working Group has urged cons1deration of an ITC 
(e.g., 50% spread over ten years) for qualifying investments. 

,, 
The ITC would provide a far greater federal subSidy for larger 
phys1cal improvements in the CEP. However t it could produce 
undesirable tax sheltering effects that do not benefit the CEP. 
COst recovery is less expensive, will aid substantially greater, 

http:experimenta,t1.on
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numbers of small and medium sized businesses# And 1s more 
efficient than the ITC. On balanoe t we believe that cost 
recovery is, superior. [Does BUD want to include the %TC in the 
decision ......,71 

. I , 
c. Emplo~ent and Training Credits("BTCs"): ETCS provide an 
effective means of lowering the costs of doing business for 
employers~ tWa recommend allowing each employer to take advantege 
of either 

• 	 a multi-year ETC for employers located in the Demonstration 
CEP that is based upon CEP resident employee wages and 
qualifying expenses for education and training; 2X ' 

• 	 a one or two-year Targeted ETC ("TETC~) for employers, 
whether or not located within the Demonstration CEP, that is 

.based 	upon resident CEP employee wages and qualifying 
expenses for education and training. (The TETe has 
important empowerment value for CEP reSidents because it 
provides them with a bounty to join the economic mainstream 
wher@ver jobs can be found.) . 

,
As set forth 1n Tab B; there are several variations that may be 
consIdered 1n craftIng these two STes. 

I 
nSlanket" vs. ttlncremental lt ETC: The ETC can be applied to all 
CEP resident employees ("Blanket ETC") or be "incremental," i.e., 
applicable only to increases in employment of CEP residents 
(where total employment also increases)~ The Working Group 
narrowly favors the Blanket ETC. 

The Incremental ETC costs substantially less than the Blanket ETC 
and is more efficient in rewarding expansion in employment. To 
prevent substitutions of existing employees for CEP residents, 
this 	credit:would be based on increases in total employment and 
on increases in CEP resident employment. Yet, the Incremental 
ETC would be much more difficult for employers to understand and 
would involve much more paperwork. It also would disadvantage 
existing CEP businesses, 'which will receive credit only for 
expansion in employment, while business that are new to the CEP 
would receive credit for all of their resident employees. 
(Unfortunately, this disadvantage may olso cut across raciel 
lines, w1th;existing CEP businesses likely to be predominately 
minority.) f 

The costs of the Blanket ETC would be controlled by not extending 
it to non-CEP resident employees and by phasing it out after the 
seventh year of the CEP. However, the Blanket ETC also has 
disadvantages. The non-resident exclusion creates an incentive 
for CEP employers to Bubst1tute CEP res1dents for non-resident 
employees which may 'have unpleasant ramifications. The 
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Incremental E'rC avoids this problem by being tied to increases in 
total employment. But, as noted, the 1ncrament8~ ITC has other 
problems. 

Although Treasury is opposed to the Incremental ETC, we recommend 
that it be considered if it is necessary to preserve enough 
budget authority for the empowerment incentives described above 
and for a reasonable level of Enterprise Block Grants, as 
described below. 

d. Block Grants. 	 We recommend that the Demonstration CEP's 
receive 8 sUbstantial Enterprise Block Grant, on the order of 
magnitude of $100 million to $200 million per CEP for FY 93-98. 
We also recommend that the total amount of the tax incentives for 
each Demonstration CEP be approximately the Barne dollar amount 89 
the Enterprise Block Grant. 'rhus, the size of the Enterprise
Block Grant' depends on the mix of tax incentives chosen and the 
total budget that you wish to provide for the Enterprise proposal 
during the five-year Budget window. 

D. What ahould be 	the Total Budget? 
I 

A good starting point for making a decision is the total budget. 
As set forth in the 	tables at Tab C( we present four options:, 

• $0 	 (the OMS no-cost alternat1ve) ,, 
• $3.3 Billion 	 (Incremental E'l'C)

i 
; 

• $4 Billion 	 (Blanket ETC of 15t on first $20,000) 

• 	 $5.1 Billion (Blanket ETC of 20% on first $20,000, plus e 
second year of the 'rETC) 

Each option besides the no-cost alternative includes the 
empowerment incentives described above and divides the total 
costs betwe~n tax incentives and other inducements evenly. 

'rhe 83.3 Billion alternative uses the Incremental ETC. The $4 
Billion option uses a Blanket ETC based on 15% of the first 
$20,000 in wages and qualified education and training expenses. 
The 85.1 Billion option uses a blanket ETC based on 20% of the 
first 820,000 in wages and adds a second year for the 'rETC. 

With the exception of the OMS model, we believe that the choice 
among these,medels is basically a budget issue for your decision 

unless you view one or another of the tax incentives discussed 
as substantially better or worse. 
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IV. CONCLUSION 

Our Enterprise Proposal seeks to implement your call for a new 
direction by delivering a real message of hope throughout the 
land. especially to persons in the most distressed pIeces in 
urban and rural America. 

V. DECISION 

A. Select One:
•, 

_____Interagency Enterprise Proposal 

___ ~'No-cost .. OMB Proposal 

______~Reject all proposals f Oiscuss Further 

B. If Interagency Proposal Selected, Select one from each 
category: 

la Number of Zones 

______10 Demonstration CEP's and 100 CEP's 


___,25-50 CEP's 


2. Approximate 50-50 balance in tax incentives and Block 
Grants 

___,Accept 

______R.eject, Discuss Further 

3. Total Approximate Budget 


___,$3.3 Billion 


___,$4 Bill:lon 


___$5.1 Billion 


_____Discuss Further 
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DRAFT 7 Monday 3{29 lpm 

Ma ... h 29, 1993 

MEMORANDUM FOR THE PRESIDENT 

FROM: THf; NEC-DPC INTERAGENCY WORKJNG GROUP ON 
:COMMUNITY DEVELOPMENT AND B1POWERMENT 

SUBJECT: 'AN f;CONOMIC EMPOWERMENT STRATEGY 

I. ACTION-FORCING EVENT 

Almost one year ago, you toured Los AngcJcs after the fiots and predicted that despite 
all the media attention and Prc...idcntial fanfare. a year would pass and nothing would change. 
You were righL Across the country, poor communities from South Central to the Mississippi 
Delta arc stilt :rccling from a decade of declining opportunity and rising social and economic 
isolation. We cannot hope to succeed in the world economy or come together as a nation 
unless we empower these communities to join the economic mainstream. The sooner you 
come forward with an empowerment strategy) the better. The long-lenn success of your 
economic pial"! and your Presidency may depend on it. , 

II. 8ACKGROUND 

Shortly after you look office j Bob Rubin and Carol Rasco asked Gene Sperling and 
Bruce Reed to set up a jOin1 NEe-DPe interagency working group on community 
development ~nd empowennent. We wanted a joint effort spanning economic and domestic 
policy that could look at every aspect of the problems of economically distressed urban and 
ruf'd~ areas -- from access to capital and child care to the need for school rcfonn and 
criminal justice. We brought half a dozen agencies together to rethink existing programs and 
develop a new, comprehensive empowerment strategy. 

For the past two months, the policy shops at HUD, Treasury, Agriculture. Commerce. 
and OMB have worked with the NEe and DPe on the first stage of that new strategy: 
economic empowerment. We set out not only to prepare specific proposals that could be 
passed this spring as part of your initial budget, but to develop a framework that could 
incorporate other new ideas over the course of your administration, 
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1bc proposals presented here -- for enterprise zones and community development 
banks -- are bolder and more innovative than anything any previous administra1ion has put 
forward, While we recognize that Congressional r~litics lD.A).:. force uS to temper Ihest! 
ambitious proposals, we nonetheless believe the attached proposals can be passed into law and 
lay the groundwork for dramatic progress in poor communities across the counlry. 

I 
III. PRINCIPLES 

In developing these proposals, we relied on the basic principles you outlined in your 
campaign: 

I. Economic Growth: The besl urban policy, Ihe besl social policy, and .he best 
anti-poverty policy is a comprehensjve strategy for economic growth. 

2. Individual IIIIlI Community Empowerment; Too many en'erprise proposals focus 
only on imprt~vjng a particular placc, and do little to empower the people who live there, 
Olhcr proposals focus exclusively on the: individual and ignore the community. We need a 
new approach'that empowers people and improves places at the same time, 

3. Bottom-Up Innovation: No matter how much we manage to do in Washjngton, 
the ultimate solutions wilt come from the bottom tlp, from communities and individuals 
willing to help themselves, These proposals challenge communities to design their own 
answers, and reward them for initiative, innovation, and results. At the same time, the 
policjes will not only give people more opportunity, bUI inspire them to take more 
responsibility: for their own lives. , 

4. Bold, Persistent Experimentation: In this arca, more than any other, the old 
answers don't' work anymore. and we need to launch a new era of bold, persistent 
experimentation. Reinventing government must be an integral part of our enterprise 
proposals. We envision a national network of economic empowerment zones that will serve 
as hlboratories of democracy. where communities will get more freedom to try new 
approaches. but will also be called upon to demon~trate results. 

These problems have been generations in Ihc making, and we're not going 10 fix thcm 
overnight. B,ut we can change the disastrous economjc policies of the last 12 years; we can 
change the fa'ee of government in communities where three decades of federal efforts, 
howcver wcil.-intcntioncd, has done so little good; and we can begin to change the 
something-for-nothing ethic that has permeated our culture from top to bottom in recent 
years. 
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IV. ECONO~HC EMPOWERME!IIT ~'TRATEGY 


We believe that the economic empowerment portion of your comprehensive 
community development strategy should include fout main pillars; economic empowcnncnt 
zones; community development banks; eRA reform; and community partnerships against 
crime, This is only a portion of what your administration hopes to accomplish in poor 
communities, through health care refonn, welfare rcfonn, family policy, and so on. OUf 

empowerment agenda is meant to maximize the return on those investments. and to help 
communities restore the basic condi1ions they need to succeed: safe streets, access to capital. 
and above alL ,'new and expanding businesses that generate new jobs. 

The attached memos present detailed options for the economic cmpowcnncnt zoneS 
and for the community partnership against crime. Proposals on eRA reform and community 
development banks will be ready next weck. 

1. ECOI'iOMIC EMPOWERMENT ZONES 

During the campaign. you pledged to create 75 to 125 comprehensive urban and rural 
enterprise lones, Congress enacted federal enterprise zones in 1987 but the Administration 
refused to designate any zones. In October 1992. with the leadership of Senator Bentsen, 
Congress passed H.R. 11, which Bush then vetoed. H.R. 11 would have created 50 
"enhanced enterprise zones" which provided not only tax and regulatory relief but $500 
million a year'for a broad array of programs within the zones. . 

Since H.R 11 passed so recently. we could simply send Congress, the same bill. But 
our entire working group agreed that the traditional forms of enterprise zones were not 
effective. Wc!wantcd to move beyond the old left-right debate that the answer to every 
problem is more federal spending on the one hand or more tax breaks on the other. 

We recommend fOUf major reforms of H.R. ll: 

t. Fewer zones with more impact: We'll never know whether enterprise zones work 
if we scatter ~ur IimitcU resources among 50 zones, We believe thc enterprise zones must be 
more focused, so that money and commitment arc not spread 100 thin. 

2. ReinvenUng go\'cmment: No amount of outside financial help will enable 
entrepreneurs or individuals to get ahead if red tape or misdirected programs stand in their 
way. Enterprise zones should be a vehicle for streamlining the waivcr process. coordinating 
federal programs, and improving services, 

3. Individual empowerment: We need to empower individuals as well as 
communities j by offering aCCeSS to capital) savings. incentives, and other measures to promote 
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work. entcrprcncurshipJ and a"iSct building. 

4. Laboratories of cbange: A handful of tax incentives, no maHer how targeted. will 
never be enough to turn a troubJed community around. Over the tong term, we hope the real 
value of theSe empowerment zones: will be to serve as magnets for innovation by the public 
and the private sector. 

Option I -- 141 Economic Empowerment Zones and 100 Enterprise "'eighborhoods: We 
recommend building upon the enhanced enterprise zone approach. Our consensus proposal 
designates up to 10 Economic Empowcnncnt Zones that \\1.11 receive all of the tax incentives 
and block grant:induccmcnrs, while allocating a less expensive mix of inducements to a larger 
number, up to 1'00 Zonc..'\ or Enterprise :Neighborhoods (E!"fs). We believe a small number of 
demonstration areas is necessary because several of the tax incentives and program ,
inducements we propose have never been tried, arc costly, Or may have unpredictable results. 
This proposal allows for true experimentation: only what works and proves cost effective will 
be expanded at a later date. This proposal also meets your campaign pledge to create 75 to 
125 zones, while targeting the funds to insure success, , 
All applicants would apply through a single challenge grant process for designation as a Zone 
or Demonstratioh Zone, Up to a total of 110 Zones could be established in the first year, 
within current budget restraints, 

Option 2 -- 25 to 50 ])emonstration Zones: Secretary Bentsen proposes a total of 25 to 50 
Demonstration Zones which wou1d be selected over the next five years, Le., 5 to 10 per year, 
All would have the same mix of tax incentives as in the first option, but the amount of the 
Enterprise Block Grant available for each Demonstration Zone would be reduced 
substantially, ' 

The Interagency Working Group opposes this proposaL First, we believe it relics 100 much 
on tax jncentives and provides 100 little in Enterprise Block Grant funding for each Zone, 
Second, a wave of mandatory tax expenditures will make the Enterprise demonstration much 
more expen..,;;lve. Third, it would expend a great deal of resources before leaming whether 
Zones with subs.t;:mtinHy reduced tax expenditures can work. FinaHy~ we believe the 
staggered selection process and the fewer total number of Zone's will not capture the will of 
Congress nor garner the full support of OUr constituents as readily as the first option, 

Specific Tax Incenllves and Inducements 



DRAFr 7 Sunday 3/28 7pm 

March 29, 1993 

MEMORANDUM FOR THE PRESIDENT 

FROM: THE COMMUNITY EMPOWERMENT WORKING GROUP 

SUBJECf: OVERVIEW OF EI'-TERPRISE ZONE PROPOSAL 

I. ACTION-FORCING EVENT 

Almost one year ago, you toured Los Angeles after the riots and predicted that despite 
all the media attention and Presidential fanfare, a year would pass and nothing would change, 
You were right. 1 Across the country, poor communities from South Central to the Mississippi 
Delta arc still reeling from a decade of declining opportunity and rising social and economic 

•isolation, We cannot hope to succeed in the world economy or come together as a nation 
unless we cmpo~cr these communities to join the economic mainstream, The sooner you 
come forward with an empowerment strategy. the better. The long-term success of your 
economic plan and your Presidency may depend on it. 

II. BACKGROUND 

Shortly after you took office, Bob Rubin and Carol Rasco asked Gene Sperling and 
Bruce Reed to set up a jOint NEC-DPC interagency working group on community 
development and empowerment. \Ve wanted a joint effort spanning economic and domestic 
policy that could look at every aspect of the problems of economically distressed urban and 
rural areas -- from aCCeSS to capital and child care to the need for school reform and 
criminaJ justice. We brought half a dozen agenCies together to rethink existing programs and 
develop a new, ~mprchensive empowerment strategy. 

• 
• 

For the past two months, the policy shops at HUD. Treasury, Agriculture, Conlmerce, 
and OMB have ~orkcd with the NEC and DPC on the first stage of that new strategy: 
economic empowerment We set out not only to prepare specific proposals that could be 
passed this spring as part of your initial budget, but to develop a framework that could 
incorporate other new ideas over the course of your administration. " 

The proposals presented here -- for enterprise zones and community development 
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banks -- are bolder and more innovative than anytbing any previous administration has put 
forward, While we recognize that Congressional realities ~ force us to tempcr these 
ambitious proposals, we nonetheless believe the attached proposaJs can be passed into law and 
lay the groundwork for dramatic progress in poor communities across the country. 

III. PRINCIPLES 

In developing these proposals, we relied on the basic principles you outlined in your 
campaIgn: 

. 
L Economic Growth: The best urban policy, the best social policy, and the best anti

poverty policy is a comprehensive strategy for economic growth. 

2, Bottom-Up Innovation: No matter how much we manage to do in Washington, the 
ultimate solutions wilJ COme from the bottom up, from communities and individuals willing to 
help themselves, These proposals challenge communities to design their own answers, and 
reward them for initiative, innovation, and results. At the same time, the policies will not 
only give people!more opportunity, but inspire them to take more responsibility for their own 
lives. 

3. Bold, Persistent Experimentation: In this area, more than any other, the old answers 
don't work anymore, and we need to launch a new era of bold, perSistent experimentation. 
Reinventing government must be an integral part of our enterprise proposals, We envision a 
nalionaJ networklof economic empowerment zones that will serve as laboratories of 
democracy, wher6 communities will get more freedom to try new approaches, but will also be 
called upon to demonstrate results. 

These problems have been generations in the making, and we're not going to fix them 
overnight. But we can change the disastrous economic policies of the last 12 years; we can 
change the face of government in communities wheTe three decades of federal efforts, 
however well-intentioned, has done so little good; and we can begin to change Ihe 
something-for-nothing ethic that has permeated our cuhure from top to bottom in recent 
years, 

, 
IPOSSIBLE ADDITION: Empower Individuals aru.I Communities: Too many enterprise 
proposals focus ~nly on improving a particular place, and do little to empower the people 
who live there. Other proposals ignore the community altogether. BUT WHICH SIDE ARE 
WE ON?] 

IV. PROPOSALS 
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We believe that your community empowerment strategy should incorporate three main 
proposals: economic empowerment zoncs~ community development banks; and community 
partnerships against crime. This is. only a portion of what your administration hopes to 
accomplish in poor communities, through health care reform, welfare reform, Head Start, and 
so on. OUf cmpowcnncnt agenda is meant to maximize the return on those investments, and 
to help communities restore the basic conditions they need to succeed: safe streets, aCcess to 
capitat. and ahove aU, new and expanding busine..o;;scs that generate new jobs, 

The at1achcd memos present detailed options for the economic empowerment zones 
and for the community partnership against crime. A community development bank proposal 
will be rcady ne~[ week, Here is an overview of the major programs as we see them: 

* Economic Empowerment Zones: We can for 10 Economic Empowerment Zones 
that will receive :suhstantial tax incentives for job creation, and 100 Enterprise Neighborhoods 
th3t would qualify for a smaller range of incentives and inducements. Communities will 
compete for Enterprise Challenge Grants that gtve them broad leeway to design and carry out 
their own plans, but also hold them accountable for measurable results. We will give 
businesses incentives to create jobs and individuals. incentives to take them. These 110 
communities will be natural candidates for community development banks and community 
policing, and cO"lld serve as ideal laboratories for a wide variety of innovative federal 
experiments already in the works, including national service, welfare reform, and youth 
apprenticeship . 

• Community Development Banks: (explain where we arc) 

• Community Partnership Against Crime: (explain HUD proposal) 
, 

Together; these proposal. move beyond the old left-right debate that the answer 
to every problem is more Cederal .pending on the one band or more lax breaks on the 
olher. They olTer real opportunity 10 real people: • savings account, a cop on their 
block, an employment voucher tbat will reward any business for giving tbem a job. 
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IV. ENTERPRISE ZONE OPTIONS 

History 

Since the early 1980s. 36 states and the District of Columbia have enacted enterprise 
zone legislation, most offering only tax and regulatory incentives. Congrc.,",s enacted federal 
enterprise zoncs'in 1987 but the Administration refused to designate any zones. In October of , 
1992, Congress passed H.R. 11 (the uman aid tax bill that Bush vetoed last November). 
which included a proposal for 50 "enhanced enterprise zones" which provided not only tax 
and regulatory relief but $500 million a year in increased social spending within the zones, 

During tbe campaign you pledged to create 75 to 125 comprehensive urban and rural 
enterprise zones.; The Plan for a New Direction includes $4.1 billion for new investment in 
enterprise zoncs;'whilc an additional $1 billion is in the baseline for FY93 and F);'94. 

We reconlmend four major innovations over H.R. 11: 

1. Challenge Grants to Reinvent Government: No amount of outside financial help 
will enable entrepreneurs or individuals to get ahead if red tape or misdirected programs stand 
in their way, Under our proposal, no applicant will receive a single dollar of federal 
enterprise support until it demonstrates that it will reinvent the way local. state and federal 
gov<:rnmcnt do business. We will provide communities with a single point of contact in 
Washington to secure necessary waivers and coordination across federal departments, 
provided that the communities present comprehensive strategic action plans to provide 
services in a coordinated, response. and entrepreneurial way, 

2. Fewer Zones, More Impact: We believe that a small number of meaningful zones 
will be much more Hkely to succeed than a large number of zones that are watered down for 
political expedience. Our proposal calls for 100 Enterprise Neighborhoods that would give 
communitic.;; an i~centhrc to reinvent government in retum for community policing, individual 
empowerment programs) and special consideration for community development banks and 
other pending federal iniritllives. But we recommend targeting most of the tax incentives into 
10 Economic Empowerment Zones. Only a targeted proposal will give the enterprise zone 
experiment a fair lest and allow us to mea.'\ure results. , 

3. Laboratories for Change: A handful of tax incentives, no matter how targeted, 
will never be eno~gh to turn a troubled community around. Over the long term, we hope 1he 
rcal value of these empowerment zones will be to Serve as magnets for innovation by the 
public and the private sedor. Various federal agencies might select zones for school reform. 
apprenticeship, welfare-to-work, unemploymcnl-to-work. drug prevention, and so on. 
Comp(mies and private foundations might ,q. 



DRAFT 6 3126, FRIDAY 7pm 

Mardi 29, 1993 

MEMORANDUM FOR THE PRESIDENT OF THE UN1TI':D STATES 

FROM: THE COMMUNITY EMPOWERMENT WORKING GROUP 

SUBJECT: OVERVIEW OF ENTERPRISE ZONE PROPOSAL 

, 
I. ACTION-F:QRCING EVENT 

Almost ok year ago, you toured !.os Angeles after tbe ri()IS and predicted that despite 
an the media attention and Presidential fanfare, a year would pass and notbing in South 
Central w()uld cbange, Ynu were right With the annivenlary ()f the L.A ri()ts just. month 
away and a verd~ct in the police officers' trial likely in 2-3 weeks. we urge you to announce 
your long-term community empowerment strategy in the next 10 days -- before these events 
take place, 

D. BACKGROUND 

Shortly after you took office, Bob Rubin and Carol Rusco asked Gene Sperling and 
Bruce Reed to set up an interagency working group On community empowerment t() flesh out 

•your enterprise zone and oommunity development bank proposals, For the past two months, 
the poliCy shops at a half dozen departments have been working together on tbe project, The 
attached proposals incorporate ideas fr()m HUD, Treasury, Agricultute. CGmmerce, OMB, 
NEC. and DPC as wen as outteach efforts 10 community groups and business, 

In developing these proposals, we relied 00 the basic principles you outlioed in your 
campaign: 

1. The best urban policy, tbe best social policy, and the best anti-poverty policy is 
econ<>mic growth, We don't need another urban aid package; these proposals ought to be part 
of a larger national economic vision to restore utban and rural communities by empowering 
people to join lhe economic mainstream. 

2, In this area; more than any olher; the old answers don~ work anymore, and we need 
to launch a new era of boJd~ persistent experimentation. We envision a national network of 

• 
I 
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economic empo\vennent zones that will serve as laboratories of democracy! where 

(:(Immunities will get more freedom to try new approaches, but will also he called upon to 

demonstrate results. 


3. bt the end, the solulion will come not from Washington, but from the bottom up, 
from (:(Immunities and individuals willing to help themselves. These proposals challenge 
communities to design their own answers! and reward them for- initiative. Innovation, and 
results. At the Same time, the policies will not only give people mom opportunity, but inspire 
them to take more responsibility for their own lives. 

We're not gOing totix these problems overnight, and it is up to the mmmunities 
themselves whether we'll fix them at all. But we can change the disastrous _nomic poucies 
of the last 12 years; we can change the face of government in communities where three 
deCades of federal effons, however well-intentioned, has done so little good; and we can 
begin to change the something-for-nothing ethie that has permeated our culture from top to 
bottom in recen~ years. 

, 
III, PROPOSALS 

We belie~e that your community empowenncnt strategy sbould incorporate three main 
proposals: economic empowerment zones; community development banks; and community 
partnerships against crime. This is only a portion of what your administration bopes to 
accomplish in poor communities, through health eare reform, welfare reform, Head Start, and 
so on. Our empowerment agenda is meant to maximize the return on those investment~ and 
to help communities restore the basic conditions they need to succeed: safe streets, access to, 
capital, and above all, new and expanding busineSses that generate new jobs. 

The attached memos present detailed options for the economic empowerment zones 

and for the <;QtIlll1unity partnership against crime. A community development bank proposal 

will be ready neitt week. Her. is an overview of tbe major programs as we see tbem: 


• Economic Empowerment Zones: We call for 10 Economic Empowerment Zones 
that will receive substantial tax ;neentiv.. for job creation, and 100 Enterprise Neighborhoods 

.that would qualify for a smaller range of incentives and inducements. Communities will 
compete for Enterprise OIano.ge Grants that give them broad leeway to desigo and carry out 
their own plans, but also hold them accountable for measorable results. We will give 
businesses incentives to create johs and individuals incentives to take tbem. These 110 
communities will be natural candidates for eommunity development baaks and mmmunity 
policing, and coUld serve as ideal laboratories for a wide variety of innovative federal 
experiments a1mady in the works, including national service, welfare reform, and youth 
apprenticeship. 

http:OIano.ge
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• Community Development Banks: ("plain whore we are) 

• Community Partnersblp Aplosl Crime: (explain HUD proposal) 
l 

Togotber, these proposal! mo•• beyond the old left-right debate that the aoswer 
to .ve" probl.m .. more federal spending on the one band or more tax breaks on th. 
other. They olYer real opportunity to real people: a savings """""nl, a cop on their 
blocl<, all employment voueber thai will reward any business for giving them a Job. 
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IV. ENTERPRISE ZONE OPTIONS 

History 

Since the early 1980s, 36 states and the District of Columbia have enacted enterprise 
zone Iegislatiori, most offering only tax and regulatory incentives. Congr... enacted federal 
entelJ"ise zones in 1987 but the Administration refused t() designate any zones. In October of 
1992, Congress' passed H.R. 11 (the urban aid tax bill that Bush vetoed last November), 
which induded;_ proposal for 50 "enhanced enterprise zones" which provided nc>! only tax 
and regulatory relief but $500 million a year in increased """ial spending within the zones.,, 

During tbe campaign yoo pledged to create 7S to 125 comprehensive uroan and rural 
enterprise ZOnes. The Plan for a New Direction indudes $4.1 billion for new investment in 
enterprise zoneS, while an additional $1 billion is in the baseline for FY93 and FY94. 

We recommend four major innovations over H.R. 11: 

1. Challenge Grants to Relnvenl Government: No amount of outside financial help 
will enable entrepreneurs or individuals to get ahead if red tape or misdirected programs stand 
in their way. Under our proposal, no applicant will receive a single dollar of federal 
enterprise support until it demonstrates that it will reinvent the way local, state aud federal 
government do business. We will provide communities with a single point of contact in 
Washington to secure necessary waivers and coordination across federal departments. 
provided that the communities present comprehensive strategic actioo plans to provide 
services in a coordinated, response, and entrepreneurial way., 

2. Fewer Zones, More Impact: We believe that a small number of meaningful zones 
will be much more likely to succeed than a large number of zones that are watered down for 
political expedience. Our proposal calls for 100 Enterprise Neighborhoods that would give 
communities an' incentive to reinvent government in Jetum for community policing, individual 
empowerment I'fOgrams, and special consideration for community development banks and 
other pending federal initiatives. But we recommend targeting most of the tax incentives inlO 
10 Economic Entpowerment Zones. Ouly a targeted proposal will give the enterprise zone 
experiment a fair test and allow us to measure results. , 

3. Laboratories for Cbang<: A handful of tax incentiVes, no matter how targeted, 
will never be enough to tum a troubled community around. Over the long term, we hope the 
real value of these empowerment zones will be to serve as magnets for irmovation by the 
public and the private sector. Various federal agencies might setect zones for school reform. 
apprenticeship, welfare-to-work, unemployment-to-work, drug prevention~ and so 00. 

Companies and private foundations might .... 



THE WHITE HOUSE 

WASHINGTON 

March 17, 1993 

I 
MEMORANDUM FOR 	 GENE SPERLING, 

BRUCE REED 

PAUL WEINSTEIN 


FROM: 	 PAUL DIMOND 
SHERYLL CASHIN 

SUBJECT: 	 Decision Memo Out1ine for EP Proposal 

Here's an initial stab at an outline (in which we've exercised a 
number of judgments about what issues should be included for 
decision and how those issues should be stated). We've also 
described, :at least by summary title, a consensus about how the 
the alternative models may be merged into one proposal. 

All other errors and omissions are due to typos or the rush. 
This draftjis intended to get the discussion started. So, fire 
away_ 

, 
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Outline for EP Decision Memo 

I~ OV"erview 
I 

A. Points of Consensus 
1 

l. Our proposal should be broader than the Kemp conception 
of Enterprise Zones~ In addition to attracting businesses 
from without, we want to empower people from within. In 
particular, we want to improve the economic opportunities 
available to zone residents by providing incentives for 
employment, starting and expanding business# and saving~ 

2. Our proposal should be more comprehensive and bolder in 
terms 'of the fede'ral inducements we provide. 

In addition to tax incentives which will lower capital 
costs for business expansion, we want to establish 
~ncentives that are based on employing and training 
zone residents. , 
I 

We want to include federal programs that are essential 
to expansion of enterprise through building the local 
community (e.g.~ more cops on the street, worker 
~raining, welfare-to-work and enhanced COaG funding). 

We want to "reinvent" the way that goverrunent does 
business~ both at the federal and local level. We Beek 
to join the relevant federal programs and tax 
incentives in one challenge grant that induces new 
public-private, state-local partnerships to respond to 
enterprise concerns and community needs in bold new 
ways. 

B. Four Primary Models for Enterprise partnerships 

1. Economic Development / Job Creation Model: This model 
assumes that enterprise zones are not a cure for every ill 
the Clinton Administration is committed to tackling. At the 
core 0'£ the Clinton presidential campaign' was a coromitment 
to expanding economic opportunity for all Americans~ 
Enterprise Zones meet this promise for acutely distressed 
areas.: particularly the inner city and distressed rural 
areas.: EZs are the business expansion component of the 
Clinton Administration's urban agenda~ Other objectives 
will be accomplished through other vehicles (e.g. Head 
Start,. WIC, welfare reform, systemic school reform~ EITe). 
This EZ model will be comprehensive in its approach to 
achieving the business expansion objective. In addition to 
tax incentives, we will provide a broad menu of government 
inducements, such as funding for additional community 
policing, that can be linked to the objective of business 
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expans,lon. 
, 

2. The Systemic Model: Supporters of this approach argue 
that we are setting ourselves up for failure if our only 
measur'e of success is the extent of new businesses in the 
zonas. This model assumes that the goal of business 
expansion is too narrow because tax-incentive enterprise 
zones have not been effective too~s for business expansion. 
Failure is particularly likely because the success measure-
i.e' l number of businesses attracted, started or expanded-
will be very easy to quantify. 

More importantly. this model is driven by the belief that, 
because of the plethora of ills plaguing distressed urban 
and rural areas, long-term recovery in these areas cannot be 
predicated upon economic activity alone. In other words j to 
attract and sustain economic activity, blight and the mu1ti
faceted forms of distress must be eradicated. This model 
calls for a systemic approach which addresses the multi
faceted needs of the individual and the community in these 
areas.' In addition to tax incentives targeted primarily 
toward: businesses. this model requires reinvention of 
government to make existing program funds going into 
distressed areas more accessible and responsive to residents 
and communities., 

fS0 The: Empowerment Model: The focus of this model is not 
: ~ ~J ~sinesses or the community as a whole, but the individuals 
O~;~/~ who live in severely distressed areas. The model's 
r_l>z ,..tlf( objective is empowering zone residents to join the economic 
~-- J 	 mainstream. (A shorthand for the difference between this 

model and 'the other models is that the empowerment model 
emphasizes helping local residents build business, gain 
employment, accumulate assets and build their own 
communities, while the other models emphasize revitalizing 
places.) This shift in emphasis will shape the content of 
the federal incentives provided. Incentives will be 
designed to place maximum control in the hands of zone 
residents, rather than focusing exclusively on influencing 
the economic decisions of businesses., 
4. The: Minimum Cost I Zero Option: The premise of this 
model 1s that tax-incent~ve Enterprise Zones are an i11
advised, ineffective tool for economic or social 
revitalization in distressed areas. Supporters of this 
model believe the cost per-jab-created in each EZ is too 
high for EZ's to be replicated throughout the country~ In 
addition~ they contend that Congress is not l1ke~y to be 
restrained to a relatively small number of zones; therefore, 
the resources available for EZs will be diluted, or the 
pressure for unwarranted spending beyond the budget caps 
will increase. 

2 



,This model is intended to meet the President' B campaign 
promise of creating enterprisQ'zones by giving localities 
the funding and support to try reinventing the delivery of 
existing services. This model saves funds and buys uS time 
to develop a more comprehensive urban policy agenda for 
severely distressed areas~ It contains virtually no tax 
incentives for attracting businesses to targeted areas. , 

XI. 	 The Pros and Cons of Each Hodel 

(Sheryll will begin work on this section. Defenders of each 
model are invited to make their best case and state perceived 
cons for other models. Please send your drafts or comments to 
Sheryll.j ; 

, 
III. 	The Model We Recommend: A Bold, But Cost Effective 

Enterprise. Empowerment Partnership: A Small Number of 
Enterprise Partnerships, a Larger Number of Economic 
Empowerment Initiatives 

[Bruee~ Gene and the Pauls will work on this section. All 
suggestions are welcome.] 

IV. 	 Other Decisions That Must Be Made 

A. Number of Zones. 

1. 10 Pilot Enterprise Partnerships and -100 EPs~ As 
described above, we envision (1) a small number of enhanced 
zones that will receive all of the tax incentives (and 
program inducements) and (2) a larger number of zones with 
only the resident empowerment tax incentives (and program 
inducements)~ This will allow us to experiment with 
unpredictable (and costly) tax incentives~ while assuring 
that a far larger number participate in reinventing the way 
government, the private sector~ and residents do business in 
distressed urban and rural areas. 

, 
We recommend 10 pilot EPs ("enterprise partnerships") with 
enhanc'ed tax incentives and 100 other BPs. All can be 
established in the first round of the challenge grant 
process and be in operation within a year, within the 
curre~t budget restraints. , 
2~ 50 Enhanced Tax Incentive Zones. As an alternative I the 
current budget constraints would permit a total of 50 of the 
enhanced tax incentive zones F with 10 selected per year 
selected over the next five years. Although this would cost 
the same amount over five years as the first option. it 
would cost substantially more over the next five years, once 
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all of the enhanced tax incentive zones are in place. Given 
the uncertainty over the impact of the tax incentives, we 
recommend experimenting with a fewer number in the first 
,term ~n order to learn from the experience before , 
considering any expansion to a larger number. Given the 
larger number of EPs immediately available under the first 
option, the second option may also be less readily embraced 
by Congress. 

B. Tax Incentives. 

As set forth above, all zones would receive substantial tax 
incentives for resident empowerment, including exclusion of 
interest for investments in worker controlled businesses and 
community investment corporations. This will permit 
residents to participate in a new frontier form of 
homesteading of capital assets~ new technology. land. and 
business. In addition, all zones would have incentives for 
contributions to resident savings plans, as well as bounties 
for all firms hiring residents moving from welfare to work. 
Finally, all zones would receive the benefit of exempting 
50% of facility bonds from State caps~ and the bonds are 
excepted from section 265 bank deductibility prohibition. 

,
The major options relate to the mix of tax incentives for 
enhanced zones with respect to capital and employment and 
training:, 
1. Capital. There are two basic options: 
(a) cost recovery (including property expensing for 
qualifying investments in depreciable property up to $75,000 
cap), plus accelerated depreciation for all investments in 
tangible property or 
( b) an' investment tax credi t (e. 9 ., 50% spread over ten 
years) for qualifying investments ("ITC")~, ,
Cost recovery is less expensive, gives a stronger incentive 
to sma'll business investment, and is more efficient than the 
ITC. The ITC does, however, provide a far greater federal 
inducement for development in the zone, at a far greater 
cost to U~S~ taxpayers. 

In addition. the zone will be viewed as a "difficult to 
develop" area for purposes of increasing the Low Income 
Housing Tax Credit by 30%. 

2. Employment and Trainino Credits ("BTC fI 
). The mix of 

options on ETC is more complex: 
(al Zone employer ETC credit of 25% of the first $20,000 in 
wages and training of all zone employees for first six 
years, declining 5% per year over next five years (lIBlanket 
ETC" ) 
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{b) Zone employer ETC credit of 25% of increment in total 
wages and training e~penses over baseline (which may be 
adjusted for inflation) attributable to increases resulting 
from zone resident employment (" Incremental ETC") 
(c) ETC refundable but with a cap of $2500 per employer 
(d) A,targeted ETC for all employers who hire zone residents 
for one year, limited to 25% of the first $20,000 in wages 
and training of the zone resident~ 

The targeted ETC provides important symbolic empowerment for 
zone residents to join the economic mainstream wherever jobs 
can be found. Although the administration and impact of 
other Targeted Job Tax Credit Programs has been at best 
problematic to date, we recommend that the targeted ETC be 
included in any package and that DOL snd Treasury work to 
make the administration more efficient and effective. 

I 
We also recommend that the ETC be made refundable.,, 
The Incremental ETC costs substantially less than the 
Blanket ETC and is much' more closely tied to expansion in 
zone employment than the Blanket ETC. The Incremental ETC 
is substantially more difficult for employers to understand 
and involves substantially more paperwork than the Blanket 
ETC. The Incremental ETC also may be viewed as unfair to 
existing zone businesses who will receive credit only for 
expansion in employment. while newly formed business can 
receive credit for all of their zone employees. On balance, 
the Blanket ETC appears the better alternative. 

, 
3. A Menu. Given the uncertainty of the tax incentives. it 
may be appropriate to provide the applicants with a menu of 
tax incentives from the alternatives described above. The 
menu CoUld be structured so that each applicant would have 
an effective cap on its total tax incentives for capital and 
employment training~ Such a menu would facilitate 
additional investigation of the results achieved by diverse 
tax incentive in the 10 enterprise laboratories. 

c. Program Inducements. 

Therel are two basic issues: number of programs to be 
included in all zones and whether there should be add1tiona~ 
program inducements for the 10 pilot zones. 

I 
1. Programs. programs could be limited to those that 
directly relate to business development or could be expanded 
to include more broadly all programs that serve to permit 
the community development necessary to enable a distressed 
area to attract and keep expanding enterprise on a sustained 
basis: For example; training, welfare to work, more 
community policing and school-to-work apprenticeship 
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progrkms are arguably more directly related to business 
development than are head start, WIC, implementing the 
national education goals in K-12 schools, or COBG used for 
rebuilding, the community_ Yet; there is a strong case that 
there'can be no effective welfare-to-work unless single 
parents have more flexible head start and K-12 coromunity 
schools which facilitate a parent working full-time or part 
time.' Similarly, CBDG grants can be focussed by the local 
community on such critical business development programs as 
providing the match for new community lending or community 
investment initiatives, while other CDSG grants may finance 
the phYSical infrastructure essential for any successful 
business expansion. 

Rather than make a limiting decision on which programs 
should be included, we recommend that we include an agreed 
list of programs that are arguably related to business 
development. Through the challenge grant process, we will 
then :challenge applicants (a) to match the larger block 
grant with state, local and private sources and (b) to 
develop a strategic plan for using the combined funds to 
eKpand enterprise in the zones and to empower residents to 
join Ithe economic mainstream on a sustained baSis. Such an 
approach will serve to implement the proposal's three 
objectives: empowering residents; expanding enterprise in 
the zpnes, and reinventing government. 

The cost of all such programs would be born by existing 
budgets and would not increase the costs of the program~ 
Such program costs could be obtained by a separate set aside 
from each program included, or through the FY 95 budgeting 
proc~ss in a separate allocation (with a concomitant 
reduction in the budgets for each included program). 
Although this may raise political concerns, potential 
applicants and Congress may be reoeptive to such an 
allocation of resources that could well go to these 
communities in any event. 

All zones will also reCeive additional support for major new 
com"mun1ty lending 1nitiatives under our CDS proposals and, 
to the extent a portion of appropriated Community Investment 
Funds are targeted for cops, for community policing. The 
remainder of the appropriated funds for FY 93 and 94 would 
be included to increase the Challenge Grant available to the 
10 enterprise laboratories. 

Finaily , as other agenoies develop pilot programs that they 
wish,to implement, all of the 110 EPs provide an excellent 
platform both for coordination and experimentation. For 
example, DoEd wishes to run 8 pilot program of enterprise 
schoolS in 10 to 15 oommunities to challenge local 
rest~ucturing to implement the National Education Goals. 
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, I
DoEd has S30 million to fund this pilot and would like to 
make it a part of the Enterprise Challenge Grant process~ 
Similarly, DOL and HHS have a number of pi10t initiatives 
(e~g., Youth Fair Chance, Youth Apprenticeship in 
cooperation with CoED, "one stop shopping" and "opportunlty 
cards") that they wish to include. The inter-agency process 
of~con$idering such pilots gives us confidence that their 
inclusion in the Enterprise proposal will enhance the entire 
process of reinventing government and further enhance the 
inducement to applicants. 

D. Names and Themes 

There are three main themes to our proposal: empowerment, 
enterprlse~ and reinventing government. Each provides a 
different, but mutually reenforcing basis for our 
recommendation. Which theme should provide the lead and how 
the themes should then be mixed is an issue that will need 
to; be addressed once the selection among the basic options 
has been made. 

SimilarlYI once the lead and the mix of themes has been 
established r the names for the 10 pilot laboratories! the 
100 other, and the total proposal will have to be finalized~ 
We: recommend consideration of new names other than 
llenterprlse z.ones" to distinguish our proposal. Although 
th~s may require some reeducation of the Congress and the 
public to avoid confusion, we believe the proposal provides 
a major opportunity to put the Clinton stamp on what 
promises to be a bold, new initiative. 

I 

v. Conclusion 
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THE WHITE HOUSE 	 MAR. , 0 1993 
WASHINGTON 

March 10, 1993 

M~MORANDUM FOR:ENTERPRISE PARTNERSHIP WORKING GROUP, 
FROM: 	 PAUL DIMOND 

SHERYLL CASHIN 
PAUL WEINSTEIN'/ 

SUBJECT: . DRAFT ENTERPRISE PARTNERSHIP PROPOSAL 

I 

Attached is a discussion draft of the Enterprise Partnership 
Proposalw We xried to flesh out the group's consensus, inserted 
a few suggestions, and highlighted open issues. If we've missed 
any ideas (or spurred any new ones) let us know. Everything we 
have written is tentative. open to discussion, and subject to 
change by the group~ Tomorrow we will transmit a table outlining 
the characteristics of the two tiers for enterprise partnerships. 

Also attached is a new master list of working group 
participants with phone and fax numbers. An asterisk is placed 
by the names of those persons who have been working on the 
Enterprise proposal~ 

Please fax your comments, thoughts for restructuring, and 
suggested changes and rhetorical alternatives to us and to all 
other members .of the Enterprise Partnership working group by the 
end of the day on Fr1day~ We will then send a new draft to you 
by Monday morning. 

Please plan to attend a "meeting on Monday, March 15 from 1 
to 3 p.m. 1n Room 230. We hope to come to an agreement on the 
major issues 1n this meeting. If we do, then each agency will be 
responSible for getting its Secretary to sign off. We hope to be 
able to present a decision memorandum to the President by the end 
of next week.: 

co: Gene Sperling 
Bruce Reed 



THE: WHITE HOUSE 

WASHINGTON 

March 6, 1993 

DRAFT FOR DISCUSSION 

MEMORANDUM FOR 'ENTERPRISE PARTNERSHIP WORKING GROUP 
" 

FROM: 'PAUL DIMOND 
;SHERYLL'CASHIN 
PAUL WEINSTEIN, , 

SUB3ECT: 'ENTERPRISE PARTNERSHIPS, 
, 

I. ACTION FORCING EVENTS: 

• Campaign pledge--rein~ent federal process to empower 10cal 
communities to join with private sector to revitalize distressed 
urban and rural, areas. 

• Holdover Congressional Bills--to enact enterprise zones 
("EZ"). 

• Supplemental Approprlation--to determine use of FY 93 
baseline budget amount of $500M for Community Investment (which 
our Budget and previous congressional appropriation reserved for 
EZ). ' ! 

, ' 

TO date the key congressional committed have expressed a 
willingness to hold off on pressing any EZ bill so long as our 
proposal is ready for submission on or about April B. In 
addition~ we should be prepared by March 20 to advise Congress on 
how we wish to allocate the FY 93 Community Investment 
appropriation (including, e~g'f a portion for the Safe Streets 
Initiat1ve). 4 

II. BACKGROUND 

In the continuing migration of people, firms, and capital 
throughout th~s century, the urban and rural landscape has been 
pocked by areas of substantial distress, disinvestment, even 
ghettoizat10n in some places. Discrimination, isolation, 
breakdown in family end community, crime l even hopelessness 
pervade too many of these places. The human despair and 
dependence~ physical deterioration and capital flight in many 
distressed areas has been decades in the making. 

To remain competitive in the global marketplace~ we as country 
must what is also right: offer a lever of wider opportunity so 
that distressed areas and persons now isolated in a cycle of 
poverty can join the economic mainstream. In return, we must 
demand responsibility and expect results~ 
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Previous attempts to revitalize such distressed areas by directly 
reversing the tides of migration and the forces of the market 
have not proven, effective. "Trickle down" advocates argued for 
tax incentives to lure firms into relocating in distressed areas, 
w}:lile "tax andlspendu defenders countered that more government 
spending on sooial services and physical improvements within 
these distressed areas was necessary. Some from both camps 
argued that we need only combine the two approaches to make a 
difference~ 

The President pledged a new dlrection--to invest 1n people, to 
promote community and family. to empower persons and firms to 
work r to enable distressed araas to become integral parts of a 
dynamic local~ metropol1tan l regional and national economy. 

To meet this pledge. we recommend a bold initiative for 
Enterprise partnerships ("EPaI') which: 

• challenges states and localities, universities and 
foundations to form new partnerships with the private sector 
throughout each local region and with the affected local 
communities to build enterprise in distressed areas 

• challenges these enterprise partnerships to develop bold 
new ways to work with the markets I the changing economy, and the 
dynamic forces of mobility and opportunity throughout each local 
region 

• coordi.nates federal assistance r the economic stimulus 
package I and the proposed investments for the future to help each 
such enterprise partnership become an engine of growth and change 

• makes all federal assistance responsive to the needs of 
each such enterprise partnership, 

• learns what works from each such enterprise partnership, 
• demands that each such enterprise partnership take 

responsibility,for the results of its work. , 

The success of,each enterprise partnership will be measured by 
the extent it (a) empowers local reSidents to become full 
participants in the economy and (b) enables distressed araas to 
become integra~ parts of the local, metropolitan. regional and 
national economy_ 

Federal support for Enterprise Partnerships is a hand-up~ not a 
hand-out. This is an investment i not a pay-off. This is not 
bUSiness as usual for any of the parties to the Enterprise 
Partnerships. What works will be offered as a model for others. 
What doesn't work will be disclosed i and federal assistance will 
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be redirected. 

Our ultimate suocess in the decades ahead will be measured by the 
extent to which such a federal hand-up targeted to particular 
places is no longer needed. 

III. RECOMMENDATION: 

A. Enterprise Partnerships. To induce States and localities 
to form new Enterprise Partnerships, the inter-agency EP working 
group has considered ~ wide variety of possible options 
concerning the legislative criteria, the challenge grant and 
selection process l the type and amount of federal inducements, 
the number and,geographlc target of the EPs, and the process of 
coordinating f~deral assistance. We recommend: 

• up to 10 pilot enterprise partnerships that will receive 
enhanced incent1ves l spending and coordination, and access to 
capital and credit to provide a meaningful laboratory for 
experimentation and learning on economic growth in distressed 
areas ' 

, . 
·of these 'pilot enterprise partnerships. up to 6 will be 

urban, at least one for a city with less than 500,000 persons, 
selected by the MUD secretary in consultation with the inter
agency principals: up to 4 rural, at least 1 including a Native 
American Reservation, picked by the Agriculture Secretary, in 
consultation with the Interior Secretary and the inter-agency 
principals I 

I 
• up to 150 additional enterprise partnerships that will 

receive full coordination, more limited incentives and spending, 
access to cred~t and capital, plus priority for assistance under 
selected feder~l programs 

• designation for up to 10 years, unless revoked sooner by 
the Secretary 

~ objectiJe criteria for geographic area targeted for 
service by EP-~ 

I 
\Minimum population 

Urban 15,000 
Rural 5,000 

'Maximum Population 100,000 
, (which will constrict most 

urban zones to less than 
8 square miles) 

'Maximum Area in Square Miles 
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Urban 20 
Rural 1000 , 

,,Maximum number of non-contiguous 
areas 

Urban 3 
Rural, if within state 3 
Rural, if multi-state o 

:Maximum number of States 
Urban 2 
Rural 3 

Minimum % of Households 1n Poverty 
In 40% of tracts 35% 
In 80% of tracts 22% 
In 100% of tracts 15% 

:[Issue: Secretary discretion to waive?) 
,, 

~ a challenge grant process to re-invent government at all 
levels (a) by qffering a flexible. interagency block grant~ 
single point of federal contaot, fair access to credit# capltal# 
and community lending, and a mix of federal inducements and (b) 
by requiring a 'local action plan for economic growth from a 
comprehensive enterprise partnership, including state and local 
government, the affected communities, and the private sector in 
the region 

• evaluation by Secretary of local action plans based upon 
the following criteria-

'extent of expansion and creation of private 
enterprise and jobs in the targeted area; 

extent of tangible private sector commitment and 
contribution from the reg.1on to increasing enterprise: 

:the effectiveness, efficiency, quality and 
coordInation of delivery of all servioes (including 
public safety# education and training, amall business 
assistance) to promote enterprise; 

, the extent to which affected communities and 
residents (including those who are working poor~ poor 
and unemployed) of the targeted area (a) partic.1pate in 
plan, (b) take responsibility for implementation, 
(c) are full stakeholders in the resulting enterprise, 
and (d) participate in a course of action to achieve 
self-sufficiency: 
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effectiveness of plan for human development; 

effectiveness of plan for physical development; 

certification of insurance availability for the 
targeted area;,, 

;extent of lending and uSe of community development 
financial institutions to make commercial, business~ 
and housing loans to promote enterprl&e in the area;

I 
!rehabilitation of publicly owned property and 

infrastructure to promote enterprise;, 
- jcomplementary state and local tax incentives, 
regional coordination and cooperation or other 
inducements to promote enterprise; 

use of available federal. state and local bonding 
authority and tax credits to promote enterprise; 

,program to implement the National Education Goals; 

,the strength and quality of the state and local, 
university, foundation, and private sector 
cont~ibutions and commitments; 

Ithe effectiveness and enforceability of the 
commi,tments in the local action plan; 

:.the relative level of distress in the targeted 
area;: 

,
performance measures, evaluation and plan for mid

cours:e corrections, reporting • 

• periodic performance review by the Secretary. with 
designation subject to revocation unless local action plan 
revised to satisfaction of Secretary 

• direct spending inducements 

Of S500M Community lnvestment appropriation for 
FY 93' and FY 94, BO% allocated to the urban pilot EP's 
and 20% to the rural pilot EP's through block grants 

Additionally. ~~ an appropriate percentage 
of the funds (or appropriate number of designations for 
other: agency pilots) in the President's economic plan 
for the 10 pilot EPs: 



-6• 
, . 

--CDOO 
--HOME, HOPE, Section 223(e), 234, 237, etc. 
--Section 8 vouchers and Moving to Opportunities 
--Youthbulld 
--Head Start and Head Start-related feeding 
--Parent Education and Family Support
fi-National Service 
--Job COrps expansion 
--Repair of Job Corps centers 
--One-stop shop career centers 
--Youth Apprenticeship 
--Safe and Drug-Free Schools 
--National Education Goals, Education Enterprise Pilots 
--Welfare to Work Reform Pilots 
--Head-start Pilots 

·--other?, 

:Flnally~ coordination and priority 
II . to all the EPs when they apply for federal funds under 

()t- exis~ing programs, including:1 
<-'-Justice/Crime Initiative -- "Cops on the Beat" 
--Job Training Partnership Act 
--Youth Fair Chance Grants 
--Section 8 vouchers, Moving To Opportunity 
--PH Drug Elimination, safety, Sport, Study 
--Property Improvement Loan Insurance 
--Home Mortgage Revenue Bonds 
--Fannie Mae, Freddie Mac targets 
--one stop shopping for federal technical ass1stance~ 

SBA, federally assisted finance, con bank~ services 
--other'? 

• labor and employment tax incentives for the ten pilot 
EP'S-

Wage Credits for employers in targeted area 
employing residents of zone [issues:only for additional 
FTE equivalent or all? refundable? amount? declining? 
How handle displacement, substitution issues for 
employers who just want to keep costs down by 
turning over~] 

~argeted Job Tax Credits for employers hiring 
residents [issues: employee household income limit? 
more effective than TJTC because targeted? Symbolic 
value because connects EP's to local labor market? 
If we' increased the TJC, even for employers in target 
are and actually required training~ work better or 
provide better message that straight Wage Tax Credit?] 

, 
[Issue are these to blunt an incentive? Is , 
, 
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, 
a special EITe for residents any kind of incentive 
for employers? 

i 
• resident empowerment incentives in all EP's-

(al New Frontier Homesteading (e.g., low-cost financing 
to resident Community Investment Corporations for acquisition and 
development of land, TV eabla j fiber optic, information highway 
and other technology infrastructure. and intellectual 
property/technology transfer in the ares$ with gain recognized to 
resident on sale upon leaving the community and shares earned for 
providing service, learning, working, etc~?): 

(b) Moving to Opportunities, HOME, Homeownership, 
Mortgage Revenue Bonds, FHA/VA, Fannie/Freddie targets, and other 
access to housing programs and credit; and 

(c) expanded oommercial, CD Bank, SBA business lending, 
Rural small business lending, access to credit,

• 
• additional resident empowerment incentive in 10 pilot EP's 

by encouraging 'employee ownership and the necessary high 
involvement management for competitive firma of the future (e.g., 
interest on loans to finance employee ownership treated like 
Municipal Bonds for first five years~ with sliding scale 
thereafter until reach then current taxability; gains to 
shareholders deferred to sale; ful~ disclosure and valuation 
prior to acquisl tion; full participation on Board of Directors 
and full voting shares; skill-based compensation, gain-shar1ng~ 
prof1t-sharing)1 

i 
• capita~ and investment incentives for defined EP Business 

and Qualified EP Property (described on attachment A) 1n 10 pilot
Ep1s__ 

Property expenSing (section 179) 
I 
Accelerated depreciation, 

Low-income housing credit (130% and more flexible 
on mixed-income# mixed-use) 

Other (e~g., ITC for equlpment# facilities, 
buildings tied to numbers of employees served in 
targeted area? 

.addltiona~ capital and investment incentive for all EP's-

unlimited tax-exempt facility bends , 

•
other? 
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B. Planning, Evaluation and Sunset: The Enterprise 
Partnership Proposal strives to induce many bold~ new, looal 
experiments at the lowest possible budget cost. From the outset, 
the private sector can provide focus and support: we believe that 
major foundations and corporations throughout the country will 
volunteer resources (money, personnel, and technical assistance) 
for the extensive work necessary to develop comprehensive local 
action plans 1~ response to the challenge grants. Applicants 
wi~~ have ~80 days from the issuance of the Cha~lenge Grant by 
the designation Secretaries to respond. 

The aim of the~Enterp~ise Partnerships is not to demonstrate that 
geographically:targeted inducements will foraver be essential to 
enabling distressed areas to enter the economic mainstream of an 
otherw~se thriving local, regional or national economy_ Instead. 
ou~ ult~mate objecti~e is to demonstrate how States, localities, 
the private sector,~ local communities and residents will be able 
to lever off of the new federal investments made in all persons 
to achieve full participation of urban and rural America in a 
dynamic national economy~ Periodic review by the Secretaries of 
the results of approved local action plans and mid-course 
corrections is ,therefore essential. 

Independent review and evaluation of the variety of local 
experiments and the effectiveness of the reinvented federal role 
is also critical if the many lessons from diverse Enterprise. 
Partnerships are to be learned and shared. Provision for 
Challenge Grant funds should therefore be made for independent 
evaluation and Ideta11ed publioation of results, findings, and 
recommendat1on~, first, in 199B and, again l in 2003 following the 
decennial census. 

Finally~ we re~ommend a sunset for the Enterprise Partnership 
legislation at "the end of ten years. 

I 
c. Timipg Of Legislation. As a matter of policYI the EF 

Working Group ~ould prefer to breach the Budget Enforcement Act 
(SEA) wall by shifting the mix of federal inducements to a larger 
amount of Community Investment and a smaller amount of tax 
expenditures. However l if this process to rationalize the budget 
process so that, tax expenditures are not specially protected will 
require delay beyond this legislative session, we recommend that 
proceeding immediately with the mix of inducements described 
above~ Although this mix may not be ideal, we believe that it is 
more than sufficient to induce the states and localities to form 
broad enterprise partnerships and to propose bold new 
initiatives~ 

III. CONCLUSION 

Enterprise Partnerships empower opportunity. demand 
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responsibility, and build community. With Enterprise 
partnerships, every place in America--no matter how distressed-
will have good: reason to hope rather than despair. With 
Enterprise Partnerships, we can invent the ways to join together 
i~ new and more prosperous futures for all Americans. 

eO Gene Sperling 
Bruce Reed 
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THE WHITE HOUSE 

WASHINGTON 

March 3, 1993 

MEMORANDUM FOR WORKING GROUP ON ENTERPRISE ZONES 

FROM PAUL DIMOND 
SHERYLL CASHIN 
PAUL WEINSTEIN 

Vision 

, Bill Clinton does not believe in programs that simply pour more money into 
bure~ucracies, He is willing to commit more money to social programs, but oniy if they 
empOwer people, grass roots organizations, and communities 10 help them~lves, He stated 
throughout the campaign that the solution to our many w:ban and rural social problems is not 
"more of the same." but hard work leavened with innovation, grass roots empowennent, and 
h(}p<. 

To ensure the efficient use of scam: federal funds for experiment that dares to attempt 
such a new direction, a ClintOn/Gore enterprise zone program should include some type of 
compact between the community, the private seelor, and the federal government, to take 
responsibility for the program's success. Communilies and Jocal governments, though 
financially distressed, must provide SOme tangible commitment (Le. non-monetary matching 
grant such as land or technical assistance. 2~ycar renewal requirements, detailed strategy). 
Companies that take advantage of the zones, must take responsibilily for hiring inner city 
residents. And Ibe Federalgovemment musl not only be responsible for providing money, 
but also for a program that is efficient, allows for flexibility, is short on red tape, and 
em~wers. 

. I 
: Our focus, therefore, should nOI be on bow much money we can spend on enlerprise 

zones (whether in tax incentives or community inv~tmenl)~ but on bow little is essentiai to 
indue.: local panners 10 respond creatively and comprehensively. There are a number of 
eXisting and proposed community devel<>pment and human resource programs. We need to 
structure our enterprise zone proposal so that we <:an test reinventing these programs with our 
local partners. 

Finally, we need to explore new ways of enticing companies who recognize the 
importance of OUf inner cities and rural areas as engines of our economy to participate in this 
pro!l(atn. 

Attached is a proposed working agenda for your consideration. 



March 3, 1993 

AGENl>A 

WORKING GRQUP--~TERPRISE 

MARCH 5 MEETING 
TREASURY ROOM 3000; 10:00 AM 

I. 	 Designation 
-number--e.g., 10,2050 
-types--e.g., urban~ rural, 
-agency choosing--e.g .• lead agency~ interagency 
....duration 

II. 	 Eligibility criteria 
-who can apply 
-size-urban, rural£ discretion or flexibility 
-shape, non-contiguous, CDB/hospital/university 
-population 
-measure of distress 

111'1 	Inducements. 
-types-tax incentives, community investrnents~ targeting of 

, prograrns~ deregulation, coordination, CD lending 
'·mix of inducements 
-flexibility. discretion on mix/amount of inducements 
-how induce the most creative proposals with the least 

I additional federal outlays 

IV. 	 Challenge Grant Process 
-timing 
I.criteria for review and selection 
-agency discretion on mix/amount of inducements 
-applicant match, contribution, coordination 
:-anything to offer (e. g. I deregulation/coordination, 

CD lending, Community Investment funds, portion of 
BloCK grants from HUD, HHS, etc.) to good 
proposals not selected to induce to go forward 

v. 	 Evaluation/Administration 
!"rneasures 
-who conducts evaluation 
~interim review process 
+rnid-course correction 
-lead agency, interagency coordination 

IV. 	 Budget 
-tax incentives 
-additional investments 



-targeting of base and naw programs 
-management/oversight/interagency coordination 
-evaluation 
-caps/phase-out/sunset 

v. 	 Political Process and Calendar 
-what in legislation 
-what in Agency RFP 
-what constraints from OMS Budget process 
-discretion in Secretary/President 
-timing of Bupplemental for Community Investment 
-timing of bill 
-timing/nature of consultation with the Hill 


