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THE WHITE HOUSE 
I 

IWASHINGTON 

I 
November 4, 1993 

MEMORANDUM FOR KAREN HO,TZ (OMB) 

FROM: PAUL WEINSTEIN (DPC) 
I 

SUBJECf: LOCAL FLEXIBILITYIACf 

I 
I 
I 

The White Hous~ has looked very closely at H.R. 2856 because of its relevance to the 
issues of unfunded mandates and empclwerment zones. We have provided the President and 
the Vice President with some prelimin~ry briefings on the bill and the issue of waivers in 
general. The President has expressed ~ desire to have the authority to provide communities 
that come forward with a comprehensiye strategic plan with waivers and flexibility. We 
should encourage passage of H.R. 2856, but with some significant changes. These include: 

• H.R. 2856 would create a new entity, the Interagency Review Council 
(Council), to approve waiver requests. The Administration has already 
established by Presidential Dire~tive the Community Enterprise Board for this 
purpose. H.R. 2856 should replace the Interagency Review Council with the 
Community Enterprise Board. 

• The Council would be comprised of ten agencies and the chairperson would be 
appointed by the President. Th~ Community Enterprise Board is made up of 

I 

15 agencies in addition to the 'fice President -- who serves as its chair, and 
the Assistants to the President for Economic and Domestic Policy who serve as 
vice chairs. Agencies which setve on the Community Enterprise Board but 
would not serve on the Council I include Treasury, the Small Business 
Administration, the Office of National Drug Control Policy, the Council of 

I 

Economic Advisers, and the Office of Management and Budget. 
',~ I 	 . 

• H.R. 2856 would provide the Council the authority to grant waivers from 
I 

Federal regulations in six areas:: education, employment training, health, 
housing, nutrition, and other soJial services. However, It is important that 
economic and rural developmedt programs, as proposed in the Administration's 
original empowerment zone billl, also be subject to waiver authority. 

• 	 H.R. 2856 states that waivers ~OUld only apply to funds "available ... to a local 
government or qualified organization." Federal assistance programs to States 
or where the State acts as the gbntee should also qualify. 

I 
I 

I 



". 

• 	 H.R. 2856 should contain a proivision that explicitly states that communities 
designated as Federal empowerinent zones and enterprise communities qualify 
for waivers. I 

I 
Waiver authority was not included in the empowerment zone legislation adopted by 

Congress in the Budget Reconciliation !Act. The Conyers/Clinger bill, with modifications, 
would give the Administration the kind of waiver authority envisioned in the President's 
original proposal. [recommend Directbr Panetta's letter state the Administration's strong 

I 
support for passage of H.R. 2856 with modifications. 

cc: 	 Carol Rasco 



1 TITLE In-EMPOWERMENT 

2 ZONES I AND .ENTERPRISE 
3 CO~TIES 
4 SEC. . 301. DESIGNATION AND TREATMENT OF 

i 
5 

, 
EMPO;wERMENT ZONES AND ENTERPRISE 

I 

6 
I 

COMMUNITIES. 
I 

7 (a) IN GEN:E;b.-Chapter. 1 (relating to normal 

8 taxes and surtaxe,b) is amended by inserting after sub-
I 

9 chapter T the follo\vlng new subchapter: 
I . 

. I 
10 "Subchapter U-Designation and TreatmentI . 

11 of EmpowbrmentZones and Enterprise
I 

12' Communities 
I 


"Part I. Designation. 

"Part n./Incentiv:s. for empowerment zones and enterprise com


mumues. 
"Part m! Additional incentives for empowerment zones. 
"Part IV.; R~gulations. 

I 

13 "PART I-DESIGNATIONI . 
"Sec. 13.91. Designation procedure. 
"Sec. 13,192• Eligibility criteria. . 
"Sec. 1393. Definitions and special rules. 

. I·. . 

14 -SEC. 1391. DESIGNATION PROCEDURE. 

1 

1 

15 "(a) IN G:$NERAL.-From am<?ng the areas nomi

16 nated for desi~tion under this section, the appropriate 
I17 Secretaries may, in consultation with th~ Enterprise 
I 

I 

18 Board, designa~e empowerment zones and enterprise com~ 

I
19 munities. 
i 

20 "(b) Nmll;lER OF DESIGNATIONS.
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"(1) E~RlSE cOMMUNlTIEs.-The appro-
I 

priate Secreres. may designate in' the ' aggregate 

100 nominated areas as enterprise communities 

under this sebon, subject to the availability of eligi-
I ' 

ble nominated areas. Of that number, not more than 
I 

i 


65 may be de:signated in urban areas, not more than 
, 

30 may be d~signated in rural areas, and not more 
I 

than 5' may pe designated by the ,Secretary of the 

Interior in Inman reservations. 
I 

"(2) Eh¢OWElUrIENT zONEs.-The appropriate 
! 

Secretaries m~y designate in the aggregate 10 nomi

nated' areas ~ empowerment zones under this sec
f 
I , 

tion, subject to tlle availability of, eligible nominated 

areas. Of that number, not more than 6 ma," be des-I ~ 

ignated in urqan areas, not more than 3 may be des
I 

ignated in ~al areas, and not more' than 1 may be 

designated byi the Secretary of the Interior in an In-
I 

dian reservation. If 6 empowerment zones are des
'It " ' 

ignated in urban areas, no less than 1 shall be des
t 

I , 
ignated in ani urban area whose most populous city 

has a popu1a~on of 500,000 or less. The Secretary 

, of Housing Jd Urban Development shall designate
I ' 

empowermentIzones located in 'urban areas in such 

a manner thaf the aggregate population of all such 
, 

zones does not exceed 750,000. 
I 

,I 
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I 

"(c) PERIOD DESIGNATIONS luy BE MADE.-A des

. I 	 . 


ignation may be m~e under this section only after 1993 

I 


and before 1996. .I 

I 


I 	 .

"(d) PERIOD lfOR WinCH DESIGNATION Is IN EF•. 

FECT.- \ 
I 


I 


"(1) IN G'NERAL.-Any designation under this 

section shall rJmain in effect during the . period be
I 


ginning on the\ date of the designation and ending 

on the earliest ~.t-
I 


"(A) 	the close of the 10th calendar year 
I 


beginning ~n or after such date of designation, 
. I 


"(B) 	~e termination date designated by 

I 


the State $d local governments as prm.-ided for 
I 


in their nOIfUnation, or 
I 

I 


"(C) the date ilie appropriate Secretary re-
I 


vokes the d~signation. 
\ 

"(2) RE'\"OC~TION OF DESIGNATION.
I 


"(A) IN GENERAL.-The appropriate Sec

retary, in consultation'*ith the Enterprise 

Board, may; revoke ilie designation under this 
I 


I 


section of ati area if such Secretary determines 
I 


that the lodI government or the State in which 

I 


. . 1 d i
. It 18 	 ocate -;
I 

I 


"(i) has modified tile botmdaries of 
! 

I


ilie area!, or 
I 

I 

I 


I 
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\ "(li) is not complying substantially 
I 

w.i~ or fails to make progress in achie'\ing 
i 
I 

the benchmarks set forth in, the strategic
I 
; 

plan\under subsection (£){2). 
I 

"(B)\. APPLICABLE PROCEDURES.-A des

ignation bay be revoked by the appropriate 

Secretary \ under subparagraph (A) ~nly after a 
I 

hearing o*, the record invohing officials of the 
I 

State or l~ gO\'ernment invohred. 
I 

"(e) LnllTATI9NS ON DESIGNATIONS.-:.An area may 
I 

be designated under !subsection (a) only if-
I 

I 
"(1) the area is nominated by 1 or more local 

goyernments a.r{d the State or States in which it is 
I 
I 

. located for desi~ation under this. section, 
I 

" (2) such $tate or States and the local goyern-
I 

ments ha"e the authoritv
; '" 

"(A) J. nominate the area for designation 

under this +etion, and 

. "(B) t9 provide the assurances descn'bed in 
I 

paragraph ($), 
. I . 

"(3) such State or States and the local goyem
; 

ments provide 1tten assurances satisfactory to the 

appropriate Secr~tary that the strategic plan de

scribed in the ap~lication under subsection (£)(2) for 
; . . 
I 

such area will be implemented, 
! 

I . ; 

1 
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"(4) the I~ppropriate Secretary determines that 

any informa~on furnished is reasonably accurate, 
Iand 
I 
I 

"(5) such State or States and local govern-
I 

.ments certify!that no portion of the area nominated 
I 

is already included in an empowerment zone or in an 
I 

enterprise coinmunity or in an area otherwise nomi, 

nated to be dksignated under this section. 
I 

"(f) APPLIqTION.-An application for designation 
I 
I • . • 

as an empowerm~nt zone or as an enterprISe commumty 
I . 

sha11- I 
I 

I 

" (1) defuonstrate that the nominated area sat
I 

isnes the ~lio-ibili-n· criteria described in sectionI J::)- "' 

1392, i 

"(2' in~ude a strategic plan for accomplishing 
I 

the purpose~ of this subchapter that
I 

"(.1\.) describes the coordinated ec·ononuc, 
I 

human~ community, and physical de\?elopment 

plan ~d related activities proposed for the 

,nonunate. I d area, .I . 
i . . 

"(B) describes the process by which the af-
I 

fected community is a full partner' in the proc

ess o~ developing and implementing the plan 
. I . 

andtlle extent to which local institutions and 
i 
I 



, . , 
i 

.1 

I 6 , 
1 organiza~ons have contnbuted to the planning 

2 process, I . 
I 

3 "(C) identifies the amount of State, local, 
I 

4 and priv~te resources that will be &'\1illable in 
I 

S the no:miD.a.ted area and the private/public part
I 

6 nerships Ito be used, which may include partici
I 

7 pation ~y, and cooperation with, universities, 
I 

8 medical /centers, and other private and public 

9 

10 

•• I
entities, I 

"(1) identifies the funding requested 

11 under any Federal program in support of the 
I 
i 

12 proposed 
i 

econonuc, human, community, and 

13 physical! de,'elopment and related actilities, 
I 

14 "(E)
I 

identifies baselines, methods, and 

15 benchmbrks for measuring the success of ca:rrv'
I ~ 

16 ing out/ tlle strategic plan, including the extent 

17 to which poor persons and families will be em-
I ' 

.. 
I 

18 powered to become economically self-sufficient, 
I .. 

19 and I 
20 "(F) does not include any action to assist 

I 

21 any esfa'blishment in relocating from one area 

22 outsidJ the nominated area to the nominated 
I 

23 area, ~:s:.cept that assistance for the expansion of 

24 an 
I 

exi:sting business entity through theestab
I 
i 
I 
I 



7 

lishmentl of anew branch, affiliate, or subsidi
i 

a.ry is pefmitted if- , 

I "(i) the establishment of the new 

bJch, affiliate, or 81lbsidiazy will not re

sultIin a decrease in employment in the 
I 

I 

, area; of original location or in any other 
: 

areaiwhere the existing business entity 
I 

conducts business operations, and 
I . 
I 
I"(li) there is no reason to believe that 

the ~ew branch, affiliate, or subsidiary is 

beink established with the intention of clos

ing idown the operations of the existing 

bus~ess entity in the area of its . original 

locaJion or in any other area where the ex-
I 

isting business entity conducts business op-
I 

erati1on, and 
I . 

"(3) incl*de such other information as may be 

required by 4e app,"?priate Secretary or the Enter

prise Board. i 
i 
I 

"SEC. 1392. ELIGmm:rrY CRITERIA. 

"(a) IN GENEb.-A nominated area s~ be eligi
. I 

ble for designation )mder section 1391 only if it meets the 
. .• I

fo11owmg cntena: j 
I 

"(1) POplrLATIoN.-The nominated area has a 
. 1,. ~ ma.."'QIDum popwatlOn 01.

I 
i 
I 

I 
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"(Ai) in the case of an urban area, the less

er of- \ 

I"(i) 200,000, or 

\"(ii) the grea.ter of 50,000 or 10 per- . 
! 

cent\ of the population of the most popu

lous \ city located within the nominated 
I . 

areal and 
, \ 

"(B)\ in the case of a rural area, 30,000. 

"(2) DIs.bmss.-The nominated area is one of 
I 

pervasIve 	pov~rtY, unemployment, and general dis-' 
I 
I 

tress. 
\ 

"(3) SIZE:-The nominated area
, 	 I 


I 

"(A) :does 	not exceed 20 square miles if an 

I 

urban are1a or 1,000 square miles if a rural 
I 

area or ani Indian reservation, 
I 	 ' 

"(B) pas a boundary which is continuous, 
I 

or, except in the case of a rural area located in 
I 

more than\ 1 State, consists of not more than 
i 

, 3 nonconti~ous parcels, 
I 

I 

"(C)(i) in the case of an urban area, is 10
I 

cated entir~ly within no more than 2 contiguous 

States, andI 
, "(ii) iIi the case of a rural area, is located 

l .. 1 . ·thin	 th 3 .entire y ":1, no more· an contiguous 

States, and 



\ 
I 

I 

• • \ 
I 9 
I 

1 "(D): 
I 

does not include any portion of a 
I 
I 

2 central bUsiness district (as such term is used 
I 

I 
3 for purposes of the most recent Census of Re

I,
I ' 

4 tail Tradi) unless the, poverty rate for each 

5 population census tract in such district is not 
I 
I 

I 

6 less than 35 percent. 
J 

7 "(4) POVE~TY RATE.-The poverty rate-
I ' 

8 "(A) for' each population census tract with
I 

9 in the nonimated area is not less than 20 per-
I ' 

10 cent, 
I ,

11 "(B) for at least 90 percent of the popu
I 

12 lation censtJ.s tracts within the nominated area , 
I 
1 

13 is not less than 25 percent, and 
I 

'14 "(C) fbr at least 50 percent of the popu
I 

15 lation censl'ls traets within the nominated area 
I

16 is not less ~an 35 percent. 
I ' 
I ' 

17 "(b) SPECI.AL Rv:u;s RELATING TO DETERMINA.TION 
I 
I 

18 OF POVERTY RATE.---!For purposes of subsection (a)(4)
\

19 "(1) TREA'f.MENT OF CENSUS TRACTS WITH 
J 

I20 SMALL POPULATIONS.
I 
I

21 "(A) TRACTS WITH NO POPULATION.-In 
'I ' 

22 the case of ~ population census tract with no 
I 

23 population-I 
1 

24 "(i): 
1 

such tract shall be treated as hay
I 

25 ing a po+erty rate which meets.the require-
I . 
1 

1 
.1 

J 

I 

http:SPECI.AL


" 

I 10I 

1 

1 menrs of subparagraphs (A) and (B) of 
I 

I . 

2 subsection (a)( 4), but 
I 

3 'i'(ii) such tract shall be treated as 
I 

4 ha~ a zero poverty rate for pmposes of 
\ . . 

S applYing subparagraph (C) thereof. 
I 

6 "(B) \TRACTS WITH POPULATIONS OF LESS 

7 
\ 

THAN 2,000.-A population census tract with a 
I 

8 population! of less than 2,000 shall be treated as 
I 

9 ha:ving a noverty rate wIDch meets the require-
I 
I 

10 ments of Subparagraphs (A) and (B) of sub-I . 
11 section (a)I~4) if more than 75 percent of such 

I 
I 

12 tract is 'zoned for commercial or industrial use. 

13 "(2) DlsbmnoN TO .ADJUST REQUIRE
I 
I 

14 MENTs.-\Vhere: necessary to carry out the purposes 

15 of this subchaPrer, the appropriate Secretar:y may 

16 reduce by 5 pe~centage points one of the follmving 

17 thresholds for not more than 10 percent of the popu-
I . 
I 

18 lation ce~ ~ (or, if fewer, 5 population cen
! 

19 sus tracts) in thJ nominated area.: 
I 

I 
20 "(A) 'Fhe 20 percent threshold in sub-

I 
21 section (a)(.)(A). 

! 
22 "(B) 'J:1he 25 percent threshold in sub-

I 
23 section (a)(4~(B). 

I 
I 

24 "(C) TJle 35 percent threshold in sub-
I 

2S section (a)(4)(0). 
\ 
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"(3)EAQ'H NONCONTIGUOUS A.REA ;MUST SAT·
" I " 

ISFY POVERTY RATE RULE.-A nominated area mav
I W 

not include a \noncontiguous parcel unless such par-" 
I 
I • 

eel separately \meets (subject to paragraphs (1) and 
I " 

(2» the cri~$ set forth in subsection (a)(4). 
" II 

"(4) AR.EA.s NOT WlrinN CENSUS TRACTS.-In
I " 

the case of an! area which is not tra.cted for popu-
I 
I 

lation census tfa.cts, the equn,'alent county divisions 
I " 

(as defined byl the Burea.u of the Census for pur-
I 

poses of de~g poverty areas) shall be used for 
I 

purposes of detrrminjng poverty rates. 

"(c) FACTORS \To CONSlDER.-From among the 
I 

nominated areas eli~ble for designation under section 
I 

1391 by the approprjate Secretary, such appropriate Sec

retary shall make designations of empo\\"'erment zones and 
I 

enterprise communiti~s on the basis oi
I 

"(1) the efi'1!ctiveness of the strategic plan sub-
I 

mitted pursuant Fsection 1391(£)(2) and the assur

ances made pUl'SlflantI'to section 1391(e)(3), and 
I 

"(2) criterial
i 
specified by the Enterprise Board. 

, 

"SEC. 1393. DEFINITIONS AND SPECIAL RULES. 
1 

"(a) IN GEN~RAL.-For purposes of this 
1 

subchapter-
I 

i " 

"(1) APPROP;atATE SECRETARY.-The term 'ap-
I 

propriate Secretal]T meaxur-
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"(A) the Secretary of Housing and Urban 
i 

Develop~ent in the case of any nominated area 
I 


which is ~oeated in an urban area, . 


"(B)I the Secretary of Agriculture in the 
I r 

case of anv nominated area which is located in. . 

I 

a m:ra.l aItea, and 
I 

"(C) I the. Secretary of the Interior in the 

case of aJ.v nominated area which is located inI- . 

8Jl Indi8Jli reservation. 

"(2) ENTERPRISE BOARD.-The term 'Enter-I .. 
prise Board' njleans any board hereafter established 

, 
i 

and designateq for purposes of this subchapter as 
I 

the 'Enterprise: Board'. 
I 

"(3) RUR.AL .ARE.A..-The term 'rural area' 

. I hich'IS-means any area w 

"(A) \outside of a metropolitan statistical 

area (~thin the mearung of, section 
i 

143(k)(2)(B)), or 
I 

"(B) determmed by the Secretary of Agri
I 

culture, after consultation with the Secretary of 
i 

Commerce,: to be a rural area. 
I

"(4) URBAN AREA.-The term 'urban area' 
I 

means an area ~hich is not a rural area. 
I 

"(5) INDIAN RESERVATION.
l 
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"(A)! IN GENERAL.-The term 'Indian res
1 

ervation' :means a resen'a:tion as defined in-

i"(i) section 3(d) of the Indian Financ
I 

ing Act of 1974 (25 U.S.C. 1452(d», or 
1 

;"(ii) section 4(10) of the Indian Child 
i

Welfare Act of 1978 (25 U.S.C. 1903(10). 

"(B)IGoVERNMENTS.-In the ease of an 
I 

area in an Indian resen"8.tion, the reservation 
! 

governing! body (as determined by the Secretar;r 

of the Int1erior) shall be deemed to be both the 
I . 
I 

State and local governments 'With respect to 
I 
I 

such area.! 
I 

"(6) LocJAL GO\'ERl\~m:N·T.-The term 'local 
I 

I 

governznent' m~ans-

. "(A) ~Y county, city, to'\m, township, par-
I 

. ish, ,.j}J.age, or other·· general purpose political 

b.l!· •• I f S d- . 
su wVlSlOn 0 a tate, an 

I 

"(B) 
I 
1 any combination of political sub-
I 

dnisions described in subparagraph fA) ree-I ." . 
ognized by! the app,ropriate Secretary. 

I 

"(7) NOMINATED .AREA.-The term 'nominated 
I, 

area' means a:ri. area which is nominated bv 1 or 
I W 

I 
more local goylrnments and· the State or States in 

which it is Iodated for designation under section 

1391. 



14I 

I 
1 "(8) GOP:Rl\'I)IEl-.TTs,-If more than 1 State or 

I . 
2 local government seeks to nominate an area as a tax. 

I 0 

,I f, • f,3 enterpnse zore, any re erence to, or reqrurement 0 

4 this subchapter shall apply to all such governments. 
I 
I

5 "(9) SPECWJ RULE.-.An area shall be treated 
I 

I 
6 as nominated by a State and a local government if 

II 0 

7 it is nominated by such other entity as may be speci
I 
i 

8 ned by the Enterprise Board. 
'" I 

I 

9 "(10) ~SE OF CENSUS DATA.-Population and 

10 poverty rateIshall be determined by the most recent 
I 

11 decennial census data a"\"ailable.I 

! 
0 

12 "(b) E1!PofERlIEl-.TT ZO}'"'E; ENTERPRISE CO:hDrtJ-
I 

13 NITY.-For p~oses of this title, the terms 'empowerment 

14 zone' and 'enterPrise communit:y' mean areas designated 
I 

15 as such under sehtion 139!. 
I 


16 "PART n-I+'lCENTIVES FOR EMPOWERMENT 

17 ZONES ~ ENTERPRISE COMMUNITIES 

I 

"Sec. 1394. Zone resident empowerment sa'rings credit. 
"Sec. 1395. Additional benefits. . I 0 0 

18 "SEC. 1394. ZOfllE RESIDENT EMPOWERMENT SAVINGS 
r 

19 
I 

CREDIT. 
I 

20 "(a) GE~RAL RULE.-For purposes of section 88, 

ofl th 'd .21 the amount 0 I e zone res} ent empowerment sa'VlIlgs 

22 credit deterzn.iJed under this section 'With respect to any 

23 employer for +y ta.~ble year is 50 percent of tlle quali

24 ned sa"ings co~tributions for the ta."table year. 

http:E1!PofERlIEl-.TT
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"(b) QU.A.I..IFIED SAVINGS CONTRIBUTIONs.-For 

I. . 
purposes 0fthis section- . 

"(I) IN tENERAL.-The term '~ali:fied savings 

contribution" Leans any contribution by an employer 

to a defined cbntribution plan---:- . .
I . 

"(A) which is made on behalf of an em

ployee J connection with semces performed by 

such em~loyee while such employee is a quali

fied zon, employee, and 

"(B~ with respect to which the employee 

. has a nohrorfeitable right. 
I
I· . 

"(2) LnfiTATION BASED ON COMPENSATION.
I 

"(.A~ IN GENERAL.-The qualified savings 

contribulions taken into account with respect to 
I '. 

any qufD'ed zone employee for any taxable 

year shall not exceed an amount equal to 2 per

cent of +much of the employee's compensation 

(as defiD.ed in section 414(s}) as does not ex-
I . 

ceed $31,000. .': 

"(B) ZONE DESIGNATION IN EFFECT FOR 

PARTIAL YEAR;-If a designation of an area as 
I • . 

an emprerment zone or an enterpnse commu

nity is in effect for less than the entire ta..uble 

year, tlJ $35,000 amount under subparagraph 
I 
I . 

(.A) shall be ratably reduced to refl~ct the por-

I 
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I 

tion of the year such designation is not in ef

fect. I . . 
I

"(3) CERTAlN CONTRIBUTIONSEXCLUDED.

The term ,Jalified savings contribution' shall not 

include any cJntribution

"(A)[ to a plan subject to the· funding re

quirements of section 412, 

"(B~ to a tax credit employee stock owner
! 

ship planl (as defined in section 409(a» or to an 

employee I stock ownership plan (as defined in 

section 4975(e)(7», 
I

"(C)I to a stock bonus plan, or 

"(D) which is an electn'e deferral (within 
I 

I 


the meaning of section 402(g)(3». 
I

"(4) SIMPLlF'IED El\rPLOYEE PENSION.-A con-
I 

tribution to ah ind.ftidual savings plan pursuant to 
I 

a simplified e~ployee pension (as defined in section 
i 

408(k» shallibe treated as a contribution to a de

fined contribution plan. 
I 

"(c) E!tIPLOnR REQUIREMENTS.-This section shall 
I 

apply to an employ~r for any taxable year only if-. 
. I 

"(1) the ~mployer elects the application of this 
I 

section, and 

"(2) the lplan pursuant to which any qualified 
. I 

sa,ings contripution is made provides th~t any con-
I 

I 
I 
I 

I 
.\ 
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tribution tosb.ch plan (whether or not a qualified 
I 

savings contnpution) may be withdrawn by a quali

fied zone emp~oyee for the purposes described in sec-
I 

tion 72(t)(2) (B) or (D). 
I 

"(d) DEFlNITIONS.-For purposes of this section

"(1) QU~D ZONE EMPLom.-The term 
I 

'qualified zone Iemployee' has the meaning given such 

term by se.ctiJn 1396(d), except that the references 

to empo'verme~t zones shall be treated as including
I . 
I 

references to enterprise communities. 
! ' 

"(2) DEFD."rED CONTRIBUTION PLAN.-The 
I 

term 'defined! contribution plan' means a defined 

contribution p,lan (as defined in section 414(i»
I 

wh.ich is described in section 401(a) and includes a 
I • 
I 

trust exempt ~om tal: under section 501(a). 

"(e) TREATlrENT OF PLANs.-A plan shall not be 
I ' 

treated as failing to meet any requirement of part I of 

subchapter D of cJapter 1 by reason of permitting with

drawals for thep~oses described in section 72(t)(2)(B) 
I ," 
I 

or (D). I 

"SEC. 1395. ADDITIO~AL BENEFITS. 
I 
I ' . 

"(a) INCREASE IN Low INCOME HOUSING. CREDIT.
1 

For purposes of seption 42(d)(5)(C), a building shall be 

treated as located ~ a qualified census tract if-' 
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"(1) su$ building is located in a census tract 
I 

having a pov~rty rate of at least 30 percent (deter-
I 

mined in accbrdance with section 1393(a)(10)), and 

"(2) Jch building . is located in an 
I 
I •• 

empowermen~ zone or an enterpnse commumty. 
II • 

"(b) TAX EJXEMPT ENTERPRISE ZONE FACILITY 
I 

BONDs.

"(1) IN 1lENERAL.-For purposes of part IY of 
I 

subchapter Bi 
I 

of chapter 1 (relating to tax exemption 

requirements for State and local bonds), the term 

'exempt facility bond' includes any bond issued as 
I 

part of an is~e 95 percent or more of the net pro-
I . 

. ceeds (as defined in section 150(a)(3)) of which are 

to be used to proyide any enterprise zone facilitr. 

"(2) E~'T.ERPR1SE ZONE FACILITY.-For pur

poses of tiUs kbsection-
I 

"(~) IN GE~"ERA.L.-The term 'enterprise 
I 

zone facUity' means any qualified zone property , 
I 

the prin¢ipal user of which'is an enterprise zone 
I . 

businessI(as defined in section 1399,A), and any 

land which is functionally related and subordi-I· .. 

nated to: such property. 
I 

"(B,) QU.ALIFIED ZONE PROPERTY.-The 

term· '1alified zone proPerl:J~ has the meaning 
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I 
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19 

1 given su~ term by section 1398(c); except 
I 
I 

2 that- i 

3 .I"(i) section 1398(e)(3) shall not 

4 apply, and 
I 

5 	 i"(ii) the references to empowerment 

6 	 zonJs shall be treated as including ref-
I 	 . . . 7 erences to enterpnse communIties. 

I


8 "(3) LIMITATION ON AMOUNT OF BONDS.
I 

9 "(.A~ IN GENERAL.-Paragraph (1) shall 

. 11 .' nth10 not app y to any lSsue e aggregate amount 

11 of outst~ding enterprise zone' facility bonds al.. 

12 locable ta any enterprise zone business (taking 

, . i h') ds13 mto account sue Issue excee 

14 "(i) $3,000,000 with respect to any 1 

15 	 empowerment zone or enterprise commu
I 

16 	 city! or 
. "" 

17 	 I"(ii) $20,000,000 with respect to all 

I18 	 emppwerment zones and' com..enterpnse 

19 	 muriities., 
I 

20 	 "(B~ 
! 

AGGREGATE ENTERPRISE ZONE FA· 

21 .ClLITY B:OND BENEFIT.-For purposes of sub

22 paragraph (A), the aggregate amount of out-
I 
I 

23 standing Ienterprise zone facility bonds allocable 

24 to anv b~siness shall be determined under rules 
~ I . 

25 similar to the rules of section 144(a)(10), tak
! 
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ing into Iaccount only bonds to which paragraph
I 

(1) applies. 
I

"(4) AeQUISITION OF LAND AND EXISTING 
I 

PROPERTY PERmTTED.-The requirements of sec
I 

nons 147(c)(~)(A) and 147(d) shall not apply to any 
I 

bond describt\d in paragraph (1). 
I 

"(5) PlmTIAL EXEMPTION FROM VOLUME 
I 

CAP.-Only for purposes of section 146, the term . 
I . 

'private act:i\i'ty bond' shall not include 50 percent of 

any bond is~ed as part of an issue described in 

paragTaph (1~. 
I 

"(6) PENALTY FOR CEASING TO MEET RE· 
! 

QUmEMENTSi
,I 

,,(Al) F.A.n.ilJ"RES· CORRECTED.-:.An issu e 
I . 

which fJils to meet 1 or more of the require-
I . 

ments of paragraphs (1) and (2) shall be treat-

I. h' :ced .as m~etmg suc requIrements JJ:

I "(i) the issuer and any principal user 
I 

in good faith attempted to meet such re-
I ' 

~ements, and 
I 
! "(ii) any failure to meet such require

. I. d 'thln· hlments 18 correcte WI a reasona e pe-
I 
I . 

riod after such failure is first discovered. 
I 
I 

"(B
I 

). Loss OF DEDUCTIONS WHERE FACIL· 
1

ITY CEASES TO BE QUALIFIED.-No deduction 
I . 

I 
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shall be ~owed under this chapter for interest 

on any !tmanCing prcrrided from any bond to 

which P~ph (1) applies with respect to any 

facility ~ the extent such interest aecroes dur

ing the ~eriod beginning on the first day of the 

calendarI year which includes the· date on 

which-

i "(i) substantially all of the facilitjr 

wiq respect to which the financing was 

pro~ided ceases to be used in an 
I . . 

emnowerment zone or enterpnse commu
. I

mt,}l' or 

! "(ii) the principal user of such facility 

ceases to be an enterprise zone business 
I . . 

.(as /defined in section 1399.A., but treating 

. refe'rences to empm'rerment zones as in-
I 

clurg refei'ences to enterprise commu

nitH~s).
I 

"(C) EXCEPTION IF ZONE CEASES.-Sub-I ,. 
paragraphs (A) an~ (B) shall not apply solely 

by reasJn of the termination or revocation of a 
. . I 

designation as an empowerment zone or an en
I 

terprise ,~ommuni~ . 
! • 

! . 
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1 "(D1 EXCEPTION FOR BANKRUPTCY.-. 

2 Subparagraphs (A) and (B) shall not apply to 

3 any cesJtion resulting from bankruptcy. 

4 . "(c) ENTERP~SE ZONE FACILITY BONDS NOT SUB
I . 

5 JECT TO INTEREST DEDUCTION LIMrrATIONS ON FINAN

6 CIAL lNSTITUTIONt-AnY tax-exempt bond d~scribed in 

7 paragraph (1)

8 "(1) s, be treated as acqllired before August 

9 8, 1986, for. purposes of sections 265(b) and 

10 291(e)(1)(B), and 

11 "(2) shall not be taken into account in deter

" hilil ... alifid alI'12 mmmg weer any Issuer IS a qu e sm ISsuer 

13 ,for purposes Jf section 265(b). 

14 "PART m-kDmONAL INCENTIVES FOR 
I 

15 ·EMPOWERMENT ZONES 
. I 

"St'BPART.A.. Empowerment zone employment credit. 

. "St'BP.ART B. Depreciation and other incentives. 


I . 
16 "Subpart A-ElD.p,owerment Zone Employment Credit· 

"See. 1396. Empowerment zone employment credit. 
"See. 1397. Other definitions and specia1n1le8. 

17 "SEC. 1396. EMPOWERMENT ZONE EMPLOYMENT CREDrr. 

18 "(a) AMOUNT OF CREDIT.-For purposes of section 

19 

20 

38, the amount o'f the empowerment zone employment 

di d 'd I d this . 'th .cre t etermme r er sectIon WI respect to any 

21 employer for any ta."table year is the applicable percentage 

22 of the qualified zJne wages paid or incUlTed during the 
I . 

23 calendar year which ends witll or within such ta.."table Year. w w 
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I 

1 "(b) APPLICABLE PERCENTAGE.-For purposes of 

2 this section, the Jrm 'applicable percentage' means the 
I . 

3 percentage determined· in accordance with the following 

4 table: 

"In the case or wages paid or 
mClUTed 4luriD.c calendar year: The applicable 

I perceDtage is: 
1994 thrOugh 2000 ............................ _.......... 25 
2001 ..... .1........... _............................................ 20 
2002 .....1........................................................ 15 

2003 .....J......................................................... . 10 

2004 ..... .1..........................:............................... 5 


I . 

5 H(C) QUiD ZONE \V'AGES.- • 


6 "(1) IN fENERAL.-For purposes of this sec· 

7 tion, the term 'qria.li£ied zone wages' means any 

8 wages paid oJ incurred by an employer for senrices 

9 performed by an employee while such employee is a 

10 quaJ.jfied zone employee. 

11 "(2) ONLY FIRST $20,000 OF WAGES PER YEA.R 
I 

12 TAKEN !l\TTO ACCOID.TT.-\Vith respect to each quali-
I 

13 fied zone employee, the amount· of qualified zone 

14 wages which bav be taken into account for a cal-I ~ . 
15 endar year shlill not exceed $20,000. 

. I . 
16 "(3) CqORDINATlON WITH TARGETED JOBS 

I 
17 CREDIT.

18 "(A) IN GENERAL.-The term 'qualified 

19 zone wJes' shall not include wages attributable 

20 to senic~ rendered during the hyear period be

21 ginning ~th the day the indnidual begins work 
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for the ~mployer if any portion of such wages 

is taken /into account in determining the credit 
, . 

under se~ion 51. 
I . 

u(B) CoORDINATION WITH PARAGRAPH 

(2).-In ~e ease of the calendar vear in which, . 
the 1-yeL. period refen-ed to in subparagraph 

(A) endsj the $20,000 amount in paragraph (2) 
I 

shall be reduced by the amount of wages attrib-
I . 

utah)e tol sel"\~ce rendered during the portion of 

such 1-vkar ·period which is within such cal
"I 

endar year.
I 

"(d) QU~D ZONE EMPLOYEE.-For purposes of 
I
I. • 

tlus section-
I 

"(1) IN GENERAL.~Except as otherwise pro

,ided in this subsection, the term 'qualified zone em
I 

ployee' means!, witll respect to any period, any em

ployee of an efnployer if
..."(A)! substantially all of the sen;ces per

formed d~ such period by such employee for 

such . eJ.ployer are pe:rormed within an 

I. db' . f thempowerment zone m a tra e or usmess 0 e 

employerjand . 

U(B): the principal place of abode of such 

employee I while performing such sen;ces is 

within su~h empowerment zone. 
. I 
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"(2) CERTAIN INDIVIDUALS NOT ELIGIBLE.
I 

The term 'qualified zone employee' shall not 

include

"(A~ any individual descn'bed in subpara

graph (A), (B), or (C) of section 51(i)(1), 
I d ."(BI) any 5·percent owner (as define m 

section J16(i)(1){B», 
I . 

"(C~ any individual employed by the em-
IpIoyer for less than 90 days, 

. ..~) any individual employed by the em

ployer it .any facility deseribed in section 

144(c)(6)(B)', and· . 

"(E) any individual employed by the em

ployer 1a trade or business the principal acth·

ity of W llch is farming (within the meaning of 
1subparagraphs (A) or (B) of section 
I 

2032A(el)(5», but only if, as of the close of the 
I • . 

taxable year, the sum of

(or, 


the 


are 


"(i) the aggregate unadjusted bases 

if greater, the fair market value) of 

assets' owned . by the employer which 

used in such a trade or business, and 

"(n) the aggregate value of assets 

leased bv the employer which are used in I ~ •. 
such a trade or business (as. determined 
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1 under regulations prescn'bed by the Sec

2 rer I 
I 

), . 

3 exceeds ~500,OOO. 

4 "(3) SPEClAL RULES RELATED TO TERMI

S NATION OF JrPLOYMENT.
I 

6 "(A) IN GENERAL.-Paragraph (2)(C) 

7 shall not apply Ur

8 i"(i) a termination of employment of 
! 

9 an irtdhidual who before the close of the 

10 periid referred to in paragraph .(2)(C) be

11 c.omks disabled to perform the sel"\ices of 

12 sucJ emplm'lUent unless such disabilitv is I W W 

13 remoyed before the close of such period 
I 

I 
14 and Ithe ta..~ayer fails to offer reemploy

15 ment to such indhidual, or 

16 I"(li) a termination of emplo~'ll1ent of 
I . 

17 an individual if it is determined under the 

18 applicable State unemployment com

19 pe4ation law that th~'term.ination was due 
I . 

20 to the misconduct of such individual. 
I 

21 "(B~ CHANGES IN FORM OF BUSINESS.

I .
22 For p1lrJ,>oses of paragraph (2)(C), the employ

23 ment relrtionship bet\veen the taxpayer and an 

24 employee shall not be treated as terminated
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"(i) by a transaction to which section 

381(a) applies if the employee continues to 

be ~mployed by the acquiring corporation, 

or 

"(ii) by reason of a mere change in , 

the form of conducting the trade or busi

ness of the taxpaye'r if the employee con

tinJ~s to be emploved in such trade or
I ~ 

. business and the taxpayer ,retains a sub-

I 'al . . h d' b'stanti mterest m suc 'b"a e or usmess. 
I 

"SEC. 1397. OTHER IDEFINITIONS AND SPECIAL RULES. 

1"(a) WAGES.-For purposes of this subpart

"(1) L~ GE~"ERAL.-The term ''Yages' has the 

same meairing as when used in section 5l. 
I

"(2) CERTAIN TRAINING .AND EDUCATIONAL 

BE:t-."EFITS.

"(I) L~ GE:t-."ERAL.-The following 

amounj shall be 'b"eated as wages paid to an 

employee: 

U(i) Any amount paid or incurred, by 

an lemployer which is excludable from the 

grOSS income of, an employee under section 
I ,

121' but only to the extent paid or in.. 

curred to a person not related to the em-
I' ,

ployer. 

I 
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I 

1 I"(n) In the ease of an employee who 

2 has Inot attained the age of 19, any 

3 'amoUnt paid or incurred by an employer 

4 for by youth training program operated 

I h I °thlcal5 by suc emp oyer m'0 conJunction0 • WI 0, 

6 educktion officials. 
I 

7 "(B)i, RELATED PERSON.-A person is re

8 lated to any other person if the person bears a 

9 relationsilip to such other person specified in 
i 

10 section 267(b) or 707(b)(1), or such person and 
I 

11 such other person are engaged in trades or 

12 b ' I'dusmesses un er common ' Icontro 'thin th(m e 

13 meaning !Of subsections (a) and (b) of section , 

14 52). For ~urposes of the preceding sentence, in 
I 
i ' 

15 applying rection 267(b) or 707(b)(I), '10 per

16 cent' shall be substituted for '50 percent'. I ' . . 
17 "(b) CONTROl!..LED GRoups.-For purposes of this 

18 subpart- I 
19 "(1) alI +nployers treated ~ a single employer 

I . 

20 under subsection (a) or (b) of section 52 shall be 
I 

21 treated as a 'single employer for purposes of this 

22 subpart, and I 
23 "(2) the :credit (if any) determined under sec

24 tion 1396 witfI respect to each such employer shall 
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1 be itspropotionate share of the wages. ghing rise 

2 to such credit. 

I 


3 "(c) CERT..A.:IN 0T:8ER RULES :M.ADE APPLICABLE.
. I 


4 For purposes of this subpart, rules similar to the rules· 

I 

5 of section 51(k) Jd subsections (c), (d), and (e) of section 
I 

6 52 shall apply. 

7 . "(d) NOTICE OF AVATTIABll.JTY OF ADVANCE PAY

8 !tENT OF EARNED/INCOME CREDIT.-Each employer shall 

9 take reasonable st~ps to notify all qualified zone employees 

10 of the availability Ito eligible. indi'\iduals of receiving ad-
I 

11 vanced· payments of the credit under section 32 (relating 
I . 

12 to the earned income credit). 
. I . 

13 "Subpart B-Depreciation and Other Incentives
I . 
I 

"Sec. 139S! Depreciation benefits. . 
"'Sec. 1399l Additional aclusion from volume cap for certain en

i terprise zone facility bonds. 
"Sec. 1399A. Enterprise zone business. 

I 
14 MSEC. 1398. DEPRECIATION BENEFITS. . 

I 
I ...

15 "(a) INCREASE IN E..~ENSING UNDER SECTION 
I 

16 179.
I . ~ 

17 "(1) IN GENERAL.-In the case of an enterprise
I • 

18 zone businessJ for purposes of section 179
I 

19 "(A) qualified zone property shall be· treat-
I . 

20 ed as secFo.n 179 property, 

21 "(B) the limitation under section 
I 

22 179(b)(11) shall be increased by the lesser of. 
. I • • 

23 I"(i) $65,000, or . 
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1 i "(ii) the cost of qualified zone prop


2 ertv! placed in service dn"'nO' the taxable 
-I ..~~ 

3 yei' and. . .. 

4 "(0) section 179(b)(2) shall be applied by 
I 

5 substitutfng 'by one-half of the amount by 

6 which tht cost of qualified zone property (other 

7 than rei property)' for 'by the amount by 

8 which the cost of section 179 property'. 

9 "(b) ACCELExlTED DEPRECIATION.
I 

10 "(1) IN GEJ\."'ER.A.L.-For purposes of section 

11 168(a), with ~espect to qualified zone propert:r of an 

12 enterprise zo,e business, the applicable recovery pe

13 riod shall be determined in accordance 'With the table 
I 

I 
14 contained in paragraph (2) in lieu of the table con-

I 

15. tained in seetirn 168(c). 

16 "(2) 1PLICABLE RECO\ERY PERIOD FOR 

17 QU.ALIFIED ZONE PROPERIT.-For purposes of para

18 graph (1)- I 
The appUcable 

"In the case of: recovery period is: 
3-year property ..••.... ~................................................................ 2 years 
S-year property ........1................................................................ 3 years 

7.year property ........!................................._............................. " years 

IO-year property ...... L............................................................... .6 years 

IS·year property ..~..l ..._............_..._........_............_............... 9 years


I .20·year property ................................................. _ ........ _.......... 12 years 
Nonresidential real ptperty .. - ..............~................................. 22 years. 

19 "(3) DiDUCTlON.ALLOWED IN COMPtTTL~G 

20 ML'TIIUM T.AXj--Paragraph (1) shall apply for pur-

I 
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.. al .1 poses 0 f I temative rOlmmum. . ........."'bledeternllDJDg ~ 

I 
2 income underl section 55. 

3 "(4) COORDINATION wI'l'H INVESTMENT CRED· 
I . 

I 
4 IT.-This su~section shall not apply to any property 

5· with respect to which a credit is determined under 

6 section 46.A ~r 5OA. If the lessee of any property is 

7 treated as theI oWner of such property for purposes 
! 

8 of such eret' this subsection shall not· apply to 

9 such propertYI in the hands of the lessor. 
i • 

10 "(c) Qu.ALIFI$:D ZONE PRoPERTl.-For purposes of 

11 this section- I 

12 "(1) IN IGEl'o'"ERAL.-The term 'qualified zone 

13 propeM}; meJns any propeM}~ to ~hich section 168 

14 applies (or word apply but for section 179) n
15 H(A) such propeM}~ was acquired by the 

16 ta..~ayer I by purchase (as defined m section 
I 

17 179(d)(2)) after the date on which the des-. 

18 ignation lof the empowerment zone took effect, 
I 

19 "(B) the original use of which in an 

I m"th th .20 empowerment zone commences e tax

21 Payer Jd . .. , I 

22 "(C): substantially all of the use of which 

23 is in an ~mpowerment zone and is in the aetiYe 

24 conduct ?f a trade or business by the taxpayer 

. h I25 m suc zone. 
i 
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"(2)· SPECIAL RULE FOR SUBSTA.~ BEN· 
I 
1 . 

O'V'ATIONS.-In the case of any property which is 

substantially renovated by the taxpayer, the require

ments of su'Hparagraphs (A) and (B) of paragraph 
. I 

(1) shall be freated as satisfied. For purposes of the 

preceding seJtence, property shall be· treated as sub

stantially rerlovated by the taxpayer if, during any 

24-month pekod beginnjng after the date on which 

tlle deSignat~on of the empowerment zone took ef-
I 

feet, additio~ to basis with respect to such property 

in the hands of the taxpayer exceed the greater of 

(i) an amo~t equal to the adjusted basis at thebe

ginning of ~ch 24-month period in the hands of tlle 
I 

+!:I"l'"naver, or (ii) $5,000.
......... 1:' ., 
 I 

"(3) EXCEPTION FOR ALTER..,,\ATITE DEPREClA.
1 

. I 

TION PROPERIT.-The term 'qualified zone prop
I 

erty' does nOI~ include any property to wmelt the al

temath'e depreciation system under section 168(g) 
! 

applies, detet.mmed- ., 

,,(1) without regard to section 168(g)(7) 

(rela~ to election to use altemam-e deprecia
i 

tion ~em), and 
I 

"~) after the application of section 

280F(b~ (relating to listed property witl1limited 
I 

business use). 

I 

I 
I 
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. I 
"(d) SPECIm RULES FOR SALE-IJEASEBACKS.-For 

I 

I 

2 purposes of subs~ction (c)(1)(B), if property is sold and 

3 leased back by the taxpayer within 3 months after the date 

4 such property was originally placed in semce, such prop

S erty shall be treaJd as originally placed in service not ear-
o i 

6 lier than the dat~ on which such propertY is used under 

7 the leaseback. I 0 0 • 

i 
8 "(e) RE~.-Ru1es similar to the rules under 

9 section 179(d)(10~ shall apply with respect to anyquali-
I 0 

10 fled zone propeI"tJi of any business which ceases to be an 

11 enterprise zone b~iness. 0 

I
12 "SEC. 1399. ADDITIONAL EXCLUSION FROM VOLUME CAP 


13 FOR CERTAIN ENTERPRISE ZONE FACILITY 


14 BONDS. 


15 "(a) L-...r GE~ruL.-section 1395(b)(5) shall be ap

I 

16 plied by substituting '75 percent' for '50 percent' in . the 

17 case of any bondIdeSCl'lbed in section 1395(b)(1) issued 
I 

18 as part of an issue 95 percent or more of the net proceeds 

19 (as defined in sec~~on 150(a)(3» of which are used to pro

20 vide qualified zon!e property the principal user of which 

. . . lb' if th rsh.i .21 18 any enterpnse ~one usmess e owne . p reqwre

22 ments of subsectidn (b) are met with respect to-such busi-
I . 

23 ness. i 
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I
1 "(b) OwNERSHIP REQumEMENTs.-The ownership 

2 requirements of Js subsection are met with respect to 
l 

3 an enterprise zone business if
. I . 

4 "(1) in ife case of a sole proprietorship, the 

s principal plac~ of abode of the proprietor is in an 

6 empowerment Izone, 
i . 

7 "(2) in tIle case of a corporation, more than 50 

8 percent of tb.1I stock (by vote and value) in the cor

9 poration is oked by indh-iduals whose principal 

10 place of abode is in an empowerment zone, and 

11 "(3) in de case of a partnership, more than 50 

12 percent of thl capital and profits interests in the 
1 

13 partnership isl mrned by indh-iduals whose principal 
I 

I 
14 place of abode is in an empowerment zone. 

. I 
15 "SEC. 1399A. ENTERPRISE ZONE BUSINESS DEFINED. I . 
16 "(a) IN GE:t-."ELL.-For purposes of this subpart, the 

' . lb' ,.17 term enterpnse zo~e usmess means

18 "(1) any ~alified business entity, and 

19 "(2) any ~aJjfied proprietorship. 

20 "(b) QU..ALIFIED BUSINESS ENTITY.-For purposes 

21 of this section, the term 'qualified business entity' means, 

22 with respect to any; taxable year, any corporation or part

23 nership if for such ~rear-
I 

! 
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1 "(1) ev~ry trade or business of such entity is 
I· 

2 the active co~duct of a qualified business within an 
I 

I3 empowermen~ zone, 

4 "(2) at Ileast 80 percent' of the total gross in-

S come of suc~ entity is derived from the active con-
I . 

6 duct of such jbusiness, . . 


7 "(3) substantially all of the use of the tangible 


8 property of ~ch entity (whether owned or leased) is 


'thin j .9 m an empowerment zone, 

10 "(4) suJstantiallv all of the intangible property I ~ . ~ 

11 of such entit!y is used' in, and exclush.'ely related to, 
I 

12 the active co~duct of any such business, 

13 "(5) suJstantially :n of the seI"\ices performed 

14 for such entih~ bv its emplovees are performed in an 
' ,.... .. 

15 empowerment zone, 

16 "(6) at least 35 percent of its employees are 

17 residents of ~ empowerment zone, 
.. 

18 "(7) less than 5 percent of the average of the 
I 

19 aggregate mfdjusted bases of ,the property of such 

20 . entity is attiibutable to collectibles (as defined in 

21 . section 408(k) (2» other than collectibles that are' 

22 held primaril~ for sale to customers in the ordinary 
i 

23 course of such business, and 
I 

24 "(8) less than 5 percent of the average of the 
I 

25 aggregate unjadjusted bases of the prop:~~ of such 
I 

I 

I 

I 

I 

I 
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I 
1 entity is attnputable to nonqualified financial prop

. . 

. . I 
3 "(c) QU.ALIFIED PRoPRIETORSBIP.-For purposes of 

I 
4 this section, the term 'qualified proprietorship' means, 

S with respect to Jy taxable year, any qualified business 

6 catried on by an Jdividual as a proprietorship if for such 

7 year- I 

8 "(1) at l~ast 80 percent of the total gross in

9 come of suehl individual from such business is de

10 rived from the active conduct of such business in an 
I 

11 empowerment Izone, 

12 . "(2) substantially all of the use of the tangible 

13 property of sJch individual in such business (wheth

14 er o"Wlled or lJased) is within an empowerment zone, 

15. "(3) sub~tantially all of the intangible property 

16 of such busin~ss is used in, and exclush·ely related 

17 to, the acth·e ~onduct of such business, 

18 "(4) SUbfantiallY all of the senices performed 

19 for such individual in such business by employees of 
I"

20 such business are performed in an empowerment 

21 zone, 	 I 
I

22 "(5) at least 35 percent of such employees are , 
23 residents of aJ empowerment zone, 

. I 

24 "(6) less I 
! 

than 5 percent of the ayerage of the 
. I 

25 aggregate Wl,djusted bases of the prop:~' of Such 
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individual wHich is used in such business is attrib
I 
I 

I ' .
utable to ~ollectibles. (as defined in section 

I 
408(m){2» other 

. 
than collectibles that are held pri-

I 

mari1v for sale to customers in the ordinarv course 
~ I ~ 

of such business, and 
I"(7) lesi than 5 percent of the average of the 

aggregate unadjusted bases of the prope~ of such 

individual wilich is used in such business is attrib

utable to nOn~UaJi£ied financial property. 

For purposes of this subsection, the term 'employee' in
. I • 

eludes the proprietor. . 
I . 

"(d) QU~D BUSTh"'ESS.-For purposes of this 

section- I 

"(1) IN! GEN"ERAL.-Except as othencise pro

,ided in this ~bsection, tile term 'qualified business' 

means any tr~de or business. 
• i 

"(2) RENTAL OF REAL PROPERTY.-The rental 
I . 

to others lof real property located· in an 

empowermeni zone shall be tr,eated as a qu~ed 
· if Id nl :.c . . busmess an 0 ,r u'- . 

"(~) the~property is not residential rental 
I 

prope1 (as defined in section 168{e){2», and 

"(IF at least 50 percent of tile gross rental 

income f40m tile real property is from enter

. lb'pnse zo:ne usmesses. 
I . 
t 
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I
"(3) RENTAL OF TANGIBLE PERSONAL PROP- . 

ERTY.-The lrental to others of tanglble personal 

property sha.U be treated as a qualified business if 
I . 

and only if 'substantially all of the rental of such 

.J . b· b'. property IS uy enterprISe zone usmesses or ry reSl-
I 

dents of an ~mpowerment zone. 
I 

"(4) TREATMENT OF BUSINESS HOLDING IN
I 

1TANGIBLES.-The term 'qualified business' shall not 

include any trade or business consisting predomi

nantly of th~ development or holding of intangibles 

for sale or license. 
I

"(5) CERTAIN BUSINESSES EXCLUDED.-The
I . 

term 'qualifikd business' shall not include-
I 

" (4) any trade or business consisting of 
I 

the oper.ation of any facilitv described in section 
I ., '" 

I 
144(c)(f)(B), and 

"(l?) any trade or business the principal 

activity of which is farming (within the meaning 

. of subparagraphs (A) or (B) of section
I· :, . 

2032.A(e)(5», but only if, as of the close of the 

preCe~ taxable year, the sum of-

I U(i) the aggregate tma.<ljusted bases 

<01' if greater, the fair market value) . of 

thi assets owned by the ta....q>ayer which are 

us~d in such a trade or business, and 
, . 
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1 "(ii) the aggregate value of assets 

2 leasjd by the taxpayer which are used in 

3 such a trade or -business, . 
I 

i . 
4 exceeds $500,000. . 

I 

5 For purposesl of subparagraph (B), rules similar to 

6 the rules of sbion 1397(b) shall apply. 

7. H(e) NONQU~D FINANCIAL PRoPERTY.-For 

8 purposes of this "rtion, the term 'nonqualified financial 

9· property' means oebt, stock, partnership interests, op-
I . 

10 tions, futures contracts, forward contracts, warrants, no
I 

11 tional principal chntracts, annuities, and other similar . I . 
12 property specified in regulations; except that such term 

13 shall not includl 

14 "(1) reasonable amounts of working capital 
- I 

15 held in cash,1 cash equi'\'alents, or debt instruments 
i 

16 with a term ~f 18 months or less, or 
I 

17 "(2) debt instruments described m section 

18 1221(4). 

19 "P.ART IV-REGULATIONS
i . 

"See. 1399B. ReoonIatiODS.I e

20 "SEC. 1399B. REGULATIONS. 


21 "The Secretarv shall prescnoe such regulations as 

. I ~ . 

22 may be necess8ljr or appropriate to carry out the purposes 

23 of parts IT and ml including
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1 "(1) re~ations limiting the benefit of parts n 
i 

2 and m in circumstances where such benefits, in 
I 
I 

3 combination Jith benefits provided under other Fed
!. 

4 eral programsl, would result in an activity being 100 

S percent or mlre subsidized by the Federal Govern

6 ment, 

7 "(2) re~ations preventing abuse of the prm.i
I 

8 sions of parts In and m, and 

9 "(3) re~ations dealing with inad,'ertent fail

10 ures of entitiJs to be enterprise zone businesses." 
I . 
I 

11 (b) CLERICAL Al\IENDMENT.-The table of sub-
i , 

12 chapters for chaPjbr 1 is amended by inserting after the 

13 item relating to subchapter T the following new item: 
"Snbchapte~ U. Designation and treatment of empowerment

I zones and enterprise communities." 

~: SEC. ::.E:::t:T:~::70:· HIRING 

I

16 ElIPOWEIDIE1o.'"T ZONE RESIDENT.-Paragraph (1) of sec-
I 

17 tion 51(d) (defining members of targeted groups) is 
. I 

I 

18 amended by strikiD.g "or" at the end of subparagraph (1), 

19 by striking the pe~od at the.end of subparagraph (J) and 
I 
I 

20 inserting", or" t and by adding at the end the following 
I 

21 new subparagraph 
r 

22 "(K) an lempo,verment zone resident." 
I . . . 

23 (b) EMPOWER?lIE:r-.'"T ZONE RESIDENT.--Section 

24 51(d) is amend+ by redesignating paragraphs (13) 

2S tlU'ough (16) as paragraphs (14) tlu'ough (17), respec-

I 
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I 
I 

tn~ely, and by inserting after paragraph (12) the following 

new paragraph: . 

"(13) EMPOWERMENT ZONE RESIDENT.;......The
I 

term 'empo1erment zone resident' Dieans an indnid· 

ual whose principal place of abode while performing 

services for 	ke employer is within ~ empowerment 

zone." I 

(c) CONFoJnNG AMENDMENT.-Subparagraph (C) 
. 	 I 

of section 51(d)(~2) is amended by striking "paragraph 
I 

(11) " and insert~g "paragraph (12)". 
I 	 . 

SEC. 303. TECHNICAL AND CONFORMING AMENDMENTS. 

I
(a) 	CERTAIN CREDITS PART OF GENERAL BUSINESS 


I

CREDIT.- I 

(1) SUDsection (b) of section 38 (relating to 
! 

current ye1 business credit) is amended by striking 

"plus" at 4e end of paragraph (7), by striking the 

period at th'e end of paragraph (8) and inserting a . I 	 .... 
comma, andl by adding at the end the following new 


paragraphs:I, 

"(9) tlie zone resident empowerment sa\..wgs 


credit dete~ed under section 1394, plus 


"(10) the empowerment zone employment credit 


determined ~der section 1396(a)." 


I 
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I 

(2) Subs~ction (d) of section 39, as amended by 

section 1201(r)(2), is amended by adding at the end 

the following pew paragraph: 
, 

"(5) E~RISE ZONE CREDITs.-No portion 

of the unusedl business credit which is attributable to 

the credit dekrmined under section 1394 (relating 

di )'·d I 	 . t or secto zone res} ent empowerment sa'\'lllg'S cre 


tion 1396 (rilating to empowerment zone employ

I 

ment credit) ma,\T be carried to any taxable vear end-I ~ , ~ ~ 

ing before January 1, 1994." 
I 

(b) DE}""L\L OF DEDUCTION FOR PORTION OF WAGES 
I 


,I ' 

EQUAL TO E~IPO\\ERl\rEl\"T ZONE EMPLOYlmNT CRED

I 
I 

IT.-	 I 

(I) SubJection (a) of section 280C (relating to 

rule for targeled jobs credit) is amended- ' 

(A) by striking "the amount of the credit 

determ.ined for the taxable year under section 

51 (a)" Ld inserting "the ~ of the credits, 
, I 	 ' 

determJed for the taxable year under sections , ,~ 

! ,~ 

51(a) a.n;d 1396(a)", and 
I 
I 

(B) Iby striking "TARGETED JOBS CRED

IT" in the subsection heading and inserting
I ~_ ' 

"E!fIPLOnrENT 	\..f.tU:!lDITS". 
I
I ' 

(2) 	Subsection (c) of section 196 (relating to 

.d de l.lcbon . 1.or ~ I eertam unusedb·usmess. ere dits) 18. 
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1 amended by ~triking "and" at the end of paragraph 
i 

2 (4), by strikiPg the period at the end of paragraph 

3 (5) and inse~ ", and", and by adding at the end 

4 the following inew paragraph: 

"(6) the empowerment zone employment credit 
l6. determined under section 1396(a)." 
I 
I 

7· (c) El-!PLOnIENT AND SAVINGS CREDITS MAy OFF· 
I

8 SET 25 PERCEh'"T fF :M1NIMUM TAX.

9 (1) Subparagraph (A) of section 38(c)(2), as
I ,. 

added by se~tion .1201(c) of this Act, is amended

11 (A) by inserting ·"and the empowerment 

12 zone credits" after "the regular investment tax 

13 credit" lach place it appears, and 
I 

14 (B~ by striking "such credit" in clause (ii) 

and inserting "such credits". . . . 
. I .. 

16 (2) Par~aph (2) of section 38(c), as so a.dded, 
I .. 

17 is amended Iby adding at the end thereof the fol

18 lowing new tbparagraph: 

19 "((]) EMPOWERlIENTZONE CREDITs.-For 
I purposes of this paragraph, the term 
I 

21 'empowerment zone credits' means the portion 

22 of the ledit under subsection (a) which is at-
I 
I 

23 tributable to the credits determined under sec-I . 
24 tion 1394 (relating to zone resident 

I 

empo'v~rment sa....-ings credit) and section 1396 

I 
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(relaJ to empowerment zone employment 
I 

credit).'! 

(d) CHANGES RELATING TO EMPOWERMENT ZONE 
I . . 

RESIDENT E:MPO'WERMENT SAvmGS CREDIT.
I . 

(1) DISA..LLOWANCE OF DEDUCTION.-Section 
I 

404 (relatin~ to deduction for certain employer con

tributions) ~ amended by adding at the end the foI-
I . 

lowing new bbsection: 
I


"(m) COORDINATION 'VITH E1IPOWERMENT ZONE 

CREDIT.-No dJduction shall be allmved under this sec-
I 

tion for any qualified employer contribution taken into ac., I .• 
count in compu~ing the credit determined under section 

1394." I 
I

(2) PEN.AL'IT-FREE DISTRIBUTIONS.I ' ' 
(A) IN GEh"ERAL.-Paragraph (2) of sec-

I 
tion 72(t) (relating to exceptions to'10-percent 

additiJnal tax on em-Iv distributions from quali-I ., 
fied r~tirement plans) is amended by adding at 

I 

. the e~d thereof the follp'Wing new subpara

h i·,grap :; 

. . "'(D) DISTRIBUTIONS FROM CERTAIN 

I 

PLANS FOR FIRST HOllE PURCHASES OR EDU

I 

I 


CATION..A.L EXPENSES.
I 
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I 
I "(i) IN GENERAL.-Distnbutions to 
I 

an Iindividual from a qualified retirement 
. I 

plap-

I "(1). which are qualified first-time 

I homebuyer distributions (as defined in 

paragraph (6», 

" (IT) to the' extent such dis.. 

tributions do not exceed the qualified 

higher education expenses (as defined 

in paragraph (7» of the taxpayer for 

the taxable year, or 

"(ill) to the eXtent such dis

tributions do not exceed an amount 

equal to the aggregate inyestment 

made by the taxpayer during tlle ta."t

able year in any enterprise zone busi

ness (as defined in section 1399.A. 

U(ii) LIMITATION.-Clause (i) shall 
I' . ' 

nqt apply to the extent that the aggregate 

athount of the distributions described in 

clluse (i) are greater than the excess of-

I "(1) . the qualified retirement con-
I 
I tnbutions (as defined in section 

1394(b» of the taxpayer, and 
01 

anv 

earnings thereon, over 
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"(II) the aggregate· amounts to 

which clause (i) and the last sentence 

of paragraph (3)(A) applied for pre

ceding taxable years." 

(B~ DEFINITIONS.---Section . 72(t) lS 
. 

amended by adding at the end thereof the fo1
. I . 

lowing new paragraphs:
I . 

"(6) QWALIFlED FmST-mrE BO!.rEBUYER DIS-

TRIBUTIONs.-iFor purposes of paragraph 

(2)(DHi) (1)-, 
I 

"(A) IN GENERAL.-The term 'qualified 

first.Je homebuyer distribution' means any 
I 

paymen~ or distribution received by an individ
I 

ual to the extent such pa'vment or distribution I . • 
is used Iby the individual before the close of the 

i 
60th day after the day on which such payment 

I·b ·· . d alifi·· dor distn ution lS receIVe to pay qu e ac

quisitioh costs with respect to a principal resi
I 
i 

dence of a first-time homebuyer who is such in-
I . 

dividu~ or the spouse of such individual. 
i 

'(03) QUALlFlED ACQUISITION COSTS.
I . . 

For P1!U'Poses of this paragraph, the term . I 
i 

'qualifi~d acquisition costs' means the costs of 
. .1 . .. 

aeq~, constructmg, or reconstructmg a res

idence.1 Such term includes any usu8J. or reason

http:first.Je
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I
able settlement, financing, or other closing 

costs.. 

"(q) FIRsT-TIllE HOMEBOfER; OTHER 
. I . 
DEFINITIONs.-For purposes of this 

I 

paragraph
! 

"(i) FIRST-TIllE HO:~IEBUYER.-The 

te"L 'first-time homebuyer' mellllS any in-
I 
I 

. cfuidual if-
I 
! "(1) such indhidual (and if mar

ried, such indhidual' s spouse) had no 

present ownership interest in aprin

cipal residence during the 3-year pe

riod ending on the date of acquisition 

of the principal residence to which 

this paragraph applies, and 

"(TI) subsection (a)(6), (h), or 

. (k) of section 1034 did not suspend ... 
the running of any period of time 

speci£i.ed in section 1034 with respect 

to such incfuidual on the day before 

I the date the distribution is applied 

pursuant to subparagraph (A)(ii). 

"(ii) PRINCIPAL RESIDENCE.-The 

term. 'principal residence' has the same 

m~aning as when used in section 1034. 

I 

http:speci�i.ed
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"(iii) DATE OF ACQUISITION.-The1 

2 

3 

terin 'date of acquisition' means'the date
I 
I 

"(1) on which a binding contract 

4 to acquire the principal residence to 

5 which subparagraph (A) applies is en

6 tered into, or 

i. 7 "(ll) on which construction or re

construction of such a principal resi8 

dence is commenced. 9 

10 "(ID) SPECIAL RULE WHERE DELAY IN AC

11 I any dis'b' om anv qual'·1QtJISITION.-If tn utlon fr' 
I" 0

J 

I 12 tied retirement plan fails to meet the require-
I . 

13 ments rf subparagraph (A) solely by reason of 

14 a delaY or cancellation of the purchase or con

IIS, struction of tlle residence, the amount of the 

16 distribJtion may be recontributed' to the plan I .. 
I 

17 from which it was distributed withln 120 davs I .. 
18 after the date of such distribution. 

I . 
19 "(7) QU.A.1JFIED HIGHER EDUCATION EX

I 
20 PENSEs.-,or purposes of paragraph 

21 (2)(D)(ii)(ll)

22 "(~) IN GENERAL.-'J.!le term 'qualified
I 

23 higher Ieducation expenses' means tuition, fees, 

24 books, isupplies, and equipment required for tlle 

25 enronJent or attendance of-
I 



5 

10 

15 

20 

25 

4' , • 

• 

1 

2 

3 

4 

6' 

7 

8 

9 

11 

12 

13 

14 
. , 

I 16 
. I 

17 

18 

19 

21 

22 

23 

24 

49 


"(i) the taxpayer, 


"(ii) the taxpayer's spouse, or 

"(iii) the taxpayer's child (as defined 

in ~eetion 151(c)(3» or grandchild, 
I 

at an eligible educational institution (as defined 

in secti~~ 135(c)(3». 

I 


"~) COORDINATION Wl1'H SAVINGS BOJIID 

PROVISlbNs.-The amount of qualified higher 
I 

educatioti expenses for any taxable vear shall be I . .. ... 

reduced Iby any amount excludable from gros~ 

, income tbder section 135." 
I 

(C)/ CONFOIDDNG AMENDMENTS.

I (i) Subparagraph (B) of section 

72(1)(2) is amended by striking "or (C)" 

anq 
[ 

inserting ", (C), or (D)". 

I· (ii) Section 401(k)(2)(B)(i) is amend

ed bv striking "or" at the end of subclause 
I" , 

~), by striking "and" at the end of 

subhlause (IV) and inserting "or", and by I . , 

insJrting after subclause (IV) the following 
\ 

n~ subclause: 
I 

"(V) subject to the limitation' of 

section 72(t)(2) (D)(ii) , the date on 

which qualified first·time homebuyer 

distributions (as defined' in section 

, .r 
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72(t)(6», distributions for qualified 

higher education expenses (as defined 

in section 72 (t)(7», or distnbutions 

.for investments descnbed in section 

72(t)(2)(D)(i)(ill) are made, and". 

(e) AMENDMENT OF TARGETED JOBS CREDIT.
! 

Subparagraph (A)Iof section 51(i)(1) is amended by in

serting ", or, if the taxpayer is an entity other than a 

corporation, to anJ. individual who owns, directly or indi-
I 

rectly, more than 50 percent of the capital and profits in

terests in the entiJ~,,, after "of the corporation". 
i 

(f) 	CARRYO'V'E!as.-Subsection (c) of section 381 (re- . 
I 

lating to earryoye~s in certain corporate acquisitions) is 

amended by ad4 at the end the following new para

graph: I 
I

"(26) ENTERPRISE ZO~"E PROTISIONS.-The 

. .1 . hall tak . ( thacqulI'mg cOrP,oratlon s· -e mto accolmt to e 
I 

sent proper to carry out the purposes of this sec

tion' and subchapter U, and under such regulations 

as may be prelcribed bv the Se~etar\T) the items re- . . I· 	 . 
quiredto be taken into account for purposes of sub

I 
chapter U in tespect of the distributor or transferor 

corporation." i 
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51I
1 SEC. 304. EFFECTIVE DATE. 

I 

2 The amendnients made by this title" shan "take effect 
"I " 

3 on the date of the lenactment of this Act. 

I 
" 


