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SBA'S LEGISLATIVE PROPOSAL

THURSDAY, APRIL 28, 1994

House of Representatives,
Committee on Small Business,

Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m., in room

2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman of the committee) presiding.
Chairman LaFalce. The Small Business Committee will come to

order.

This morning we are having a hearing on two basic bills, H.R.
4297, which I introduced at the request of the administration,
which provides specific program levels for the SBA's major pro-
grams for the next fiscal year.

I have also introduced at the administration's request H.R. 4298,
a bill dealing with prepayment penalties.

[H.R. 4297 and H.R. 4298 may be found in the appendix.]
We have advanced the time of this hearing this morning because

upon completion of it we are going to have a hearing on H.R. 4623,
the Small Business and Minority Small Business Opportunities Act
of 1994.

I ask unanimous consent from the Members that my entire open-
ing statement be considered as read and put into the record at this
point in time. No objection. So ordered.
[Chairman LaFalce's statement may be found in the appendix.]
Chairman LaFalce. Does anybody else have an opening state-

ment?
Mrs. IVIeyers. Very brief, Mr. Chairman. Thank you for recogniz-

ing me and for calling today's hearings, and my thanks to Ms. Pul-
ley for joining us, to illuminate the agency's proposal.

I know we are under severe time constraints so we are going to

outline a couple of concerns and hope that Ms. Pulley can aim some
of her remarks in that direction.

It was just over 2 months ago that Administrator Bowles pre-
sented the President's SBA budget proposal to the committee. Since
that time, the request for direct loan authority has jumped from
nothing to $133 million or by 100 percent. The proposal for guaran-
tee loans has skyrocketed, by $2.6 billion or 23 percent.

I am very curious about these increases and I am surprised to
see direct loans wiggle their way back in.

While I am pleased the SBA's package seeks permanent statu-
tory authority for the Office of Women's Business Ownership, I am
concerned that other programs designed to help businesswomen are
not specifically mentioned for funding. The number of women-
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owned firms blossomed by about 60 percent in only 5 years last

decade, and the rate continues.
Still, the overall number of women-owned businesses remains

low. These intrepid entrepreneurs face all the problems male-
owned firms do multiplied by 10, according to my unscientific reck-

oning. I wonder if we are doing enough to help them overcome the

very special problems they encounter when trying to create or ex-

pand their enterprises.

The SBIC Program and the individual SBIC's that make it run
have done yeoman's work in financing still. The program may rack

up another $300 million in losses.

True, Mr. Bowles promised reforms for the program but I doubt
it is wise to double the size of that program until we absolutely

know the corrections will protect the taxpayers.

I appreciate the administrator's desire to collect fees for the serv-

ices the agency performs. I remain uncomfortable with the open au-

thority to raise or create them without any guidance from this com-
mittee or from Congress.
A similar principle applies to the "such sums as necessary" lan-

guage for the salaries and expenses account, which funds such

basic services as small business development centers. I would much
prefer to see some hard numbers that could elucidate the SBA's in-

tention.

Finally, I missed seeing any reference to the Office of Advocacy,

the frontline of defense for small businesses against inobtrustive

regulations. There are about 1,400 Federal agencies, departments,

commissions, boards, and committees out there just looking for

something to do, and they usually find it. The Office of Advocacy
is there to make sure small enterprises get a fair shake out of

them, and we simply must make every effort to arm and invigorate

that office.

At this point I would like to hear Ms. Pulley's comments on each

of those, Mr. Chairman.
Thank you.
Chairman LaFalce. Thank you very much, Mrs. Meyers.

I am going to proceed out of order. This is a bit unusual, but I

see that we have a candidate for Congress in the year 2020 sitting

up here, and I wonder if this young lady would like to introduce

herself, tell us her name, and tell us what she thinks of Congress.

Mr. Manzullo. This is my daughter. She is here especially for

taking your daughter to work today. I brought my tv/o sons also.

Katie Manzullo. Katie.

Chairman LaFalce. Where are the two sons?

Mr, Manzullo. My son Neal is over here.

Chairman LaFalce. Come on up, people. You can sit in one of

the chairs too.

Mr. Manzullo. The other one is back in the office reading. He
is going to be the congressional candidate.

Chairman LaFalce. If any of the Manzullos have any comments
they would like to make, I will introduce them now.

Mr. Manzullo. Thank you, Mr. Chairman.
I am thankful for the opportunity to continue the dialogue with

the SBA. I appreciate the fact that somebody from the SBA called

our office last week and asked us in advance if there were any sug-



gestions or inquiries we would have so that SBA could be more pre-
pared than it normally is. Of course, you are always well prepared
when you come here.
My query back then deals with the threshold levels at which the

agency determines whether or not a business is eligible to receive
funding for an SBA loan.

We had a particular situation in our congressional district where
a company that is in the business of selling boats, both on the Rock
River and on the Mississippi River, had sustained particular eco-
nomic damage as a result of floods that came this past spring.

You may be aware of the case. Because the company grossed I

believe it was more than $5 million. It was not eligible to receive
SBA funding. Subsequently, by regulation I believe that figure was
lifted to $7,500. The anomaly in it is the fact that a used car dealer
has one threshold, a new car dealer has another threshold. We had
a very difficult time dealing, along with the people in the SBA who
scratched their heads along with us, as to the rationale for those
threshold funding limits.

If during the course of your comments you could keep that in

mind and perhaps bring that out, that would help, because that
problem is common to almost everybody dealing with SBA loans.
Thank you very much.
Chairman LaFalce. Do any other members of the panel have

statements they wish to make?
Mr. Knollenberg. Mr. Chairman, in the interests of time I will

submit, with unanimous consent, a more extended series of re-

marks. I want to welcome the panel and look forward to the testi-

mony.
Thank you.
Chairman LaFalce. Without objection, so ordered.
[Mr. Knollenberg's statement may be found in the appendix.]
Chairman LaFalce. Anybody else?

We will then go to the panel. I think we have at least two firsts

here. I think Deputy Administrator Pulley, this is your first ap-
pearance before at least this committee. Did you have to testify be-
fore the Senate, in your confirmation hearings? I don't know if you
have been back subsequently before authorization,
Ms. Pulley. Yes.
Chairman LaFalce. I believe this also marks the first time that

Mary Jean Ryan is before the committee. You are head of the Fi-

nance Office, are you not?
Ms. Ryan. Yes, sir.

Chairman LaFalce. You replaced Chuck Hertzberg, is that cor-

rect?

Ms. Ryan. I am the associate deputy administrator for Economic
Development, which is over Finance and Training, Technical As-
sistance. John Cox is actually an associate administrator, which
would have been Chuck Hertzberg's direct counterpart.
Chairman LaFalce. I see. Very good.
Greg Walter, as I understand, Larry Rosenbaum retired and you

are the acting comptroller?
Mr. Walter. Yes, sir.

Chairman LaFalce. I think this is your first appearance before
us, Ms. Ryan. Is this your first appearance?



Mr. Walter. I was here before the committee testifying on the
budget, Mr. Chairman.
Chairman LaFalce. Well, we are delighted to have vou.

Ms. Pulley, why don't you go ahead. We will put tne entirety of

the your statement in the record at this point in time, and you may
read it or summarize it as you wish.

TESTIMONY OF HON. CASSANDRA M. PUIXEY, DEPUTY ADMIN-
ISTRATOR, U.S. SMALL BUSINESS; ACCOMPANIED BY MARY
JEAN RYAN, DEPUTY ADMINISTRATOR FOR ECONOMIC DE-
VELOPMENT, AND GREG WALTER, ACTING COMPTROLLER
Ms. Pulley. Thank you.
Mr. Chairman, Mrs. Meyers, members of the committee, thank

you very much for inviting me to testify today on the Small Busi-

ness Administration's proposed legislative initiatives.

I am pleased to have the opportunity to describe this package,
which reflects the administration's budget request for fiscal year
1995 and allows us to carry out our vision of the future for the
SEA.
Accompanying me today are Mary Jean Ryan, Deputy Adminis-

trator for Economic Development; Greg Walter, our Acting Comp-
troller, and three of our daughters who came with me today, Hope
Fisher, Gabrielle Hernandez, and Rena Hernandez.
As you know, the authorizations levels that we are recommend-

ing for fiscal years 1995 through 1997 will permit the programs to

continue to grow as a steady pace. At the same time, be assured

we will work closely with 0MB and the Congress to ensure that

the agency has sufficient funding to obtain a work force that can
administer the loan programs effectively and safeguard the tax-

payers' money.
To summarize, under Public Law 103-81, Congress provided us

the authority to: First, reduce the guarantee on PLP loans to 70

percent; second, reduce the guarantee on real estate loans over

$155,000 to 75 percent; third, impose a .4 percent annual fee on the

outstanding balance of all loans sold in the secondary market; and
fourth, impose a 50 percent fee on the position of the secondary
market sales premium above 110. These changes had the effect of

reducing the subsidy rate from 5.21 percent to 2.15 percent.

I would like to outline these initiatives and then I will be happy
to answer any questions.

Sections 101 through 104, the SBA's proposed bill, would amend
the SBA's present authority to operate our successful Microloan

Program under which the SBA provides loans for startup or ex-

panding small businesses. Currently, under the SBA's Microloan

Program, we make direct loans to nonprofit intermediaries, which
in turn makes loans and technical assistance available to small

businesses.
The proposed legislation would permit SBA to guarantee up to

100 percent of loans made by selected participating lenders to 10

urban and 10 rural intermediaries. We believe the guarantee pilot

will be valuable for several reasons. Changing the program from a

direct loan to a guarantee loan will allow the agency to match its

funding with the way intermediaries fund small business borrow-

ers.



SBA would be able to provide a revolving line of credit to an
intermediary for the first 5 years of the loan, which will allow
intermediaries to build their portfolios and income streams during
their first 5 years of program participation.

The SBA will realize a significant cost savings as guarantees re-

quire less administrative effort than direct loans.

Finally, we believe that the guarantee will help to involve tradi-

tional lenders in microlending in their communities and establish

a connecting link fi'om microloans to traditional loans for the small
business owner.
We are also requesting support to allow the agency to approve

loans made bv intermediaries by groups of lenders. This will en-

courage smaller lenders to join together to make large loans to

intermediaries.
This is particularly important in communities where a single

lender may not have the capacity or the inclination to lend to an
intermediary, but a consortium of lenders through pooled funding
could make a strong investment in the community.
We also would like to bring the Microloan Program to areas of

the country that are currently not served. To do this we will raise

the cap on the number of intermediaries from 110 to 200.
We will remove the limits on the number of intermediaries in in-

dividual States and raise the limitation from $2.5 to $5 million in

loans made to any State and raise the maximum dollar limit on in-

dividual lenders from $1.25 to $1.75 million in order to allow pro-
gram growth in States with very active borrowing communities.
Two of our main objectives for fiscal year 1995 are to continue

revamping the SBA's export working capital guarantee program,
currently known as the export revolving line of credit, and to im-
prove delivery of export assistance to the business community
through U.S. export assistance centers.

The new Export Working Capital Guarantee Program will offer

preliminary commitments for exporters, additional incentives for

lenders to use the program, and streamlined forms and documenta-
tion for both lenders and exporters.

We are harmonizing our Working Capital Program with that of
the Eximbank to eliminate overlap, waste or duplication. This ini-

tiative will make export financing more accessible to our small
business customers.

Section 201 of our bill would amend the Small Business Act to

increase to 90 percent the maximum guarantee coverage available
to a participating lender for an export working capital loan.

Increasing export loan coverage to 90 percent in all cases will

make our program consistent with Exim's Working Capital Guar-
antee Program as well as the Export Finance Programs of most
States.

Section 201 of the SBA's bill would eliminate the present statu-

tory prohibition on international trade loans of $155,000 or less.

The SBA has been precluded fi-om financing exporters who may
meet all of ITL Program criteria but for the fact that the loans re-

quested are too small.
Section 202 of the bill would provide authority for the SBA to

guarantee stand by letters of credit which are a common feature
of many international sales contracts, and are intended to ensure



performance of exporters with whom a foreign buyer may have Ht-

tle or no experience. This proposal would also limit the present
statutory language which limits the lines of credit to 3 years.

Section 203 of the bill would eliminate the present $250,000 cap
on working capital loans made under the SBA's ITL Program. The
change we recommend would result in a much more flexible pro-

gram which is consistent with the needs of our constituency.

Section 301 of the bill would improve the SBA's Small Business
Procurement Program by amending the authority for SBA's pro-

curement automated source system to provide for the capture of in-

formation on all businesses. Such a change would permit the SBA
to capture information on the 4,000 or so large businesses that are

available to do business with the Federal Government as well as

information on nonprofit institutions, including historically black

colleges and universities and minority educational institutions.

The inclusion of this information would make PASS the single

basic file of all those interested in obtaining Federal contracts, thus
eliminating the need to maintain separate solicitation mailing lists

at each Government buying office.

The SBA's Office of Women's Business Ownership has operated
exclusively under the authority of Executive Order 12138 since its

implementation in 1979. Section 401 of our bill would amend the

Small Business Act to permanently establish within SBA an Office

of Women's Business Ownership.
Title 5 of the SBA's bill makes a number of reauthorizations and

technical changes in the Small Business Act and the Small Busi-

ness Investment Act. I will mention only the most significant of

these changes in my remarks. The rest are in my written testi-

mony.
Section 501 of the bill would provide a permanent authorization

of the SBA's authority to conduct cosponsorships with for-profit en-

tities. SBA was given specific authorization to cosponsor training

activities with for-profit entities in 1984. Since that time, the au-

thority has expired and been renewed three times. Permanent au-

thority would permit the program to operate in a more orderly

fashion and facilitate long-range planning that would benefit SBA's
customers.

Section 502 of the bill would provide a permanent reauthoriza-

tion of the SBA's Preferred Surety Bond Guarantee Program. The
authority for this program expires on September 30, 1994. The
pilot program was established to encourage the larger surety com-

panies to expand their efforts to help small businesses obtain

bonds.
Under this pilot program, sureties have the authority to issue,

monitor and service bonds guaranteed by the SBA without the

SBA's prior approval. This delegation enables the agency to con-

serve administrative resources.

For fiscal year 1995, SBA has proposed to convert 100 percent of

the Surety Program to the Preferred Program. This conversion al-

lows SBA to expand surety bond guarantees to the small business

community and to continue the operation of the program with

greatly reduced SBA resources.

Section 503 of the bill ehminates a technical restriction on the

employment of temporary employees in conjunction with the SBA's



Disaster Assistance Program, This legislative proposal will give the
SBA the ability to employ temporary personnel without the current
statutory ban against paying temporary employees per diem in ex-

cess of 6 months for any one disaster.

In June, we will mark the 6-month point after the Northridge
earthquake in Los Angeles. The magnitude of our efforts in Califor-

nia is unprecedented and the need is clear. As of April 25th, SBA
has conducted 455,610 interviews of disaster victims and issued
443,594 loan applications.

We have already approved 40,843 loans with a value of $1.2 bil-

lion. We have 3,120 staff members working exclusively on the dis-

aster program, on the ground in Los Angeles and the Sacramento
disaster assistance office and in other locations.

Key temporary employees dispatched in California to help ad-
dress acute needs will be forced to leave unless this statutory pro-

vision is amended.
Attached to my statement is a chart detailing our proposed au-

thorization levels for the next 3 fiscal years. We are not requesting
funding for any direct loan programs which carry a subsidy rate of

10 to 15 times higher than that of our guarantee programs.
I believe the amount that you were talking about. Congress-

woman, is for the existing authorization on the MESBIC Program.
It has already been authorized. We are not changing that. It is al-

ready in existence.

The request for budget authorization to support the financial as-

sistance program at the SBA is based on our desire to provide full

support to the President's initiative of alleviating the credit crunch.
Demand for the SBA loan programs has been increasing each year
from a fiscal year 1991 level of $4.1 to $5.6 billion in 1992 to $6.4
billion in fiscal year 1993 to a projected $7 billion in fiscal year
1994.

We are requesting authorization for $9.3 billion for a program in

fiscal year 1995 to meet the demand for existing programs and the
anticipated demand for the new initiatives.

In fiscal year 1996, we are requesting authorization of $10.9 bil-

lion and $14.1 billion in fiscal year 1997.

The SBA's Development Company Programs represent another
area whose demand has dramatically increased over the past few
years. Approvals in fiscal year 1991 were $475 to $665 million in

1992, and $852 million in fiscal year 1993. Our fiscal rear 1994 ap-
propriated level is $1 billion and at the current rate of approvals,
that level will not be sufficient to meet our customer's needs. In
fact, we will shortly be sending a letter to the committee requesting
an increase to $1.5 billion and requesting a reprogramming of other
program funds.
A $1.5 billion guarantee level in fiscal year 1994 will result in

total financing of $3.95 billion. We are requesting authorization of

the 502 and 504 Programs at $2.2 billion in fiscal year 1995, $3.6
billion in fiscal year 1996, and $5.4 billion in fiscal 1997.
As I mentioned earlier, we want to move to a guarantee program

for microloans. We are requesting authorization for

microguarantees at $110 million in fiscal year 1995, $175 million
in fiscal year 1996, and $250 million in fiscal year 1997.



8

The small business investment company program is an impor-
tant source for small businesses. During this past year, the pro-
gram has strengthened by the development of a new participating
security which will allow SBIC to secure patient capital to match
their long-term venture investments.
This new program structure will significantly increase the flow

of private capital into the program. Although Public Law 102-366
provides authorization for the SBIC and SSBIC Programs through
fiscal year 1997, the levels in that statute do not adequately reflect
anticipated demand, and we are therefore proposing increased lev-

els.

The requested level for the SBIC Program for fiscal year 1995 is

$848 milHon. For fiscal year 1996, $1.4 billion. For fiscal year 1997,
$2.1 billion.

The surety bond program remains one of our most popular pro-
grams and has an historically low loss rate of about 2 percent. Our
fiscal year 1994 appropriated level is $1.8 billion. This request sup-
ports the same level for fiscal year 1995.

Final bond approvals were $1.1 billion in fiscal year 1991, $1 bil-

lion in fiscal year 1992, and $1 billion if fiscal year 1993. We are
requesting only a slight authorization increase due to the trends in

the construction industry and the available surety markets.
Also, we are experiencing a steady growth in the usage of the

preferred surety bond program which provides a 70 percent as com-
pared to a 90 percent guarantee in our existing program.
The requested level will enable a significant leveraging of Fed-

eral funds for the SBA to provide small businesses the opportuni-
ties to obtain bid, performance, and payment bonds.
We have also sent to the committee a second piece of legislation

that is designed to relieve the onerous prepayment penalties cur-

rently imposed upon borrowers under SBA's now defunct 503 devel-

opment company loan program.
The 503 loan program began in 1981 at a time when interest

rates were much higher. The program provided long-term fixed rate

financing for businesses needing to acquire industrial or commer-
cial buildings and to buy machinery and equipment. Currently
about 3,600 of the 4,900, 503 loans remain in existence, some with
interest rates as high as 15 percent.

The prepayment penalties prevent many borrowers from refi-

nancing at today's lower rates. The SBA's proposal replaces the 503
prepayment penalty with the 504 penalty or gives borrowers the
option to refinance their loans through the SBA's 504 Program, the

7(a) Program, through private lenders or with personal sources.

The agency will make the new prepayment opportunity available

first to those borrowers who are paying the highest interest rates

on their 503 loans. SBA has requested $30 million in its fiscal 1995
budget to offset the prepajnnent interest differential between the

503 penalty and the more reasonable 504 penalty. This money will

be forwarded to the U.S. Treasury by the agencies as the 503 loans

are prepaid.
If 503 small business borrowers are allowed to refinance their

loans at today's lower interest rates, they will have more resources
available to expand their businesses and create more jobs, thus
providing a boost to the overall economy.



Mr. Chairman, I believe the legislative proposals I have pre-

sented today will strengthen SBA's Programs and better serve the
small business community. Thank you very much for the oppor-

tunity to testify.

[Ms. Pulley's statement may be found in the appendix.]

Ms. Pulley. Shall I stop for all questions or address Congress-
woman Meyers' points right now?
Chairman LaFalce. Why don't you address Congresswoman

Meyers' points.

Ms. Pulley. Mrs. Meyers, I believe the first issue was the ques-
tion of direct loans. I believe I addressed that in my statement.
Chairman LaFalce. No, I

Ms. Pulley. Basically, the only direct loan that is in our author-
ization proposal is the MESBIC Direct, which was previously au-
thorized. It is authorized through 1997.

Mrs. Meyers. That isn't what I asked. I know it was previously
authorized, and that it has been in existence. It is that when Ad-
ministrator Bowles came up here a few months ago or a couple of

months ago, he said he was not going to request any money for di-

rect loans.

Ms. Pulley. We have not. We have requested all of our loan pro-

grams—the guarantees are Microloan Program, the Veterans' Loan
Program, the Handicapped Assistance Program, are all rolled into

the 7(a) guarantee program.
Mrs. Meyers. Well, go ahead, then, and talk to the rest of these,

because—I have a sheet that talks about direct loans under minor-
ity SBIC, the President's request was zero, and this request at this

time is $23 million. Microloan direct loans, the President's request
was zero, and this is $110 million.

Ms. Pulley. That is the authorization level, not the budget au-
thority level.

Mrs. Meyers. That was the President's request. That was in an
earlier budget, the President's request.
Chairman LaFalce. I think Mrs. Meyers has a point, Ms. Pulley.

I think it is in the authorization but not in the budget. Assuming
the authorization is approved, at some point in time it would have
to be in the budget.
Ms. Pulley. We are requesting an authorization for guarantee

level of up to $110 million

Chairman LaFalce. Are those for direct loans?
Mrs. Meyers. These are direct.

Chairman LaFalce. The minority SBIC and the microloan-
Ms. Pulley. Perhaps if you have attached a copy of my written

statement which has our proposed authorization levels through fis-

cal year 1997, I think is perhaps the best document to work fi-om.

It was attached as a chart. If you don't have one, we have one here
we can give to you. Do you have a copy?

If you note at the top in fiscal year 1995 we have zeroed out all

of the direct requests, and if you move down to the bottom section,

we are requesting authorizations for all guarantees.
Mrs. Meyers. You are changing, now, with microloans, to a guar-

antee program instead of a direct program.
Ms. Pulley. Yes, ma'am. In all of our programs.
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Mrs. Meyers. That explains why we are calling that Microloan
Program a direct, and you are calling it a guarantee. But I still

don't understand—there were no MESBIC Directs in the Presi-

dent's budgets.
Ms. Pulley. No. We are not requesting budgetary authority.

This is the authorization level which was previously approved. We
are not requesting to rescind the previous approval. We are leaving

simply what was there there, as authorization. We are not request-

ing any budgetary allocation for that.

Mrs. Meyers. OK Go ahead. I just can't quite understand
Chairman LaFalce. Why don't we go on to the next one.

Ms. Pulley. Regarding the funding of women's business owner-

ship, we would have liked to have been able to request funding for

the women's demonstration project at the level of 1994 or perhaps

even request an increase. In an attempt to try to deal with the

President's efforts to reduce the deficit and live within budgetary

restraints, we did have to make some decisions. We did reduce the

funding request for that office.

What we have done in an effort to still increase our efforts to as-

sist women-owned businesses is to establish some programs that

will address women-owned businesses at a different level.

We have in place a pilot program to prequalify women-owned
businesses for SBA loans. The pilot program is being established

in 11 cities around the country.

In addition to that, we are working now on designing a program,

a pilot program for women-owned businesses for Federal procure-

ment, 'riiese are programs that we can develop and operate without

additional budgetary authority, which will still address the issues

of assisting women-owned businesses.

Again, unfortunately, we would have liked to have been able to

increase the women's demonstration project, but we simply had to

make a decision which programs we had to cut to get down to our

budget authority.

In terms of the Small Business Investment Company Program,

you are absolutely right, there have been a number of problems in

that program. We have had losses. What we have done is brought

in an entire new management. We have a very experienced private

sector investment person who has come to join us, who came with

us in January who has begun to overhaul the whole system.

Thanks in part to the efforts of this committee, we have a new
participating security which will address some of the issues that

were outstanding in the program that allowed the program to have

the kinds of portfolio it has.
. .

We would be doing larger deals which will attract more sophisti-

cated investment. Managers will be able to do more sophisticated

projects. We have stricter licensing criteria. We have estabhshed a

senior-level licensing committee to review each application.

To say that it is completely fixed, no, it isn't, but we are in the

process. We have made a tremendous number of steps to improve

the SBIC Program. We believe it is a valuable part of our program

to provide financing to small businesses. We think that we will be

able to correct the problems that are there.

That doesn't alleviate the portfolio that we have; we simply have

to work through it. We are doing that as diligently as we can.
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In terms of our existing portfolio, what we have done is to step
up examination. For example, each company in each SBIC in our
portfolio is now subject to regular examinations. One of the things
we found when we got there was that examinations of SBIC's were
very sporadic. Sometimes they were done 18 months, sometimes
they were done in 3 years. Some of them simply hadn't been re-

viewed.
Each SBIC and SSBIC in our portfolio is on a regular examina-

tion schedule. So, we are moving to correct the issues in that pro-
gram.

In terms of the Office of Advocacy, we are very supportive of it.

We rely on it heavily. We bear no finance programs in there so
there was no need to request any specific budgetary program funds
in there. In terms of authorization, there was, again, no reason to

request anything there.

We have, of course, had the confirmation hearing of our chief
counsel, and we hope he will be cleared by the Senate either the
end of this week or early next week.

I believe—if that wasn't all of your issues, that was all I wrote
down.
Mrs. Meyers. Did you address the "such sums as necessary" lan-

guage or salaries ana expenses accounts?
Ms. Pulley. Could you be more specific? I am not sure I under-

stand.
Mrs. Meyers. Maybe I am just not understanding your
Chairman LaFalce. Your time has expired. We will come back

to you, Mrs. Meyers.
Mr. Poshard, do you have any questions?
Mr. Poshard. Not at this point.

Chairman LaFalce. Mr. Knollenberg.
Mr. Knollenberg. Thank you, Mr. Chairman.
I do have a question. I am going to focus on the 7(a) loans and

the subsidy rate. Now, the current subsidy rate I believe is

guesstimated at 2 percent?
Ms. Pulley. It is 2.15 percent for 1994.
Mr. Knollenberg. How do you decide this rate? How do you

make that determination?
Ms. Pulley. The subsidy rate is determined by computing the

estimated cash flows on a net present value basis. This includes
our loan-loss experience in the program. This includes as well as
economic adjustments provided by the Office of Management and
jBudget, which includes inflation factors, et cetera. This information
is entered into a complex computer model that then computes the
subsidy rate.

Mr. Knollenberg. But, for example, what was the subsidy rate
last year?
Ms. Pulley. 1993, it was 5.21 percent.
Mr. Knollenberg. What happened to make it 2.15 percent?
Ms. Pulley. One of the things we did was to increase the income

stream.
Mr. Knollenberg. How did vou do that?
Ms. Pulley. As you know, the 7(a) loans are sold to the second-

ary market at a considerable premium. Now, SBA captures a por-
tion of that premium that the banks get as a result of selling the
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loans. So, that income now comes to us. So, we have increased the
income stream.
We have reduced the guarantee percentage on the 7(a) loan pro-

gram. So, as a result our exposure is less, so we were able to re-

duce our subsidy rate.

We consciously made an effort to reduce the subsidy rate, be-

cause, as you remember, in 1993 we ran out of money in the mid-
dle of the year, and we had to try to find a way to increase the

amount of authority we had available without requesting addi-

tional money.
Mr. Knollenberg. There is a default rate also. There is also the

matter of the T-bills, and T-bills float.

How do you actually determine this month by month? What is

the accounting procedure that leads you to a figure, something that
will tell you what that subsidy rate is?

Because you are expanding this program from $7 billion to some-
thing like $15 billion. If you miss that subsidy rate by a point or

two, you greatly increase the amount of cost to the taxpayer, be-

cause right now it is somewhat minimal, 2.15 percent.

But what if it were 5, 6, or 7—and it could get to that point, be-

cause it was there before—and admittedly you have done some
things to tighten up and control it, but what kind of accounting

procedure in black and white do you have that predicts the varying

factors? I know there are several, the default rate, the T-bill, the

increases in the revenue stream. Do you have something we could

look at to tell us specifically how you come to those conclusions?

Because I think that would tell us a great deal about the cost of

the program.
You are increasing the size, you are actually folding in the

microprogram as well. My concern is, what is this thing going to

cost us? What is it costing us now based upon some accounting

principles we could look at and make a full determination so we
are satisfied that it is solid?

Ms. Pulley. First of all, the subsidy rate is calculated annually,

in October, for that fiscal year.

Mr. Knollenberg. It is estimated, in other words?
Ms. Pulley. Right. It is an estimated figure and it is based on

the net present value of all the estimated cash flow. What we
would do is be happy to provide you the subsidy rates and a copy

of the model and accompanying spread sheets that will provide a

detailed explanation of all the factors that went into the computa-
tion of the subsidy rate.

You will note our subsidy rate for the 7(a) Program for fiscal year

1995 is higher than for 1994 to account for the Microloan Program,
the empowerment zones, the additional factors in 1995 that were
not in 1994, even though there will be more income in 1995 from

the program than there was in 1994, because we started the in-

come on the premium that we are charging, the fee that we are

getting, start at mid-year 1994.

But we will be happy to provide that to you.

Mr. Knollenberg. I would be happy to have those figures. I do

have some concern about the method of calculation to make that

determination, because it appears to me that there is some Ken-

tucky windage involved in that process. It is guestimation, it is es-
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timation, and just what kind of rigid accounting principles are em-
ployed to make sure that we don't have something here that goes
through the roof, which it could.
Admittedly, by your own testimony of some of your own numbers

in previous years, we have the makings of potentially some prob-
lem loans that would concern and actually would produce a higher
negative figure or a higher subsidy. That concerns me.

I would like to know specifically the process by which you do ar-

rive at that.

Ms. Pulley. We would be happy to give it to you. Let me also

say the subsidy rate is dictated by credit reform. It is not a figure

that SBA generates. It is done govemmentwide. Each Government
financing program has a subsidy rate, and the formula is pre-

scribed.

Mr. Knollenberg. Well, I understand that. I still would like to

see those numbers.
Ms. Pulley. We will certainly provide that to you, historically,

as well as what we are doing in 1994 and 1995.
[The information may be lound in the appendix.]
Mr. Knollenberg. How many businesses is the SBA serving?

What percentage of small businesses are actually served, do you
know?
Ms. Pulley. Any particular program, or

Mr. Knollenberg. Just generically. I am talking about all of
them. Most of the program is the 7(a) Program. Most of—90 per-
cent of your loans?
Ms. Pulley. Approximately 30,000 loans in our portfolio. I would

doubt less than maybe 1 percent of them are—^because we have a
limit on our exposure to any one company. So, in terms of the 7(a)
Program, we have 30,000 loans.

Mr, Knollenberg. I think for now that concludes my questions,
Mr, Chairman. I may get back with another, if I might.
Chairman LaFalce. Mr. Manzullo.
Mr. Manzullo. Thank you, Mr. Chairman.
Ms. Pulley, the opening remarks that I made, were you given

some background information on that?
Ms. Pulley. Actually, unfortunately I don't, and what I would

like to do is get back to you, because one of the things I am not
clear whether or not you were talking about a disaster loan, be-
cause you said the company had experienced some economic injury,
but then you started talking about size standards. If you don't
mind, I would like it get back to you on that.

Mr. Manzullo. Perhaps I could just make my question clearer.
My understanding is that there is the same threshold level beyond
which a prospective recipient of an SBA loan cannot exceed, re-
gardless of the nature of the loan, whether it is for disaster loan
or for regular SPR. Are there different standards for that?
Ms. Pulley. Yes.
Mr. Manzullo. If you are not sure, I understand
Ms. Pulley. When you started talking about a used car dealer

versus a new car dealer, in our 7(a) loans, our size standards are
very specific for purposes of Government procurement.
For purposes of 7(a) loans, the standards are generic, and I be-

lieve it is $2 million in net worth and $6 million in revenues for
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all small businesses. We are not really particularly focused on the

industry. We don't get down to the detail of whether it is a new
or used car dealer for a 7(a) loan.

That is why when you were saying they experienced economic in-

jury, that was when I wasn't sure if you were talking about a dis-

aster loan, which is where economic injury becomes an issue, so

that if you don't mind, I would like to check on the specifics, be-

cause I can't really answer that right now.
Mr. Manzullo. Of course. It is a complicated area. If there is a

glitch there, it is the type of thing that could be easily cleared up.

[The information may be found in the appendix.]

Mr. Manzullo. I do have a number of other questions, Mr.
Chairman, if that is OK This again is a very generic question that

comes up continuously.
For every dollar appropriated by Congress to fund the SBA, how

much is actually returned via principal repayment and interest by
recipient businesses? That is a good question.

Ms. Pulley. It is a good question.

Mr. Manzullo. You can give me the answer to that later on also.

Ms. Pulley. Thank you.

[The information may be found in the appendix.]

Mr. Manzullo. Third question, with regard to prepayment pen-

alties, could you explain the rationale for a prepayment penalty in

the first place?
Ms. Pulley. Basically when a funding institution commits long

term, they expect to get income back over a period of time. If the

loan is repaid, the funding institution loses that income stream. So,

what all funding institutions, most of them do, is to attach a pen-

alty at the outset to compensate for the loss of income in the event

that they aren't able to reinvest the money. That is standard.

Mr. JVIanzullo. I would make a suggestion. In IlHnois it is illegal

on a residential mortgage to have a prepayment penalty. That has

never stopped lenders from getting involved. In fact, when I rep-

resented small businesses, I had a couple put into bankruptcy be-

cause of the almost usurious rate of interest that they had to con-

tinue to pay back.
I think if we eliminated that prepayment penalty, that would put

more capital back into the stream and allow businesses to get out

from under an oppressive rate and be allowed to refinance, the

same way people do with home mortgages.

Ms. Pulley. I should have been more specific. On commercial

loans prepayment penalties are standard. On home mortgages,

they are usually not allowed.

Mr. IManzullo. I understand that. I would like to see the pre-

payment penalty eliminated as to commercial loans. The problem

I had was whenever I represented a small business, and I did a lot

of them, I told them to stay away from the SBA because you are

going to get locked into a high rate of interest, they are going to

tie up your real estate anyway. Go to a bank and pay a higher rate

of interest, because when the interest rate falls, you can refinance.

So the question is, what good is the SBA during a period of high

interest rates?

Ms. Pulley. I agree with you. That is why I want to eliminate

the prepayment penalty.
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Chairman LaFalce. That was just one type of SBA loan.

Ms. Pulley. The bank is the funding institution. We are just the
guarantor. Again, the bank is on the hook for a percentage of the
loan. So, even if we eliminated the prepayment penalty on our por-

tion of the loan, the bank would in all probability still have a pre-

payment penalty on its portion. It is a question of where the bank
is getting the money from.

Mr. Manzullo. So you have no alternative but to follow the
bank's practice, on the prepayment penalty.

Ms. Pulley. There would be an alternative. It is not—a prepay-
ment penalty I think in and of itself is not necessarily bad. It is

that in the case of the 503, it is an onerous prepayment penalty.

I don't ever in my years in finance remember having seen a pre-

payment penalty like that one.

Mr. Manzullo. It is always amazing on these Government loans,

for example, when a veteran goes to pay off his residential real es-

tate mortgage, he has to pay mortgage to the end of the month,
even if he closes on the first day of the month. Private industry
never requires that. It is just one of those anomalies as to why it

is more expensive. Perhaps it is because of the risk of loss that is

involved. I don't know.
Ms. Ryan. I just wanted to make one comment on the prepay-

ment issue. One of the things that SBA really does for businesses
that conventional lenders can't do is it gives them longer-term
loans. One of the things that both the 503 and 504 Programs have
done is give them a way to get fixed-rate long-term loans, which
are just not available conventionally.

So as Cassandra said, the 503 prepayment penalty was an oner-

ous one, and hopefully the legislation can address that. But the 504
Program, which is working really well, has a very modest repay-
ment penalty, but that induces private investors now to buy these
securities, and opens the door for small businesses to get long-term
fixed-rate financing.

That is a type of vehicle that if we can't give the investors what
they need, the small companies wouldn't be able to get that. So, the
way it is structured now, it seems like an incredibly good loan
product, and hopefully we can get over this 503.
Mr. Manzullo. You effectively eliminated the large prepayment

penalties?

Ms. Ryan. Right. It is very modest.
Mr. Manzullo. That is fine. Thank you.

Chairman LaFalce. Mr. Hilliard, do you have any questions?
Mr. HiLLL^RD. I have none.
Chairman LaFalce. Jan, did you have any more?
Does anyone else have additional questions?
Mr. Knollenberg. If I could, Mr. Chairman, just so I under-

stand, and I know you will get the information for me, I believe

this paraphrases what is in the Federal Credit Reform Act, or cred-

it reform, if you will—it says the act requires Congress to estimate
the cost to the taxpayers, but it doesn't go beyond that, I guess in

terms of requiring Congress to at least secure, actual, valid infor-

mation as to the history of those estimates, as to what actually

transpired.
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That is what I am interested in, because if all we do is require

oversight of the estimates, that is just half of it, and maybe a
minor half, a minor fraction of what the total cost might ultimately

be.

If I have interpreted that properly, that is our role, simply to es-

timate; is that right?

Ms. Pulley, We fix in October a subsidy rate for the coming
year, so we are estimating. It is a prospective rate.

Mr. Knollenberg. What about looking back at what the actual

history was?
Ms. Pulley. Each year into the prospective rate is an analysis

of what happened in the past year. It is based on your loss ratio

in the past year.

In the case now that we are collecting a premium, how much in-

come did we collect, because in fact, we ended up making an ad-

justment to our subsidy rate mid-year this year, because we had
initially anticipated having a higher stream of income than we did,

than we actually got, because we started collecting the 40 basis

points on secondary market sales mid-year.

It took longer for the income stream to buildup to the level we
originally projected. So, we went back in fact, and adjusted our

subsidy rate in 1994.

Mr. Knollenberg. I look forward to those figures.

Thank you.
Chairman LaFalce. Thank you very much.
I want to thank the members of the panel. I am going to with-

hold my questions. We can do that in private. But it has come to

my attention that today is a special today that I didn't realize. I

guess today is Parent-Daughter Day and is the reason that the

Hernandezes, Gabrielle and Rena Hernandez, were here. They are

the daughters of Rick Hernandez. Are you Gabrielle, and you, Rena
Hernandez? Did Hope Fisher leave?

Ms. Pulley. I think she went to the ladies' room.
Chairman LaFalce. You are the daughter of Rick Hernandez,

Counselor to the Administrator, and Hope is the daughter of Wil-

liam Fisher, Department of Personnel. We also have Tiffany Jack-

son, the daughter of our staff assistant, Brenda Jackson.

I wonder if Tiffany and Gabrielle and Rena could just stand for

a moment.
I think we ought to have the Manzullo children stand once again

for a hand.
With that, we are going to adjourn this hearing, and the Small

Business Committee will reconvene at 11 a.m., to have a procure-

ment hearing.
Thank you very much.
[Whereupon, at 10:35 a.m., the committee was adjourned, to re-

convene at 11 a.m., this same day, to proceed to other business.]



REAUTHORIZATION OF SMALL BUSINESS
ADMINISTRATION PROGRAMS

WEDNESDAY, MAY 4, 1994

House of Representatives,
Committee on Small Business,

Washington, DC.
The committee met, pursuant to notice, at 10 a.m., in Room

2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman of the committee) presiding.
Chairman LaFalce. The Small Business Committee will come to

order.
This morning we resume hearings on the reauthorization of pro-

grams involving the Small Business Administration and related au-
thorizations.

Last week, we commenced this process with testimony from Dep-
uty Administrator Cassandra Pulley on H.R. 4297, the Small Busi-
ness Administration amendments of 1994, and H.R. 4298, a bill to

provide partial relief from prepayment penalties imposed upon de-
bentures used to finance small businesses by Section 503 develop-
ment companies.

Periodically our committee reviews all of the programs within its

jurisdiction and provides for a multiyear continuation, including
necessary modifications for those programs it deems to be success-
ful. We last did this in 1990 and subsequently last August made
minor changes to fine tune our previous decision. This year I ex-
pect we will again provide for the continuity which is mad.e possible
by multiyear authorizations for loans programs, surety bonds, ven-
ture capital programs and others.

In addition, this year for the first time we will be reviewing si-

multaneously three laws which are being administered by inde-
pendent bodies.

First is the White House Conference on Small Business which
will commence with a statewide conference in Wilmington, Dela-
ware, on June 2nd, and which will culminate with the national con-
ference in Washington the week of June 11th of next year.
Second is the Central European Small Business Development

Commission, which was established in order to seek replication of
the domestic SBDC program in three countries in central Europe

—

Poland, Hungary and what was formerly Czechoslovakia.
Finally, the National Women's Business Council which we estab-

lished in 1988 in order to recommend to the Congress and the
President ways to assist women business owners to overcome bar-
riers to fully participate in the mainstream of the American econ-
omy.

(17)
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This morning we are pleased to have appearing before us rep-
resentatives of small business associations and also the chair-
persons of the two independent commissions and the Women's
Council.
Let me just also say in addition to those witnesses whose names

appear on the witness list, we were to have also received testimony
from Francis Carroll of the Small Business Service Bureau. Unfor-
tunately illness prevented Francis' appearance this morning, but
he has submitted a statement, and assuming there is no objection,

it will be made a part of today's hearing record.

[Mr. Francis' statement may be fond in the appendix.]
Chairman LaFalce. Before we recognize our first panel of small

business association representatives, I would like to call on our
very distinguished Ranking Minority Member, Mrs. Jan Meyers.
[Chairman LaFalce's statement may be found in the appendix.]
Mrs. IVLkyers. Thank you, Mr. Chairman. Just very briefly,

thank you for convening this morning's hearing. I look forward to

the testimony from our witnesses gathered today as well as future
authorization sessions.

Prior to this testimony, however, I would like to make just a
comment. This committee serves a very important role as we seek
to aid, counsel, and assist the Nation's small business community.
The reauthorization of SBA programs is very important to that as-
sistance. Therefore, I hope that the committee can hear from the
administrator prior to the conclusion of this set of hearings.
Chairman LaFalce. A reasonable request. Any other Members

wish to make a statement? Mr. Kim?
Mr. Kim. I would like to ask for unanimous consent to submit my

written statement.
Chairman LaFalce. Without objection, so ordered.
Mr. Kim. Thank you.
[Mr. Kim's statement may be found in the appendix.]
[Mr. Ramstad's statement may be found in the appendix.]
[Mr. Dickey's statement may be found in the appendix.]
Chairman LaFalce. With that, we will hear from our witnesses

on panel number one, Mr. Ron Cohen, the president of National
Small Business United and Mr. Tom Rumfelt, the chairman of the
National Business Owners Association.
Mr. Cohen, please proceed. We will put the entirety of your testi-

mony in the record as if it were read, and you may feel free to sum-
marize it, but in all cases, because of the number of witnesses, I

would want you to confine your testimony to between 5 to 10 min-
utes.

Mr. Cohen.

TESTIMONY OF RON COHEN, PRESmENT, NATIONAL SMALL
BUSINESS UNITED

Mr. Cohen. Mr. Chairman, members of the committee, good
morning. I would like to introduce myself first. My name is Ronald
Cohen. I am senior partner of a CPA firm headquartered in Cleve-
land, Ohio. Our firm specializes in doing accounting, tax, and par-

ticularly business advice to closely held and family businesses.

I am here today in my capacity as the current president of Na-
tional Small Business United. National Small Business United is
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an organization with approximately 65,000 members in all 50
States and quite a few very strong affiliate business organization

members that participate in our deliberations.

I would like to make two very positive comments that I think it

really gives me pleasure to say. One is that it is nice to be up here
talking about something as a small business person that is rel-

atively noncontroversial and that has some chance of being adopt-

ed. That is not always the case for us.

Second, I want to take this opportunity to comment as a person

very close to the situation and working hand in hand in a problem-
solving capacity with the administrator and comment as to what a
wonderful job he is doing, how dedicated and committed he is to

supporting the small business cause and to paying attention to our

needs, and I know this is an oversight committee in that regards.

I want to compliment you on your selection and support of that ad-

ministrator.
As to the bills about which I am here to testify, in my opinion,

the most substantive issue is House bill 4298, which relates to the

easing of the prepayment penalty on the old 503 loans. I believe

it is ironic, the 503 program which has been generally successful

and even though it has terminated, it has been succeeded by 504,

which is also doing a commendable job. We see many of our clients

helped by those loans.

It is ironic the purpose of those loans were to stimulate business
expansion and business development, but as it happens, the very
onerous prepayment penalties have now acted to create a counter-

result, a contrary result because what is happening is those people

who have expanded and are successful and want to further expand
are now burdened with, in some cases, up to 60 or 70 percent of

their principal as a prepayment penalty in order to refinance their

obligations and further expand.
Another way of looking at this is that we are penalizing these

companies for their success, and I know that at an earlier time not

too long ago, the very survival of SBA was in question. The Gov-
ernment was willing in order as a fund-raising mechanism to sell

off their loans at pennies on the dollar, and now we find ourselves
questioning an authorization relatively small in number which en-

hances the 100 percent payment of the principal on these loans and
a not insignificant adjusted prepayment penalty under this legisla-

tion, and I think it is the least we can do for these very successful

borrowers.
The new provision would grant similar relief. It would only make

the 503 penalties similar to the 504 penalties, which is one year's

interest on the note which, as I said before, is certainly not insig-

nificant, but I think it is doable by most of these successful compa-
nies.

The other bill that we are here in behalf of is House bill number
4297. This has several titles. I want to comment particularly on the
expansion of the 7(a) Program, and I want to say that in our dis-

trict, it appears this program is working very successfully. There
are many small businesses being helped by this. We need stream-
lining in procedures and some other modifications, but certainly

the expansion of the program is well warranted.
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I testified approximately a year ago in front of this very same
committee that was looking at the credit crunch, and I want to re-

port to you, as a practicing CPA in the Midwest, that that credit

crunch still exists. Our clients are still having problems getting

conventional loans, and this 7(a) Program is very much needed.
There are requests, relatively modest for expansion, of the

microloan and export loan projects. Those look like they can be
very helpful to the segments of the small business community at

which they are directed. I think they are deserving of your support.

Finally, there are some housekeeping provisions. The rest of the

modifications in the bill appear to be very appropriate and we as-

sume that they will aid the agency in operating more efficiently

and better servicing the needs of small business. However, I would
caution that sometimes in the streamlining and making more effi-

cient the operations, we cut one head or more too many and we
have a counter-result, so I think that we ought to strive for balance

in having enough qualified people there to see that the programs
are successfully administered while we are streamlining and im-

proving the agency.
That is the conclusion of my remarks. I want to once again ex-

press my sincere thanks for the opportunity for me personally and
as a representative of the National Small Business United to be be-

fore you and make these comments. I would be happy to answer
any questions that you may want to pose. Please don t make them
too technical.

Chairman LaFalce. Thank you very much, Mr. Cohen.
[Mr. Cohen's statement may be found in the appendix.]

Chairman LaFalce. Our next witness will be Mr. Thomas
Rumfelt, the chairman of the National Business Owners Associa-

tion.

Mr. Rumfelt.

TESTIMONY OF THOMAS B. RUMFELT, CHAIRMAN, NATIONAL
BUSINESS OWNERS ASSOCIATION, INC.

Mr. Rumfelt. Mr. Chairman, Mrs. Meyers, and members of the

committee, my name is Thomas B. Rumfelt, and I am here rep-

resenting the National Business Owners Association and their

membership. I am currently chairman of that association.

The NBOA appreciates the opportunity to present our views on

key programs and activities at the U.S. Small Business Adminis-

tration and how they assist America's nearly 22 million business-

men and women. We welcome the opportunity to offer our com-

ments on legislation, introduced at the request of the administra-

tion, to make changes to various programs. Because we have not

formulated positions on all issues addressed in the administration-

sponsored legislation, we will withhold commenting on various pro-

visions at this time.

The National Business Owners Association represents nearly

8,000 small businesses and has an active and rapidly expanding

membership. It is a voice for small business here in Washington
and across America. Our members believe that a strong and com-

petitive free economy is essential to create and increase economic

growth, opportunity, jobs, and prosperity for all Americans. That is

why NBOA represents its members' interests to work to influence
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and enact national policies that promote economic growth and en-

trepreneurship.
We commend you, Mr. Chairman, for convening this hearing

today to address ways to assist small business owners. I think it

is fitting to hold this hearing during U.S. Small Business Week, a
time set-aside to recognize the achievements and contributions of
small businessmen and women. It strikes me that as we pay trib-

ute to them for all they have done to build America, the NBOA and
small business owners owe you, Mr. Chairman, Mrs. Meyers and
members of this committee their gratitude for the leadership, sup-
port, and assistance you have provided over the years.

I commend you for all you have done for small business owners
and all that you will do for them. Thank you and this committee;
small business has a strong voice in Congress.

I don't need to remind you how important small business is to

our Nation's economy's well-being and growth. But since this is

Small Business Week, I would like to highlight a few key facts

about small businessmen and women's accomplishments and con-
tributions. For example, small business contributes half of the
gross domestic product of the United States. If considered alone,

that would rank among the top three economies on Earth after

United States as a whole and after Japan.
More than 700,000 new businesses are launched every year. That

has increased about 50 percent since 1982. Small businesses ac-

count for over half the nearly 5 trillion of all sales in the United
States. Small business is America's leading employer. Six in 10
Americans are employed by small firms, and small business owners
have provided all the new jobs in the United States in the last 5
years. These accomplishments and contributions are even more re-

markable when you consider the odds and obstacles that face small
business.

Small business owners are struggling and even successful owners
are threatened by higher taxes and spending, increased regula-
tions, mounting paperwork, and employer mandates, and yet de-
spite all these challenges, their courage to continue and their dem-
onstration to succeed remains strong.

You recognize that American entrepreneurs and small business
owners are the moving force of our economy today. They are the
source of its vitality and its growth, and they are the major contrib-
utor of new jobs and prosperity for Americans. Small business own-
ers will tell you this because the American spirit of free enterprise
is alive and at work in them.
As an entrepreneur, I must agree that this same spirit makes

the same difference in big cities and small towns where it is at
work. I have seen it a positive power at work in my own town as
I see the difference it has made.

I would like to tell you about the kind of difference it can make.
In 1989 I started a business. Over the last 4 years, our family-
owned businesses have grown to employ more than 250 individuals.
When we started, the downtown Lake Wells, Florida area was full

of vacant buildings, most in poor conditions, but as we grew, we in-

vested. We bought many of these buildings to accommodate our
growth, renovating them and returning them to productive use.
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Today our payroll and purchasing contributes millions to the local

economy and has brought life to a once dying downtown.
My story is not unique, but I mention it here to show you the

difference that hundreds of thousands of small business owners
like myself can make in communities across this country. I am
proud of the difference our company and employees have made and
what they have contributed.

When I started my company I didn't go to the bank for a loan,

like most aspiring business owners. But for every one of me, there

are 10,000 others out there who cannot start a business. This is

true, most financial institutions are reluctant to lend to prospective

small business owners, and it is despite posting some of their most
profitable years ever. This is why the SBA and its loan programs
are important.

In many cases, they are the only option, the only source of cap-

ital available for startup and expansion. Programs like the

Microloan Program are absolutely essential. I wish I would have
known about this program when I started my company, but I am
pleased that it is here to help others.

Mr. Chairman, the availability of capital is the key to small busi-

ness formation and growth and that is why we support Microloan

Programs and its efforts to expand. Small business owners consist-

ently worry about sales, about developing new customers, about ex-

panding their market.
In looking for new customers and new markets, many small busi-

ness owners are looking beyond our borders. The U.S. Small Busi-

ness Administration estimates that three out of four firms export

our small business. Selling abroad is no longer a luxury, it is an

economic necessity, that is why we must insure that American
small business owners are positioned to take advantage of the

trade opportunity. As more nations open their doors for business,

small firms will have increased business opportunities.

For example, the North American Free Trade Agreement and the

recent GATT agreement will provide new economic opportunities.

To seize these new opportunities, small businessmen must not only

be prepared, they must be capable of financing export sales. This

is where the export loan programs of the SBA can help, and that

is why we support changes to these programs that will help more
small business owners grow.
Another program that helps small business owners is the Cer-

tified Development Company Program. We commend you, Mr.

Chairman, for sponsoring legislation that created this important

program. The CDC Program has been a source of long-term, fixed

rate brick and mortar capital enabling small business to invest in

industry and commercial buildings to buy machinery and equip-

ment. It has helped many small firms grow and expand.

We support the administrator's efforts to release small business

borrowers of high prepayment burden by allowing them to prepay

under more favorable terms available under the 504 Program.

Overall, we believe it makes good economic sense and business

sense to let borrowers prepay without penalty. This helps replenish

their capital pool, making new loan funds available.

Refinancing frees up money for investment in business, equip-

ment and jobs, and new business growth ensures that more tax
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revenues flow into the Grovemment. Therefore, we would rec-

ommend eHmination of all prepayment penalties as they relate to

loans made under the 503 and 504 Programs.
Mr. Chairman, we support the changes in these and several

other programs that are contained in the two administration spon-
sored bills. Moreover, we support a strong SBA as the sole Federal
agency whose single mission is to assist small business owners, and
thanks to the U.S. Small Business Administration, they had that
strong voice in Grovernment.
There can be no question about the contributions of small busi-

ness owners and the importance to this country, and there can be
no question about the difference that they make in small towns
and big cities that dot this country, and that is why together we
must do everything we can to ensure that small business and the
spirit of free enterprise which has done so much for this country
over the last two centuries will continue to do just as much over
the next two. That is why this committee and the SBA are so im-
portant and will remain so.

We appreciate the opportunity to offer our views on important
programs and activities at the U.S. Small Business Administration.
We will continue to carefully evaluate recommendations, modifica-
tions and determine whether other changes in SBA Programs are
necessary to improve service and assistance to the nearly 22 mil-
lion small business owners.
Mr. Chairman, we look forward to working with you, Mrs. Mey-

ers, and the members of this committee over the coming months to

strengthen the U.S. Small Business Administration and its pro-
gram. I would like to personally thank you for the opportunity ex-

tended to the association, to myself this morning, and I would be
delighted to respond to any questions or comments that you may
have.

[Mr. Rumfelt's statement may be found in the appendix.]
Chairman LaFaix:e. Thank you very much.
The Chair will defer questioning until the other Members have

had an opportunity.
I first call upon Ms. Margolies-Mezvinsky.
Ms. Margolies-Mezvinsky. Mr. Chairman, thank you very

much. I would like to enter an opening statement into the record.
Chairman LaFalce. Without objection, so ordered.
[Ms. Margolies-Mezvinsky's statement may be found in the ap-

pendix.]
Ms. Margolies-Mezvinsky. I would like to know from the wit-

nesses what are the complaints that you hear most from the busi-
ness community? We know what we hear. What are the frustra-
tions that you are hearing from your colleagues?
Mr. RuMFELT. From the members of the National Business Own-

ers Association, I think their greatest concern is Government inter-
vention, the continuing mounting regulations that is applied on
small business, and of course the recent tax reform did not comfort
their feelings either as far as Government intervention in these
areas.

I think that the Small Business Administration does have hope
for many small businesses, particularly those individuals, entre-
preneurs that are desiring to have the opportunity to start in busi-
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ness, and this is particularly in providing resources for capital for

startups in lieu of most lending institutions' reluctance to provide
that source of capital, so we have—I think our businesses in gen-
eral are looking favorably toward the small business as we feel this

Small Business Committee is, as you are our only real hope for

help in the 1990's.

Mr. Cohen. Is your question directed to the SBA Programs?
Ms. Margolies-Mezvinsky. Yes.

Mr. Cohen. I think the most common complaint which is par-

tially perception and partially reality is the length of time it takes
to process and apply for and receive funds under the various pro-

grams. I think it will take a long time after—^it is much better than
it used to be, but the perception lingers behind the streamlining of

the process.

I think that there are also in some cases unrealistic limits, guide-

lines. Some of the programs just do not appear to be as directly at-

tentive to the real needs, and that is where sometimes the pro-

grams lag behind the needs.
Ms. Margolies-Mezvinsky. We hear, and certainly the commit-

tee has heard that there lacks somehow a reasonableness to some
of the regulations and that many of the businesses feel if they can
get rid of some of the old regulations, they wouldn't mind seeing

some of the new ones, but that regulation on top of regulation be-

comes very stifling.

Mr. Cohen. Yes, I think that I asked whether you want me to

specifically comment on the loans. If your question related to small

business complaints about Grovernment in general, I would have
tried to determine whether you wanted the whole list or just the

top 10, but I think that the regulatory burden that businesses are

put under by virtually every agency of the Grovemment, and in

some cases, unfortunately, there is an adversarial attitude by the

employees of those agencies. They certainly don't act like they are

public servants.

In reality, the business people feel like they are the ones that

have a problem with servitude, and then, second, I think the most
critical specific issue are all the—some of this is related to regula-

tions as well, but certainly the growing oppression that business

people feel in relationship to what is involved in hiring employees.

It is like signing up for litigation, there is tremendous cost as pay-

roll taxes. State and local and of course Federal grow, all of the

mandates which we have now and that are threatened, the well-

intentioned social legislation to protect the workers are resulting in

there being fewer workers to protect, and business people are very

upset about that specific issue.

I think third, and I only put it third because not every company
needs money, but those that do need money, and I am talking

about deserving people, are involved in a very serious credit

crunch, even though the banks have plenty of money. Once again,

much of that is because of regulations, in this case, regulations and
regulators from the various Government agencies who are protect-

ing our coffers while they are destroying a source of revenue for

those coffers. I could continue, but I think that those are the major

issues.
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Ms. Margolies-Mezvinsky. Thank you. I would like to know
very briefly, if you can, what you have heard with regard to fears

and health care reform by small businesses, especially Mr.
Rumfelt.
Mr. Rumfelt. Well, I think there is a legitimate concern ex-

pressed by our membership in general. There is a lot of confusion

because of the constant changes in the proposed final product. I

think that most small businesses are recognizing or accepting the

fact there is going to be some reform, but I think that they are con-

cerned and they are cautious as to the impact it will have on their

business.
There are many businesses depending upon the amount of bur-

den that is passed over to the business owner are just not going

to be able to survive. But I think, in general, most employers care

about their employees, and they want to be available to assist them
to their fullest abilities economically. This is not always the case,

as evidenced by so many employers not being able to economically

provide health care for their existing employees.
Ms. Margolies-Mezvtnsky. Do you provide health care for your

employees?
Mr. Rumfelt. Yes, we do.

Mr. Cohen. I would like to also comment on that. It is amazing
how related some of these answers are, but because of the regula-

tions and the attitude of Grovernment agencies in enforcing or ad-

ministering those regulations, one very, very major problem we
have with health care, regardless if there was a perfect bill pre-

sented that would magically at very little cost solve every problem
that we have in our system now, then I think that there would be
many business people who would vote no just because they are fed

up with the Government doing anything. They don't trust the Gov-
ernment, no matter how good something sounds, or looks, they just

are very suspicious, and it is a perception.

First you have to correct the reality, then you are going to have
to correct the perception, but that is a major problem that I hear
from people. Now, that being said, I want—I know that the health
care costs from a profit and loss statement is one of the most oner-

ous and burdensome obligations that businesses have, and those

who cannot afford to provide it are losing competitively in the em-
ployment market, so it hurts you whether or not you are paying
the premium, it hurts you one way or the other, and it is very seri-

ous.

As an organization, our position is very—our organization is very
supportive of the administration's effort to push health care reform
to the forefront. There are many parts of the administration's pro-

posal that we wholeheartedly support. We, however, are adamantly
opposed to any provision in any bill that provides additional bur-
dens either financially or otherwise on an employer.

Unfortunately, the administration's proposal does include em-
ployer mandates, and it is a cause for us being opposed to that pro-

vision. The Grovernment has decided that in order to solve the so-

cial ills of this country and the burdens of many of our people, that
they are going to do it at the expense of employers. Since small
business is very labor intensive, trying to do it, trying to have em-
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ployers cover those costs and bear those burdens has created a very
devastating effect, and it is counter-expansion and it is anti-job.

Ms. Margolies-Mezvinsky. Thank you very much.
Chairman LaFalce. Mrs. Meyers.
Mrs. Meyers. Thank you, Mr. Chairman.
I am tempted to ask you, Mr. Cohen, you mentioned in concerns

that small business had about Government, did we want the top

10 or not, and I am tempted to say yes, I would like the top 10,

and maybe some suggestions about what we can do about it. In-

stead, I think I will just say—ask a couple of questions. What
would you change about the SBA if you could change it? What are

the shortcomings of SBA?
Mr. Cohen. Well, the biggest shortcoming that we have seen is

the lack of a sitting Chief Counsel for Advocacy for, I believe now

—

we are in the 6th year, essentially, of having an effect since Mr.
Swain left that position, we really have not had some strong voice

for our causes in that chair. I think that is—it is a wonderful law
that is not implemented.

I really see very little wrong with the SBA or hear very little

wrong with the SBA that is different from the perception of tre-

mendous Government inefficiency in administering anything, and I

think, on balance, it is probably less true of the SBA than other

agencies. I think that the administrator is trying to do a good job

to further reduce that reality and perception.

Mrs. Meyers, I think I would agree with you. I think we have
a strong administrator and one that
Mr. Cohen. We need a strong advocate as well.

Mrs. Meyers. We do need a strong advocate. As I understand it,

that nomination is pending confirmation in the Senate, and I am
not sure quite what the hold-up is, but I would like to move that

forward if we could.

Chairman LaFalce. Is that an announcement of your candidacy?

Mrs. Meyers. No.
Mr. Cohen. Maybe that is an announcement she is going to talk

to some of her colleagues.

Mrs. Meyers. That might be a good idea. I would like to ask Mr.
Rumfelt, you mentioned in your testimony that half of the exports

in this country are done by firms with how many employees or

less? I can't remember. Ten employees or less?

Mr. Rumfelt. Of all firms that export, three-quarters are consid-

ered small business firms. The other quarter would be not consid-

ered small business.
Mrs. Meyers. How close are we coming to making our products

noncompetitive overseas with some of the things that Mr. Cohen
was mentioning in terms of the burdens that we place on small

business? Has it become more difficult in, say, the last 5 years

when it seems to me we have put just one burden after another on

small business?
Mr. Rumfelt. I am certain that any additional regulation or fi-

nancial burdens placed on small business is going to have impacts

on the bottom line, and that impact will naturally have a result in

our abilities to compete on a worldwide scope.

I am not sure there is any simple solution except to try to limit

the amount of regulation that is required in the future and if there
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can be some relief to some of the existing burdens that are con-

fronted by small business, it would certainly be welcomed. I am
sure you have heard most of those complaints.

Mrs. Meyers. I think that that speaks again to maybe the re-

form of the reflex act that we are talking about in this session and
the confirmation of the Chief Counsel for Advocacy. Both of you

—

I would like to say, do either of your organizations have positions

on the proposed fees that the SBA would like to charge, for exam-
ple, $15 an hour for counseling by a small business development
center?
This was included in the President's budget proposal for the

SBA. Is that going to mean that we won't have more activity at the

small business development centers? Is that a bearable burden?
Will you comment on that.

Mr. Cohen. We do not have a position. It has been my experi-

ence that such fees, when actually administering them, the organi-

zation—I know the small business development centers are made
up of many different providers. Many of those providers are non-
profit or community organizations or social organizations. It seems
there are facilities there to provide scholarships, so to speak, or to

pay those fees if there is a financial need that is demonstrated.
Although we don't have a formal position, we would rather see

—

my guess is that we would rather see a fee than a program elimi-

nated because of lack of funding.
Mrs. Meyers. Thank you. Mr. Rumfelt, do you have a comment

on that?
Mr. Rumfelt. We do not have a formal policy that we have

adopted in regards to that particular issue. I would say that the
fee issue is something that is worthy of concern and certainly

would separate those candidates that are genuinely interested in

pursuing services from the Small Business Administration, from
those that are just inquiring, and that would probably assist them
in reducing some of their workload and just enable the administra-
tion to pay attention to those candidates that are sincere.

Mrs. Meyers. Thank you.
Chairman LaFalce. Do any other Members have any questions?
Mr. Sarpalius.
Mr. Sarpalius. I wanted to get your comments. You hit a little

bit on it in your testimony. Probably one area where I think we
need to be a lot more aggressive in is trying to capture opportuni-
ties for small businesses and world markets around the world as
we see the world change.
And in all honesty, I think some of our loan programs have done

a very poor job in that area. I have talked to businesses that have
brought contracts back signed and can't get funding here or any-
body to help provide the funds for those contracts.

But I would like to get your opinion on what we could do to bet-

ter—I guess to give greater opportunities or assurances to small
businesses that put out an effort themselves to obtain those con-

tracts, what we can do to help assist them with financing.

Mr, Rumfelt. Well, I think that you are making some progress
already in increasing your proposed support for export line of cred-

it. I am not sure that there is a solution other than what is already
being done. I think that as far as my input, for whatever that
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would be of value, that those business owners that are frustrated

or those entrepreneurs and have gone to a lot of effort in securing
contracts or opportunities to move merchandise should have been
better informed before they started that process to assure them-
selves that they could have secured the appropriate financing to

begin with.

I think that the SBA does have a channel currently for this, and
the SBA and this committee is willing to expand that particular

availability for that particular business owner entrepreneur.

Mr. Cohen. The answer to that is more complicated, I think,

than we could talk about here, not more complicated than Mr.
Rumfelt's response. We have—we need a lot of education first for

the exporter, and I think it is everybody's job, including our own
organizations to help provide that education. The SBA should try

to do their part.

Then I think we need to try to educate our lenders and people

providing financial support because, in so many cases, our paro-

chial system in this country treats foreign customers different than
domestic customers, so whereas items like accounts receivable be-

come very good collateral or inventory constituting work in process

on an order that is going to be shipped overseas, whereas if it were
domestic, it would provide good collateral because it is foreign and
our banks don't look across the borders, the creditworthiness of

those receivables and inventory is denied, so we need to work with

our banks to improve that situation.

Mr. Sarpalius. Let me say, I think you hit right at the heart of

the problem right there because there are opportunities for small

businesses that can create thousands of jobs across this country if

lending institutions would realize what those opportunities are.

My question is: What can we do to encourage lending institutions

and banks to make more of those loans?

Mr. Cohen. Sir, I wish I knew the answer to that question, and
then a whole series of domestic loans for which there are similar

irrational barriers. I can't answer that question. The profit motive

for banks is no longer being in the risk business of making loans.

Banks today make money by buying other banks, by the increase

in the value of their marketable portfolio, and by the hedging of

various funds and manipulations, the use of derivatives.

Things that they are doing in the securities market create enor-

mous profits for banks. The making money by lending it to small

business, regardless of whether they are domestic or international,

is hard work. It takes intelligent decisions by intelligent people

who have to be responsible for those decisions, and the profits are

not going to be as great as the other profits. So it is very hard for

us to come up with some magic formula that is going to change

their incentives.

Mr. Sarpalius. OK Let me jump to one other subject right

quick. I would like to have your input. In listening to your testi-

mony, I found one thing that was kind of interesting that was
missed. That is that today in this country, women own 40 percent

of the small businesses but obtain only 8 to 10 percent of SBA fi-

nancing.
We have even gone to the point of we cut—we had in demonstra-

tion programs $1.5 million available to help women across the
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country to establish small businesses, we cut that funding to

$500,000. Instead of being, I think, aggressive in trying to help
women in this country obtain loans through SBA and also receive
training, we are probably taking a step backwards, and I would
like to get your input, your opinion on that.

Mr. Cohen. Well, those statistics were not in my testimonv, but
I agree, I think women business owners are a great part of the fu-

ture of our economy, gmd whereas we should be doing whatever we
can to support women business owners, minority business owners,
I don't have the magic formula, it is not within my expertise to de-
velop just how that implementation is to take place.

Mr. Sarpalius. Can you tell me what your organization is doing
to help women in businesses?
Mr. Cohen. First, I want to say I am proud Swe are here in

Washington today or this—our annual Washington presentation is

taking place, and for the third or fourth year consecutively, we
have done this in conjunction with the National Association of
Women Business Owners.
Our relationship with that organization is very deep and runs

through all barriers. We support them in all of their efforts to ob-
tain these specific aids. Our goal and mission is probably more ge-
neric and whereas it is very inclusive, we are not specifically doing
more than giving our support to the individual efforts of organiza-
tions who are dedicated to those purposes.
Mr. Sarpalius. But your organization in itself does not provide

any type of training or any assistance or help?
Mr. Cohen. Our organization is primarily an advocacy group and

we don't provide training. We don't have the facilities. I want to
say that many of our—I mentioned we have affiliate organizations
that belong to us as organizations.

I am proud wearing another hat to say that I am a member of
the Council of Smaller Enterprises in Cleveland, Ohio. We have
very extensive education programs, and I know that that organiza-
tion has very active training programs for women and minority
business owners. We have tried very hard on a local level to do
that outreach. It is not part—training is not part of our mission as
a national organization, and so we do not have any programs that
address that specific issue.

Mr. Sarpalius. Well, my concern is that there are organizations
out there that help provide that training for women who are trying
to get started in small businesses, and is it in the best interest for

us to turn around and cut the funding for those demonstration pro-
grams that are there to help assist those women in small busi-
nesses? That is what I am searching for, is there other programs
out there besides what the Government provides for them?
Mr. Cohen. Sir, I wish I could answer your question and I wish

I could say that funding should be quadrupled in order to accom-
plish this. From a pragmatic standpoint, we know that fimding is

not always the solution to problems, and because I don't have spe-
cific knowledge, I can't specifically say that it is inappropriate to

cut funding.
I would say that there is a need out there, and we should be giv-

ing financial and other support to any legitimate group that is try-
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ing to address those needs, but I really do not have enough an-
swers to give you affirmative support.
Mr. Sarpalius. Thank you.
Chairman LaFalce. Thank you.
Mr. Kim.
Mr. Kim. Thank you, Mr. Chairman.
I have a question for both of you on this 503 Program. I under-

stand that the program has a severe prepayment penalty, so severe
that a business may decide not to pay off and continue to carry on
the books, it becomes an obstacle to expand their businesses, even
exporting perhaps.
And Mr. Cohen, your statement said that this is very unreason-

able and on today's market should be more reflecting of today's
market rate. Mr. Rumfelt, you said that you have got to get rid of
this prepayment penalty totally.

My question to you, Mr. Cohen: What would be a reasonable rate
in your opinion?
Mr. Cohen. Well, the formula imder the 504 Program calls for

—

and under House bill 4298 calls for charging of 1 year's interest,

so therefore, as a loan becomes amortized, the interest becomes
less, and it is a smaller amount. Whereas I think that is a high
number, I do think it is reasonable.

Possibly it isn't clear that these programs were in the early and
mid-1980s, and there are interest rates approaching 16 percent
that are stifling some of these individuals, and almost in every
case, the reason for refinancing is to expand the amount of money
borrowed.
When you have a term loan and that supplies funds for your

business, as that loan ages and these loans have got to be at least

7 years old, as that loan ages, the principal is reduced and all of
that principal reduction has come out of the capital of the company,
and those business owners have a real need to be able to replace
it, maybe just to go back to the original amount of the loan, but
they are caught between a rock and a hard place because of this

extremely onerous penalty that was believed to be reasonable when
it was put into the law because I don't believe anybody foresaw
that market rates were going to fluctuate so much over a short pe-

riod of time as they have, market interest rates.

Mr. Kim. What is a reasonable rate; 10 percent, 20 percent pre-

payment penalty? What would it be in your opinion?
Mr. Cohen. Well, certainly in conventional loans today, 10 per-

cent is a higher rate than I had ever heard of. Typically they are
4 or 5 percent of principal. If you pay 1 year's interest rate on this

and you are paying at 15 percent, you are paying a 15 percent pre-

payment penalty. That is a high rate, but in dollar amounts, it may
be doable.

To adjust a loan over the course it has yet to run from 15 percent
to 7 or 8 percent and to make up that difference in cash oflen

comes to 60 or 70 percent of the principal.

Mr. Kim. Mr. Rumfelt, do you accept that, the 4 or 5 percent in-

stead of getting rid of the whole thing?
Mr. Rumfelt. I think my comments were that we would refer as

an association—^and, of course, this is also my personal view—that

prepayment penalties are something that should be considered as
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to whether or not they are a viable option for a business owner,
and that the reason for this is that so many of our conventional
loans today can be obtained without any t3T)e of prepayment pen-
alty. It would make certainly sound business practice to allow bor-
rowers to prepay moneys that has been borrowed from the Federal
Government without penalties in order to replenish funds and
make available to others,

I know that successful business owners that have endured the
decade of the 1980's and have been paying these higher interest
rates, there certainly should be some concessions to allow them
some relief on that particular program, but in general, I am not
sure there is a real legitimate reason to penalize a particular busi-
ness owner that has borrowed money that is successful and that
has the additional capital available that would like to repay his
loan why he would have to be penalized to repay that.

Mr. Kim. The reason I am asking this question is perhaps we
may be able to submit an amendment to strike this language out
or insert some kind of fixed rate rather than an entire year's pay-
ment of interest. That is too severe. Does that prepayment penalty
also apply to the 7(a) Program or just 503?
Mr. Cohen. I don't believe that they have a similar prepayment

penalty in the 7(a) Program.
Mr. Kim. Why is that? We have one set of rules in a certain loan

and we don't in the other. I don't quite understand it.

Mr. Cohen. I think that it involves the remarketing of those se-

curities and, like I say, I hope we don't get too technical because
I don't fully understand all the intricacies of these dealings, but I

believe that loans are participating with commercial banks. I know
that the 504 Program is an add-on to a commercial bank loan.

Those loans then I believe are bundled and they are sold on the
open market, and I believe the prepayment penalty is there to

make those loans more marketable, but that is just my personal
opinion. We are assuming that there is a purpose for those prepay-
ment penalties, and like I say, the issue in this is to moderate
them.

Certainly, if you are going to reduce it to 4 or 5 percent, then
I would suggest that you have a similar amendment to the 504
Program because it would be equally wrong to be issuing new loans
today at a higher rate than the relief you are giving old loans.
Mr. Kim. An additional comment on this, Mr. Rumfelt?
Mr. Rumfelt. I really do not have any more that I can add other

than what has already been stated.

Chairman LaFalce. I want to thank the panel very much for
their participation. I am going to refrain from asking any questions
because we have a great number of witnesses on the next panel,
but I thank you very, very much.
Chairman LaFalce. I would ask panel number two to come to

the witness table, please, Mr. Frank Hoy, the chairman of the
Central European Small Business Development Commission; Ms.
Mary Ann Campbell, the chair of the National Women's Business
Council; Alan Patricof, the chairman of the White House Con-
ference on Small Business; Mary Jean Ryan, Associate Deputy Ad-
ministrator for Economic Development of the SBA.
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Ladies and gentlemen, we will include the entire testimony that

you have prepared and submitted to the committee in the record.

We would ask you to summarize it, and again, hopefully, confine

your remarks to 5 minutes, but under no circumstances no more
than 10.

We will begin with Dr. Hoy.

TESTIMONY OF FRANK HOY, CHAIRMAN, CENTRAL EUROPEAN
SMALL BUSINESS DEVELOPMENT COMMISSION

Mr. Hoy. Mr. Chairman, Mrs. Meyers, Mr. SarpaHus, thank you

for inviting me to present testimony to you regarding the Central

European Small Business Development Commission. My name is

Frank Hoy. I am Dean of the College of Business Administration

at the University of Texas at El Paso.

Today I am here in my role as Chairman of the Central Euro-

pean Commission. I would like to describe the current status of

commission activities and respond to any questions that you may
have. IT 1- J u
The commission was conceived by Congress and established by

PubHc Law 101-15 in November of 1990. It was created to assist

Hungary, Poland, and what was then Czechoslovakia in their tran-

sition to market economies by developing self-sustaining programs

providing management and technical assistance to small busi-

nesses.
The members of the commission are Dr. Dan Fogel, representing

the American Association of Universities; Ms. Irene Fisher, rep-

resenting Small Business Administration; and myself, representmg

the Association of Small Business Development Centers.

In fiscal year 1991, the commission was charged with three

tasks: One to determine the needs of small businesses in the des-

ignated central European countries for management and technical

assistance; two, to evaluate appropriate small business develop-

ment center programs which might be replicated in order to meet

the needs of each of such countries; three, to identify and assess

the capability of educational institution in each such country to de-

velop a small business development center type program.

These tasks were completed and reports submitted to the com-

mission by October 1991. In fiscal year 1992, the commission was

required to review the recommendations of the contractors, then

formulate and contract for the establishment of a 3-year manage-

ment and technical assistance demonstration program.

The commission followed through on this mandate, identifymg

three host institutions for demonstration programs in Poland and

two for programs in Hungary. Due to political instability in Czecho-

slovakia, the commission was unsuccessful in identifying an insti-

tution in which we had sufficient confidence to select for a dem-

onstration program. t. • ^ ^v

As you know, at the end of 1992, Czechoslovakia split into the

Czech Republic and the Slovak Republic. Directors for the centers

in Hungary and Poland were hired and brought to the United

States for 6 weeks of intensive training at the South Carolina

Small Business Development Center. All five centers were officially

opened in November 1992. Thus, they have now been serving cli-

ents for approximately 18 months.
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Although the centers have been adapted to their respective coun-
tries and cultures, they sufficiently resemble U.S. SBDC's for the
commission to require our contractors to use reporting standards
mutually devised by the SBA and the ASBDC.
On July 20, 1993, Erskine Bowles, Administrator of the U.S.

Small Business Administration, testified before this committee in

support of the commission. I have also attached letters that are ex-

amples of the kinds of correspondence that we have been receiving
by people dealing with the centers in Hungary and Poland.
The commission was charged with supporting a 3-year dem-

onstration program in central Europe. The original legislation au-
thorized $16 million for this effort. Actual appropriations total $5
million. At the end of this fiscal year, the centers will have deliv-

ered services for 2 years.
Speaking on behalf of my fellow commissioners, I urge Congress

to appropriate funds to the commission for 1 additional year. In
1993 Congress reauthorized the commission through fiscal year
1996 with a recommended appropriation level of $2 million per
year. The minimum level of funding to complete the demonstration
programs would be $1 million for 1995. Funds would be used for

a final year of support for the centers and for strengthening sup-
port networks within the host countries. The funds will both solid-

ify our efforts, increasing the probability that the programs will

survive the termination of United States funding and will send a
message to the governments of Hungary and Poland that the Unit-
ed States fulfills its commitments.

Finally, I want to advise you that although we have not had suf-

ficient funds to sponsor a program in the Czech Republic, Masaryk
University in Brno has created its own small business assistance
center with our encouragement. Through our contractor in Hun-
gary, we have provided management and technical advice and
some financial support. We continue to seek support for Masaryk
University and our five centers from numerous sources.

If an additional $500,000 were allocated in fiscal year 1995 and
again in fiscal year 1996, we could designate a demonstration pro-
gram in Brno and see it through to completion. We have main-
tained contact with potential host institutions in the Slovak Repub-
lic and could, if desired by Congress, conduct a demonstration
project in that country with another $500,000 allocation for fiscal

year 1995 and fiscal year 1996.
Thank you, Mr. Chairman. I will be pleased to respond to any

questions you or members of the committee may have.
Chairman LaFalce. Thank you very much. We will refrain from

questioning imtil we have heard all the witnesses.
[Mr. Hoys statement may be found in the appendix.]
Chairman LaFalce. Our next witness is Mary Ann Campbell,

the president of Money Magic, Inc. from Little Rock, Arkansas, and
the chairperson of the National Women's Business Council. Good to

have you.

TESTIMONY OF MARY ANN CAMPBELL, CHAIR, NATIONAL
WOMEN'S BUSINESS COUNCIL

Ms. Campbell. Thank you, Mr. Chairman, Congresswoman Mey-
ers, and members of the committee. I am Mary Ann Campbell from
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Little Rock, Arkansas, and on March 12, 1993, President Clinton
appointed me to chair the National Women's Business Council. I

have been serving on this council for 4 years, so it was a great com-
mitment that I accepted the chairmanship and believe whole-
heartedly in the mission of this council and what we have done.
What I wanted to briefly tell you is what we have done so far,

what we have done this year, and what our vision for the future

is.

I am a financial planner, so fiscal responsibility is also very im-
portant to me and how the money is spent and how we leverage
those dollars, so one of the things that we first did that we had
never done before is that we had a strategic planning session

where we brought to the table many women's organizations, the

representatives of those organizations that represented hundreds of

thousands of women business owners.
With that group's help, the members then met and refined the

plan and the members unanimously voted on the strategic plan for

this year. We adopted goals that were far-reaching, and those goals

were to increase procurement opportunities to women and to in-

crease capital opportunities for women. Women need money and
women need business.

So we also realize that we need data, and it is very difficult

working on 7-year-old data, so we were fortunate and appreciative

when Secretary Brown accepted the vice chair of this council. Not
only did he accept it, he has been there for us.

We are verv pleased to have the stars aligned, you might say,

where we do nave an incredible SBA Administrator who has given

his advice and counsel and been there for us, a wonderful vice

chair of this council who has helped us with the data collection,

who has helped us to have a consensus, so we are working on that,

and we likewise have really tackled the problem of access to capital

with our partner from the Federal Reserve, Dr. Susan Phillips, one

of the governors there is serving with us and has shared their re-

sources very graciously.

We are attacking very innovative programs on access to capital.

There are only two programs in the Federal Government that real-

ly directly address women business ownership, and one is in SBA,
it is a terrific office. Betsy Myer works very well with Amy Mill-

man and myself, Erskine Bowles, all of us communicate, we work
together. The one thing we try to do is not duphcate our services

and look at what we can do.

The National Women's Business Council has a broader scope. We
are working very hard to work with this network group. We have
just brought them back in this Monday, it is the second year we
have gotten together. This year the table was broadened, more
groups are represented. We had 15 groups represented. Many of

those representatives are in this room today, they are there for us,

they are interested. They are the constituency.

We have gone to where the customers are to find out what they

need, what we can do to really profoundly affect the bottom line of

women business owners. So that is what we feel like still has a lot

of work to be done.
Chairman LaFalce, it was you who originally authored and spon-

sored the original legislation due to your hearings, and I believe

—



35

I know you are sensitive to this issue, and I know you know a lot

of the benefit that comes from this, and I am all for leveraging dol-

lars and we feel like we are and we feel like there is more work
to be done, and we are available for questions.
Thank you verv much.
[Ms. Campbell s statement may be found in the appendix.]
Chairman LaFalce. Thank you very much, Ms. Campbell. I am

sure your husband was very proud to hear your testimony and see
you assume the position of chair of the National Women's Business
Council. Is he here in the room?
Ms. Campbell. Mr. Chairman, I appreciate that. It is our 20th

wedding anniversary today. It is so kind of you.
Chairman LaFalce. I have read your testimony. I wish you a

happy 20th anniversary today, May 4, 1974.
Ms. Campbell. Thank you. Mr. President told me you were a

sweet man. He knew what he was talking about. Thank you.
Chairman LaFalce. I am known as a Watergate baby and you

are a Watergate couple, anything that happened in the year 1974.
Chairman LaFalce. Our next witness is Mr. Alan Patricof,

Chairman of the White House Conference on Small Business.
Mr. Patricof, delighted to have you here.

TESTIMONY OF ALAN J. PATRICOF, CHAIRMAN, WHITE HOUSE
CONFERENCE ON SMALL BUSINESS

Mr. Patricof. First, let me extend my best wishes to you on your
wedding anniversary.
Chairman LaFalce, Congresswoman Meyers, and distinguished

members of the House Committee on Small Business, my name is

Alan Patricof and I am Chairman of the White House Conference
on Small Business Commission.

It is my pleasure to be here today before you to report on the
progress that we have made on the commission since I took over
this leadership of this group last September. I am happy to tell you
that we are now at the point where, in less than a month, specifi-

cally June 2, we will initiate the first of 59 State conferences.
The first conference will be in Wilmington, Delaware, and we will

go on with some interruptions during the period for slowing down
the process and then accelerating it. It will culminate in May of
1995, and then we will be followed by the six regional conferences,
leading all to the final national conference from June 11 to 15 in

Washington, DC where we will hold the national conference.
We are hoping and doing everything we can to extend maximum

outreach for participation in these conferences, and while we have
no firm handle on the number, we do expect, based on past experi-
ence, that we will have as many as 40,000 to 50,000 people attend-
ing the various State conferences as we go around the country.
We are hoping that we will, through our program of extensive

outreach to all associations and groups that may not have been
reached in the past, that we will encompass every constituency and
every element of our society that is participating in the small busi-
ness movement.
The staff of the conference is now very close to being its full com-

plement. We hope that we will be able to keep the number substan-
tially below that we have had in the past. Our full-time staff
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should be around the 30 level. I believe, in the past, it has been
as high as in the mid 50's, and the reason we have been able to
do this is we are relying on outside sources to do things on an in-

terim basis where needed, and to rely on interns and rely on sup-
port from various agencies to lend people to the staff and also to
rely on electronics and the sophistication that is now available to
us that perhaps has not been available in the past.
We have received extensive support from the various committees,

including this one, I am happy to say, and particularly from Tom
Powers and Jennifer Loon who have really been helpful to us in the
start-up process since we started from ground zero. Also the Office
of Advocacy, even in the absence of a permanent chief counsel, has
been extremely helpful, and without their support we really
couldn't have done this.

In particular, I am really happy to give you today, you are about
an hour behind when I have gotten a copy, this is the first edition
of the small business issue handbook which will become the basis
for the discussion at the conferences, and will be given to every
participant. As I say, it is just off the press. I brought you a limited
group for today.

Obviously, we will make it available to all the committee mem-
bers, but we are giving them as we get them ourselves. The issue
handbook, I think you will see for yourself, if you compare it with
past years, not to make any references to previous activities, but
I think you will see this is a product of the 1990's, and we hope
that it will encourage people to use it as a very valuable tool.

As you know, it was based on the more than 14 task forces that
we held during the end of the year which had a very, very broad
participation of approximately 350 people, which was far in excess
of which had ever been pulled together before to discuss these is-

sues.

The President has recently issued a directive to the heads of the
executive departments and agencies soliciting policy initiatives on
small business, and we are hopeful that we will get one or two po-
tential new initiatives from the various agencies to whom he sent
this, and we will be sitting down with the administration shortly
to talk to them about their participation in the conference process.

Most particularly, we are here today to talk about our budget.
The legislation specifically provides that we have approximately $5
million over the course of the 2 fiscal years. As you know, since the
commission did not actually become operational until fiscal year
1994, no funds are expended in fiscal year 1993, thus $2.49 million,

which was appropriated for fiscal year 1994 with an additional
$2.49 to be appropriated for fiscal year 1995, this amount will not
cover the entire cost of the conferences, and I want to be very forth-

right in saying that as we had from the outset.

The legislation does provide that we can collect modest registra-
tion fees which will go a long way toward helping the process, if

we have in effect 40,000 people particularly. Also, the SBA has de-
termined that we can utilize its gift acceptance authority to sup-
port the conferences, and we have begun that process of developing
some outside support on a totally—not nonpartisan, but a basis
where it is not specifically a partnership by any specific corporation
but just a general support for the whole conference process.
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For example, the cost of an opening inspirational video, the issue
handbook itself, the registration brochure which I actually have a
copy of here today, also, which I think all of you have received in

the past which has now been distributed all around the country, we
are getting some assistance for it.

We have introduced a new idea to the conference this year which
is to put out a research study which is going to be entitled, "Pros-
pects for Small Business and Entrepreneurship in the 21st Cen-
tury," which will also have outside support and is going to be the
first time that the conference will attempt to do some macro study
of the issues as opposed to dealing with the day-to-day problems
of small business.
We are going to deal with the much broader picture of where

small business is going in the next decade. As I say, we have had
a very tight budget, but we have been trying to be fiscally respon-
sible, and have set up the internal procedures to keep track of all

our costs and are very mindful of what our current expenditures
are and are working very closely with the SBA and the acting
comptroller and reporting to the various appropriate authorities.

As noted. Congress has appropriated $2.49 million for our activi-

ties in fiscal year 1994. However, due to the compressed conference
schedule, starting the State conferences in June of 1994 rather
than April as originally had been planned, and now ending in June
of 1995.
Only one-third of the State conferences will be held by the end

of this fiscal year. Accordingly, we do not expect to use our entire
appropriation in this fiscal year. However, since two-thirds of the
State conferences, the regional meeting and the national conference
will fall next year, we fully expect that, obviously, the expenditures
will be used and we will exceed next year the amount that was or
is to be appropriated.

In light of these projections, we are asking the committee, along
with the House Committee on Appropriations, cooperation. We re-

spectfully request that the fiscal year 1994 funds that we do not
spend that would otherwise lapse be reallocated to 1995, and that
this would not affect in any way our total 2-year appropriation of
$4.98 million.

Our staff is prepared to work with you to identify how much
more fiscal year 1994 money would be returned and how much
extra 1995 money will be required. The total budget, as we have
it today, actually will be $9,148,000. Now, that seems obviously a
lot larger than the $5 million, but keep in mind that that $9 mil-
lion is offset not only by the appropriations, but by approximately
$1.5 to $2 million that we will get from the registration fees, so
that the difference is about $2 million where we expect to get it

from the various gifting sources.

We certainly plan to keep you informed of the recommendations
resulting from the State conferences, and we think a lot of these
will be of such a nature that they may be considered appropriate
to consider them even before the conference is completed, and we
shouldn't all just sit and wait until September 1995 if things occur
because this will be a living, working process.
We look forward to working with you as the process continues.

We hope we can count on your offices to help promote the con-
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ferences and encourage small business people to register and run

as delegates and participate in the issues section so we can all find

out what are the 10 most important issues on people's minds.

Actually, I think we are going to shoot for a little more than 10

which, based on the past, has been sifted out from about 2,000 that

come up during the process of these conferences, but we will try to

come out at the end with certainly less than 60, which was the

number that was focused on last time.

This concludes my testimony. I would be happy to respond later

to any questions you might have.

Chairman LaFalce. Thank you very much.
[Mr. Patricofs statement may be found in the appendix.]

Chairman LaFalce. Our final witness is going to be a represent-

ative from the SBA, Mary Jean Ryan, who is the Associate Deputy
Administrator for Economic Development. Ms. Ryan, delighted to

have you with us.

TESTIMONY OF MARY JEAN RYAN, ASSOCIATE DEPUTY AD-
MINISTRATOR FOR ECONOMIC DEVELOPMENT, U.S. SMALL
BUSINESS ADMINISTRATION, ACCOMPANIED BY ELIZABETH
MEYERS, OFFICE OF WOMEN'S BUSINESS OWNERSHIP, AND
IRENE FISHER, SBA MEMBER OF THE CESBDC

Ms. Ryan. Thank you very much. Good morning. Also I wanted

to just mention that with me this morning from the Small Business

Administration is Irene Fisher, the Director of our Office of Inter-

national Trade and Betsy Meyers, our Director of our Office of

Women's Business Ownership.
Chairman LaFalce. I might add, I believe, Ms. Ryan, this is

your first appearance solo on behalf of the SBA before this commit-

tee.

Ms. Ryan. This is true.

Chairman LaFalce. You did accompany Cassandra last week or

the week before as I recall, but we are delighted to have you here.

Ms. Ryan. Thank you very much. I appreciate your invitation to

testify this morning about two ongoing programs related to the

work of the Small Business Administration. I also appreciate your

invitation to offer comments on H.R. 4322, the recently introduced

legislation which would increase the fiscal year 1994 authorization

level for the development company program from $1.2 to $1.5 bil-

lion.

My prepared statement highlights some of the goals and the re-

cent accomplishments of both the Central European Small Busi-

ness Enterprise Development Commission and the National Wom-
en's Business Council. However, Mr. Hoy and Mrs. Campbell spoke

very thoroughly about the accomplishments of their respective

groups, so in the interest of time, I am not going to repeat ground

that they already covered.
, , r i.

SBA recognizes the significant contribution that both of these or-

ganizations have made in the case of the Women's Business Coun-

cil to assisting small enterprises owned by women and in the case

of Central European Commission in developing an entrepreneurial

culture and business assistance infi-astructure in the emerging

market economies of Eastern Europe. However, SBA is faced with

a number of very difficult budget decisions and choices for fiscal
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year 1995, and in many program areas we have had to eliminate
all or part of valued programs and activities. Given these budg-
etary constraints, SBA was unable to request funding for all of the
current programs which have considerable merit. Again, in the in-

terest of time, I would like to just make a few additional comments
on the three topics that I am addressing today.

First, on the Central European Commission. Since its inception
in 1990, the commission has received its funding through the SBA's
annual appropriation bill. Beyond this, SBA has no formal official

relationship with the commission, although the enacting legislation

provides for appointment by the SBA administrator of one member
of the three-member commission.

Irene Fisher, I mentioned, is here with me. She is SBA's current
appointee commissioner.
As you are aware, SBA did not request funding for the commis-

sion in the fiscal year 1995 budget. SBA certainly acknowledges
there are many, many good reasons which would argue in favor of
funding the commission in 1995. However, in putting together the
1995 budget, SBA faced a number of very difficult budget choices.
Despite the proposed cut in the commission, I do want to assure
you that SBA has a very ambitious international trade agenda.
Chairman LaFalce. When you say cut, you mean the elimi-

nation, do you not?
Ms. Ryan. Correct.
Ms. Ryan. SBA has a very ambitious international trade agenda,

much of which is outlined in the President's national export strat-

egy which was developed with some considerable SBA participation
in the Interagency Trade, Promotion, and Coordinating Committee
work.
A lot of our international trade activity is also reflected in the

proposed authorization package which you introduced as H.R.
4297, By not requesting funds for the commission, the SBA is not
backing off from its international focus. Rather, the agency's pro-
posed budget reflects our belief that our primary duty is to the do-
mestic small businesses which need very badly trade assistance
and financing in order to pursue international markets.

I would like now to make just a few comments regarding the Na-
tional Women's Business Council. Like the Central European Com-
mission, the National Women's Business Council is an independent
entity, the council reports directly to Congress and receives funding
through the SBA appropriations bill. Even though the council is

independent of SBA, we have always participated with the council.

At times, the SBA administrator has chaired the council, and the
SBA's Office of Women's Business Ownership has certainly worked
very closely with the council on mgmy initiatives. It is working very
closely with the council today to increase opportunities for women
business owners.

Currently, as was mentioned, many of these initiatives include
working on the problems of access to capital, improving opportuni-
ties for women in Government procurement programs, and develop-
ing a better understanding of women business owners through
much better data collection.

Much ground work to implement all of these initiatives has start-

ed. Since 1990, the council has received approximately $500,000 a
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year. As was previously mentioned, SBA had to make many dif-

ficult choices in the 1995 budget submission, and the decision not
to request funding for the council is illustrative of one of the tough
choices that we had to make, even within the tight budget environ-
ment.
We at SBA are trying very hard to address the issues facing

women business owners response to the demand for capital ex-

pressed by women business owners. We recently initiated a wom-
en's loan prequalification pilot program in 11 cities, an effort that
we hope will yield very positive results for women business owners.
We are also pushing very hard to expand our Low Doc pilot pro-

gram which makes 7(a) loans under $100,000 using a one-page ap-
plication. This is an effort that is aimed at streamlining the paper-
work associated with the loan approval process.

Preliminary results from this pilot look very promising for

women business owners. Eighteen percent of the loans made in the
pilot so far have gone to women. In addition, women comprise 45
percent of the borrowers in our Microloan Program, which we are

also proposing to expand. The Microloan Program provides financ-

ing of $25,000 or less to very small and often start-up businesses.
Finally, Administrator Bowles is negotiating with each district

director very aggressive goals for loans for women.
Also, for the record, I think it is significant to note that during

1993 our resource partners on the Small Business Development
Center and SCORE offered considerable percentages of their train-

ing and counseling resources to women. Combined, they provided
training to 180,000 women businesses or women seeking to start

a business and counseling to approximately 124,000 women. That
is about 40 percent of the clients that they serve.

Before concluding, I would just like to make a couple comments
concerning H.R. 4322 which would raise the fiscal year 1994 au-

thorization level for the certified development loan programs, usu-
ally known as the 502 and 504 Programs. We are requesting that

that legislation request that the authorization be increased from
$1.2 to $1.5 billion, and we are fully supportive of this proposal.

The appropriated level in 1994 for 504 Program is $1 billion, and
at the current rate of loan approvals, that will not be sufficient to

meet the needs of the borrowers through the end of this fiscal year.

We are predicting that 504 authority will be depleted by early to

mid July and 502 Program has been authorized for $40 niillion,

and each quarter we are running out of 502 money early in the

quarter.

I know that you know more than anyone about 504 and 502 Pro-

gram, so I won't dwell on all the features, but I would say that the

504 Program is one of the best bang for the buck programs in

terms of loan programs. It has a very, very low subsidy rate,

leverages considerable private funds and has proven itself to be a
great program to stimulate job creation The usage in the program
is increasing dramatically, demand is up, approvals in 1991 were
$457 million, $622 million in fiscal year 1992, and $814 million in

1993, and through April of this year approvals totaled $664 million,

which is a 66 percent increase over the first 7 months of last year.

Last week, we provided testimony on H.R. 4297, and in that tes-

timony we presented the request for the authorization levels for
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1995 for the 502 and 504 Programs at $2.3 billion, $3.8 billion for

1996 and $5.7 billion in 1997.

We very much appreciate your continued support for the develop-

ment company programs and we would look forward to working
with you to pass H.R. 4322. Thank you very much for the oppor-
tunity to comment,

[Ms. Ryan's statement may be found in the appendix.]
Chairman LaFalce. Thank you very much, Ms. Ryan, and let me

thank everyone for their fine testimony today. This is a difficult

hearing for me in a number of respects. I have a lot of my children

at stake here, the Central European Development Commission, the
National Women's Business Coimcil, 504 Program, et cetera. The
whole concept of the White House Conference on Small Business
started before me, but certainly I worked very hard to enact the
legislation for the upcoming conference.

I am particularly troubled by the fact that the administration
has found it necessary to call for the elimination of funding for

both the Central European Commission and the National Women's
Business Council, and there is a natural reluctance on my part to

pull the plug and go along.
By the same token, this was a tough choice for the SBA, and it

is going to be a tough choice for this committee because if we do
not, then what are we losing insofar as other loan programs is

those moneys are going to be used for subsidies rather than loan
programs, et cetera, et cetera.

The same is true for the prepayment penalty in Section 503. I

authored legislation in one Congress that was vetoed by the presi-

dent to deal with the problem of the prepayment penalties, and
now we have convinced the President to come up with $30 million

to deal in part with that program. Then of course the question is:

Should we use the totality of that $30 million to deal in part with
that program or should we use it to ameliorate other cuts or but-
tress other programs, too?
These are difficult choices where the committee is going to have

to make a collective judgment. So the questions I ask may be dif-

ficult for you to answer, they are difficult for me to ask, and I take
no pleasure in asking them or receiving your answers, but I must
do it, so is it Mr. or Dr. Hoy?
Mr. Hoy. Either is fine.

Chairman LaFalce. Dr. Hoy, is the program well enough estab-
lished that you have five equivalent SBDCs in Poland and Hun-
gary, correct?

Mr. Hoy. That is correct.

Chairman LaFalce. Can they swim on their own?
Mr. Hoy. An excellent question. I have not been over to lay

hands on those programs since they have started, and we are
scheduled to go over and take a look at them in June and July.
They were started in November of 1992. That is when they had the
doors open.
Chairman LaFalce. What type of evaluation of those programs

have we had since November of 1992?
Mr. Hoy. We have collected information on the number of cases

counseled, the number of people attending programs, some satisfac-

tion information, some follow-up information on case-by-case basis
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of those, as I mentioned in my testimony, using pretty much the
same standards the SBA uses to evaluate SBDCs in the United
States. At this time, the feedback is positive and we have national
advisory councils set up both in Poland and Hungary that include
ministers £ind, in the case of Hungary, includes the president of
Hungary on our advisory council, so we feel we are developing sup-
port.

But when we opened those centers, we told the various min-
istries that it would be a 3-year demonstration project and they
would have that opportunity to see whether or not this program
would work. We feel we are on track.

Chairman LaFalce. Those programs aren't using any U.S. mon-
eys, are they?
Mr. Hoy. Yes.
Chairman LaFalce. The moneys that we appropriate are being

used overseas or just being used to fund you?
Mr. Hoy. No, they are being used to fund those programs. We

are using those both to partially operate the programs. We are not
completely funding those operations. We are expecting in kind con-
tributions.

Chairman LaFalce. Well, how much moneys are being used?
What are the names of those programs in which cities?

Mr. Hoy. In Poland, we have programs in Warsaw, Lodz, and
Gdansk. In Hungary
Chairman LaFalce. At which universities? Are they all at uni-

versities?

Mr. Hoy. At Warsaw, the host institution is the Polish Chamber
of Commerce, and in Lodz and Gdansk they are polytechnic univer-
sities. In all three of those, we have advisory councils, though, with
involvement of several organizations supporting the local centers.

Chairman LaFalce. Is there any documentation you can give me
on each of those operations and exactly how much money has been
expended?
Mr. Hoy. Yes, sir, absolutely. Our annual report for 1993 is in

print even as we speak and is due to be issued next week, so I will

actually have a complete copy of our annual report for 1993.

Chairman LaFalce. I would like something no later than next
week, whether it is the printed version or this version you submit-

ted to the printer, so we can have that.

Mr. Hoy. You will have that.

[The information may be found in the appendix.]
Chairman LaFalce. What do you have in Hungary?
Mr. Hoy. We have centers in Pecz and Debrecen, both managed

by consortium, headed by the city governments but involving local

educational institutions, chambers of commerce, and other associa-

tions.

Chairman LaFalce. Is any United States agency also involved in

those specific locations or projects? Is U.S. AID involved?
Mr. Hoy. U.S. AID has been informed of our operations. They are

not actively participating in any of these programs.
Chairman LaFalce. Is there any United States entity that is in-

volved?
Mr. Hoy. Not directly.
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Chairman LaFalce. Well, when you say it that way, you make
me think that they may be involved indirectly and I would like to

flush that out a little bit.

Mr. Hoy. We have done some joint projects over there with the
Peace Corps with some financial support organizations, the Polish-

American Fund and a Hungarian-American Fund.
Chairman LaFalce. If we were to comply with the administra-

tion request to eliminate authorization for the program, could those
start-up efforts continue? Do you think it would mean the cessation

of the efforts or it could mean their continuation?
Mr. Hoy. I think the probability of their continuation is increas-

ing on a daily basis. I would not want to guarantee it to you today,

but part of what we are doing through our contractors is trying to

ensure both local support and other types of international funmng
to ensure that these programs will continue.
Chairman LaFalce. All right. Now what have you been able to

do since the establishment of the Czech Republic and the Slovak
Republic?
Mr. Hoy. Since the two countries split, we have been in contact

with Masaryk University in Brno which was identified as a pros-
pect by our original contractor as a host institution. The rector of
that university has on his own initiative launched a small business
development center tjT)e program, and in coniunction with that, we
were able to slice off a little bit of money tnis past year to send
a consultant over to work with Masaryk University and to provide
them some direct funding to help get their center open.
Chairman LaFalce, Thanks. I have many more questions of all

the panelists, so don't think you won't have the opportunity, but I

wanted to move to some other members. Before I do, Ms. Campbell,
you mentioned that there were representatives of a number of
women's organizations who were in this room, and because of def-

erence to them, I wonder if the representatives of the separate
women's organizations could please stand and identify yourselves,
please. Wonderful.
Could you give us your names and the organizations you are

with.

Ms. Hager. Susan Hager, National Association of Women Busi-
ness Owners and the National Foundation for Women Business
Owners.
Chairman LaFalce. Thank you very much.
Ms. Blase. Shirley Blase, Women Construction Owners and Ex-

ecutives.

Ms. Carroll. Cecilia Carroll, National Association of Women
Business Owners.
Ms. Weis. Arlene Weis, National Association of Women Business

Owners.
Ms. Perkins. Deattra Perkins, American Women's Economic De-

velopment Corporation. I am the director of the Loan Packaging
Program.
Ms. SURYAN. Kate Suryan, Businesswomen's Network.
Ms. Eraser. Edie Eraser, the International Alliance and the

Committee of 200.
Ms. Parks. Candance Parks, National Federation of Business

and Professional Women.
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Chairman LaFalce. Thank you very much, delighted to have you
with us today.
Mrs. Meyers.
Mrs. Meyers. Thank you. Glad to have you all here. I would like

to direct some comments to Mary Ann Campbell.
I would strongly support the continuation of the Women's Busi-

ness Council, and it seems to me as if we continue to need a council

and the Office of Women's Business Ownership. Thirty percent of

our businesses are owned by women, and yet 1.5 percent of Govern-
ment procurement contracts go to women, and that is an amount
of money that amounts to $200 billion, and yet 1.5 percent of it

goes to women.
We get a small percentage. I am not exactly sure what it is,

maybe Mary Jean could tell us, but I think it is about 10 to 15 per-

cent of SBA financing goes to women with 30 percent of businesses
owned by women. Out of 6,000 participants in 8(a) since the pro-

gram began, 16 of them have been Caucasian women and only 44
have been women, a minority or a Caucasian, and 12 of those had
to go to court to get included.

I mean, we do an awful lot of talk about how much we are doing

for women in business, but we are just not making really any
progress, and it seems to me that we need some spokesmen, and
I think the Women's Business Council has done a tremendous job

and is making very good progress in that regard, and think they
should be continued.

Ms. Campbell, I think after kind of—I mean, it took some grop-

ing to get the council started, but then I think this year they have
been very active in trying to bring more women business owners
into the Federal procurement process.

Can you tell us a little bit about that and why you think that

is so important? I think it is tremendously important that we par-

ticipate in that, but I would like to hear from you.

Ms. Campbell, Well, again, one of the first things we did was to

figure out the game plan and figure out how we could use the re-

sources we had to get the most bang for the buck. In other words,

what could we focus on that would have the most profound positive

effect on the bottom line for women business owners?
And we realized that it really is access to the money and access

to the business, and having the correct data to know who they are

and where they are and what they need and whether or not what
we are doing is helping them.
So Amy—let me say our staff is the most professional we have

ever had. I am very, very proud of the staff, and we have built a

team. There is a real team working there, so not only do we have
this public sector team that is working with us very well, we have

a professional staff and our council members for the first time are

truly working as a team.
We have a bipartisan council and one of our Republican mern-

bers, Mary Lee Myer from Chicago, at two meetings ago—and it is

in our record—she said that this council has been elevated to a new
level because we are working from a road map, we are working

with a policy manual, we are working with information and struc-

ture and we are working with intensity.
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Now, Erskine Bowles calls the effort from women business own-
ers the octane that drives the engine. If you want to just get octane
all over you, you should have been there Monday, it was wonderful.
I mean, the energy that is there, and to me this is an emerging
growth group, this is not the time to hold back.

I mean, when you have an investment that is growing, that is

not when you jerk your money away. It is when you—if you can
see it growing, and we do, let me tell you, I would like to celebrate
my 21st anniversary with my husband, and I wouldn't be this in-

volved if I didn't sincerely believe in it because it has taken a lot

of time away from my family and my business, but I honestly see
it happening.

I see a profound effect possible if we continue this. I know that
councils are not created forever. I look at it like term insurance,
you buy it for a period, a term of time. Councils are for a term.
Sometimes that term has to be recalculated, and this is one of

those times.
Mrs. Meyers. Well, I would agree with you, and I do think that

it takes some time for a council of this sort to get started and get
moving, and I do think that they are doing that now. I have heard
more from them this year than in the past, and I would very much
like to see them continue.

I would like to ask Mr. Hoy a question. I am also supportive of

what you have been doing because one of the complaints that we
hear, Mr. Chairman, is that a great deal of the money that we send
to Russia and the Republics of the Former Soviet Union and to

Eastern Europe to help them make that difficult transition from
commimism to free market economy, that much of it goes to con-

sultants and that we haven't been able to track what the progress
is, what really has happened because of the expenditure of that
money.

It seems to me like bringing people to this country and training
them and then having them go home and start their own small
business development centers would be a good way to help with
this transition without paying a tremendous amount of money to

consultants.

Could you comment on that? What has been the overall amount
that has been expended? You said your annual report will be in

next week, but what is the overall amount that has been expended
actually on these small business development centers?
Mr. Hoy. Well, the total amount that has been appropriated for

the commission has been $5 million, so that is how much we have
spent essentially now into our fourth year of operation. The pro-

gram that we use to train people was the Small Business Develop-
ment Center of the State of South Carolina, which was a nice pro-

totjrpe of an SBDC for the people in central Europe to see because,
in that relatively small State, geographically, they could visit a
rural SBDC, an urban SBDC, an export-oriented SBDC, a textile-

oriented SBDC, a high-technology SBDC, so they could see a vari-

ety of programs that would be relevant to the environments they
would be working in.

They were interested and the governments of those countries
were interested in having the directors come here because it added
credibility to them upon their return. Being trained in the United
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States gave them more legitimacy to the budding entrepreneurs

that were over there.

Also the training, the 6-week training program was extremely in-

tensive. I went down there and sat in on some of it. It was a dawn
to dusk and beyond in terms of homework program covering lit-

erally 7 days a week. They were working on weekends, they were
out visiting SBDCs on Saturdays and Sundays, and we did that on

purpose in order to instill a work ethic.

When we went over to Poland and Hungary originally, we found

them making the statement that in the old socialist regime they

pretend to pay us and we pretend to work, so we wanted to ensure

that they understood what the work habits were going to have to

be for their clients as well as for themselves in making the pro-

gram successful.

Mrs. Meyers. Well, I will be very anxious to see your annual re-

port because I would like to see some firm results from what you
have done, and I think what you are trying to do is extremely im-

portant.
Mr. Hoy. Thank you.

Chairman LaFalce. Chairman Conyers.

Mr. Conyers. Good morning, thank you. Ladies and gentlemen

of the panel and Mr. Chairman, I am delighted to be here. I was
trying to put together an assessment for this administration for

mostly minority, African-American women in southeastern Michi-

gan area a description of what we are going to be doing and are

doing differently from before in terms of the kinds of assistance

that could be forthcoming, and so I would of course support the

continuance of the business council.

But I would like to ask Ms. Ryan and Ms. Campbell and Mr.

Patricof to just make an observation or two here that would guide

me in how I would put together this kind of an assessment and

then we will work on it £^er this committee hearing. Who would

like to start off?

Ms. Campbell. Help me to understand a little bit better what

you are saying.

Mr. Conyers. Well, I am trying to tell the women business peo-

ple what we are doing different in the Clinton administration and

how they are going to be helped in terms of the kind of changes

and the kind of programs that they might anticipate.

Ms. Campbell. There is a definite emphasis on racial, ethnic in-

clusion, and it has been at our forefront from the beginning. The

question has been asked of our council even why we do not have

an African-American woman. We do have a Hispanic woman and

we do have several very qualified African-American women's

names and bios ready for when appointments are up.

Mary Walker of the American Black Women Owners Association

was with us yesterday, and we have—^we really feel more com-

fortable than we ever have over the issue of a procurement with

the minority community because we really have worked very hard

to commimicate with that community that we are not trying to get

part of that pie, we want to have separate goals, and we believe

very firmly in the power of partnering, and we are really enjoying

a more peaceful coexistence rather than a threatening existence.
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It is wonderful to have the representation at the table and to be
talking together and sharing, and that is what it is all about. It

has t^en a real education process this year. We worked hard on
it because we believe in it, and it started at my State level.

We formed a Women's Minority Council. It started at many State

levels and we have been working on it for a long time. Amy and
I and all the council members, all total, unanimous, are very com-
mitted to this, so we are there to discuss it and share with it. We
realize there is no longer a minority council, that council did go out

of business. Andre Carrington and I used to visit a lot, and we did

after I came to this council.

I was saying help on many issues because he did a good job over

there. I said we want to be effective and talk to me about that and
how do we do that, and so it is something that we feel more com-
fortable than we have ever felt about that. The outreach is impor-
tant.

One thing that I have really admired about the minoritv commu-
nity that the women's community has not done, you have been very

good at articulating your need. Sometimes we want to say, because
we are there in number, we want to appear real big and real

strong. We are there in number, but we still need help. We are 30
percent in number, we are only 14 percent in revenues. Just think

of what it could mean to job creation and tax base and just stimu-

lating the economy if we took those numbers and made them more
successful, and minorities are realizing, they are hearing us that

we can partner and be very powerful.
Mr. CoNYERS. Thank you.

Ms. Ryan.
Ms. Ryan. Thank you. If I understood the question also, I guess

I would from the Small Business Administration want to at least

highlight and see, and I would be happy to research this more, but
highlight the agency's Microloan Program which seems to be work-
ing well, and we are able to expand that. Hopefully more commu-
nities can participate in that, the numbers of loans that are being

made under that to women.
Mr. CoNYERS. We have heard good things about it.

Ms. Ryan. It seems very promising. We are also piloting a con-

cept which we are calling a prequalification program for women
business owners in 11 cities right now. We are going to be watch-
ing that very closely because what it will do is it will help the ap-

plicant find out directly from SBA that whether or not SBA would
guarantee a loan.

And so then SBA would be able to issue a prequalified loan au-
thorization which that person could then take to a bank, and we
would have people who would help them connect up with the bank,

and then that person could go into the bank and say banker, SBA
has said if you would make me a loan of this nature, then they will

guarantee it.

We hope that that would be able to cut through some of the prob-

lems because the SBA numbers of loans to women and minority
businesses have not been good, so we are hoping that if we can get

this going in the 11 cities, we can learn from that. Then we are

thinking very seriously in the short run of trying this same ap-

proach with our 8(a) firms who SBA has really never addressed
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from the capital side, that we have all these loan tools that we
haven't really made available to the 8(a) businesses.
And again, if that works, then we could expand this

prequalification idea to much broader segment of women and mi-
nority businesses. As you know, I am sure, SBA has a role in the
administration's empowerment zone enterprise community process,
the applications are due from communities at the end of June.
Chairman LaFalce. I want to bring that to a brief conclusion,

a temporary conclusion because Mrs. Meyers has to leave, and she
had asked me a question earlier in the hearing that I think is most
appropriately addressed to you, Ms. Ryan, and therefore, Mrs. Mey-
ers, I am going to call upon you now.
Mrs. MilYERS. I beg your pardon, Mr. Conyers. About the in-

crease in the size of the 502 and 504 Programs
Chairman LaFalce. The reprogramming most especially, you see

I was hoping the reprogramming could be relatively noncontrover-
sial, and we might even be able to move it tomorrow. I hope after
your dialog, it will be what I hope it will be, noncontroversial.

Mrs. Meyers. Well, we have some problems in some SBA Pro-
grams, and it seems to me that before we reprogram money, before
we increase the size, we should exercise some oversight on this
committee. I just don't want to have any surprises.

Is there some way that you can bring us—I thought we were in
the middle of a review of all SBA Programs to see what their sta-
tus is in terms of, whether there may be some problems with any
of them, and I would like to see that report on 502 and 504 before
we proceed.

I don't want to delay this for a long time, Mr. Chairman, but if

we could wait until next week, until we could at least maybe have
a 15-minute oversight hearing, a brief review of what is happening
with that program.
Chairman LaFalce. Well, Ms. Ryan is in charge of that program

so maybe you can testify now. As far as I understand, it has oeen
a very great program, there has been a great demand for it, and
I don't know of any default problems.
Ms. Ryan. It has the lowest subsidy rate of all the guarantee pro-

grams. We could run you the actual loss rate data and we could
have that to you this afternoon.

Mrs. Meyers. I think that would be helpful, and I think you cer-

tainly should provide that to members of the committee who may
want to look at it. It is just that I feel like it is a real duty. As
the Chairman knows, I am a little uneasy always with guaranteed
programs because they sort of
Chairman LaFalce. Which is basically the whole SBA.
Mrs. Meyers. Yes, the whole SBA really. I approve of the pro-

grams, I think they are good solid economic development programs,
but because they tend to sort of happen over here out of sight, I

think they require more oversight than this committee gives them
sometimes. We really need to

Chairman LaFalce. —have more hearings?
Mrs. Meyers. Yes, more hearings, more review of just exactly

what might be happening with the default rate in the program so
that we catch programs before we have a half billion dollar loss

which might be staring us in the face with SBDCs. I would appre-
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ciate it if you would get that information to me and to the rest of

the committee for our review.
Ms. Ryan. Sure, not a problem.
Chairman LaFalce. Chairmem Conyers, did you have any more

questions you wanted to ask?
Mr. Conyers. No, I had the same question that she was going

to finish off and Mr. Patricof, this is all the same question.

Mr. Patricof. I am not exactly the perfect person to be qualified

to answer, but in my own little way, I will tell you. First of all, I

would like to take the opportunity to introduce, since there were
introductions of people, I would like to introduce one of my other

commission members, Gary Woodbury, who is sitting here, who is

from the State of Michigan coincidentally.

Chairman LaFalce. Not so coincidentally introduced at this mo-
ment. I should introduce the nephew of my good friend from Roch-
ester, Judge Michael Miller, your executive director.

Mr. Patricof. Oh, our executive director also, Mark Schultz is

here not from the State, he is fi-om local. Just in terms of the White
House Conference, I can say to you that, first of all, fi-om our own
staff, we have made a very, very concerted effort to make sure that

we have a very diversified group of people gmd I can tell you from

my own experience, this small experience, it is something you have
to do very consciously and work at it, it doesn't come simply. We
certainly have worked hard at it.

Second, in terms of the conference itself, as I said a little while

ago, we have really gone out of our way to get maximum outreach,

and again, this doesn't happen simply, you can't slow down for a

second, you have to be relentless in trying to get participation from
minority groups, women's groups, Native American groups and
every kind of area you can imagine, and we have done that.

It is a key focus of the conference that when these conferences

are held—and the one in Michigan will be held as it is in other

States, and there will be two in your State—that they will have a

very broad participation from the minority, from women, from
every segment. If it doesn't happen, it won't be because we didn't

try very hard.
Mr. Conyers. When are they scheduled?
Mr. Patricof. I will just get my slip out which I think you have

a copy of. April 13th, last doesn't mean worst in this schedule,

which is 59 different conferences, the Michigan conference is in

Dearborn on April 13th.

Mr. Conyers. Well, that means it has occurred already?

Mr. Patricof. No, next April. It has not begun. It begins on June
2nd in Delaware.
Mr. Conyers. All right. From June to April?

Mr. Patricof, That is correct. Then it will be followed by the re-

gional meeting, then the national meeting.
Mr. Conyers. Could I just conclude by asking Ms. Ryan to finish

her comment?
Ms. Ryan. Just the only thing I didn't really mention was just

that I would definitely want to encourage people in any community
that was thinking about applying for empowerment zone or enter-

prise community designation to think seriously about making ap-

plication within that for SBA's one-stop capital shop designation
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because we will be able to try to support sort of a new delivery con-

cept where, hopefully, we would be able—at the community's re-

quest, we would be bringing together the various financing tools in

one place.

And then people could have a good point of entry which has

sometimes been difficult, so we would want to make sure that they

were aware of that, and applying for that designation if they

thought it would be helpful in their community.
Mr. CoNYERS. Very good. Thank you very much.
Chairman LaFalce. Thank you.

Mr. Baker.
Mr. Baker. Thank you, Mr. Chairman. I want to make just a

brief comment before I direct a question to you, Ms. Ryan, concern-

ing a particular program because I would like for there to be more
of a level of comfort or level of discomfort however you view the

statement, with regard to my general concerns about programmatic

operation across the board in SBA.
There was a recent article appearing in the press, and having

said that, I recognize that it may or may not be totally accurate,

but if the observations of the writer were correct, many of the pro-

grams intended to target specific beneficial groups have not worked

well, in the writer's emphasis particular concern was that of minor-

ity procurement activity which did not appear to benefit minority

neighborhoods nor minority applicants with great frequency.

It is also true, I think, when we look at majority-owned small

business, particularly in light of base closure where small rural

communities have invested resources to accommodate particular

needs of a military facihty which is now being closed, it would

seem those communities would be targeted by Small Business Ad-

ministration to help the transition that is obviously occurring in an

economic manner. That has not been the case.

So that when we begin to look at the line that seems to cut

through the assistance programs and the real needs of economic in-

terests, be they minority-, women-, or majority-owned small busi-

ness, true small business, mom and pops as they are traditionally

called, we find that they are not being benefited nearly so often as

the more successful majority-owned, fairly large corporate structure

because it is easier for the business enterprise to do business with

a Government entity.
. v n

The Government procurement officer doesn t want to fool with all

those little bitty contracts. I think that is shown by a comment by

facts in your own statement this morning where you indicate that

about 1.5 percent of procurement contracts bv Government agen-

cies are assigned to women, but when you look at one of the more

successful opportunities in your operation, the Microloan Program,

45 percent of applicants are women.
So it seems to support on its face the observation that it is not

so much ethnic versus women versus small business, but rather

small versus large. It is easier to do business with a large company

than a whole herd of small companies, no matter who the owner-

ship happens to reside with. n u •

I am very interested in seeing significant revisions to small busi-

ness requirements that tend to target a much smaller level of busi-

ness interests for what is true start up activities which I think the
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Microloan Program really intends to do, and simply to make the
process easier, which gets me to my real question, which is the
pilot program now designated for the 11 cities around the country
which provides a preclearing opportunity for an applicant.

Being somewhat familiar with the loan process, the money is

really spent when you go to the bank and you have to do certain

things.

By the way, Mr. Chairman, I was pleased to see FDIC just re-

cently raised the de minimis level on appraisal requirements from
$100,000 to $250,000, which I think is a really big help to small
businesses because that is a very large expense in today's market-
place, but I think that is one small step.

There are a whole series that should be taken to facilitate access
to credit. In this case, since it is a program targeting women's in-

terest, why are we just doing an 11-city pilot? What are the limits

in having someone? What is it from a regulatory or administrative
perspective that makes the preclearance concept something that
needs to be studied?
That is something an individual can do before you go to the ex-

pense of going to the bank, paying for the appraisals, paying the
necessary fees, and correct your deficiencies if in fact there are any
before you get into the credit approval process. That makes ex-

traordinary sense to me.
Why can't we expand it now rather than wait to see how it

works? If we are concerned about wholesale expansion, I will just
suggest in the case of the New Orleans pilot, you expand it to Lou-
isiana or you expand it to a series of smaller cities around the New
Orleans area because my concern once again is that the urban
businessman is having a higher degree of success than the rural
businessman.
And if we really want to do a pilot where it is really needed for

small dollar loans, preclearance, move quick, give rural commu-
nities a chance, and then if you want to really target it, find base
closure sites. Those people are dying. I think what you have started
is an excellent idea and I am not being critical of it. In fact, I am
very encouraged by it and I want to see you do it faster.

Can you make a comment?
Ms. Ryan. Sure. You have raised many good points. In terms of

the ability to expand the existing programs to have better geo-
graphic coverage, we have left that to the local site and that each
site has determined what level of territory they feel like they can
do a good job with in their piloting, and then as soon as they feel

like they get the process and the bugs worked out the intent is that
they expand to cover the whole State.
We would hope that we could do more of this sort of thing across

the board because it is, as you say, sort of how you come down on
it, it moves SBA into a way to be more proactive because we can
if we do prequalification type
Mr. Baker. Let me say it this way: If I am a banker and a

woman walks in who I do not know with $3,000 and a good idea
and wants credit, I am highly skeptical in today's regulatory world
as to what my chances are of being repaid. However, if the same
woman walks in with a letter from the SBA saying we have looked
at this lady, she is creditworthy and if you make her a loan, we
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will guarantee it. Who do you think wins? To me it is not a ques-
tion of needing further research to determine whether that is a
valid proposal or not.

Ms. Ryan. We all think the proposal is very sound. I guess I

think that at this point, however, there is a couple things. One, it

is very labor intensive, and we have to make sure that we do a
good job. We need to understand how to screen properly because
there will be those situations where the person is not going to be
able to be approved for either a bank or SBA, and we would do
those people a big disservice.

Mr. Baker. Don't we do those processes now? We wait until the
tail end, we wait until the bank does the work and we tell them
no.

Ms. Ryan. That is correct or, in most cases, they don't even get
to the bank. The bank tells them no. It is the scenario of the person
walking in with $3,000. What we are trying to do is intervene in
that relationship and say if we work with the person and do the
work of preparing the loan package properly, and we then run it

through the whole SBA approval process, and we issue a draft loan
authorization, so we do all our steps in the process that as you
said, then that person is going to have a very much higher chance
of getting that loan from the bank.
And we are working with intermediaries in some communities,

they are local nonprofits, in others they are SBDC centers, some-
times they are certified development companies, they have all dif-

ferent skill levels. So from an administrative standpoint, we have
to work through how we properly train those intermediaries so that
they properly screen and package the loans so we have good quality
control.

There is going to be a huge demand for this type of service, and
I feel like—and I think SBA feels we should probably have been
doing this for a long time, but we haven't so now we need to figure
out now to do it well before we go out and do it everywhere in the
country and then find out that what we are doing is not—we are
saying to people, we are sending people to banks that the banks
won't accept, or we are sending people to SBA that SBA won't ac-

cept, and we have to work all that out. So we are very hopeful we
are going to spend a lot of time on this.

As I mentioned to Congressman Conyers, we are going to try and
expand this whole effort to do prequalification for minority busi-
nesses as well.

Mr. Baker. Mr. Chairman, with your indulgence, one more fol-

low up. I am making this statement not for the first time this

morning and it is not only specific to the current administration,
so the statement will be received properly. I have made these com-
ments over time.
We had a field hearing in Baton Rouge some time back, 2 or 3

years ago now, I can't remember the date. But in any event, I have
been and remain very concerned about the level of efficiency of the
New Orleans office. If I am going to wait on the New Orleans office

to determine that this is a good idea, I may be waiting a while.

I will make a formal request to you directly to review the activi-

ties of the program and when in your judgment or those who would
be appropriate think it is time to move, I just want to create
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enough pressure on the administrators of that local office operation

to do what they need to do.

In my view, without regard to program content, regulation or

anything else, the New Orleans office ought to be a lot more active

and successful than it is, and for whatever reason, I am going to

do my part more vocally to make sure that it moves to that direc-

tion no matter who the program beneficiaries might be.

Thank you. Thank you, Mr. Chairman.
Chairman LaFalce. Well, I think you made yourself pretty clear.

There are certain things you create and they meet or surpass
your expectations. I certainly think that is true with respect to the

502, 504 Program. I hope that we can resolve whatever menial dif-

ficulties there may be on the part of Mrs, Meyers as quickly and
expeditiously as possible because she might have greater justifica-

tion with almost all the other programs.
I think this is the area where sne probably should have the least

problem. Sometimes, though, the approaches that you take don't

meet your expectations. To a certain extent I think that is true

both with respect to the Central European Development Commis-
sion and the National Women's Business Council.
When I created them I had tremendous hopes, and for one reason

or another they haven't quite been what I had hoped they would
be. As a matter of fact, sometimes I thought maybe that I was the
only one who had them on my radar screen, that nobody else in the

Congress or the administration did.

It doesn't mean that there is a lesser need, but you have to ask
the question was the approach you decided upon m 1988 or 1990
in retrospect the best approach? Ought you to see it through a bit

longer or is it time to—in the 6 years that have intervened since

1988, the 4 years since 1990, 3 years, really, because it was the end
of 1990—^to do something new and different?

Then, of course, when the administration comes in, and despite

the fact it was a tough choice for them they did recommend elimi-

nation, you have to ask yourself another question, too. If anybody
is going to do it, who else other than the person who helped create
it? You have difficulties because constituencies build up around
anything that is created. Certain constituencies are stronger than
others.
You really don't have that strong of a constituency, Dr. Hoy, so

we don't have the political pressures. The National Women's Busi-
ness Council has created their own constituency. They didn't have
much of a constituency from 1988 to the present, but they have cre-

ated it in the past few months or so.

Which really raises the question to what extent can you really

act effectively or to what extent do you have to respond appro-
priately or inappropriately to constituency pressure? Sometimes
constituency pressure can be counterproductive.
But I will try to put that aside. I think the fundamental question

is what is the best way to help what we want to accomplish over-

seas? What is the best way to help women business owners?
I am going back—^your presence here, Mr. Patricof, brings some-

thing to mind. Your partner is Patricia Cloherty. I remember when
Pat was deputy administrator. She was the chairperson of the
Interagency Women's Task Force on Women's Issues, and I remem-
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ber getting together with her so frequently, not just at hearings but
privately, talking about the hard work she was putting in, the
great work they were doing.

I think they had an executive director, Ronnie—I forgot her last
name. Then they also had advisory councils. So many of the groups
here today were advisory councils to that interagency task force.

It was my impression that that interagency task force was infi-

nitely more effective—maybe I should scratch the word infinitely

—

considerably more effective than the National Women's Business
Council, and I wonder if the Clinton administration shouldn't by
executive order recreate this interagency task force chaired by a
high-level person who herself will actually go to the meetings, each
and every one of them, and chair them rather than send some rath-
er low-level representative on occasion most often.
Who could that person be? Well, I don't know. Laura D'Andrea

Tyson, perhaps, comes to mind immediately. There could be a
whole slew of others, I would suppose, with advisory councils from
all the different

I am just wondering if this isn't the time to rethink, should we
just be locked into the status quo because that is the approach we
thought of in 1988 or might this be a time for reconsideration?
Of course, it is difficult, too, because if people exist in present

jobs, they are comfortable with their present jobs. If they exist in
present positions, they are comfortable with it, and naturally they
don't want to change. Or they might come forth with the answer,
let's do both. Let's do all.

Anybody have any comments on that?
Ms. Campbell. I might.
Your points are well taken. They are excellent points.
Bear Bryant was raised in Arkansas and built a football dynasty,

in Alabama, and he used to say first day of practice, get good or

get gone, had a team.
When I came, when I became chair, I worked to develop a team.

The interagency task force may be a better answer. You may have
it. We are here in a spirit of cooperation. We are not here saying
to you we have the answers. We are saying we are looking for the
solutions. We know what the problem is. We know some of the an-
swers. We want to get to the solutions.

Chairman LaFalce, See, I think we need a focal point for the
constant discussion and promotion of women's issues. I think that
is very important. I don't think the National Women's Business
Council has had the stature to be the focal point that I envisioned.
I wanted something big. I want something that everybody would
look up to and therefore say, the sun rises or falls on women's is-

sues, and the National Women's Business Council has made this

the case,

Ms. Campbell. I can only give you my personal perspective, but
the first 4 years there were two public sector chairs, first of all,

Susan Engelighter was the first woman administrator of SBA, and
her platter was totally, overwhelmingly full, and she didn't really

have time for the issues of the council. It had just got started and
organized, and there wasn't a lot of time, and we groped.
Then when Pat Saiki became the administrator, she was ap-

pointed the second chair, and again her platter was very full. A
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veiy dynamic, very bright woman, but she did not have the time
and did not take it to devote to the National Women's Business
Council.

I am the first private sector chair. I have taken the time, but
Chairman LaFalce. I tried very, very hard to make the primary

emphasis on this private sector. I tried very, very hard to disasso-
ciate the council from the hand of the SBA. I did not want it to

be a tool of the SBA at all, but that has been difficult, in all candor,
under both Republican and Democratic administrations. Their
house, their resource, they are supported, they walk in lock step.

That is not what I envisioned. If we are going to have that, I am
just
Of course, the personnel problem is a difficult problem, too. We

didn't have that problem under Pat Cloherty, let me tell you. Pat
Cloherty found the time. This was a big issue with her, and I

thought it was extremely effective.

Ms. Campbell. I have heard tremendous things, wonderful
things.

Chairman LaFalce. It was great, I thought.
Ms. Campbell. As I said, we are here in the spirit of cooperation.

What I do believe, though, if you have a fire going, if you put it

completely out, it takes—^you have to completely start one again,
and, this council could be the vehicle to help you design the task
force.

Chairman LaFalce. That is why I mentioned Laura D'Andrea
Tyson's name because she is not responsible for any line item agen-
cy. She is not responsible for the delivery of services. She has the
ear of the President. That would be a natural as far as I was con-
cerned, and it would also give her something operational.
Her platter is full, also. She would have to make the time. Maybe

someone else in the administration would be better at this. I don't
know.
Ms. Campbell. I know the President is

Chairman LaFalce, Hazel O'Leary—there could be any number
of others.

Ms. Campbell. I know he is concerned about this issue, and he
cares about it. But you are right. There is no one in the adminis-
tration who we can turn to who is the focal point for this constitu-
ency group. We as women business owners need that, and someone
does need to be there that is institutionalized, that is effective.

Chairman LaFalce. It is very important that we have some focal

point. I would not want to see the elimination of the National
Women's Business Council without the simultaneous creation of

something akin to what I am talking about. I think that is very im-
portant.

I do not want there to be a temporary period of time when there
is a vacuum, either. I do not want to see anything fall between the
cracks. We will just
Mr. Hoy, let's switch to your agency right now. Do you have some

comments that you wanted to make?
Mr. Hoy. Just very briefly, Mr. Chairman. I would just like to

say that you, as I do, can take a lot of pride in what the Central
European Commission has accomplished during its existence on
less than a third of the budget that was originally authorized for
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it. You have programs on the ground functioning and developing a
successful track record, and I think personally I would like to see

it through to completion. I think that with one more year the leg-

acy will remEiin there.

The lesson I have learned from this is what I have taught mv
students over the years, and that is anything worth doing is worth
doing for money. I have learned, taking the position as the commis-
sioner, that I am going to take it for money next time.

This has cost me and my institution a good bit of money and a
whole lot of time over the last 3 years, but I am very pleased with

what we have accomplished, and I think we have fulfilled the spirit

as well as the stipulation of the law in the time that we have been
operating. We have stayed right on calendar in terms of the origi-

nal research in the 3-year demonstration project.

Chairman LaFalce. What is the Peace Corps doing now in this

effort to train individuals overseas in private sector development,
entrepreneurial effort?

Mr. Hoy. The Peace Corps is attempting to recruit and put over

in place some people who are capable of working one on one with

small businesses over there. They actually initially came to us ask-

ing for money to help support their operations, and our centers

don't have the money to do that but are trying to work with them
and in collaborative programs or even provide office space, if pos-

sible, for some of their people to work from.

Chairman LaFalce. Good.
Alan, you came to my office a number of months ago filled with

many, many ideas, hopes and aspirations. How do you view your

success so far in reaching your short-term objectives from that time

to the present and what are your concerns? What has pleased you
about your ability to accomplish? What have been the difficulties

that you have had that you wish you could have done better?

Mr. Patricof. It was nice of you to ask the question. I didn't ex-

pect to be asked that.

I would echo what we just heard about what is worth doing

should be charged for. It takes a lot of time. That is one thing I

hadn't anticipated.
Chairman LaFalce. I told you that.

Mr. Patricof. When I spoke to people to get advice about taking

this assignment, they hadn't factored in the fact that I started at

ground zero, actually behind the time schedule, too. I would have

to say that I really am very proud and pleased with what we have

accomplished, and I am not just saying it to be nice because I am
known for telling you how I think.

Chairman LaFalce. I thought you were going to say you are

known for not being nice?

Mr. Patricof. I am known for speaking up and speaking frankly.

I think that issue book is something we can really be proud of, ev-

erybody who has been involved in it, and that everybody is really

everybody. That was not done simply. The task forces were done

and the staff has been put together. There has been a lot of biparti-

san harmony. Politics have not been an niche this at all, certainly

to this date.

We have really reached out every place. I think we have worked

very hard to get a good schedule. We have a good staff. I was in
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a meeting this morning, the National Advisory Council meeting for

the SBA director. It was held this morning. Someone got up and
said, interacted with our staff, and how amazingly vital and excited

and enthusiastic the whole staff was.
And he commented in front of this group which, obviously, made

me feel very good. I wasn't there. It was nothing to do with me.
But we have a group that is functioning under Mark Schultz's di-

rection, and five of our people are here together.

I think the most difficult thing for me is I have never really

acted under the umbrella of a governmental commission or dealing

with this Government relations, and that is something I am getting

to do and going through the process. The process for a business
person, obviously, is something you have to get used to, that you
have to go through the process.

And other than that I think we are right on schedule. We are

trying to do a lot of ambitious things—I don't know if you really

got the full extent—of doing this extra study which we are having
done which I think will be very exciting. It will be a very sub-

stantive study on where small business is going in the next decade,
which we put a lot of time into and which is going to have to be
funded outside by foundations and corporate support.

Bringing in new technology, we have been pretty successful

about getting some very exciting new ideas. When we go around
the country I think people will be impressed by what we are going
to introduce to the small business community to tell them what is

available in the information society of what they can do without a
lot of money, so we are hoping to educate people in the process. It

is going fine.

Chairman LaFalce. You have a bit of a difficulty. You do not
have a—right now, you have a very fine Acting Chief Counsel for

Advocacy with the SBA, but you don't have the permanently ap-

pointed one. I don't know if all the regional advocates have been
appointed. Perhaps there are a few vacancies still. Has that im-

paired your operational ability very much? Have you tried working
around it?

Mr. Patricof. I think that we have had to work around it.

I think we are very fortunate Doris Freedman was the acting ad-

vocate, and no one could be more supportive and helpful, and that
issue book would not have been put out without her staff.

But there is no question that having that full complement ap-

proved of the advocates and, of course, the chief advocate, which
I understand it has been that way for the last several months. It

is supposed to happen any second. I think the approval of the
nominee would be very helpful from my standpoint because a lot

—

until you are—as long as you are in an ambiguous State I think
it is difficult. Once I think he is approved I think we can act much
more definitively.

And we do need this outreach process, and for that we look to

these regional advocate offices. They are very important in helping
us get the message out and even moderate staffing on the State
levels.

Chairman LaFalce. Good. Miss Ryan, you are relatively new at

the SBA, are you not? Or is it this position that you are new to?
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Ms. Ryan. I had worked for SBA as a management trainee 10

years ago, and I left and ran a 504 company, so I am very new in

this position.

Chairman LaFalce. The Central European Development Com-
mission comes within your general jurisdiction. We created it, and,

of course, we have an SBA representative on the commission, but
other than that it is private sector.

I have been increasingly concerned about the developments in

the formerly Communist countries, formerly a centrally planned
economy. Historically, we have seen countries go from market
economies to State-run economies. We had not had much experi-

ence going from a centrally planned economy to market economies,

and that is one of the reasons that I thought it would be especially

helpful when we created this legislation to concentrate on three

countries in particular that offered, in my judgment at that time,

the optimum chances for success. Of course, this was before the de-

mise of the former Soviet Union, too.

Some wanted to add subsequent legislation, the former republics,

now independent States, but I thought that it would be just chew-

ing off too much, and there were also a lot of programs.
It seems to me there are a plethora of Government programs

that exist. Forget about this private sector commission and I don't

know if there is an adequate coordinating mechanism for these

Government programs. Do you have a handle on this at all? Are

you aware of the other governmental programs that exist to aid

private sector efforts in this type of country?

Ms. Ryan. I am not.

Chairman LaFalce. All right. Fine.

Mr. Hoy. Mr. Chairman, I might just want to mention that the

State Department has been charged with playing that role, and we
report to them on our activities, and USAID apparently is their

mechanism for trying to coordinate activities and issue reports, de-

scribing various activities over there.

In our case, of course, we are trying to move away from United

States involvement and transfer everything over to the host coun-

tries.

Chairman LaFalce. Well, that seems to me that is what our

Government should be doing, too, but assisting them.

There is something else I am concerned about, Ms. Ryan, very

concerned about, too, and I just toss this out for your information

so you are aware of my concern. I think that the concept of privat-

ization is excellent. I think the concept of privatization is necessary

in converting these countries to basically market economies, but I

think it is filled with tremendous potential but also fraught with

peril.

It has taken the past decade, and this coming decade will be an

era of privatization in the Argentinas and Chiles and Mexicos of

the world, the Singapores and Thailands of this world, in addition

to the Polands, Hungarys, Russias, et cetera.

Privatization can have many goals, and one of its goals can be,

must be, efficiency of operation, but we ought to be careful that

that does not become its only goal, too. We can easily transfer a

State-owned enterprise to a multinational corporation.
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We need to use privatization to develop a small- and middle-sized

business entrepreneurial class that is very, very important. We also

need in privatization efforts to have a policy that fosters the maxi-
mum feasible equitable distribution of existing and potential soci-

etal wealth as opposed to bringing about a greater and greater con-

centration of that existing and potential society wealth,

I am very, very fearful that privatization has historically for the

most part brought about greater concentrations. We have seen too

many patron privatizations. We have seen too many nomenclature
privatizations.

I think we need to develop within the U.S. Government a policy

that I have chosen to term empowerment privatization,

empowerment of as many individual citizens as possible and
empowerment of as many small businesses as is possible. I think
it is very important.

It is not that much more difficult. I think that the easiest privat-

ization is when you are only concerned about efficiency, but that
would be a short-term gain at the loss of a tremendous potential

opportunity here. We have a tremendous potential opportunity, and
I don't think that our Government is focusing adequate attention

on it, and sometimes I don't think they are focusing any attention

on that at all. I think it is very, very important.

We could go on forever, but I have got a few other things I have
to do. I will do my best to work with you and work with the other

Members of the committee to make the wisest, prudent judgments
we can within the constraints of our fiscal resources. Thank you
very much.
[Whereupon, at 12:45 p.m., the committee was adjourned, subject

to the call of the chair.]]
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WEDNESDAY, MAY 11, 1994

House of REPRESE^^^ATIVES,
Committee on Small Business,

Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m., in room

2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman of the committee) presiding.
Chairman LaFalce. The Small Business Committee will come to

order.

Mea culpa, mea culpa, mea maxima culpa. I apologize for being
late. Because of the lateness I ask unanimous consent to insert my
opening statement in the record as if it were read.
Without objection, so done.
[Chairman LaFalce's statement may be found in the appendix.]
Chairman LaFalce. Any other Members think they can beat me

in brevity in my opening statement?
Mrs. Meyers.
Mrs. Meyers. Mr. Chairman, I have an opening statement, and

at least two of my Members do. Are you going to forego your open-
ing statement?
Chairman LaFalce. I am going to forego mine.
Mrs. Meyers. Well, I will forego my opening statement.
[Mrs. Meyers's statement may be found in the appendix.]
Mr. Zeliff. I will do the same.
Mrs. Meyers. Good heavens, a clean sweep.
[Mr. ZelifFs statement may be found in the appendix.]
Chairman LaFalce. You would like to read yours?
Mr. Sarpalius. I would like to submit it for the record.
[Mr. Sarpalius' statement may be found in the appendix.]
Chairman LaFalce. Without objection, we will give everybody

the opportunity to submit their opening statement as if read.
Thank you very much. This is the way to proceed.
Now we will go to our distinguished panelists: First, Ms. Barbara

Vohryzek, the executive director of the California Statewide Cer-
tified Development Company and also the vice president for Gov-
ernment Affairs for the National Association of Development Com-
panies. Look forward to being with you.
Mr. John Shivers, president of the Independent Bankers Associa-

tion of America; Mr. Dennis J. Jones, president of Hinsdale Bank
and Trust but representing today the American Bankers Associa-
tion; and Mr. Anthony Wilkinson, president of the National Asso-
ciation of Government Guaranteed Lenders.

(61)
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We will include the entire testimony of your remarks in the

record, too, so you may feel free to either read them or summarize
them with no more than 10 minutes apiece.

Chairman LaFalce. Ms. Vohryzek.

TESTIMONY OF BARBARA VOHRYZEK, EXECUTIVE DIRECTOR.
CALIFORNIA STATEWIDE CERTIFIED DEVELOPMENT COM-
PANY, AND VICE PRESIDENT FOR GOVERNMENT AFFAIRS,
NATIONAL ASSOCIATION OF DEVELOPMENT COMPANIES

Ms. Vohryzek. You have taken 20 minutes off my speech by in-

troducing me as vice president for Government Affairs.

Thank you. It is a pleasure to be speaking before you today. Mr.

Chairman, it is particularly a pleasure since it is well known that

you are recognized as the father of the 504 Program, our economic

development program within the Small Business Administration.

I want to thank you and the committee for having the oppor-

tunity to comment on the fiscal year 1995 budget as well as other

issues critical to the 504 Program.
For those of you not familiar with the 504 Program, its primary

objective is to provide growth capital to expanding small businesses

that will create or retain jobs in rural and urban areas throughout

the Nation. 504 projects are typically structured with a 50 percent

first mortgage, a 40 percent second mortgage through the Small

Business Administration 504, and 10 percent equity through the

borrower. The maximum 504 is a million dollars.

The delivery system for this program is the certified development

company network. There are approximately 300 CDC's that are au-

thorized by SBA nationwide to provide these services to small busi-

ness.
I would like to address the current status of the program. The

authorization for this year is $1.2 bilHon for both 502 and 504 or

combined, rather, appropriated funds are $40 million for 502 and

$1 biUion for 504. It is anticipated that, based upon usage to date,

we will run out of funds sometime in July because the usage to

date is on a track of $1.4 to $1.5 billion.

NADCO urges the committee to increase the authorization for

fiscal year 1994 to $1.5 billion as well as support an increase in the

504 Program funding through reprogramming of available and ap-

propriate SBA funds from other sources.

In terms of the suggested budget from SBA for 1995, 1996, and

1997, we support the administration's proposal.

The 504 program has grown at an average rate of 30 percent per

year over the last 3 years. This is partially due to a tightened and

more conservative credit market.
The 504 Program is unique in the way that it attracts capital.

This year, with our usage, we anticipate attracting at least $2 bil-

lion in private capital into the 504 projects. Additionally, the inter-

est rates on 504 are more advantageous to borrowers than conven-

tional financing.
i. j

Over the past 6V2 years private investors who have purchased

504 debentures have become comfortable with this instrument be-

cause of its low rate of defaults and prepayments. The result has

been a shrinking of the spread over the comparable treasury rate.
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This spread has been reduced from 150 basis points at inception of

the program to 60 basis points today.
The administration's proposal requests $2.3 bilHon in program

funding for fiscal year 1995, $3.8 for 1996 and $5.7 for 1997. We
strongly support this budget request.

The 504 Program has demonstrated that it is one of the most
cost-effective job creation vehicles available through the Govern-
ment. In 7 years, over 350,000 jobs have been created or retained
by this program. The estimated cost to the Government per job is

$50 or less. The agency has also initiated some new programs and
pilot programs.
We are in full support of the administrator's attempt to not only

streamline the products but also look at new and innovative prod-

ucts for the small business communiU^.
SBA has embarked, first, on an effort called Re-inventing 504. I

am really only going to be addressing the agency initiatives as they
pertain to 504. Re-inventing 504 is looking at innovative ways to

improve the delivery system of 504s to the small business commu-
nity.

NADCO has set up an industry task force to assist SBA in defin-

ing and implementing new policies or procedures. The task force's

first report has been submitted to SBA for its review and consider-

ation.

SBA and NADCO have also worked together on a pilot program
known as the Accredited Lender Program or ALP. ALP allows ex-

perienced CDC's with track records to have greater responsibility

in processing, closing and servicing 504 loans and, thus, alleviate

some of the workload on the growing program on the SBA loan offi-

cer. The program has been successful with the small number of
CDCs and SBA offices where it has been implemented.
NADCO's Re-inventing 504 task force is not only looking at ex-

panding the number of ALP CDC's nationally but further stream-
line the processing of the 504's in order to achieve efficiency and
cost savings to the agency.
NADCO is committed to maintaining the quality of the 504 port-

folio. We are currently working with SBA and Colson Services Cor-
poration to produce a study on portfolio quality. This study is ex-

pected to be completed within several months and should provide
additional independent information on the continuing quality of our
portfolio.

In previous testimony we requested that the Federal Government
address the issue of the onerous 503 prepayment penalty. We rec-

ognize that the Chairman has made previous attempts to rectify

this situation only to have the proposals rejected.

Congress and the administration are again seeking a solution to

the 503 prepayment penalty problem, and NADCO applauds these
efforts. However, there is one facet of the legislation which we are
strongly opposed to. That is the proposal that eliminates the statu-

tory prohibition against Treasury and the Federal Financing Bank
providing financing through the purchase of 504 debentures.

First, when the 503—and I am going to go through three reasons
why we believe this would be detrimental to the 504 Program.
When 503 was first created, it was the Federal Financing Bank,

or FFB, which is a facility within the Treasury, which demanded
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that there be an interest rate market-driven prepayment penalty.
This is consistent with FFB's mission, which is to minimize funding
costs and to maximize interest rate. But this mission is directly at
odds with the mission of the SEA Programs, which are to promote
economic development through service to the small business com-
munity.
The 503 prepayment debacle is a direct result of FFB's inflexibil-

ity in the implementation of its mission, and NADCO does not be-
lieve that the policies and mission of FFB have changed.

Second, through your foresight, Mr. Chairman, the 504 program
has developed into a cost-effective financing vehicle which is a
small business's window to Wall Street.

The last page of my testimony shows a chart comparing the rate
spread over comparable 10 year treasuries between Ginnie Mae
and 504. As you can see, the rate spread for 504 is narrower than
that of Ginnie Mae for all but two periods, meaning 2 months over
the period under analysis which is 6V2 years. This has been
achieved by the 504 market, even though Ginnie Mae's program
volume eclipses that of 504.
The private sector financing mechanism is working, and FFB

entry into these markets with public funds would seriously disrupt
the flow of low-cost private capital and create chaos in the 504 se-

curities market for years to come.
Finally, the return to FFB is akin to creating another direct

lending program, since Congress would need to fully appropriate
the lending authority rather than only to guarantee costs, which is

under 1 percent currently.

504 has gained acceptance in the private markets. Its long-term
fibced interest rates are attractive to our borrowers, and the pro-
gram is inexpensive to administer.
We urge this committee to reject the administration's proposal to

put the FFB back into the 504 funding business, thereby replacing
private investment with public funds. We believe that it would lead
to an inflexible bureaucratic and costly program that does not serve
the small business community well.

NADCO does support the efforts to provide relief to those 503
borrowers facing onerous prepayment penalties. In structuring re-

lief, NADCO focused on two basic precepts: One, that we want the
$30 million authorized to reach as many affected small businesses
as possible; and, two, that every 503 borrower would bear some
burden of penalty since, when initially funded, they did accrue the
benefits of available long-term financing and at the time a lower-
than-market interest rate.

We propose that instead of using the 504 prepayment formula
and timetable to determine this prepayment amount that Congress
consider a flat percentage penalty for every borrower seeking to

repay. The funds captured through this mechanism would be added
to the pool of funds, that $30 million in order to capture more bor-

rowers who desire to prepay.
We suggest a range of 5 to 10 percent. We seriously considered

7 percent since our research showed this to be the average balance
of 503 borrowers' loan reserve account. This penalty would be easy
to compute and would offer meaningful relief to the most affected

503 borrowers.
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NADCO also supports the administration's proposal to allow 503
borrowers to refinance with 504. Without this provision, some of

the most severely impacted companies would not be able to take
advantage of the 503 prepayment relief.

Additionally, to offset some of the sacrifice that the 503 borrow-
ers will be making through the prepayment, the CDC industrj' is

prepared to assist those borrowers rolling into the 504 Program by
reducing the 504 origination fee from IV2 percent to V2 a percent.
Mr. Chairman, this concludes my prepared remarks. Thank you

again for your continued commitment to the 504 Piogram, and I

have appreciated the opportunity to speak to you and the rest of
the committee today.

I would be happy to answer any questions you or any members
of the committee might have.
Chairman LaFalce. Thank you very much.
This is a vexing problem, how to deal with the prepayment pen-

alty, but it is one that we will deal with and resolve this year. We
thank you for your input into it.

[Ms. Vohryzek's statement may be found in the appendix.]
Chairman LaFalce. Our next witness on behalf of the Independ-

ent Bankers Association of America, Mr. John Shivers.

TESTIMONY OF JOHN SHIVERS, PRESIDENT, INDEPENDENT
BANKERS ASSOCIATION OF AMERICA

Mr. Shivers. Thank you, Mr. Chairman, Mrs. Meyers, members
of the committee.

I am John Shivers, chairman of Southwest Bank of Fort Worth
and president of the Independent Bankers Association of America.
We appreciate this opportunity to testify. We strongly support

the proposals to increase SBA's guaranty authority and reauthorize
the program for 3 more years.

As you know, the IBAA represents many active SBA lenders, in-

cluding my own bank. SBA's lending programs help us serve small
businesses, which are the economic engines of our communities. We
appreciate the close contact that the new SBA Administrator, Er-
skine Bowles, maintains with the private sector and are pleased
with his commitment to revitalize this agency.
The administration's proposal demonstrates a strong commit-

ment that we find reassuring. This is a welcome contrast to propos-
als to abolish the agency made in earlier years. Enactment of a
longer-term reauthorization will encourage additional lenders to

become more actively involved in SBA loan programs.
A long-term commitment and increased guarantee amounts are

particularly important against the backdrop of last year's budget
shortfall which led to a cutoff of SBA lending. We hope that there
are adequate funds this year to allow our banks to participate in

a program to serve the new applicants that will come to us as the
economy continues to improve and recover.
As a further safeguard, we recommend that Congress provide a

contingency fund to avoid future lending cutoffs.

We also urge the administration to recognize that the SBA will

need adequate staff to implement the proposed increases and the
many initiatives that the SBA has announced. This may run
counter to the administration's goal to reduce the total Federal
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work force. However, inadequate SBA staffing could slow down
loan approvals and lead to higher loan losses. As a community
banker I know that it is a false economy if relatively small payroll

savings are overwhelmed by large loan losses.

When I testified before this committee in March regarding lend-

ing trends in the industry, I highlighted a new program that per-

mits us to submit far less documentation to the SBA when we
make a loan under $100,000. It has been a pilot program.
Mr. Chairman, I understand that this program implements a di-

rective to decrease paperwork that you and this committee initi-

ated several years ago. It allows us to make loans that would not

have been made under the regular program. It should do much to

increase lending to women and minority-owned businesses.

I am pleased to report to the committee that this program is

working very well in my bank. In fact, 65 percent of these loans

on this low-documentation pilot program have been to women and
minorities in my bank. It is a very simple program, and it works
very well.

Even though we submit less paperwork, the bank must be sure

that the loan is sound. We still require the borrowers to submit the

traditional documentation. We then review it and apply our under-

writing judgment. Based on our experience, we believe that the

loan level should be increased above $100,000, perhaps to the

$200,000 range. This would make credit more accessible to small

businesses without significantly increasing risk.

Another SBA initiative, the GreenHne Program, is less promis-

ing. While we support the concept—it is intended to fund short-

term working capital needs—the program is not workable, in our

opinion, as currently designed. Most banks would have to add staff

to meet its strict monitoring and documentation requirements.

It is now designed like a factoring operation with very rigid day-

by-day controls over inventory and accounts receivable. To offset

these costs, we estimate we would have to charge 7 to 8 percentage

points additional over the normal line of credit costs just to cover

the cost of this monitoring. The SBA should consult closely with

the banks and lenders to redesign the Greenline Program so that

it functions more like a regular commercial line of credit. Other-

wise, this would be priced out of the marketplace.

We are concerned about the provisions in H.R. 4297 which would

permit the agency to impose new or increased fees. While earlier

changes directed by Congress stretched the SBA's budget over a

larger number of loans, it also made it more difficult for lenders to

reach out to somewhat more marginal borrowers. This was clearly

a significant policy choice. Congress may want to permit the SBA
to charge fees for publications and some services, but it should re-

serve to itself the critical decisions about the basic shape of the

lending programs.
While many banks are active SBA lenders, they face stiff com-

petition from nonbanks. Recent legislation such as FIRREA and

FDICIA imposed heavy new requirements on banks that do not

apply to nonbank SBA lenders. For example, FIRREA requires

banks, but not other lenders, to obtain appraisals from certified or

licensed appraisers. This directly increased costs to borrowers who
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often responded by seeking a loan from a nonbank lender because
they have reduced costs.

The regulatory agencies are moving to reduce the burden of this

regulation by increasing the de minimis exemption. They have cer-

tified that this increase raises no safety and soundness concerns.

Despite this, we understand that some Members of Congress are

planning to offer an amendment to reverse the agencies. IBAA
strongly opposes such an effort, since it will be costly to borrowers
and offer no additional protection to the financial system.

Those who borrow from banks must also pay indirectly the other

costs of overregulation and excessive paperwork. The IBAA spon-

sored a study by the Grant-Thornton accounting firm that found
that community banks spend over $1 billion a year complying with

just 13 pre-FDICIA regulations.

Fortunately, Congress has taken some steps to reduce the regu-

latory burden. The conference on the Community Development Fi-

nancial Institutions legislation will be considering many provisions

designed to reduce the burden. We have urged the conferees to act

quickly so that the economy can begin to enjoy the advantages that

will flow from these provisions.

The IBAA appreciates the opportunity to testify on these impor-
tant issues. We urge the committee to support the administration's

proposed increases in SBA fimding and its 3-year authorization

plan. In doing so, it should also address the staffing and program
design issues that this expansion and recent SBA initiatives nave
raised.

Thank you, Mr. Chairman. I will be glad to answer any questions
you have.
Chairman LaFalce. Thank you very much, Mr. Shivers. We will

withhold our questions until we have heard from all the witnesses.

[Mr. Shivers' statement may be found in the appendix.]

Chairman LaFalce. Our next witness will be Mr. Dennis Jones,

representing the American Bankers Association.

TESTIMONY OF DENNIS J. JONES, PRESIDENT, fflNSDALE
BANK AND TRUST, FOR AMERICAN BANKERS ASSOCIATION
Mr. Jones. Thank you, Mr. Chairman, Mrs. Meyers, members of

the committee.
My name is Dennis Jones. I am President of the Hinsdale Bank

and Trust in Hinsdale, Illinois. I have been directly involved with
small business finance and specifically with the Small Business Ad-
ministration guaranteed lending program for approximately 15
years. Presently, I serve as a member of the American Bankers As-
sociation's Small Business Executive Committee.

I am here today to testify on behalf of the ABA and to voice

strong banking industry support for the Small Business Adminis-
tration's guaranteed lending programs.

In the interest of time I will summarize my statement, which has
been previously submitted to the committee.
This morning, I will be focusing my comments on the ABA's

guaranteed lending programs, including the new programs—new
pilot-type programs designed to complement the already successful

SBA section 7(a) Program. These are efforts to increase lending to
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a more diverse group of potential small business borrowers and
need to be supported.
Mr. Chairman, let me begin by thanking you for your sustained

support for the SBA and its vital guaranteed lending programs.
You are to be commended for your continuing efforts in ensuring
that there is adequate funding for the 7(a) guaranteed lending pro-

grams. Particularly in recent years, when funding has been scarce,

supplemental appropriations became necessary and were eventu-
ally received.

As I understand it, there are adequate funds under the 7(a) Pro-

gram to meet the current fiscal year demand, and I also under-
stand that there is SBA authorization language to ensure that the

program is fully funded for fiscal year 1995 and beyond. It is our

hope that this authorization, as well as its necessary appropria-

tions, will move through Congress in a timely fashion.

The ABA not only supports fully funded SBA programs but we
also support the lending initiatives outlined in H.R. 4297. These
programs, if enacted, will provide both the small business borrow-

ers and their bankers with additional flexible lending tools to assist

a wider variety of these capital-deprived small businesses who are

not currently able to obtain either traditional bank credit or cur-

rent 7(a) type guaranteed lending.

Mr. Chairman, the banking industry has been a major partici-

pant in various SBA Programs for years. Approximately 10,000 of

the nearly 12,000 banks have been involved in SBA loan programs
over the past 10 years. A primary reason for the widespread bank
participation has been the workable nature of the public-private

partnership provided by SBA guaranteed lending programs.

Because small businesses in general have limited access to cap-

ital markets and other alternative sources of credit, they are likely

to be more dependent on banks and other guaranteed lenders to

fund their operations. The SBA loan guarantee program is an ex-

tremely important tool which enables banks to assist many eligible

startup companies and companies that have the opportunity to ex-

pand and who desperately need financing but are not able to qual-

ify for traditional bank credit.

In fact, given the recent sustained periods of economic uncer-

tainty in many regions of the country, it is not surprising that the

level of bankers' interest in SBA guaranteed programs has grown
appreciably. As more lenders have gained experience with the SBA,
confidence is building in its workability. We have certainly seen the

impact of the increased participation in recent years. All projec-

tions suggest that this trend will continue well into the future.

Unfortunately, even with the many small business success sto-

ries which have been made possible under the current section 7(a)

structure, the program remains far from a panacea. For example,

although last year's changes to the SBA's preferred lenders pro-

gram were instituted for budgetary reasons and had the effect of

increasing the level of 7(a) funding, a practical impact of those

changes is affecting the delivery of guarantees to small business.

Specifically, program changes adopted last summer reduce the

percentage of loans covered by guarantee under the preferred lend-

ers program from 80 percent to 70 percent. While this program

change was intended to reduce the SBA's portfolio average from an



69

81 percent guarantee to about a 75 percent guarantee, one of the

results is that fewer loans are being submitted by preferred lenders

under the PLP Program.
Many preferred lenders are finding themselves unable or unwill-

ing to accept the credit risks and the capital requirements nec-

essary at the lower guarantee level, particularly for the marginal
small business borrower and owner, those most in need of the SBA
guarantee. As a result, many seasoned SBA lenders are submitting
a number of their loan applications directly to the SBA to be proc-

essed for the higher guarantee amount.
This process delays guaranteed loan approval. It forces unneces-

sary and costly administrative burdens on SBA field personnel.

Consequently, the ABA recommends that consideration be given to

increasing the guarantee percentage on loans made under the PLP,
preferred lenders program, to the previously authorized 80 percent
level. This increase would place the credit decision back with the
banks where we believe it belongs.

Mr. Chairman, this brings me to the provisions of H.R. 4297 de-

signed to augment the successful 7(a) Program. Even with the suc-

cess, the 7(a) Program in its current form does not always provide

enough flexibility to enable lenders to efficiently and effectively

make small business loans to very small startup operations seeking
limited amounts of working capital.

The ABA believes that the low-document program and the loan
express programs outlined under the bill would help dramatically

cut through the burdensome paperwork and enable lenders to

make guaranteed loans more workable for those businesses that

are looking for less than $100,000 in credit. Moreover, we support
the notion of moving the SBA's current direct Microloan Program
to a guaranteed type program.

Further, I would like to comment on Title IV of H.R. 4297, which
establishes within the SBA a permanent Office of Women's Busi-

ness Ownership. The banking community has long believed that an
extremely important service governmental agencies like the SBA
have to offer is that of advocacy and education. Creating offices

within the SBA which focus on specialized sectors of the market-
place have an important role to play in assisting potential small

business owners and borrowers in developing not only workable
business plans but realistic marketing plans that will increase the
likelihood of long-term success.

The Office of Women's Business Ownership is an excellent exam-
ple in that it works with potential women business owners to de-

velop business plans that can be taken directly to potential lenders
for credit consideration. This is the type of public-private partner-
ship that works the most efficiently. The ABA supports and com-
mends SBA in its effort to broaden its outreach not only for women
but for all sectors of the small business marketplace.
Mr. Chairman, let me summarize by stating that the ABA sup-

ports strongly the provisions of H.R. 4297 that will better assist

bankers looking for additional ways to make loans to struggling
small business borrowers.
Together with the successful 7(a) Program, the SBA has crafted

programs that show great potential and is looking for ways to en-
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hance those programs that are already working today. The ABA
supports this effort.

In conclusion, the initiatives and program changes outlined in

H.R. 4297 should help increase the availability of credit for a more
broad and more diverse group of potential small business borrow-
ers. These proposals should be supported.

In the end, the SBA guaranteed lending programs are important
to banks because they permit the industry to assist this fragile yet
important segment of our society while still satisfying bank regu-
lators that the safety and soundness of the financial institutions is

being protected. With the guaranteed programs, credit is provided
to small businesses that could otherwise not secure credit.

As always, this committee's continued support for the SBA Pro-

gram is certainly appreciated by the banking community. We look

forward to continuing to work with this committee and the SBA in

a combined effort to assist our Nation's small businesses.

On behalf of the ABA, I appreciate this opportunity to testify this

morning and am pleased to answer questions.

Chairman LaFalce. Thank you very much, Mr. Jones.

[Mr. Jones' statement may be found in the appendix.]
Chairman LaFalce. Our next witness will be Mr. Anthony

Wilkinson on behalf of the National Association of Government
Guaranteed Lenders.
Mr. Wilkinson.

TESTIMONY OF ANTHONY R. WILKINSON, PRESIDENT, NA-
TIONAL ASSOCIATION OF GOVERNMENT GUARANTEED
LENDERS, INC.

Mr. Wilkinson. Mr. Chairman and distinguished members of

this committee, it is again a pleasure for me to appear before you
to discuss the Small Business Administration's 7(a) guaranteed
loan program.

Let me begin by saying that this is an exciting time to be in-

volved with the SBA and its loan programs. Over the past several

years, the SBA and the lending community have provided record

amounts of capital to the small business community. The SBA has
done an excellent job in bridging the capital gap, but there is still

much to do.

For the first time in several years, I am here today not to com-
plain about the shortcomings of a budget request but to applaud
the administration for its recognition that small businesses are an
important part of the overall effort to create and sustain a pattern

of steady economic growth and job creation. Without the success of

small business, this country will not have a sustained and wide-

spread economic recovery.

Without capital, small businesses cannot start, grow and prosper

and create jobs. I thank SBA Administrator Bowles and the admin-
istration for understanding that it is vitally important that the 7(a)

and other SBA loan programs be fully funded so that the credit

needs of small businesses in this country can be met. I hope that

through the appropriation process Congress will show its support

for these vital small business loan programs and fully fund the

President's budget request for SBA business lending.
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In regards to H.R. 4297, except for a few items, NAGGL supports

the legislative package that has been proposed. The proposed 7(a)

business loan program levels for fiscal years 1995 through 1997
should be sufficient to meet borrower demands.
NAGGL supports the SBA 7(a) loan program initiatives, such as

the Greenline, the Low Doc, the Women's pre-Qualification Pilot

Loan Program, Small Loan Express, expanding the Microloan Pro-

gram, harmonizing the Export Revolving Line of Credit Program
with Eximbank's Working Capital Guarantee Program, as well as

making the International Trade Loan Program more flexible.

While we are covering SBA program initiatives, NAGGL also

supports Senator Dianne Feinstein's efforts to create the Small
Business Defense Conversion Guaranteed Loan Program. We agree

with the Senator's assessment that the best way to minimize the

economic disruption caused by base closures and defense

downsizing is to create jobs in those communities by supporting the
expansion of small businesses.

It is during difficult times that borrowers need capital the most
but often find that lenders are constrained from making needed
loans, thereby further restricting access to capital for small busi-

ness. Best of all, the loan program would require no new bureauc-
racy to administer as it would operate as a part of the SBA's 7(a)

loan program.
Many sectors of the small business market remain starved for

capital, and these initiatives address many specific areas of need.

The SBA is addressing these needs in an entrepreneurial fashion.

We have heard two of the members already comment on the

Low-Doc Program. It is a program that appears to be working quite

well. It is a program designed to reduce the paperwork on loan ap-

plications of $100,000 or less. The credit review then focuses on the
applicant's character and willingness to repay debts as evidenced
by credit history. In exchange for a 90 percent guaranty and a sim-
pler loan application process, the lender must be willing to accept
the responsibility for and pay the costs of any liquidations.

Through April in the pilot program in Texas, 975 loans had been
approved for $52.9 million for an average loan of about $54,000.
There is another 200 loans in backlog waiting for processing.

While NACjGL is supportive of all these initiatives, we must real-

ize that SBA cannot be expected to continue to deliver more serv-

ices without some realignment of resources. Many SBA field offices

are already overwhelmed by their current responsibilities. SBA
field offices must have the resources and delivery systems to meet
their current and expanding needs.

To address the resource problem, the SBA is proposing organiza-

tional initiatives. First, SBA's reorganization plan will reduce the
number of employees in the central and regional offices and allo-

cate those positions to field offices. NAGGL supports the concept of

moving staff to the field offices, as this will allow SBA to improve
the delivery of service to small businesses and at same time put
SBA in a better position to handle its expanding workload.

Second, NAGGL supports SBA's efforts to streamline its oper-

ations through the use of centralized business loan service centers

and a centralized preferred lender loan processing center. These ef-
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forts should create economies of scale, while at the same time im-

proving consistency and improving the service to small businesses.

Third, NAGOL recommends that the preferred lender program
be reviewed. Since the legislative changes last August, PLP loans

as a percentage of loan approvals has dropped dramatically. This

means more loans are being physically processed by the SBA, plac-

ing a further drain on the existing limited SBA personnel. SBA's
transactions costs increase because of the greater amount of han-
dling required on each application. Most importantly, the small

business borrowers suffer as loans backlog at the SBA, reducing re-

sponse times to loan applications.

One reason that lenders are shying away from the preferred loan

program is the amount of capital a lender is required to put in each

transaction. Bank lenders simply cannot make long-term loans, the

kind most needed by small businesses, when their funding source

is short-term deposits. In other words, you do not borrow short to

lend long. Lenders will opt for the highest guaranty percentage

possible, not only as a hedge against credit risk but as a way to

limit their term or maturity risk.

Our major concern in the legislative package are the proposed

changes in sections 508 and 509 of the bill which would remove the

prohibition of SBA imposing any new or increased loan guaranty

fees or debenture guaranty fees or any new or increased user fee.

NAGGL does not object to SBA charging a reasonable and cus-

tomary fee for its services, but for those of us who remember a

prior administration's attempt to dismantle the SBA from the in-

side out, we recommend that a limit be set on the maximum
amount of any new or increased fee and that guaranty fees not be

subject to this change.
Mr. Chairman, that concludes my remarks. On behalf of all the

members of NAGGL, I thank you for this opportunity to again

come before this committee, and I would be happy to answer ques-

tions.

Chairman LaFalce. Thank you very much.
[Mr. Wilkinson's statement may be found in the appendix.]

Chairman LaFalce. Last year, we had to make some tough deci-

sions. We did. We increased some fees. We reduced some guaran-

tees. We imposed a fee on loans sold into the secondary market by
Vio of 1 percent, and we reduced the guarantee on large real estate

loans, those for more than $155,000 with over a 10-year term, to

75 percent instead of 85 percent. We reduced the guarantee on the

preferred lenders program to 70 percent instead of 80 percent.

Now, we didn't want to do any of that, but we also wanted to in-

crease the loan guarantee authority. In order to increase the loan

guarantee authority, we had to do something, and we couldn't conie

up with additional dollars to provide the subsidy money. That is

the approach we collectively made.
We did say, though, that we would revisit the issue, take a look

at it and see how it is working in practice. You have touched upon

it, but I could use more specifics.

For example, what percentage of loans are you now submitting

under the regular program rather than under the preferred in

order to obtain the higher guarantee? What specific anecdotal evi-
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dence can you offer that borrowers are being declined because of

the lower guarantees, if any?
What has been the impact, if any, of the secondary market fees

on loans that you guarantee? Are they being retained in house or

is the secondary market proceeding apace? If they are being re-

tained, how is that impacting the liquidity? Or is your liquidity so

great that it really doesn't make that big of a difference?

Who would care to comment on this laundry list of questions?
Mr. Wilkinson.
Mr. Wilkinson. Let me take a crack on the PLP percentage. It

is my understanding that, as a percentage of SBA's loan approvals,
that number has dropped from around 16 percent of the approvals
down to about 8, and there are several offices—SBA district offices

in the country that are having substantial backlogs.
It is my opinion that the difference between the guarantee per-

centages would, in and of itself, not be a reason to deny the loan
application. I am sure soma lenders will disagree with that, but if

the loan works at a 70 percent guarantee—or, excuse me, at an 80
percent guarantee, it should probably work at a 70 percent guaran-
tee.

The problem is lenders just simply cannot load up on long-term
loans in their portfolio, so we have asked lenders to increase the
amount of capital they must dedicate to long-term loans, and that
dramatically increases or dramatically impacts their liquidity ra-

tios.

Chairman LaFalce. Aren't their liquidity ratios so great that
that shouldn't be a problem?
Mr. Wilkinson. Well, in some institutions that is correct. Other

institutions, particularly your high-volume SBA lending banks, li-

quidity is a major issue.

Chairman LaFalce. Don't most of them attempt to sell it off, the
unguaranteed portion in the secondary market?
Mr, Wilkinson. The guaranteed portion, yes.

Chairman LaFalce. Aren't they selling the unguaranteed por-

tion? For example isn't the money store packaging
Mr. Wilkinson. The commercial banks are not allowed to partici-

pate in that program. In my written testimony I touched on that
as well.

Chairman LaFalce. We don't allow them to?

Mr. Wilkinson. Commercial banks are not allowed to securitize

the unguaranteed portion of their loans today. That is an initia-

tive

Chairman LaFalce. What law is that?
Mr. Wilkinson. Well, there are two. First, SBA has a regulation

that allows only nondepositories to participate in The Money Store
type transaction. That is one side.

On the second side, we have banking regulators who use a more
conservative regulatory accounting treatment for the loan sales. So,
even if SBA allowed commercial banks to participate today, they
would not get the same kind of accounting treatment that The
Money Store does on their process.

Chairman LaFalce. Well, I understand that there is a different

type of accounting treatment for noninsured institutions as opposed
to insured depository institutions, but I don't know if there is any
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prohibition. It is just that there are different requirements. Is there

any legislative or regulatory prohibition against a bank selling off

the unguaranteed portion?

Mr. Powers. I don't think there is a prohibition. It gets to the

interest income and when it is recognized going off the books,

doesn't it, Tony?
Mr. Wilkinson. Well, part of the discussion is how the regu-

lators treat the sale of the loan. If a lender is

Chairman LaFalce. Of the unguaranteed portion?

Mr. Wilkinson. Of the unguaranteed piece. If the lender is at

risk for any portion of that loan and in the securitization process

that The Money Store has gone through they have established a re-

serve to absorb the losses.

In the eyes of the regulators, a lender is at risk for the entire

unguaranteed piece, so they cannot remove the loan from the books
plus they must then lever up their financial statements by showing
the money that they have received from the secondary market as

an additional borrowing. So, for a bank to sell a loan they have to

raise additional capital, and that is a backwards process.

Chairman LaFalce. Does anybody else want to tackle any por-

tion of the issues that I raised?

Mr. SfflVERS. Mr. Chairman, the lowering of the guarantees will

have an effect on the real small loans to the startup businesses, the

mom and pop type who are the highest risk, the very risky loans

to start out with. I think that lowering the guarantee amount will

hurt those type of borrowers.
Chairman LaFalce. I am looking for anecdotal evidence as op-

posed to projection. I am looking for actual experience. Of course,

I think that the simplified forms that are being used for loans

under $100,000 now will, in my judgment, more than make up for

the reduced guarantee that preferred lenders are experiencing.

Mr. SfflVERS. Our experience with that program has been excel-

lent.

Chairman LaFalce. I wonder if that could be more of a reason

for resort to the regular 7(a) Program as opposed to the PLP pro-

gram than the reduction in the guarantee. In other words, if the

forms that you need for loans of $100,000 are so much less now,

wouldn't it be natural that the banks would be much more likely

to go through the regular process which will also give it a higher

guarantee?
Mr. Shivers. It would cut the approval time about in half, Mr.

Chairman, on that low documentation program.
Chairman LaFalce. Of the 16 to 8 percent reduction, how much

of that is attributable to the reduction in the guarantee and how
much can be attributed to the use of the regular program to secure

the paperwork reduction under the Low Doc pilot?

Mr. Wilkinson. Well, the small loan program is only a pilot, and
it is only being done in the San Antonio district office. That is a

very focused program.
The Low Doc Program has not been expanded nationwide, al-

though SBA plans to do so soon.

Chairman LaFalce. We still have the forms simplification pro-

gram that we mandated by law in 1988 for loans under $50,000

which is being used across the country.
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Any further comments?
Mr. Jones. Mr. Chgiirman, just a quick comment on the dropping

of the guarantee on the PLP. There continues to be a school of

thought in the banking industry—it is a school of thought that is

on the wane—that once a deal gets done and an SBA 7(a) loan gets

made that immediately thereafter, at the same time of the funding

of the loan, some portion of the bank's reserve for bad debts, allow-

ance for loan and lease losses gets allocated to the unguaranteed
portion.

As I say, it is a school of thought that is on the wane. It is held

by more of the 30- and 40-year veterans of the banking industry.

When you drop a guarantee piece from 20 percent unguaranteed
to 30 percent unguaranteed, the natural reaction is my reserve for

bad debts isn't as good as it used to be, and I think that is the rea-

son why we are seeing the diverting of some deals that are good
to do, worth doing, from the PLP to the regular loan program.

I agree with one of my other panelists up here who said that the

mere fact that the guarantee went from 80 to 70 doesn't dictate

whether a loan gets made or doesn't get made, but I think it is hav-

ing an influence on how it is going to get made and that is why
people are going the direct route instead of the preferred lender

program route.

Mr. Wilkinson. I just wanted to add to that. You know lenders,

particularly bank lenders, have only so much of their deposit base
that they can put into long-term loans. Under the changes from
last year they have now been asked to put more into each deal,

which means they can either opt to not do PLP and go to the high-

er guarantee percentage route or do fewer loans. So, you are seeing

lenders opt to move away from PLP back to the higher guarantee
percentage so that they can take what limited capital they have
available and leverage that into the most loan dollars they can.

But I also don't want to give the impression that we think the

answer is raise PLP back up. That simply won't stand by itself be-

cause we know that guarantee authority is too precious and that

there will be some more hard choices there.

If we decide that the way to combat this problem is by raising

PLP, something else is going to have to be given up so that we
don't give up very valuable loan guarantee authority.

SBA has already taken a look at this issue of taking it back up
to 80 percent, and it would cost us almost a billion dollars in guar-

antee authority for next year, and that is something we just simply
couldn't give up right now.
Chairman LaFalce. Thank you.
Mrs. Meyers.
Mrs. Meyers. Ms. Vohryzek, I am pleased that NADCO is work-

ing on streamlining SBA processing of 504 loans. One of my CDC's
in Kansas has complained to me about the length of time it takes

to process a 504 proposal. What is the average length of time for

504 processing by the SBA currently and how many CDC's and
SBA field offices are currently participating in the accredited lend-

er program pilot?

Ms. Vohryzek. In terms of average turnaround time, I am not

aware of a national study where SBA can say that the average
length of time is 3 or 4 weeks.
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From my impressions from the association, I would say that we
have a low turnaround, particularly, for instance, like in the San
Diego field office—or rather district office—it can go down to as low
as, say, 3 days for credit approval and maybe the fourth day for

attorney review. So, as low as 4 day turnaround.

I have heard as high—^for instance, right now, Fresno is experi-

encing a staffing problem, and so they are all the way up to 8

weeks. Now, that is an anomaly, but I would say that the range
that I have heard is as low as 3 to 4 days and as high as 6 to 8

weeks.
The administrator is attempting to address some of these issues

by this reprogramming or rechanneling of staff down to the district

offices. In many cases, it is a matter of staffing. In som.e cases, it

could be a matter of a particular staff person. That is hard to deal

with.

We do talk to central office in cases where a CDC—^for instance,

like the one that you are speaking about, I know that central was
aware of that CDC. It is one of a few that they are trying to work
with the district office because it is a particular problem and not

a systematic problem.
In terms of—we have in the pilot program approximately 30

CDC's. I would say that probably touches about 50 districts be-

cause some CDC's like mine will have accredited lender status in

a couple of different districts whereas some will just be county wide
and, therefore, only report to one district. So, I would say field of-

fice plus district probably somewhere around 50 SBA offices, and
we have approximately 30 accredited lender CDC's.

Mrs. Meyers. Thank you.

I have one question for the bankers, and then I will yield.

Mr. Shivers and Mr. Jones, while I appreciate your comments
about the importance of the 7(a) Program, and it is very important,

I also have some concern that dramatically increasing the program

as proposed in the SBA's reauthorization package only further dis-

courages banks from making any loans to small businesses without

the Government guarantee. I would like you to comment on that

and tell me what percentage of the small business loans made by
your banks are under the 7(a) guarantee.

Mr. Shivers. Mrs. Meyers, the majority of loans made in my
bank are not under the 7(a) guarantee program.

Mrs. Meyers. The majority are not?

Mr. Shivers. Are not. We specialize in lending to small busi-

nesses, and a lot of them are locally owned. Most of them are—

a

lot of them are—^mom and pop shops.

Now, we also have made loans directly that have been rejected

by the SBA, so we have—my bank has always worked hard in this

area, and the ones we have submitted to the SBA have been the

ones where we felt like the risk of direct lending was too great. We
keep all of them in our portfolio. We do not sell any in the second-

ary market.
Our loan demand is still extremely light in the State of Texas,

and I am looking for all the good loans I can find.

Mrs. Meyers. Thank you.
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Mr. Jones. A very small minority of the loans that the banking
organizations in the metropolitan Chicago area are making are via
the 7(a) or SBA guaranteed programs.
Mrs. Meyers. A small percentage like 25?
Mr. Jones. No. Well, less than 5 percent.
Mrs. Meyers. Is that right?

Mr. Jones. The reason for that, though, in that particular region
is intense competition, and it is, generally speaking, a better pro-
gram for a small business borrower in terms of cost to proceed
without the SBA guarantee than to proceed with an SBA guaran-
tee.

I really think that your concern is a legitimate concern in areas
where there may be less competition, where few banks control a
larger segment of the small business marketplace and decide to

proceed that way. But a very small percentage are done with guar-
antees.
Mr. Wilkinson. I might add that I thought I had with me the

top volume list from SBA, but I did not. But my recollection is to

be in the top 25 volume lenders, a lender makes somewhere be-
tween 50 and 70 loans per ^ear, so for an institution, even those
that are making that list, it would not be the majority of their
loans.

I wanted to comment on the staffing issue. One thing we do need
to keep in mind is that, because of the earthquake in California,

a lot of SBA loan officers have been detailed out there, which is

adding to the backlog problem. I think SBA has done a fantastic
job out there, but that is one thing we do need to keep in mind.
Turnaround times all over the country are down. Some offices on

the 7(a) side are looking to 3 to 4 months to getting an application
processed. But we are sensitive to the fact tnat a lot of staff has
been detailed to California.

Mrs. Meyers. Thank you, Mr. Chairman. I will excuse myself be-
cause I have another hearing I was supposed to be at a half hour
ago.

Chairman LaFalce. Mr. Sarpalius.
Mr. Sarpalius. Thank you, Mr. Chairman.
I would like to ask Mr. Wilkinson a question and the rest of you

if you want to respond.
We have seen the family in this country change a lot through the

years. Now some women must work to add to wieir family income.
Many of these women have obtained degrees, improved themselves,
and are trying to start businesses. Women are starting businesses
today at twice the rate of men.

If the current trend continues, women will own over 40 percent
of all the businesses in this country. Yet SBA's financing goes to
women only about 8 to 10 percent of the time. Women literally

start businesses in this country by the use of a credit card. They
have a tough time getting financing. Do you agree we have a prob-
lem here? If so, what should we do to correct it?

Mr. Wilkinson. I am glad you asked that question.
First of all, NAGGL, as well as the American Bankers Associa-

tion and the Independent Bankers Association, has been participat-
ing in a review group at the National Economic Council in conjunc-
tion with the SBA, on the flow of capital to women- and minority-
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owned businesses. SBA has put out some information that does in-

dicate 8 to 10 percent of the loans are flowing to women-owned
businesses, but the SBA themselves will agree that they have some
problems with their data.
As part of the review process, the banking groups in conjunction

with SBA are going to take a look at what are the definitions that
SBA uses. For instance, a husband and wife who through a part-
nership own and run a business where the wife is the dominant
manager, that business is not considered a woman-owned business.
So there are some definitional problems that need to be reviewed.
SBA also has a category whereby they can't tell race or gender

on the application, and they put it into an undetermined class.

That is 20 to 25 percent of their loan applications.

So there is a process that we are going to go through to take a
look at the definitions that are being used and to refine the way
the data is collected. My guess is that the SBA's actual results are
much better than that 8 to 10 percent number that they put out,

and NAGGL is happy to participate in the review process and see
what we can do.

Even though the results are better than what we have here, I am
sure we can still do a better job, and we are going to do our best
to encourage our member institutions to look hard at the issue.

Mr. Sarpalius. When do you anticipate us having available some
sound numbers? If we have got a definition problem, what can we
do to correct it? The numbers I gave are pretty impressive. If they
are not accurate, I think it would be in our best interest on this

committee to have a better understanding as to whether women
have a true problem in obtaining financial assistance. Do we have
a problem here or not?
Mr. Wilkinson. Well, I think, based on the data collection sys-

tem today, it is tough to know that answer. I think in certain areas
there probably are some problems.
The SBA ran a trial report on the top 25 volume lenders in the

country and their performance in the women and minority lending
areas, and most of them were quite impressive. On the average, be-

tween 25 and 40 percent of their portfolios were to women- and mi-

nority-owned businesses. Yet they are coming back with the num-
ber of only 8 percent on these calculations, so it is tough to know
what is the right answer.
We surveyed some of our members in California and found the

percentage of loans to women and minority owned businesses to be
quite high.

In terms of timing, there have been three or four meetings at the
National Economic Council. The reviews committees are now in the

process of being formed. The administration is working on a 6-point

initiative to address the issue.

I won't steal their thunder. I will let them announce it when they
are ready. But my guess is the definitional problems hope to be
concluded by the start of the next fiscal year. So, at the end of fis-

cal year 1995, we will have good, hard data that we can deal with.

Mr. Shivers. Bill, under the pilot, the low documentation pro-

gram that has been under pilot status in Texas has worked ex-

tremely well. It is simplified. Many of the especially startup busi-

nesses, new starts by women and minorities, have been small dol-
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lar amounts. This program has worked wonderfully in our experi-
ence.
Our bank gives 65 percent of the loans we make under this pro-

gram, this low documentation thing, to women and minorities and
in relatively small amounts of money to get business startup
money. I think this program holds lots of promise in the future
based on our experience and a fast turnaround, too. Instead of the
8 weeks we get out of the Dallas office, in San Antonio we are get-
ting 2 weeks turnaround on those.

Mr. Jones. Congressman, the statistics you recited indicate that
it is a different world, just as it is a different world in the world
of new business formation. The SBA programs that we are refer-

ring to that are currently in a pilot stage are very much needed.
The 7(a) Programs don't work all that well for service-oriented

business startups where there is a dearth of collateral, where there
is a dearth of hard assets. Many of the new business startups that
I see—and this is anecdotal based on experience—that are women-
started businesses are service oriented, and when they are service
oriented the traditional 7(a) Program doesn't work quite as well.

The Low-Doc, the Loan Express where you are talking about
character, credit history, experience and those sorts of things, I

think will ask you the numbers in the right direction. There is a
problem, and I think one of the solutions to the problem is that
which has already been begun in some of these initiatives that
have already been begun by the SBA.
Mr. Sarpalius. Mr. Jones, you talked about how we now live in

a different world, and it is a different world. As the world has
changed, there are many opportunities for small businesses to com-
pete in global markets. Unfortunately, a lot of these small busi-
nesses coming back with contracts from other countries can't get fi-

nancing. We are missing the boat somewhere.
What can we do to help small businesses who have been aggres-

sive in obtaining opportunities in other markets around the world
but they can't get the financing at home?

Mr. Jones. I can get at that a little bit.

Part of it is something that, at least in my case, the banking in-

dustry has to deal with. In many cases the lending organizations
and the lenders who are affiliated with the community banks that
very typically are doing business with smaller kinds of companies
have some reticence because of lack of experience in dealing with
international trade.

As the consolidation of the industry continues, the banking in-

dustry continues, there is going to be more and more availability
of people who are experienced in international trade dealing with
the small business exporter and importer. So, I think part of that,
the natural progression or one of the benefits of the consolidation
of the banking business, is going to be that lenders who didn't pre-
viously have experience with export-import kind of financing are
going to have a colleague that wears the same lapel pin who will
be able to help them with that, so I think some of that is going to
get improved.
The initiatives that are underway that are part of what we are

discussing here today relative to guarantees from standby letters
of credit are to be applauded. When there are real opportunities for
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cdmpanies that are doing $2 and $3 million a year in sales to move
their product into foreign markets and the combination of better
experienced bankers who are not afraid of standby letters of credit,

bills of lading, freight forwarders and all the buzz words of the
international trade market combined with some of these kind of
programs where the creditworthiness is on the edge, is marginal,
I think will expand those markets. So, I am encouraged that that
is going in the right direction.

The Small Business Committee can facilitate that with applying
some of the already-in-place guarantee type programs to foreign re-

ceivables, to export finance, to standby letter of credit guarantees.
Mr. Shivers. Bill, I think Dennis touched it on the head, a lack

of experience.
In my market in the Fort Worth-Dallas area, I have a number

of customers who are in the export-import business, and a few
years ago, when they first approached us, we didn't know anything
about it. But we learned, learned in a hurry. Now we do it as a
normal course of business every day. We have about a half-dozen
companies that ship merchandise both ways as exports and as im-
ports, and it is good business. If you know what you are doing it

is relatively simple, and it works.
In fact, one company that we started has grown to such an ex-

tent that they have outg^rown the credit that we and a consortium
of other banks can provide them and are getting ready to go to a
public stock issue. So, it works. It just takes a little work on the
first time to get the information. That is as close as your telephone.
Mr. Sarpalius. Well, is I am just looking for what we can do to

help those small businesses that are trying to capture those oppor-
tunities.

Mr. Shivers. Probably some seminars on export-import docu-
mentation and paperwork would be required in that marketplace.
Mr. Wilkinson. We did a survey of our membership—it has been

about 18 months ago—as to why they did not use SBA's export re-

volving line of credit program more than they did. The two domi-
nant answers we got back were, number one, our borrowers don't

ask for it; and, number two, we don't understand the international

lending market so we don't get involved with it.

So I think we really have a systemic problem here where lenders
really don't understand how to deal in international lending.

Loking at some of the centralized processing efforts that SBA is

going through, perhaps a centralized export finance unit might be
appropriate.
Mr. Sarpalius. Mr. Chairman, I will just share with you, be-

cause I held several hearings on this issue. We found one problem.
The Federal Government has 19 different agencies that have 150
programs relating to small businesses and trade. Any small busi-

ness wanting assistance is shuffled around from agency to agency.

They don't know where to go to get help. This is a golden oppor-

timity for small businesses. With the passage of NAFTA, we have
seen some real opportunities for small businesses in Texas. With
the GATT agreement that is being debated now and as we see

other agreements around the world being discussed, we need to

take advantage of those opportunities for small businesses.

Thank you.
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Chairman LaFalce. Thank you very much, Mr. Sarpalius.
Mr. Kim.
Mr. Kim. Thank you, Mr. Chairman.
I do have one question to you, any of you.
I had a discussion with several people, business people, who had

this SBA guarantee loan. Actually, what happened, they acquired
a building as part of a business expansion and through SBA guar-
antee loan, through this money store investment company, and
some reason that all the other buildings they have must be part
of this, must be given to money store investment company as part
of second TD, not only the building they financed but also the other
buildings, too.

By doing that, whenever they try to sell the other building, the
profit or equity they have generated by this transaction must be
used to pay off the Duilding they financed with the SBA guarantee
loan. Since it is written all the places they are having a difficult

time to get a conventional loan. The bank doesn't want to touch it.

So I don't think this is a fair practice, why SBA put hands on
all the other buildings they own. So, do you know this is a fact or
perhaps what we can do to change the policy?
Mr. Wilkinson. Many times, you take a look at the small busi-

ness loan application and you will find that in their particular busi-
ness operation the amount of equitv capital they have at work is

not sufficient in and of itself so that lenders will look to other
sources of equity capital to shore up the deal, for instance, a second
trust deed. It is a fairly common practice that when those side col-

lateral assets are sold that some or all of that equity money be
placed back in the business as if it were there from the start. It

is a fairly common practice, and I have really not heard too many
issues involved with that.

Mr. Jones. If I understand Congressman Kim's concern, though,
it is not the equity capital being required to be put back in the
business. It is being required to pay down the new loan that was
made by the new property.
Mr. Kim. That is also a concern, too.

Mr. Jones. It is hard to discuss without knowing the specifics of
the transaction. For example, if 100, 105, or 110 percent of the pur-
chase price of the new building was being advanced it would not
be unusual to take additional collateral in the form of a secondary
TD. That is something that needs to be part of the up front, the
negotiation process, in terms of if I sell any of the secondary collat-

eral will there be lease price B.
It sounds like in this particular case, unfortunately, that negotia-

tion up front wasn't agreed to and was taken as collateral, and the
lender then has the right at that point to require that it pay down
the loan. It is tough.

It is not at all—I would say it is not uncommon, but that seems
a tad onerous because if the funds go back into the company it is

just as well placed there as if it is paying down the loan. It is hard
to specifically address the issue without knowing how the loan got
on the books to begin with.

Mr. Kim. Thank you.
Chairman LaFalce. During my earlier questioning, we spent

most of our time on the reduction in the guarantee mr preferred
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lender program. But what about the imposition of the fee, Vio of

1 percent, on the sale of the guaranteed portion into the secondary
market? That has not had any adverse impact, has it?

Mr. Shivers. Not that I am aware of. Tony could probably an-

swer that better because I don't sell into that market.
Mr. Wilkinson. It is probably a little too early to tell. We had

a lot of loans that were sold before the effective date of the legisla-

tion.

If you take a look at just this year alone, the volume of loans

flowing into the secondary market is down somewhat, but, again,

you had a lot of loans that probably got sold in a rush, so we prob-

ably need a little more time to evaluate the impact of that fee.

But that is a fee that could be looked at in regards to review of

the PLP program. Perhaps there is a way if, in fact, we determine
that the backlog created by the decline in PLP usage is important,

perhaps this 0.4 percent fee could be charged beyond those loans

that are sold on to all loans.

That is just one example of the review process we could take a
look at for the preferred lender program, but right now I think it

is probably a little too early to call. My guess is that there are lim-

ited

Chairman LaFalce. We have had some problems with that ap-

proach.
Mr. Wilkinson. That is just an alternative that is out there.

Chairman LaFalce. What about equalizing the regular guaran-

tee and the guarantee under the preferred lender program by re-

ducing the guarantee to 70 under the regular program?
Mr. Wilkinson. Well, it could be a combination of reducing CLP

and increasing PLP to a certain level. It could be securitizing the

unguaranteed piece. That is an option to take a look at, too, but,

clearly, the driving force right now is making sure we have suffi-

cient funding.
Mr. Jones. Chairman LaFalce, there was a bit of an outcry when

the fee was imposed. I don't hear that at all. I really don't see that

being determinative.
Chairman LaFalce. I thought that would be the least onerous of

all of them, to tell the truth. I was adamant on getting at the back
end rather than on the front end.

Now what about the reduced guarantee on the large real estate

loans, the longer maturity? Any problem with that?

Mr. SfflVERS. No.
Mr. Jones. No.
Chairman LaFalce. I didn't think there would be, either.

Let's get into the subject of fees. You have expressed reservation

about the administration's request to remove fee prohibitions to

give the agency the discretion to impose them, particularly loan

guarantee fees. It is understandable because I think sometimes
SBA doesn't make those decisions but 0MB makes those decisions.

Let's focus in on servicing fees. What is your bank's policies

about charging for servicing actions? What is the general bank pol-

icy on fees for servicing action? What specific fees do your members
charge for substitution of collateral?

Mr. Shivers. We normally charge whatever our cost is in han-

dling costs, fairly nominal.
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Chairman LaFalce. Is that a percentage?
Mr. Shivers. No, not on a percentage basis, Mr. Chairman. It de-

pends on the paperwork and whether some fiHngs would have to

be made on substitutions. It would be just to recover the cost of it,

maybe $25, maybe $50. It depends on how many filings have to be
done at the courthouse.
Chairman LaFalce. Shouldn't the SBA be able to charge a serv-

icing fee, also?

Mr. Shivers. Well, I wouldn't call a fee for substitution of collat-

eral a servicing fee. That is just a one time, not a continuing situa-

tion.

Chairman LaFalce. What would you call a servicing fee?

Mr. Shivers. I would think that would be a fee such as in the
mortgage lending pools where the originators or whoever does the
servicing there gets about % of a point for servicing that loan.

Now, that is what I consider a servicing fee.

Chairman LaFalce. Could we distinguish in what we permit be-

tween PLP not permitting the SBA to do something there but per-

mit the SBA certain type of fees when they are making the deter-

mination on the guarantee? That would be a greater inducement
to use the PLP Program, it would seem to me, and therefore reduce
the subsidy and therefore permit more loan guarantee authority.

Mr. Wilkinson. I am not certain the incentives by the small fees

will be sufficient to warrant using the PLP program.
Chairman LaFalce. Very good.

Barbara, if I may call you that, so that I do not have to spell

your name, mispronounce it, I think the penalty right now on all

outstanding 503 loans would be about $98 million.

Ms. Vohryzek. If all were prepaid. The number that I have
heard thrown around is $160 million if all 503 loans were prepaid,
but that also includes loans that would be prepaid that aren't at
an onerous interest rate. That would be people prepaying because
of where the Treasury rate is right now.
Chairman LaFalce. What is the outstanding amount on 503's

right now?
Ms, Vohryzek. I am going to have to look it up. It is in the $500

million range.
ChEiirman LaFalce. I thought it was about $527 million.

Ms. Vohryzek. Yes.

Chairman LaFalce. I was under the impression that the FFB
penalties would be $98 million. Now, I thought that was if all were
prepaid as opposed to excessive amounts because I don't know how
we would define excessive. You came up with 160.

Tom, do you have
Mr. Powers. I think 160 is an older figure.

Ms. Vohryzek. Older interest rates. You are right. Because they
have moved—^you are right.

But that also includes people prepaying that may be at 9 or 10
percent, that may not be at onerous interest rates, that may hold
onto their loan because it doesn't make sense for them to prepay.
Chairman LaFalce. Now, first of all, I was pleased where you

offered to reduce the IV2 percent origination fee to only a third of

that amount. That 1 percent, essentially, can go to SBA without
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any additional cost to the borrower and that will permit relief to
stretch to cover more borrowers.
Ms. VOHRYZEK. We were actually offering relief to the borrower.

We had talked about doing that where the borrower would pay the
origination costs of IV2 then 1 percent would go back to the agency
to stretch the dollars. This is actual relief to the borrower. So, in-

stead of being at 2y8 origination, which is all of the different fees,

they would be a half percent below that, to originate back into 504.
But, as you know, it is put into the debentures so they are not out
of pocket, but it is a cost they incur in order to roll from 503 to
504. So, that would not stretch the relief.

Chairman LaFalce. What if the SBA captured it?

Ms. VoHRYZEK. Well, that is also something we discussed, that
the idea—excuse me, it was a 1 percent. So, that the 1 percent
would go—^the borrower would pay the 2*% and the 1 percent would
go along with the half a percent reserve back to the agency.
Chairman LaFalce. That would permit us the ability, it would

seem to me, over time to stretch more relief to more borrowers.
Ms. VoHRYZEK. That was our thought, along with that 7 percent.
Chairman LaFalce. I am not wedded to anything at all.

You also talked about a penalty. You are not talking about elimi-

nation of prepayment penalties. You are talking about mitigating
it. You talked perhaps about a 5 to 10 percent rate, especially in

the 7 percent range. Seven percent of a $527 million portfolio

would yield $37 million as compared to an FFB penalty of $98 mil-

lion. Thus your formula would leave a gap of $61 million, and, of
course, we only have about $30 million in the administration's
budget. Do you have any suggestions about a system to allocate re-

lief?

Ms. VOHRYZEK. Well, one of the thoughts had been to take it

from the top, basically hit the 15.7 or 16.2, the top end, and then
bring it on down. Because the $98 million, based on present Treas-
ury rates, is also including those people at 8, 9, and 10 percent.

So the question is how far can we dig into the pool of prepayment
people who would want to prepay and have the opportunity to?

How far down can we reach without having the delineation of ev-

eryone at 10 percent and 8 percent knowing where these people
capture?
Our thought was that we could easily be able to come down to

at least 11 and possibly below 11 percent.

Chairman LaFalce. That would permit prepayment by all those
individuals with interest rates above 11 percent?
Ms. VOHRYZEK. The 7 percent is what is left, is the average per-

centage in their escrow accounts.
When these 503's were originated, 2 percent was set aside. It is

the borrower's
Chairman LaFalce. If somebody is at 10.5 percent and they are

not eligible and somebody else is at 11.5 percent and they are eligi-

ble, should they be eligible for 7 percent?
Ms. VOHRYZEK. No. No. What would happen—oh, I see what you

are saying. You are saying you believe there should maybe be a
tiered prepayment?
Chairman LaFalce. How can you say if vou owe 11.5 percent we

are going to permit you to pay 7 percent, but if you owe 10.5 per-
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cent, you will have to pay 10.5 percent until the loan is repaid. You
want to remove the disadvantage, but you don't want to make the
most disadvantaged advantaged over the others by providing them
some relief but denying any relief to lower interst rates.

Ms. VoHRYZEK. Maybe I am misunderstanding. Seven percent
would be the prepayment penalty on all borrowers who chose to
prepay. So, whether they are at 15 percent stated interest rate, ef-

fective interest rate, or at 10 percent, if they chose to prepay the
outstanding balance of their loan, what we are assuming is that
those people at the 9 or 10 percent level it would not make eco-
nomic sense for them to prepay, that it would make economic sense
at the higher interest rate levels, and that the 7 percent was a fig-

ure derived from the average balance in the escrow accoimts across
all 503 borrowers.
So that we were hoping that most of these borrowers would

have—all of them will have escrow funds. Some of it may only be
4 percent. Some will be 10 or 12 percent. So, that those people,
when they prepay their 503, the escrow is released so they will

have funds to counter the prepayment on the 503.
Chairman LaFalce. I want to thank all the members of the

panel. We have raised some very interesting issues, and the com-
mittee will be grappling with them as we reauthorize the SBA pro-
grams this year. Thank you very much.
[Whereupon, at 11:06 a.m., the committee was adjourned, subject

to the call of the chair.]





REAUTHORIZATION OF SMALL BUSINESS
ADMINISTRATION PROGRAMS

TUESDAY, MAY 17, 1994

House of Representatives,
Committee on Small Business,

Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m., in room

2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman ot the committee) presiding.
Chairman LaFalce. The committee will come to order.

Today the committee resumes its current series of hearings on
proposals to reauthorize programs administered by the Small Busi-
ness Administration, and to modify some of their terms and condi-
tions.

This morning, we will be covering two topics: Venture capital and
surety bond guarantees. Thus, we will have two separate panels.
One of the panels will present testimony on the Small Business

Investment Company, or SBIC Program, and the Specialized Small
Business Investment Company, or SSBIC Program.
The SBIC Program has entered a new era. Legislation we au-

thored which was signed into law 2 years ago is now being imple-
mented: The new participating securities funding provisions. Regu-
lations finally have been issued and SBA has license applications
pending from 48 new SBIC's. Over the next 3 years, SBA expects
the new program to provide funding of over $3.3 billion, plus an-
other $770 million on debenture guarantees.
On the SSBIC side, the agency is finally moving forward with

another congressional initiative: The buy-back of preferred stock.

When originally issued, the preferred stock fi^om SSBIC's con-
stituted an indefinite investment by the SBA Stock issued in the
past 5 years, however, has a mandatory 15-year buy-back provi-
sion, but older stock is still outstanding. We are attempting to

phase it out by selling it back to the issuers, and I am looking for-

ward to hearing of SBA's progress from the industry's perspective.
The other panel will deal with the surety bond guarantee pro-

gram and the current pilot program establishing a preferred surety
bond guarantees program.
SBA is convinced that the preferred program is such a success

that it has proposed the elimination of the regular program and ex-

clusive reliance on the preferred program which is less costly and
has a lower administrative burden.
This is certainly an interesting proposal, but the committee is

concerned that elimination of the regular program may result in

some contractors being unable to get bonding under the preferred

(87)
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program. Since many contracts require bonds, closing the SBA
bond window to small businesses would essentially put them out

of the running for such contracts. To such firms, the results could

be devastating.
Before we begin with one of the panels, do any other Members

have any statements they wish to make at this point? Mrs. Mey-
ers?
[Chairman LaFalce's statement may be found in the appendix.]

Mrs. Meyers. Mr. Chairman, I am not going to make a lengthy

opening statement, as I am sure we are all anxious to hear from

our witnesses. However, I would like to comment briefly on my con-

cerns about our venture capital programs so that the witnesses can

perhaps address these issues during their remarks.

As we know from the SBA's own admission and from the recent

GAO report, there are significant problems with the SBIC and
SSBIC Programs in terms of projected losses and eligibility criteria.

I am not comfortable with the dramatic increases proposed by the

SBA for these programs. Even though there are new regulations in

place and a new associate administrator, Robert Stillman with vast

investment experience, I do not feel that we should push ahead
with increased authorization levels until the program is cleared up.

Once the insolvent entities have been closed out, the losses ac-

counted for, and any bad actors expunged from the SBIC, SSBIC
Programs, then we can talk about increases. Until that time, I feel

it is this committee's responsibility to protect the taxpayer money
that has been invested in this program and not throw more good

money after bad.
As representatives of the SBIC and SSBIC are with us today, I

hope they will address my concerns and tell the committee what
these associations are doing to police their own membership and

ensure the quality of these programs.

Thank you, Mr. Chairman.
Chairman LaFalce. Thank you very much, Mrs. Meyers.

Any other Members have opening statements?

Mr. Knollenberg. Just very briefly, Mr. Chairman, if I might,

I just wanted to thank you for continuing to hold these hearings.

I think this is about the fourth in this regard that we have had,

maybe it is the fifth, if you are counting. But I wanted to thank

the panel for coming today and providing some insight into some

of the specific programs within the SBA. I think through these

hearings on the SBA's budget, the Chairman has provided all of us

on this committee an opportunity to look deeper into the SBA, and

perhaps find some ways to shape the administration in order to

more effectively grow our Nation's business. I look forward to the

testimony from the panel and thanks to all of you for being here.

Thank you, Mr. Chairman.
Chairman LaFalce. Thank you.

,

If there are no further openmg statements, we will begin. I know
Mr. Sommer is here. Is Ms. Price here yet? Do we have all of the

surety bond guarantee panehsts here, Ms. Komlodi, Mr. Huss, Mr.

Jankowski, and Mr. Sauer?
Mr. Sommer, I wonder if you would mind if we took panel two

first, so that we can await Ms. Price's arrival. If that panel on sur-

ety bond guarantees could come forward, please, we will hear from
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you first. We wdll put your testimony into the record as if it were
read. You may feel free to summarize it. I am hoping that you
could all give your statement in approximately 5 minutes. If we
have to go a little bit more, that is OK, but hopefully not too much
more.
Ms. Komlodi, we will start with you.

TESTIMONY OF MARCI KOMLODI, BOND MANAGER, TIG
PREMIER INSURANCE CO.

Ms. Komlodi. My name is Marci Komlodi. I am an assistant vice

president and bond manager of TIG Premier Insurance Co.

Good morning, and thank you for providing us this opportunity
to speak before you regarding the Small Business Administration
surety bond guarantee program.
TIG Premier Insurance Co., formerly Transamerica Premier In-

surance Co., is one of the largest surety companies participating in

the prior approval program. We are very concerned over your con-

sideration of eliminating the funding for that program and we
strongly urge you to fiind the program at the appropriate levels for

its success.

We have worked with the prior approval program since 1984,
and in that 10-year period have been solely responsible for writing

$55 million of gross premium on SBA guaranteed bonds. This rep-

resents contracts totaling more than $2.7 billion. I think you can
agree that our contribution to the Nation's economy through the
program has been significant. In calendar years 1992 and 1993,
TIG issued over 6,000 final bonds through the SBA, representing
over $720 million in contracts.

It is important to understand that this prior approval program
appeals to a special surety market, which is different than the
standard surety markets which access the program through Plan
B. TIG is a specialty surety serving an entirely different market.
We focus on a market that consists of small, emerging, minority
and startup companies who are unable to secure bonding through
regular channels or don't fit the niche carved out by the standard
markets.
Companies such as TIG write bonds for contractors in situations

traditionally not fulfilled by the standard surety companies.
Like other special surety companies, we operate differently from

the standard surety companies. Our distribution system is dif-

ferent. We work with a pool of general agents and their subagents
located throughout the United States. Additionally, we grant un-
derwriting authority to those general agents who have intimate
knowledge of the business and economic climate of the area. This
decentralized approach enables underwriting agents to personally
assist contractors in their development. Furthermore, it is this ap-
proach that enables us to provide bonds to qualified contractors
who in other circumstances would be denied bonding. It is through
the prior approval program that we are able to work so successfully

in this way.
The proposal to move all SBG activities through Plan B would

have a devastating negative effect on my company, our general
agents and our contractors.
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The current statutory guidelines prevent TIG from participating

in the program through Plan B. In order to write the same volume
of bonds per year in Plan B as we currently write in the prior ap-

proval program, we would be required to restructure our entire op-

erations which would be ultimately cost prohibitive. With only a 70
percent guarantee under Plan B, there are many bonds that TIG
would not write, bonds that are currently written under the prior

approval program. We have long been a strong supporter of the

SBA SBG program and eliminating the prior approval program
would effectively eradicate our ability to write bonds for the very

group of contractors for whom the program was designed.

TIG's general agents would also suffer serious effects without the

prior approval program. They would lose underwriting authority

and could therefore not effectively service the accounts resulting in

the loss of clients. Further, the loss of the prior approval program
could mean losing a book of business, and if clients aren't available

and are going elsewhere, it is only a matter of time before those

agents themselves lose business and eventually become unem-
ployed.

Most importantly, the loss of the prior approval program would
result in our inability to bond contractors, ultimately harming this

group of small, minority and emerging businesses. The prior ap-

proval program provides the level playing field in the surety mar-

ket, insuring competitiveness and fairness. This results in the best

possible prices for jobs for the taxpayer. Without the prior approval

program, contractors currently bonded through the program would

have no access to the market.
It is likely that the Plan B sureties are either unwilling or un-

able to write bonds for a large number of the contractors served

through the prior approval program. It is clear that the social bene-

fits of maintaining the prior approval program far outweighing any

nominal cost of continuing the program.
TIG has reviewed SBA testimony regarding statistics of the prior

approval program as compared to Plan B. As a surety company in-

volved in the industry, we note that the presentations provided are

somewhat flawed.
Plan B is a pilot program which has been in existence for only

3 years. It does not carry sufficient credible experience to be able

to compute loss ratios effectively. Most surety losses occur after 18

to 24 months. The initial writings in Plan B were low, con-

sequently, true losses may not be known for several years after fur-

ther production.
Additionally, the loss ratios presented must be viewed relative to

production. Plan B accounted for 10 percent of the SBA bonds writ-

ten and 5 percent of the losses. The prior approval program ac-

counted for 90 percent of the SBA bonds written and 95 percent of

the losses. Clearly, these ranges are to be expected given the re-

spective levels of production.

TIG urges this committee to ensure that the funding necessary

for the success of the prior approval program is available. We be-

lieve that the prior approval program and Plan B can successfully

coexist as was intended. The design of the pilot program, Plan B,

was not to replace the prior approval program, but rather to com-

plement it. The prior approval program is designed to address the
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problems experienced by small, emerging, minority and startup
businesses unable to secure bonds in the standard market.
As Plan B sureties do not actively pursue these specialty contrac-

tors, the prior approval program is the key to providing the major-
ity of bonds to small, emerging, minority and startup companies.
Precisely those businesses which are the backbone of our economy.
Further, the prior approval program embodies the true spirit of the
surety bond guarantee program: It provides access to those who
otherwise would not be able to compete in a very aggressive mar-
ket. It is the ability of the contractors to meet bonding requirement
and therefore be competitive through the prior approval program
that assures the taxpayer the greatest value for his dollar.
Thank you for your consideration.
Chairman LaFalce. Thank you very much.
[Ms. Komlodi's statement may be found in the appendix.]
Chairman LaFalce. Mr. Huss?

TESTIMONY OF JOHN A. HUSS, VICE PRESIDENT, UNITED
STATES FIDELITY & GUARANTY CO.

Mr. Huss. Thank you, Mr. Chairman. My name is John Huss. I
am vice president with U.S. Fidehty & Guaranty Co. in the fidelity
surety operation.
U.S. Fidelity & Guaranty Co. is currently, as of 1993, the fourth

leading writer of surety business in the United States. We have
been in the surety business since 1896,
USF&G has been involved with the U.S. Small Business Admin-

istration surety guarantee program since its inception as a prior
approval program. We have been a participant in the preferred sur-
ety bond guarantee program since March of 1991, and we strongly
believe that our activities in the PSB Program have been mutually
beneficial to the contractors to which we provided bonding, the
SBA and our company.
From the time we wrote our first bond in the PSB Program 2

years ago, through April of this year, we have issued a total of 525
final bonds guaranteeing projects for 255 contractor accounts. From
our standpoint, our written premium from these bonds has grown
from only $16,000 in 1991 for the whole year, and all of that was
fenerated fi-om the previous prior approval program, to over
400,000 in 1992 and in excess of $700,000 in 1993. We have set

a target to write $1 million in this program for 1994.
A key measure of whether or not we are being successful in this

program as far as we are concerned is the number of contractors
that we have graduated and are able to bond without a guarantee.
As of last February, we are now bonding without the guarantee 19
contractors that we initially bonded with SBA support. This may
not seem Hke a large percentage considering the number of con-
tractors that we are currently handling in the program, but you
must remember that we didn't actually start writing bonds until
early 1992 when our systems and the systems of the SBA were
meshed. Considering that the contractors were acquired over the
period of time of the past 2 years, and most of them really in the
last year or so, I think the graduation numbers are significant and
they demonstrate that the system is working.
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We strongly feel that the existence of the preferred surety bond
program has enabled us and other companies participating to pro-

vide bonding credit to small and emerging contracting businesses

who have the know-how, desire, and potential to make it in the

construction field and grow into viable contracting businesses.

These firms would not have had the opportunity to acquire bonds

in the standard surety marketplace without the presence of this

program.
On the other hand, we have concern with the concept of elimmat-

ing the prior approval program. We believe that the small contrac-

tor marketplace contains firms with significantly varving levels of

expertise, experience and potential for growth. Not all of these are

quahfied for bonding under the underwriting approach that we use

in connection with the business that we place in the preferred sur-

ety bond program. Our underwriting criteria are geared to the se-

lection of contractors whose inability to obtain bonding is primarily

due to the undercapitalized position normal in a startup or emerg-

ing business. The other underwriting criteria applicable to small

contractors are then employed to evaluate the ability of the con-

tractor to complete the project in question, and his likelihood to de-

velop profitability and growth.

We believe that other surety markets, some of whom participate

in the SBA's prior approval program, have developed the expertise

and service networks to provide bonding to the small contractor

markets that might not meet the underwriting criteria of the so-

called standard surety marketplace. Eliminating the prior approval

program would, we believe, severely diminish the availability of

bonding to this segment of the market.

The small contractor marketplace is best served in its variety of

contractor types and abilities by continuing with both the prior ap-

proval and the preferred surety bond programs.

Thank you very much.
Chairman LaFalce. Thanks you veiy much, Mr. Huss.

[Mr. Huss' statement may be found in the appendix.]

Chairman LaFalce. Our next witness, Mr. Michael Jankowski of

the Amwest Surety Insurance Company.

TESTIMONY OF MICHAEL JANKOWSKI, ASSISTANT VICE
PRESIDENT/CLAIMS MANAGER, AMWEST SURETY INSUR-
ANCE CO.

Mr. Jankowski. Thank you, Mr. Chairman. I am here to testify

before this committee on behalf of Amwest Surety. My position

with the company is assistant vice president and manager of our

claims department. I would like to thank each member of the com-

mittee for the opportunity to testify today.

Amwest is the Nation's largest underwriter of specialty surety

bonds and we have been one of the largest participants in the SBA
surety bond guarantee program for the past 15 years.

Our company was founded in 1970 and for the past 24 years our

primary business has been providing surety bonds for small,

emerging, and minority contractors. We have 31 branch offices lo-

cated strategically across the United States, and we are Ucensed to

do business in all 50 States, including Guam, Puerto Rico, and the

District of Columbia.
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Our commitment to meeting the bonding needs of small, emerg-
ing and minority contractors has been expanded over the past year
to include our participation in two innovative public/private part-

nerships.
Recently, Amwest entered into a national agreement with the

Department of Commerce to provide $30 million in surety bond
credit to qualified minority contractors throughout the United
States. Each of our branch offices will participate in the program,
providing local assistance to minority business development cen-

ters. Native American business development centers, and MEGA
centers located throughout the country. Be advised that joint

Amwest/Department of Commerce meetings with a number of re-

gional development centers that have already begun.
In addition, we have committed $50 million in surety bond credit

for the Regional Alliance for Small Contractors in New York and
New Jersey. By our involvement in these programs, Amwest will

help to provide small contractors with greater opportunities to

qualify for bonding for Federal and private jobs.

While not all bonds written through these programs will be SBA-
fuaranteed bonds, it significantly increases our comfort level to

now that the prior approval program is available.

Although I wanted to provide you with a brief background on

Amwest and our participation in the SBA Program, that is not my
primary purpose for testimony today. The question before the com-
mittee is whether or not the SBA prior approval program should
continue to be funded. To answer this question, it is necessary to

review the purpose behind the prior approval and the preferred

program.
The purpose of these programs continues to be to provide small,

emerging and minority contractors with a vehicle by which they
can obtain bonds required to bid on Federal and private construc-

tion projects. Contractors bonded through these programs do not
have the required combination of experience and financial net
worth to obtain bonds from standard market sureties. Further-
more, these contractors often are unable to pledge collateral nec-

essary to obtain bonds from specialty surety markets.
By writing these bonds, the Government and the participating

sureties are providing these contractors with an opportunity to ex-

pand their business, create jobs, provide a more competitive atmos-
phere in the construction industry, and add to the American econ-

omy.
As I indicated earlier, Amwest has been one of the largest par-

ticipants in the SBA prior approval program for a number of years.

However, our participation has declined over the past few years.

The primary reason for this decline is that some of our under-
writers have been reluctant to deal with what they consider to be
a very cumbersome paperwork process. It is our belief that the
paper flow within the SBA structure, both at the underwriting
stages and claims reimbursement stage, could be improved if the
SBA were provided with proper systems.

I understand that some work nas already been accomplished on
these systems and we would hope that this committee would allow
for their completion and implementation. The SBA must be ade-

quately equipped with systems to reduce and simplify its process-
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ing procedures under the prior approval programs. Furthermore,
the SBA must also be supported in its field offices.

With these improvements, the SBA will be able to provide quali-

fied sureties with much more incentive to enter the program, or ex-

pand their existing participation, which will result in the utiliza-

tion of all available underwriting authority appropriated to the

SBA each year.

In our opinion, the staffing cuts currently being considered would
seriously impair the SBA's ability to achieve its primary goals of

providing avenues for emerging and minority contractors to enter

the marketplace and to generate more competitive bids on federally

funded and private projects.

Let me elaborate on the most critical issue being considered by
this committee. Keep in mind that the preferred program was es-

tablished in 1990 to attract large standard market sureties to the

SBA surety guarantee program. These so-called standard compa-
nies have long track records in the surety industry, tremendous fi-

nancial reserves and resources and well-established, generally con-

servative, underwriting philosophies. In other words, these compa-
nies do not want, nor do they require, any special guidance or con-

trols imposed by the SBA, such as those existing under the prior

approval program.
Alternatively, most of the sureties currently involved in the prior

approval program are small, dynamic, growing companies that

have a desire to increase their book of business through the SBA
surety guarantee program. These specialty companies also have a
genuine interest in assisting small emerging and minority contrac-

tors in their efforts to break into and succeed in the field of public

construction. These sureties. Amwest included, continue to benefit

from the input and expertise of SBA staffers. Additionally, the

SBA, as well as the construction and surety industries, benefits

from the fact that under the prior approval program, the SBA can

closely watch and monitor a surety's decisionmaking process and
adherence to SBA underwriting and claims regulations.

As you can see, the prior approval program provides necessary

informational resources to specialty sureties and an assurance of

regulatory compliance in a manner absent from the preferred pro-

gram. So, the real issue is not whether the prior approval program
should continue to be funded; we believe the answer is yes. The
real issue is ensuring that is SBA has the proper staff and tools

required in today's business world to allow it to transact business

in an economic and efficient manner.
On behalf of Amwest, I strongly urge Congress to provide for the

continuance of the SBA Program at its current program and staff-

ing levels, and to seriously review what additional staff and equip-

ment is necessary in order to increase SBA productivity. Doing so

will encourage a much greater participation in the program by
Amwest, and other quality sureties.

Thank you once again for this opportunity and privilege to testify

before this committee.
Chairman LaFalce. Thank you very much, Mr. Jankowski.

[Mr. Jankowski's statement may be found in the appendix.]

Chairman LaFalce. Our final witness on this first panel is Mr.

Thomas Sauer, representing the American Surety Association.
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TESTIMONY OF THOMAS J. SAUER, PRESmENT, WESTERN
STATES BOND AGENCY, INC.

Mr. Salter. I thank you, Mr. Chairman, and members of the

committee. I am here to represent the American Surety Association

as well as my own agency. Western States Bond Agency, Inc., out
of Denver, Colorado.
The American Surety Association is a professional trade associa-

tion comprised of 100 businesses participating in the specialty sur-

ety industry. The organization began in 1980 as a way to improve
information, both to and from companies that were involved in the

SBA's prior approval program. Our membership represents most of

the active participants in the prior approval program.
In 1986, the SBA ran out of funding for this prior approval pro-

gram, back in August, and TASA encouraged its contractors to con-

tact Members of Congress, and we were told that their response
was impressive to vou, and we do congratulate you for making sure

that we have not had funding problems since that point. The pro-

posal for the $2 billion per year we think is adequate to provide

sufficient funding for this program.
We are concerned, though, about the elimination of the prior ap-

proval program. As has been stated before, this prior approval pro-

gram has been established for over 20 years, and it has effectively

met its mission in providing smaller and emerging businesses with
the resources to qualify for surety bonds and compete for contracts.

Many of these small and fledgling contractors are unable to obtain

bonds without the SBA because their resources are too modest and
their size represents too great a risk to regular surety companies.
Under this Plan B, this pilot program, the selected surety compa-

nies are authorized by the SBA to issue and monitor surety bonds
without SBA's prior approval. However, in order to participate in

this Plan B Program, the surety must meet certain regulatory re-

quirements that the SBA imposes. It should be noted also that

these same sureties that are Plan B players were initially involved

in the prior approval program, but due to their reluctance to par-

ticipate fully with the program, the specialty markets came in and
the specialty sureties came in to fill the void and basically became
the major players in the prior approval program.
As stated earlier, the program has been proven to be successful

over a 20-year period, and to analyze the success of this program
against the pilot Plan B Program, in effect, for only 4 years it is

premature. It has been noted in previous testimony presented to

this committee that the loss ratios for the prior approval program
were more than twice that of Plan B.

There are two basic factors involved in that. Under the prior ap-
proval program, the SBA gives a higher guarantee, 80 to 90 per-

cent depending, versus the 70 percent given to Plan B. So, that will

inflate the loss ratio a bit. Also, most of the bonds underwritten
through Plan B at this point are less than 18 months old, you real-

ly can't establish a loss ratio in that short a time period.

There is a report called the GAO-RCED94134 Report. It is a
March 1994 report of the GAG where they state that SBA officials

believe—^this is in relationship to Plan B—that the officials believe

that the lower loss ratio for the Plan B Program reflects the sure-

ty's reluctance, with the 70 percent guarantee, to underwrite high-
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er risk bonds; that they concentrate on funds with growth poten-

tial. So, Plan B is not yet proven whether it can or will meet the
mission of assisting all small and emerging businesses.

The prior approval program and Plan B appeal to different con-

tractor markets in terms of their assistance. The elimination of the

prior approval program would result in foreclosure of contract ac-

cess to the prior approval program's market.
The prior approval program participants are companies designed

to assist small and emerging contractors. Their target market is

not limited to contractors showing significant growth potential. It

is very often the case that the smaller contractor is satisfied with
remaining small, as the company can build a strong company with-

out necessarily growing larger in their environment.
Plan B, however, seeks to guarantee only those smaller compa-

nies with significant growth potential. The expectation from Plan

B participants is that these contractors will eventually move into

the standard surety market. Without the prior approval program,
a large number of contractors would then no longer have access to

the surety marketplace resulting from Plan B's marketing strategy.

Even if Plan B participants were willing to shift their emphasis
to include the prior approval program's contractor market, we are

not sure Plan B participants would be able to fulfill the complete

100 percent of the market seeking SBA guarantees.
Elimination of the prior approval program, it should be noted,

may also result in less minorities having access to the surety bond
guarantees available through SBA. Currently, the SBG prior ap-

proval program has approximately 24 percent minority contractor

participation versus only 16 percent working with the Plan B. We
are not certain that the 24 percent presently guaranteed through
the prior approval program would necessarily fall into the Plan B
Program. The prior approval program has successfully qualified

small and emerging contractors for SBA.
Let me concentrate a little bit on my own agency and my per-

sonal experience with the SBA's Program. I have been involved

with the program since 1977. My experience has been that we have
underwritten numerous small town, rural contractors who have
just single or sporadic bond needs.

Plan B sureties, as I stated before, aren't necessarily geared to

handle the one-shot deals or those accounts with no growth poten-

tial. I am not sure they would ever contemplate doing that, just be-

cause of the economy of it. We are a market that caters to those

people.
Also, we are in a pretty soft surety market right now where

bonds are fairly accessible to any qualified contractors. But back in

1986 to 1990 when the market was very tight, we wrote many con-

tractors who were denied further surety credit by the sureties now
participating in the Plan B Program because of the distressed na-

ture of their financial statement. Without the prior approval pro-

gram, these companies would have no place to go. The prior ap-

proval program allowed these companies to gear themselves up and
are maintaining themselves and are viable companies at this point.

Also, we deal with numerous companies that are startup, or busi-

nesses that are less than like 3 years old, and the Plan B players

generally have companies that have to be in business for 3 years.
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So, there is a prohibitive factor involved in the Plan B where new
businesses wouldn't have a chance to obtain surety credit.

Also, the prior approval program allows contractors the oppor-

tunity, specialty contractors, those that can't get bonds through
Plan B because of the unique nature of their work, they can't ob-

tain bonds. Through the prior approval program, we are able to

take these contractors and provide surety credit for them.
Also, the other area that could be taken out of the loop is the

local insurance agents, the small insurance agents that are in

every community who don't necessarily have an appointment with

the Plan B companies. They would be shut out of the loop unless
the prior approval program would be allowed to continue in exist-

ence.

I would like to thank you for the opportunity to speak.

Chairman LaFalce. Thank you very much, Mr. Sauer.

[Mr. Sauer's statement may be found in the appendix.]

Chairman LaFalce. I thank all the panelists. I am not going to

ask any questions right now.
I really think that this is one recommendation that the adminis-

tration has made which is way off base. I just think they are court-

ing trouble, actually potential disaster, for marginal small business

contractors, for minority contractors.

The ones that are going to benefit under Plan B are the ones
that perhaps don't even need Plan B; the ones that need help the

most are the ones that won't be getting it. They wouldn't be eligible

for Plan B. It would be very unlikely to give them assistance.

I actually think this would lose the Government money from con-

struction work these businesses might do and it just wouldn't get

done.
Do any of you have any comments you would like to make based

on my observations? You disagree in part, agree in part or in

whole, whatever?
Mr. Huss. I will speak from the Plan B participation. I agree

wholeheartedly with your philosophy on this issue. One of the re-

quirements under Plan B is that the contractor is unable to get

bonds under normal requirements without the guarantee. So, to

the extent that the contractor is able to get a bond in the standard
marketplace, where we do focus, has been indicated, on future po-

tential and growth.
Chairman LaFalce. A 3-year track record.

Mr. Huss. We are looking for a track record. The ideal candidate
for Plan B, I believe, would be someone who is perhaps a minority

and who has worked for other people and risen to the level of

project manager or superintendent, knows how to do work, knows
how to get a job done, has gotten some help in the form of an ac-

countant and has potential to grow, and has no capital. I mean, he
has a pickup truck and some tools.

Chairman LaFalce. What percentage of Plan B have been mi-
nority contractors?
Mr. Huss. Roughly 19 percent, in our experience.

Chairman LaFalce. Nineteen percent?
Mr. Huss. Yes, sir.

Chairman LaFalce. What about prior approval? What percent-

age of prior approval?
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Mr, Sauer. Minority participation?

Chairman LaFalce. Yes.
Mr. Sauer. Roughly 24 percent, is every figure we have seen. I

agree with your statements. I think that the SBA may be a bit pre-
mature in their analyzes to get rid of this program. Because it

has—I mean, we have a 20-year history of success with it.

Mr. Jankowski. I think there is an element of graduation on
both sides. I mean, the prior approval program was started 20
years ago with the hope that these people would get bonds, grow
their business, and then graduate into the standard market. I

think that holds for some of the surety companies, too.

You do have a lot of—when Amwest started in the program,
Amwest was writing about $2 million of surety premiums a year.

We write about $60 million now. The benefit of having the SBA to

review a lot of these submittals was critical to a company like

Amwest at that time. There are a lot of companies that are in the
prior approval program now that are like Amwest was 15 years
ago. So, there is an element of graduating those companies up to

Plan B.

Chairman LaFalce. Do you find that the prior approval also

brings with it a certain amount of management advice, assistance,

during the prior approval process?
Mr. Sauer. Definitely.

Mr. Jankowski. Yes. Also what you mentioned about getting
these folks some help, that is the whole idea behind this partner-
ship we have with the Department of Commerce. It is not only just

to find people to provide surety bond credit, but we are working
with the Department of Commerce and these regional offices to

help work with these people to train them on how to better manage
their money, how to better manage their projects, and how to man-
age their business like a big company so that they stay profitable.

I think anybody in the claims business on the surety side would
agree that the biggest losses we incur, can be tracked back to

somebody who either has poor management skills or has gotten
into an area where they can't manage what they are taking on.

Maybe they are taking on too much and they have limited manage-
ment skills. I think this whole program we are involved in gets

back to helping these people develop better management skills.

Chairman LaFalce. Thank you very much.
Mrs. Meyers, do you or any of the other Members have any ques-

tions?

Mrs. Meyers. As I understand it, the difference between Plan A
and Plan B, then, is not just the level of the guarantee.
Ms. KoMLODL Correct.

Mrs. Meyers. In other words, there is a difference in the level

of guarantee, but it is also the level of involvement of SBA?
Mr. Sauer. Involvement of the contractors. There would be so

many contractors, in my opinion, that would slip through the

cracks without the prior approval program, because the sureties

that are involved in Plan B have economic considerations to take,

factors to take into account. So, the small, the real small contrac-

tors, I think, would have a real significant problem getting credit

through Plan B.
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Mr. Huss. I think another significant difference is the way the

regulations are drawn. To be a Plan B surety, no more than 25 per-

cent of your premium income can come from guaranteed contracts,

and the underwriting—the evaluation of the business must be done
with the same underwriters that handle the conventional or normal
book of business for the surety. So, the intent is to apply more
standard underwriting approaches and to look at the ability to do
the work, the potential for graduation and growth, and to basically

concentrate on the startups and the emerging contractors that

don't have the capital to qualify for bonds.

Mrs. Meyers. Thank you, Mr. Chairman.
Chairman LaFalce. Mr. Knollenberg?
Mr. KsrOLLENBERG. Very quickly. I know Ms. Komlodi—did I pro-

nounce that right—you mentioned something about the social bene-
fits outweigh the nominal costs. I guess I would like to know what
these costs are. I know that is one of the questions I would like to

raise, maybe for the rest of you, too. I know you go about your busi-

ness constructing the idea of making some risks that you can ac-

cept. You make some assumptions sometimes with respect to either

the prior approval plan or Plan B that you may not make with re-

spect to your general book of business. But what are those? What
are those costs that you spoke about?
Ms. Komlodi. The nominal costs I am referring to is the cost to

the SBA of operating the plan, operating the program in light of

the numerous billions of dollars of contracts that have been—that

the bonds have guaranteed. I think I had quoted $2.7 billion of con-

tracts for just the bonds that TIG has written since inception; $2.7
billion over 10 years, and the program costs—the program costs in

relation to that, in my opinion, are nominal for the benefit that the
public is getting.

Mr. Knollenberg. Are you talking about prior approval and
Plan B, or are you talking about just prior approval?
Ms. KoMLODL I don't have the statistics on the cost to operate

Plan B, so I was referring to Plan A.

Mr. Knollenberg. Let me ask the rest of you, then, with regard
to Plan B, because this one is a little bit looser in its structure. Is

there the potentiality that there must be a greater risk here for the

taxpayer to be involved in this Plan B in a greater way than they
would have been in the prior approval plan? Maybe that is not for

you to answer, but I am going to ask you now if you can respond
to that.

Mr. Jankowskl Well, I think there certainly is, under Plan B,

the sureties sort of operates on their own. They do—they don't

get—there is no prior approval in effect.

Mr. Knollenberg. All right.

Mr. Jankowskl They are operating on their own, and I believe

—

and Mr. Huss I think can answer this better—but I think maybe
every year the SBA comes in and does an audit to make sure that

the Plan B surety is complying with the regulations in terms of

their underwriting practices, their claims handling practices.

Under Plan A, every bond has to be approved and in effect, al-

most underwritten through the SBA, so there is a constant eye on
the sureties to make sure they are following the regulations with
regard to underwriting and with regard to claims handling.
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So in Plan B, you might not—somebody may be writing this busi-

ness for a year; you are not getting a look at them for that whole
year. If, at the year-end audit, if there have been violations, well,

you are stuck with those bonds. In all likelihood, any way, you are

probably stuck with those bonds that you wrote that year, whether
they complied with the regulations or not. That is maybe a little

bit of speculation, but probably pretty good speculation on that.

Mr, Knollenberg. All of these small businesses are

undercapitalized, and I think you mentioned, for example, that you
have an ongoing program, Mr. Jankowski, that relates to them,
helps them get through some of the rough spots.

Mr. Jankowsici. Right. Well, there is certainly gpreater risk. I

mean, that is why in the prior approval program, it is an 80 or 90
percent guarantee. To Amwest, which is familiar with writing

bonds with collateral, that is like 80 or 90 percent of collateral

every time we write one of those bonds. That is real evidence of the

amount of risk that is involved in writing these contracts.

These new programs are geared toward trying to mitigate that

risk by helping these people become better businessmen before they

ever get a bond.
Mr. Knollenberg. And you all want to continue both the prior

approval program and Plan B?
Mr. Jankowski. Right. With the sureties, you could be in one or

the other.

Mr. Knollenberg. Right.

That concludes my questioning. Thank you.

Chairman LaFalce. I want to thank the panel for an excellent

presentation. We will surely take your opinions into very careful

consideration. Thank you very much.
Mr. Jankowskl Thank you.
Chairman LaFalce. And if we may have our next panel, Mr.

Howard Sommer, chairman of the National Association of Small
Business Investment Companies; Ms. JoAnn Price, president of the

National Association of Investment Companies.
Mr. Sommer and Ms. Price, we will put the entirety of your testi-

mony in the record, and I would ask each of you to summarize it,

please.

You are both extremely knowledgeable, articulate individuals,

and so if you could marshal your arguments behind your principal

points, I would like to ensure that we conclude this hearing no

later than 11 o'clock. In fact, I guarantee you we will conclude this

hearing by 11 o'clock. I do have a number of questions that I want
to ask and other Members may, too.

Mr. Sommer, we will start with you.

TESTIMONY OF HOWARD F. SOMMER, CHAIRMAN, NATIONAL
ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES

Mr. Sommer. Thank you. I very much appreciate this oppor-

tunity to testify before you.
I am testifying in my capacity as the volunteer Chairman of the

National Association of Small Business Investment Companies,
which is the national trade association for the SBIC industry. I

should point out that in my real life, I am president of Fundex
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Capital Corp., which is a privately owned SBIC located on Long Is-

land in Great Neck, New York.
Fundex Capital, which was licensed in 1978, has had a profitable

track record for the past 16 years. We have successfully financed

some 230 small businesses, with over $35 million in funding, and

we currently have in excess of $10 million under management.
I should point out to you that as a result of newly published

SBIC regulations and the related management changes within

SEA, we have expanded our commitment to our SBIC operation

and we expect to double in size over the next 2 years.

I will abbreviate my comments in response to the Chairman's re-

quest, but I will comment briefly on the proposed new authoriza-

tion levels for the program for fiscal years 1995, 1996, and 1997.

I will not comment at all on the various proposed technical amend-

ments contained in the bill. I will also briefly comment on H.R.

4298 dealing with the prepayment for SBA-guaranteed debentures

issued by State and local development companies.

Finally, I do welcome the opportunity to respond to Mrs. Meyers'

comments as to the timing of the expanded commitment to the

SBIC Program and I will do so at the conclusion of my prepared

remarks. In fact, I will be as brief as I can on the prepared re-

marks, because I would like to address Mrs. Meyers' comments in

great detail.

Chairman LaFalce. I was hoping you would do exactly that.

Mr. SOMMER. In fact, let me issue a summary statement, if I

may.
Chairman LaFalce. I think we have a golden opportunity now.

Never before have we had an administrator, never before have we
had an associate administrator for investment who was so knowl-

edgeable about venture capital and the potential for maximizing

this program. If ever we are to take something with a program and

rim with it, this is that moment, and I do not want to lose this

golden opportunity.
Mr. SoMMER. I would support those comments in that we are at

a point in time that is unusual in the history of this program. Let

me just point out that
Chairman LaFalce. My counsel admonished me, he said with

the obvious exception of Mr. McNeish when he was at SBA.
Mr. SoMMER. I won't comment on that.

Let me just point out that last year when we testified before this

committee, we indicated that the new program would only be suc-

cessful if it attracted top quality financial management into the

program and meaningful levels of private capital investment.

We indicated that in order to achieve those objectives, we needed

several prerequisites; one being new regulations that provided a

positive regulatory environment, and in very brief summary, I am
pleased to point out to you that with the publication of the final

regulations just a few weeks ago or a month ago, we have achieved

the first purpose which was to create a regulatory environment

that would not only provide opportunities for SBIC licensees, but

would enhance the flow of capital to the small business community.

I should also point out that last year we commented on the need

for upgrading management within the SBA—^within the Small

Business Administration itself to make the program work, and I
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am pleased to report that from our perspective, SBA Administrator

Erskine Bowles and the Associate Administrator for Investment,

Robert Stillman, bring to the agency exactly the type of relevant

experience and background that not only provides an understand-

ing of what the licensee's requirements are, but provides an under-

standing of the marketplace and the needs of small business that

heretofore was not within the administration.

As a result of that confidence and understanding of the business

we are in, I am pleased to report that we have found that within

the administration there has been an upgrading of attitude, com-

mitment, and relationship with the industry so that both the ad-

ministration and the industry are moving together in a very posi-

tive direction to maximize the value of the program to the small

business community, although we are a little concerned that the

process took as long as it did.

On the other hand, the outcome was well worth the wait, because

we now have not only an upgraded management capability within

the administration, but the problems that have been present in this

program historically have now had an opportunity to be worked out

and addressed in the new regulations. I will talk about that mere
when I address Mrs. Meyers' comments.
Very quickly, in terms of the requests, the appropriation requests

for the participating security, the new security, new leverage secu-

rity, as well as the classical debenture security, by and large, we
support the authorization request before you. We, in fact, concur

very closely with the estimates on the part of licensees using the

new participating security. We do feel, over the next several years,

through fiscal year 1997, there can be as much as 200 new SBIC's

licensed for use of the new participating security.

We also feel that their average capital would be somewhere in

the $15 million range, which means that over the next several

years in excess of $3 billion of private capital can be brought into

the program.
We feel that during this period, approximately 60 percent, or

$1.8 billion, of that private capital will be deployed in investments

in small business, and that during this period through 1997, ap-

proximately $3.5 billion of leverage will be applied for in the form

of the participating security.

What this means in totality is that SBIC's using the participat-

ing security through their own private capital as well as leverage

will inject in excess of $5 billion into the small business commu-
nity. Interesting enough
Chairman LaFalce. Over what timeframe?

Mr. SoMMER. Through fiscal year 1997.

Interestingly enough, the resurgence of the program, the revised

regulations, the availability of a participating security has not only

created interest in that element of the program, but has regen-

erated interest in the debenture side of the program as well, and

we are seeing enormous interest on the part of capable manage-

ment who want to apply for licensees using the classical debenture

form of leverage.

We have some disagreement in regard to SBA's estimate as to

what that demand will be. In summary, we think the demand will
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be somewhat in excess for use of debenture leverage than SBA
does, but we are not that far off.

Let me just summarize once again the statistics, because they

are in my prepared remarks that you are entering into the record,

let me just indicate that through the combined use of participating

securities and the classical form of debenture leverage, we antici-

pate over the next 4 years to have a significant amount of private

capital as well as leverage capital flow into the small business com-

munity at a time, I might add, where the need is greater than ever,

notwithstanding the pubhshed statistics as to how money is flow-

ing once again into the private venture fund industry.

I must point out to you, if you study the statistics closely, you

will see that the private venture capital industry is more and more
becoming concentrated in the hands of fewer and fewer managers.

You are seeing larger and larger funds being capitalized and what
this all means from an operating standpoint is that larger small

businesses will have sufficient monies from these private venture

funds but that the smaller small business community, which his-

torically has been serviced by the SBIC Program, will be further

removed from the money flowing into the private venture funds,

which only supports the fact that the program, the SBIC Program
is needed more than ever.

I will conclude my statistical remarks with those comments, and

I do ask that you study them a little more closely in the prepared

remarks.
Let me address very quickly comments regarding the prepay-

ment penalties for State and local development companies as to

how we feel that pertains to the SBIC industry.

Briefly, let me point out to you that the SBIC Program is also

—

licensees are also being penalized by the lack of ability to prepay

high-rate debentures that were issued during the 1980's when in-

terest rates were much higher. In fact, there is in the development

program, it is the end user who has the penalty. Within the SBIC
Program, it is the hcensee who has the penalty, because the li-

censee has to accept prepayment from its investment small busi-

ness, but in turn, the penalties for prepayment back to the Govern-

ment are quite excessive, so excessive that it is not economical to

do so. So, we ask that the SBIC Program be included in some rehef

possibilities that are included in that legislation.

Let me, if I may, use the rest of my time to address Mrs. Meyers'

concerns as to whether this is an opportune time to consider expan-

sion of the program and renewed commitment to the program.

I think, Mrs. Meyers, your concerns are valid, and well-founded

in the sense that over the past several years there has been much
publicity about failures in the program and the effect on Federal

tax investment, or investment of tax revenues. But I should point

out to you that the process of evaluating this program is not new.

That process started as long as 3 years ago. Not only was the in-

dustry concerned with the publicity regarding failures, but, quite

frankly, we were concerned because the program was shrinking.

More and more SBIC's were leaving the program, not only involun-

tarily, but voluntarily.
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Chairman LaFalce. The former administrator, Ms. Saiki, formed
a commission to study the nature of the problem, the extent of the
problem and what to do about it.

Mr. SoMMER. That is correct, and those studies were conducted
by the SBA, and the industry had its own additional studies.

If I may, I would like to briefly summarize the conclusions of

those studies because I think it addresses directly the point that

you raise.

First, on a negative side, it was concluded that in fact over the

years licenses were often granted inappropriately, both in terms of

the economics of the licensee's operations as well as the quality of

management.
Second, the form of leverage, that is the form of using debenture

leverage to fund early stage equity-oriented types of strategies, was
from the beginning a formula for failure. Licensees who were
formed for the purposes of investing in early stage type of compa-
nies or were formed with a strategy of equity investment were
using monies that they borrowed in the form of leverage that were
not compatible with that form of investment. As a result, sooner or

later in many cases you were bound to have a conflict between
source and use of funds which led to failure.

In addition, the oversight performed by the Small Business Ad-
ministration was oftentimes inadequate, due to management defi-

ciencies within the administration itself.

Unfortunately during the latter part of the 1980's, an adversarial

relationship developed between SBA and between the industry, and
as a result, you had two entities who were not necessarily moving
in the same direction to address these problems.

I should point out to you also that regulations themselves were

changed in the 1980's that hampered profit-making opportunities

on the part of licensees, and as a result, the regulations themselves

caused failure within the industry.

On top of that, the regulations were constructed in such a way
that the leverage opportunities for licensees were unlimited and
very often licensees themselves over leveraged themselves, so that

when we entered a recessionary economic environment, you had too

much leverage and the losses as a result ate away or eroded the

capital of the licensee.

Most important, because of all of these factors, the program was
not attracting the best quality management out there from the ven-

ture capital industry. In fact, not only were we not attracting the

best quality management out there, but we were losing the best

quality management from the program because of the reasons that

I have just cited.

I should point out to you, Mrs. Meyers, as well as to the rest of

the committee, that notwithstanding these problems, the universal

conclusion of the various studies conducted, including the invest-

ment—the Investment Advisory Council, which was an independ-

ent council formed to study the industry, the universal conclusion

was
Chairman LaFalce. There were all sorts of individuals, the ac-

counting firms, I forgot whether it was Pete Marwick or Price

Waterhouse.
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Mr. SOMMER. Accounting firms, end users, various people within

Government related to this program, as well as from the private

sector. The universal conclusion was that notwithstanding these

problems, the program was enormously successful, both in fostering

innovation within the American economy and generating growth

and employment and tax revenues within the small business com-
munity.

In fact, the statistics produced by the Investment Advisory Coun-
cil showed that tax revenues psiid just by SBIC licensees alone, not

including tax revenues paid by companies invested into by SBIC's,

that tax revenues paid by SBIC's alone was more than sufficient

to cover all of the past and future anticipated losses of the pro-

gram. In other words, notwithstanding these problems, the SBIC
Program had been a profit-generator for the Federal Government.
Now, notwithstanding that positive history, the revitalized pro-

gram includes a number of changes which addresses these prob-

lems, and let me quickly go through them because they address

your concern right on point.

Chairman LaFalce. I think it is important to point out that

there was a deep concern about the exact nature of the problem as

articulated by Mrs. Meyers and that is why the committee and the

Congress and the administration did everything they thought nec-

essary to resolve them in 1992.

Mr. SoMMER. Very much so. In fact, it was this committee as

well as its counterpart in the Senate that created the momentum
to study the situation and revitalize the program.

Let me point out the following to you: First of all, under the new
regulations and the new procedures, obtaining a license is no

longer a right; it is now a privilege. Not only must the quality of

management be demonstrated and experience a history of manage-
ment be demonstrated as being capable, but the size of SBIC's ob-

taining licenses has been very much increased, whereas when I ap-

plied for a hcense back in 1978, $500,000 was sufficient capital to

apply and receive a license. Under the new regulations, a minimum
of $5 million for debenture users and $10 million in participating

security users are required in order to obtain a license.

I should point out in addition that within the administration it-

self, the management capabihty has been very, very much en-

hanced. We now have senior management within the SBA who are

experienced investment people, experienced venture people, and
that type of background and orientation is filtering down through-

out the administration, so that the oversight going forward on the

part of the administration will be very much enhanced.

The amount of leverage that an SBIC can carry going forward

has been very much limited, so that in times of difficult economic

environments when SBIC's may in fact suffer some losses, the

losses will not impact the capital base of the SBIC so that the sus-

taining power during recessionary periods will be there going for-

ward.
The new form of SBA leverage and the structure of a participat-

ing security is very critical to future success. Those SBIC's who
have early stage seed capital, equity oriented strategies will no
longer have a leverage instrument that runs counter to that invest-
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ment strategy, but, in fact, is compatible and supportive of that in-

vestment strategy.
Mrs. Meyers. I didn't understand what you just said.

Mr, SoMMER, Fine. If I may, historically, for every dollar of cap-
ital within an SBIC, we were permitted to leverage that dollar with
$2 or $3 of borrowings through the SBA guarantee process. The
form of that leverage was in a debenture form, meaning a debt
form. So, that for every dollar of leverage that we might have, we
would have to pay interest on an ongoing basis, because it is in the
form of debt. Yet in many cases, we were taking a debt form of le-

verage and reinvesting it in small businesses in the form of equity
capital. Meaning that the small business would not be paying us
interest on an ongoing basis. It would be in the form of equity.

Typically, it takes 4 to 5 years for a small business to generate sirf-

ficient profit to pay a dividend on that equity.

Chairman LaFalce. Which was the fundamental flaw in the con-
ception of the program.
Mr. SoMMER. So as an SBIC, I was required to pay interest on

my leverage, but I was not collecting sufficient income from my in-

vestment portfolio to cover that. That created—^had to create a con-
flict, a contradiction that would lead to economic deterioration
within my SBIC.
Now there are two forms of leverage available. The same as I

have just mentioned, but that is compatible with SBIC's who have
a debt-oriented investment strategy. That is, are providing more
loan-oriented investments to small business who would be paying
an interest return that allows us to pay the interest return to the
Government.
But in addition to that, there is now available a participating se-

curity form of leverage which doesn't require the SBIC to pay a re-

turn until the portfolio companies are also providing a return. So,

it matches the strategy of the portfolio to the small business with
the form of leverage.

Mrs. Meyers. Those were the changes we made in 1992 or 1993?
Mr. Sommer. That is correct. The changes were made specifically

to address the kinds of concerns that you mentioned.
Mrs. Meyers. I recall when we made the changes and I recall

what the changes were.
Chairman LaFalce. There are some difficulties with the

changes, Jan, that require a deeper subsidy.

Mr. Sommer. Now, there are lots of other particulars that I could
present to you, but let me summarize the essence of them. That is,

that the program now makes sense.

Instead of losing qualified management to the private venture
capital industry as evidenced by the number of applications that

have already come in since the April 25th effective date of the new
regulations, we are now attracting, if I can use the term, the best
and the brightest of management within the venture capital indus-

try who now want to be part of this program.
Not only are we getting the talent in the form of management,

but we are getting enhanced capital investment in the new SBIC
licensees, investment ranging anywhere from $5 million to as much
as $45 million in private capital that is at-risk before SBA leverage
is at-risk.
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Mrs. Meyers. You are sa3ang they are better licensees because
they bring more capital to the agreement?
Mr. SOMMER. They bring more capital and they bring more tal-

ent.

Mrs. Meyers. Well, I appreciate your comments. You have said

that some of the things that have really concerned me, you summa-
rized yourself. The fact that licenses were granted inappropriately,

that there were management deficiencies, that the licensees over-

leveraged themselves, that we were not attracting the best quality

management. My concern has been along those lines, and as the
Chairman knows, I think the SBA Programs are extremely impor-
tant and very good for the country. But I take oversight respon-
sibility very, very strongly, and I think having anything that even
remotely approaches any kind of an S&L problem on my watch
would be, I think, just devastating as far as I am concerned. I do
take this very seriously.

Now, since these changes were just made in 1992, we have had
a year, maybe a year and a half, to see that we do—that we are
granting the licenses appropriately, that the management defi-

ciencies are all cured, that we are attracting a better quality man-
agement to the SBIC Program. I am just not sure that that is

enough experience yet to double the size of this program, and I

have some concern about it and will probably continue to have
some concern about it.

I appreciate your remarks very much.
Mr. SoMMER. Thank you. Your concerns are quite legitimate, and

I might add they are compatible with the concerns that we as a
trade association have for our industry.

I should point out to you that SBA or the Federal Government
exposure does not occur until after private capital is invested by
the licensee. So, there is an opportunity, there is a timeframe in

which SBA can have additional oversight before Government liabil-

ity is established, because the SBIC has to put out a certain

amount of private capital and demonstrate its ability to conduct its

affairs appropriately.

Chairman LaFalce. That private capital would have to be wiped
out before the SBA would suffer a loss.

Mr. SoMMER. Yes. Private capital is at-risk first.

In any case, I could go on all morning about this, Mrs. Meyers,
but I appreciate your concern because it does provide an oppor-
tunity to address the real changes that have taken place. Thank
you very much.

[Mr. Sommer's statement may be found in the appendix.]
Chairman LaFaix;e. Thank you, Mr. Sommer. I am going to in-

vite Mr. Sommer and Mr. McNeish to meet with Mrs. Meyers, be-

cause if she has any more questions, I want you to answer each
and every one that she might have. Her support is essential.

I would also encourage a meeting between Mr. Stillman and the
members of the Minority. I think that would be very, very helpful,

too. I think you will really be impressed with his mastery of this

area.

Mrs. Meyers. Well, I like what I have heard about it, about him,
and I am impressed with Erskine Bowles. So, I want to believe in
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this program; I just don't—I think we are movirg ahead too quick-
ly, but maybe—^you have reassured me somewhat this morning.
Mr. SoMMER. Thank you.
Chairman LaFalce. Actually, I have been disappointed. I think

we have been moving too slowly. We passed a law in 1992, and it

has taken until now to get the regulations promulgated and we still

haven't started the program yet, and we passed it, I believe it was,
I don't know, August of 1992. When was it, Mr. Sommer? August,
1992?
Mr. Sommer. Yes.
Chairman LaFalce. So it has taken almost 2 years to get off the

ground.
Chairman LaFalce. Ms. Price.

TESTIMONY OF JOANN H. PRICE, PRESIDENT, NATIONAL
ASSOCIATION OF INVESTMENT COMPANIES

Ms. Price. Thank you, Mr. Chairman. I am sorry I was late for

my debut this morning at 9:30. I apologize. I meant no disrespect.

Chairman LaFalce. We save the best for last, Ms. Price.

Ms. Price. I was delighted to be on the panel with Mr. Sommer,
and I listened to the advancement of the regular SBIC Program
and I am wondering if we are in the same program. To point, and
I am going to summarize and just submit my statement for the
record, because I am not going to be speaking to it in any case. I

want to bring up three or four very critical points.

I have been the president of this association, the hired hand of

this association, for 15 years. When this administration was elect-

ed, we thought that we were at the end of having to come in and
fight budget proposals, as we have done for the last 10 years. This
Democratic administration, which enjoyed a 43 percent victory, re-

ceived 20 percent of that vote from people of color. Yet I was
shocked to find out that in this administration, the SBA adminis-
trator came to this committee in his discussion on the appropria-
tions for the SBIC industry and the Specialized SBIC industry and
responded to questions from Congressman Mfume that he was put-
ting the resources of the agency where they can best be used. He
was proposing to eliminate funding for the SSBIC industry's pre-

ferred stock. I think that that was probably the most shocking
thing that I have been a part of as president of this association for

the last 15 years.

The association represents the private venture funds, the State
funds, and the SSBIC's. In the past there has not been a private

venture capital side of the minority venture capital industry. All of

the investing into minority businesses has been primarily through
the SSBIC's.

I am happy to say that over the last 3 years, the private side of

the industry has begun to develop, and it has begun to develop
based on the public policy initiative of several administrations in

the development of minority finance. So, that several of our SSBIC
executives, and including a major fund that the industry helped es-

tablish, have been able to successfully raise capital in the private

equity marketplace.
They are doing it because of a variety of issues. But the first and

foremost is the return on equity, ROI profits, and the ability to go
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into a marketplace that they don't know a lot about and to be able
to invest successfully.

I say this because when we are talking about public policy and
we are talking about developing a segment of the marketplace, this
SSBIC industry should be totally focused in that direction.

In addition, when we talk about what is happening at the SBA,
I can say that we have one level supporting Congress; we have had
new laws, we have had a tax initiative last year. In 1989, we were
authorized to buy back our preferred, and I want to stress, that
was November 1989. We are just now implementing that law at the
SBA.
We have had no cooperation from the SBA over the last 3 to 4

years. It has been a fight at every stage of the game. Now most
recently we have to deal with this paragon of virtue in Arkansas,
David Hale, who has been in the SSBIC Program for close to 20
years. He is licensed; he has been audited. We have to send in
468's every year, and in addition to that, most likely, if you look
at his portfolio, he probably has not done a minority deal in 20
years.
Now, the reason why I am bringing up that forthrightly, there

is nothing that infuriates me more than a whole industry of execu-
tives who have to take the weight for a flake.

Now, at this point we have our most mature SSBIC executives.
When Howard talks about wanting to bring in the best managers,
we are getting ready to lose our best managers. They are success-
fully going out and raising private equity funds and looking to
leave the SSBIC industry, our best at this point in time. That is

a travesty.

We have $190 million of private capital in the SSBIC industrj',
and this administrator would come up here and request no money
for the only thing that drives our side of the industry, which is pre-
ferred stock. We have a new preferred security and we come up
with zero for preferred stock. That is where we are today.
So Mrs. Meyers, when you talk about leaving the funding levels

where we are, well, to be honest with you, we are not even at the
same point. The request for us has been less than where we are.
Chairman LaFalce. Let me just interrupt you, if I may, Ms.

Price, to assure you that while I cannot speak for the whole com-
mittee at any point in time, it surely is my intention as Chairman
to exert whatever influence I have to ensure continuation of the au-
thority for and funding for the issuance of SSBIC preferred stock.

Further, it is in my intention to exert whatever influence I have
to ensure that any prepayment of penalty provisions coming from
this committee include not just certified development companies,
but also SBIC's and SSBIC's, as they did in previous bills that I

advanced that passed the Congress and were vetoed.
I can't guarantee anything except my best faith efforts, and I

have a certain amount of confidence that they will be successful.
Ms. Price. To conclude, this committee has been supportive of

this industry, our side of the industry consistently, and without
constraint over the course of time.

I will say that the—at the SBA, on a very positive note, that we
are very pleased with Mr. Stillman. He is the one glimmer of hope.
He knows the business, and as a result of that, he has been able



110

to apply what has heretofore been lacking, which is logic. So, that
we are very hopeful that as he reaches out, and he has done so I

think aggressively in reaching out to the industry, meeting, talking

and doing a variety of things, that we will begin to see some chang-
ing. But of course, the political team has to ensure that our mar-
ketplace is a priority. I am hoping that we will see that in the fu-

ture.

Thank you.
Chairman LaFalce. Thank you very much, Ms. Price.

[Ms. Price's statement may be found in the appendix.]

Chairman LaFalce. Because I want to move on, I am not going

to ask very many questions. I will have some additional conversa-

tions with both of you or your organizations in the future. But I

am very interested in pursuing the concept of how we can reduce
the subsidy cost of the program of participating debentures, wheth-
er it is through somehow lower losses or more profit sharing for the

SBA. But we have to work together on that.

The same thing is true with respect to the debenture guarantees.

We have to explore that. We have to reduce that somehow. Any
suggestions you have for me will be very helpful for the committee
and for yourself.

Also, I am concerned about the two-tier system of recognition of

appreciation of investments before the SBIC sells stock.

New debentures or participating securities companies can get

credit for up to 80 percent of the current market price of publicly

sold securities. Old companies, as I understand it, get zero. I would
advise SBA—^is there a representative from SBA here, yes—that

the Chair considers that basically inherently unfair and there is no

good reason why that 80 percent rule should not be applicable

across-the-board effective yesterday.

I will turn the questions over now to Mrs. Meyers.

Mrs. Meyers. I don't have any questions at this time, but I will

be meeting with some people on this.

I think it is interesting, though, Mr. Chairman, that you say you
have such confidence in the leadership at SBA, and vet you are

questioning the decisions that they have made in regard to this. So,

you and I need to talk also.

Chairman LaFalce. Because in all candor, Mr. Bowles has not

yet reached the level of infallibility. Although if he were the Direc-

tor of 0MB, he might. But sometimes he has to go along with the

Director of 0MB, and so sometimes we can help him be his best

self. OK?
Ms. Margolies-Mezvinsky?
Ms. Margolies-Mezvinsky. I would like to enter a statement

into the record, if that is OK with you, Mr. Chairman.
Chairman LaFalce. You can do anything you would like.

Ms. Margolies-Mezvinsky. Thank you.

[Ms. Margolies-Mezvinsky's statement may be found in the ap-

pendix.]
Ms. Margolies-Mezvinsky. Just a couple of quick questions.

In your testimony, Mr. Sommer, you indicated that there are two
essential ingredients needed to be in place to achieve success for

the SBIC Program. One is the establishment of a kind of new posi-

tive regulatory environment and the second one you mentioned is
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that there should be new regulations that are much more realistic,

workable, and market-related.
You are out there in the small business community. How do you

think we are doing with this in the SBA Programs and in Govern-
ment regulations, in general?
Mr. SOMMER. Well, if you would have asked me 2 months ago

prior to the publication of the new regulations, you would have a
different response than you will at this moment. The regulations
that were published and became final on April 25, actually pub-
lished April 8 and became final April 25, are a marked departure
from unrealistic, nonmarket-related regulations that the industry
has suffered with for many, many years, which in fact help produce
some of the concerns that were expressed by Mrs. Meyers earlier.

You could have capable management and sufficient capital, but
if you are operating under a negative destructive type of regulatory
environment, sooner or later you are going to have problems. The
new regulations resulted from a 3-year effort between the industry,
between Government, between other parties who are also relevant
to the process, and I am pleased to say that although we can have
minor disagreements, that in general and in totality, the new regu-
lations we believe do reflect the realities of the marketplace; they
do reflect the realities of operating within the marketplace.

I think the regulations in conjunction with increased capital lev-

els and in conjunction with enhancement of management talent
within the industry, you are going to see a very positive program
going forward and, most importantly, a positive impact on the
small business community. So, we are very positive about it.

Ms. Margolies-Mezvinsky. I am going to ask a question that
could take several hours to answer. I just wanted to know your
general reaction as a representative of small business with regard
to health care and what the gn"eatest fears are.

Mr. SoMMER. I think the greatest fear we have about the pro-
gram going forward is to have excited the investment community
about the program, to overcome their concerns and fears and have
them become part of the program, and then have the Government
not fulfill its partnership role in two respects.

One is to consistently provide the funding, the leveraged funding
that drives the interest in the program. Second, our continued con-
cern from past experience that the attitude and the spirit in which
SBA manages the program does not continue in the positive direc-

tion that it has. JoAnn obviously has not yet been put—her part
of the program has not yet been put on that positive track.
Our concern that we are on a positive track is that at some point

in the future it could be a change in management or a change in
administration that would in a very quick period of time very effec-

tively destroy the goodwill that is developing out in the market-
place about the SBIC Program.
So consistency I think is the term that I would like to respond

with. We need consistency in terms of funding and we need consist-
ency in terms of SBA's management approach to the program.
Ms. Margolies-Mezvinsky. Ms. Price, how would you fit women

into the equation with regard to your definition of what minority
is?
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Ms. Price. The SSBIC definition is socially or economically dis-

advantaged and heretofore majority women. White women have not

as a class been eligible for financing from the SSBIC's. Of course,

the SBIC's can finance white women with no problem. However, we
do finance women on a case-by-case basis, nonminority women, and
there are some in the portfolio.

Ms. Margolies-Mezvinsky. Thank you both very much.
Chairman LaFalce. Mr. Portman?
Mr. Portman. Thank you, Mr. Chairman. I will be brief.

Thank you both for being here. Mr. Sommer, I missed your testi-

mony but I got to skim your remarks. Ms. Price, thank you for your
testimony. It sounds as though the Chairman and Ranking Mem-
ber will be having further discussions with the SBA and others re-

garding the preferred stock and regarding the commitment of the

agency to the SSBIC Program.
I am new to the committee; in fact the newest Member, and

mostly I come to learn. But do I have one question that is an ele-

mentary one that goes to your comment about David Hale. Inciden-

tally, I agree with you that one bad apple shouldn't spoil the bunch
and that David Hale's performance down in Arkansas shouldn't be

used in a pejorative way to reflect on the whole community.
But you made the statement that he had in fact over 20 years

been involved in the SSBIC Program and probably hadn't done a

minority deal in 20 years. How can that happen? How does that

happen?
Ms. Price. I don't know, Mr. Portman. You will have to ask the

SBA about that. They do the audits, and they get the 468's, and
we also have to submit what we call 1031s after each financing

that provides an ethnic breakdown. So, that is a question that you
will have to propose to the agency.

Mr. Portman. Thank you. Thanks, Mr. Chairman.
Chairman LaFalce. I want to thank the witnesses and the Mem-

bers for their participation in the hearing, and the hearing is con-

cluded. Thank you very much.
[Whereupon, at 11:05 a.m., the committee was adjourned, subject

to the call of the chair.]



REAUTHORIZATION OF SMALL BUSINESS
ADMINISTRATION PROGRAMS

WEDNESDAY, MAY 18, 1994

House of REPl?ESE^^^ATIVES,
Committee on Small Business,

Washington, DC.

The committee met, pursuant to notice, at 9:30 a.m., in room
2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman or the committee) presiding.

Chairman LaFalce. The Small Business Committee will come to

order.

Today we resume our hearings on the Small Business Adminis-
tration, the Federal agency which is the primary mechanism to de-

liver assistance to the small business community.
All congressional committees are assigned the responsibility to

conduct oversight and review the operations of the programs over
which they have legislative jurisdiction. Although this committee
conducts hearings specifically designated as oversight or investiga-

tive in nature, we also carry out oversight responsibility as part of

the legislative or reauthorization process.

Instead of providing permanent authority for all of the programs
operated by the SBA, we determined that it would provide for more
accountability if the agency was required to periodically come be-

fore the committee to seek specific authority for the amount of as-

sistance which should be provided through its major programs. The
agency has done so, and we are now in the process of receiving tes-

timony from those in the private sector who are participating or

who have participated in these programs.
We have divided this morning's hearing into two segments. First

we will receive testimony from three groups which provide manage-
ment assistance, counseling and training to the small business
community. Witnesses on this panel include representatives of the

Small Business Development Centers, the Service Corps of Retired
Executives, or SCORE, and the Small Business Institutes.

At the conclusion of that topic, we will turn to the disaster loan
program, which provides financial assistance to victims of natural
disasters, whether they be businesses of any size, homeowners, or

charitable institutions. We will hear from a panel of borrowers
whose property was damaged by the earthquake in Northridge,
California in January.
The magnitude of^^this disaster is just now becoming apparent.

Almost every statistic SBA keeps on its disaster loan activities has
reached new record highs. In just 4 months, the agency has inter-

viewed almost 500,000 people, received 175,000 loan applications,

(113)
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and has approved $1.6 billion in loan assistance to 56,000 of these
applicants. Today we will hear on panel No. 2 from five of these.

I would like unanimous consent at this time to put Mrs. Meyers'
opening statement in the record.

Without objection, so ordered.

[Mrs. Meyers' statement may be found in the appendix.!
Chairman LaFalce. Do any other Members have statements

they wish to make?
Ms. Velazquez.
Ms. Velazquez. Mr. Chairman, I would like to thank you for

convening this most important hearing on reauthorization of Small
Business Administration Programs, particularly the management
assistance programs.
Small businesses are the backbone of our economy and create the

lion's share of the new jobs each year. As policymakers we have the
responsibility to stimulate small business development to enhance
the economic condition of this Nation.
To accomplish this objective, the management assistance pro-

vided by the SBA must be efficiently the leader of the highest qual-

ity and must be accessible to all. SBA's management assistance
programs seem to have worthy goals.

The Small Business Institutes are supposed to provide consult-

ing, research and training to small business owners with the help
of colleges and universities.

The Small Business Development Centers are supposed to offer

intensive one-to-one counseling, business skills training, and an
electronic data information network which small businesses can ac-

cess through the use of the computer.
The Service Corps of Retired Executives are supposed to provide

free counseling to prospective business owners and existing busi-

ness owners with specific problems.
However, despite these worthy goals, I am not convinced that

these programs are accomplishing the objectives of helping busi-

nesses become viable entities and serving all communities who de-

sire small business assistance.

This is further evidenced by the fact that SBA Administrator Er-

skine Bowles himself has recommended that aspects of SBA man-
agement assistance programs be either cut or consolidated. Also,

some of my own constituents have complained to my district office

that they are unable to get assistance from SBA.
I hope that the representatives who are here to talk about these

programs can address my concerns.

Thank you, Mr. Chairman.
Chairman LaFalce. Thank you.
Jan, we have put your statement in the record.

Will the witnesses in panel No. 1 please come to the table. We
will hear in order from Mr. Lyle Anderson, the State director of the

Washington State Small Business Development Center; Mr. Ken-
neth Yancey, executive director of the Service Corps of Retired Ex-
ecutives Association; and Dr. Joseph C. Latona, from the Univer-
sity of Akron in Akron, Ohio, who is the president of the Small
Business Institute Directors' Associations.

We will begin with Mr. Anderson.
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TESTIMONY OF LYLE ANDERSON, PRESIDENT, ASSOCIATION
OF SMALL BUSINESS DEVELOPMENT CENTERS

Mr. Anderson. Thank you, Mr. Chairman.
Chairman LaFalce and members of the committee, good morning.

My name is Lyle Anderson. Since 1985 I have been State director
for the Washington State Small Business Development Center Net-
work, a network that is made up of 20 counseling centers, 25 train-
ing centers, and is hosted by Washington State University at Pull-
man, Washington.

I would like to make remarks this morning basically in two
areas, first of all, providing a brief overview of the status of the
program, and then some comments on the administration's pro-
posed budget.
The SBDC is a national network, made up of 56 programs with

programs operating in each State plus Puerto Rico and the Virgin
Islands. The program primarily has three impact criteria. The first

one is that we be involved in job creation. The second is that we
be involved in tax generation. The third one is that we look at our
program in terms of a cost benefit.

We conducted our last national impact survey in 1993, a survey
that was conducted bv Jim Chrisman & Associates on our 1991
SBDC national client base. Forty-eight of our State programs par-
ticipated in this 1991 survey. Clients reported in writing that they
created 65,000 new jobs, and that they generated new taxes
amounting to over $288 million.

Now, this represents a cost-benefit ratio of 2.6 to 1. That is, for

every dollar invested in the program, for every Federal dollar in-

vested in the program, there was at least $2.50 returned.
Truly, from our point of view, this does represent a strong eco-

nomic development tool. A question that is of constant concern to

us is whether the SBDC is able to meet the needs of its client base.
Currently we would have to answer, no, we are not. The first rea-
son for tnis is because we have an expanding need for small busi-
ness assistance from entrepreneurs and owners.

In addition to the traditional startups and existing businesses we
work with, we are faced with addressing requests from businesses
and entrepreneurs affected by corporate downsizing, by defense
conversion, and today, by small business expansion, where we see
an increased need for capital for those businesses that are now in
a position to expand and to grow.
The fact is that on a national basis, the SBDC centers and

subcenters offering counseling and training services, we are only
able to serve about 2 percent of the Nation's small business popu-
lation. If you look at where growth comes from in terms of job cre-
ation and tax generation, it is about 5 to 6 percent of the small
business community that is responsible for more than 80 percent
of the tax generation and job growth.
So if we were providing the service level that we need, we would

be targeting some 5 to 6 percent of our Nation's small businesses
for these kinds of counseling and training services.

The fact is, as I said, we are not able to do that. At the same
time that we are not able to serve the basic need that is out there,
the administration has a proposal that includes reducing the SBDC
appropriation by $4 million, and in addition to that, tor the very
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first time in the history of the program, having the program charge
fees for counseling services.

The fees that are being charged for counsehng services, the ad-
ministration says, would amount to $17 million. That money would
be returned to the SBA to be used for the SBA's support for addi-
tional new program initiatives, nonSBDC program initiatives.

So at the very time when we are faced with an expanding market
need, and for that matter an expanding potential for growth, the
SBA, the administration is suggesting cutting the budget and
charging fees.

Now, this is going to have some real impact on our program. If

we look at the first area in terms of cutting the appropriation by
$4 million, we are already at a point where we face resource com-
pression issues. For one thing 48 of the 56 programs that are oper-
ating at the population funding cap, when we talk about that what
we are talking about is the money that is available.

For example, in Washington State, we have been at our popu-
lation funding cap since 1985, and you can imagine the kind of re-

source compression we have experienced with no increase in oper-
ating funds for what is close to a 10-year period now.

In addition to that, the national program has enjoyed no adjust-
ment for inflation since 1990. This creates a further compression
on the existing resource base.
This compression of resources on one hand tied to an expanding

client need on the other hand is why we stand adamantly opposed
to any decrease in the existing appropriation.
Fees for counseling is a very, very serious issue, as far as we are

concerned, and one that seriously threatens the continuation of the
program. First of all, we are dealing with cash poor but opportunity
rich clients, and those cash poor clients, even if they have an op-
portunity for growth and job generation, and/or tax generation, are
not going to spend money for assistance when they are faced with
day-to-day operations and survival problems.

Also, this is going to put us in competition, at least perceived
competition, and we think rightfully so, with the private sector,

which historically has been a strong defender of this program.
Today, we can anticipate, we can expect our private sector friends,

including business consultants, professional accountants, attorneys,
bankers, and the like, to volunteer services to this program. But we
can also guarantee they are not going to volunteer services if we
turn and charge fees for the services they volunteer, nor will they
see us as a friendly ally in working with the small business com-
munity if we begin to compete directly with them for the services

of their client base.
The third aspect deals with our stakeholders who are nonfederal

in nature. For every Federal dollar in this program, there is at

least $1 provided by other sources, including our State partners,
our university and college partners, and our private sector part-

ners. Certainly they are not going to stand on the sideline as the
Federal partner in this program withdraws funds through fees
while they continue to contribute to the operation of this program.

Instead of the administration's recommendation or the adminis-
tration's budget proposal, we would recommend first of all that the
appropriation be reinstated to the current level; that fees be
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dropped; and that there be an increase in funding in the base fund-
ing for the 56 programs from the current level of $100,000 to

$200,000. This increase would amount really to an inflation adjust-
ment based on inflation incrsases since 1990, and would add about
$5.6 million to the appropriation base.

I thank you very much and I would be happy to entertain any
questions.

[Mr. Anderson's statement may be found in the appendix.]
Chairman LaFalce. I thank you very much, Mr. i^derson.
It is a difficult dilemma that will be confronting the Small Busi-

ness Committee as we ponder how to improve the program while
being called upon to make severe cuts in the SBA budget.
Our next witness will be Mr. Kenneth Yancey, Executive Director

of the Service Corps of Retired Executives.

TESTIMONY OF W. KENNETH YANCEY, JR., EXECUTIVE DIREC-
TOR, SERVICE CORPS OF RETIRED EXECUTIVES ASSOCIA-
TION
Mr. Yancey. Thank you, Mr. Chairman. My name is Ken

Yancey. I am executive director of the Service Corps of Retired Ex-
ecutives Association.
Mr. Chairman, I would like to ask that my full testimony be en-

tered into the record, and I will speak informally from my notes.
Chairman LaFalx:e. Without objection, so ordered.
Mr, Yancey. Thank you. I am grateful for the opportunity to ap-

pear before the committee.
As you know, SCORE is a nonprofit association of retired men

and women who volunteer their time and expertise to help new and
existing small businesses. SCORE volunteers provide many serv-
ices to the people who seek our help. We counsel those people who
are interested in going into business. We counsel existing business
owners. We provide low-cost workshops on a variety of business
topics. We help our clients by recognizing the potential for failure
early in the process. We counsel separated military personnel and
people in the private sector to consider small business as a career
alternative.

For example, SCORE has been very active at the Naval shipyard
in Charleston, South Carolina which is closing, and at other instal-

lations around the country, including Orlando Naval Training Cen-
ter in Florida; Mare Island Naval Shipyard in California; Grand
Forks Air Force Base in North Dakota; and the Lowry Air Force
Base in Denver, Colorado.
For people affected by corporate downsizing, we have counseled

and provided workshops at the superconducting supercollider in
Texas, Pratt Whitney plant in East Hartford, Connecticut, and the
Martin Marietta plant in Pinellas, Florida. We help these displaced
individuals to consider small businesses as a potential employer
and to consider self-employment as a career alternative.
SCORE is active in all 50 States, the District of Columbia, and

all territories. In fiscal year 1993, SCORE had 12,845 members
who collectively represent over 500,000 years of business experi-
ence. SCORE members counseled 175,893 business operators and
aspiring business owners in 232,434 sessions and conducted 3,909
workshops for 110,415 attendees.
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Altogether, SCORE volunteers provided over 1.1 million hours in

support of small business in fiscal year 1993. Based on the 1993
budget, SCORE cost the taxpayers $2.83 per hour. That is less

than the Federal minimum wage, for good expertise and sound ad-
vice.

SCORE has been working diligently to reach out to women and
minorities. Our chapters report that of the people who attended our
workshops last year, 39 percent were women, and 14 percent were
minorities. Of those who received one-on-one counseling, 41 percent
were women and 18 percent were minorities.

Additionally, the SCORE board of directors has recently author-

ized the formation of a task force to recruit more women and mi-
nority volunteer counselors.

For fiscal year 1993, our budget was $3.08 million. For fiscal

1994, Congress increased SCORE'S appropriation to $3.5 million,

$500,000 of which we were instructed to spend on enhanced train-

ing.

For fiscal year 1995, SCORE requested $4.4 million. However,
the administration's budget allocates only $3.08 million. That is

$1.3 million less than requested and $420,000 less than fiscal year
1994, a sum almost equal to what Congress urged us to spend on
training in fiscal 1994.

Our fiscal year 1995 request contemplated such additional

SCORE services as enhanced trsiining of the SCORE counselors,

participating in SBA initiatives including business information cen-

ters and one-stop capital shops, increasing our ability to assist indi-

viduals or communities affected by defense or private sector layoffs,

recruiting more women and minority SCORE members, providing

our expertise in areas that are now underserved by SCORE, imple-

menting score's on-site chapter review where the operation of

each of our 388 chapters will be reviewed by field managers.
Moreover, we recently took over from the SBA the administration

of the out-of-pocket expenses incurred by SCORE volunteers in

their counseling efforts. The SBA in many instances is not able to

provide our chapters with office supplies, postage, photocopying

and office space as they have done in the past. We have been told

to expect the situation to get worse.

Without proper funding, we will be hampered in our objective to

provide an increased quality of service to America's businesses and
to aspiring entrepreneurs, 1994 marked SCORE'S 30th year of

service to America's small businesses. We appreciate the excellent

relationship we have had with the SBA, SBI, and SBDC. These or-

ganizations each provide important services to different portions of

the small business community.
Thank you again for allowing me to be here today. I would be

happy to respond to any questions.

[Mr. Yancey's statement may be found in the appendix.]

Chairman LaFalce. Thank you very much.
Our final witness on the first panel is Dr. Joseph Latona.
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TESTIMONY OF JOSEPH C. LATONA, PRESIDENT, SMALL
BUSINESS INSTITUTE DIRECTORS' ASSOCIATION

Chairman LaFalce. I suppose Latona is a common name, but
there are an awful lot of Latonas in the Buffalo, New York area.

Do you have any relatives there?
Mr. Latona. Yes, probably once removed, the judge who has high

visibility in the area, and his nephew who I served with in Korea,
a graduate from Purdue.
Chairman LaFalce. Then we may be related.

Mr. Latona. We might be.

Thank you, Chairman LaFalce and members of the U.S. House
Committee on Small Business.
Chairman LaFalce. It will have no influence on what we do

about the Small Business Institute.

Mr. Latona. I am Joe Latona, president of the Small Business
Institute Directors' Association. It is certainly a pleasure to be in-

vited here to present data regarding the most efficient manage-
ment program in the SBA I will present data to support that.

The mission of the Small Business Institute is to strengthen the
small business sector of the free enterprise system, enhance the
small business environment and support economic development
through small business teaching, consultation and research with
small businesses and commimities by college and university stu-
dents under faculty supervision. A practical way to describe the
SBI is by its ultimate objectives, which is to say SBI is education
and business consulting experience for tomorrow's leaders and
business assistance for today's entrepreneurs.
SBI provides three sets of broad activities to the local business

community. These activities are particular to the college and uni-
versity situation, and were selected to maximize the contribution to

the small business community from academe. The activities are
consulting, research and training.

SBI is using student teams of senior level or graduate business
students, under faculty supervision, to accomplish in-depth consult-

ing projects that analyze the company and its specific problems.
The student teams create and present to the managers of selected
small firms a set of recommended strategies or operational tech-

niques to resolve the specific business problems.
That was a short session, Mr. Chairman.
Chairman LaFaixie. The House is going into session at 10

o'clock, and immediately recessing, reconvening at 11 to hear the
Prime Minister of India. It is my hope, in deference to the Prime
Minister of India, that we can conclude the entire hearing by 10:50.

Mr. Latona. All right, sir. I might be able to do that.

Chairman LaFalce. Not just the first panel. The second panel
too.

Mr. Latona. In the teamwork process for the selected firm, an
SBI student team will conduct market, economic and industry anal-
yses to assist a firm. Similarly, the collective research of teams and
the supporting faculty members is made available through the
Small Business Advancement National Center to support other fac-

ulty and teams. Opportunity and understanding is created by SBI
research.
Training is accomplished through a spectrum of college
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Chairman LaFalce. Dr. Latona, could you please bring the
microphone a bit closer?

Mr. Latona. Sure, Is that proper? Thank you.
College courses are also made available to business owners and

community leaders. Similarly, seminars and workshops are some-
times included in the SBI Program when SBDC and SCORE re-

sources are not available in the area.

SBI led the effort to create a memorandum of understanding be-
tween the three SBA resources, SBI, SBDC, and SCORE, that pro-
hibits competitive waste and promotes cooperation. Indeed, SCORE
counselors sometime serve as mentors for the student teams.
SBDCs and SCORE sometimes nominate businesses for the in-

depth SBI consulting and research projects which they cannot ac-

complish. Similarly, SBDC and SCORE counselors sometimes fol-

low up with a client to assist implementation of SBI recommenda-
tions after the SBI team has released the client.

Even though there is an MOU and the three SBA resources co-

operate in the field, we must note that the SBI services are totally

different from services provided by the SBDCs or SCORE Program.
SBI projects are in-depth, semester-long research and consulting
projects that draw upon many resources to provide the client a
comprehensive consulting report that is impossible from the other
resources. The SBA MIS report for the fourth quarter of fiscal year
1993 shows that SBI projects averaged 119 hours while SBDC
projects averaged 5 hours and SCORE projects were 2 hours.
The SBI client receives both thorough written and oral reports

concerning the consulting project. In addition, the entrepreneur is

eligible for follow-up services from the other SBI resources

—

SCORE and the SBDC—in the field.

The SBI services are completely confidential for the client. All

that is required of the client is time and cooperation.

SBI is a cooperative grant program between the U.S. Small Busi-
ness Administration and about 550 schools, colleges and univer-

sities across the country that provides special education for stu-

dents, opportunities for faculty, and that brings a special consult-

ing program to small businesses in the many local communities.
Most SBI projects are completed for fall firms, but with prior

SBA regional approval, SBI may conduct special economic studies

for a community or a specific region in the SBA district. These spe-

cial projects are also far-reaching research and consulting work
that bears great fruit for the community or region.

Some important SBI impacts. The Federal budget for fiscal year
1993 provided for 6,030 small business cases. The budget for fiscal

year 1994 provides for 6,000 cases. The fiscal year 1994 budget is

$3 milhon.
Next, expansion of many small businesses into international

trade. Actually in fiscal year 1993, 2 percent of the cases were to

expand international trade.

One million two hundred fifty thousand hours of faculty-guided
counseling are provided to small business clients by SBI each year.

Private consulting at this level might cost $40 an hour. But most
of our small business clients could not afford this private consult-

ing. This free consulting is valued conservatively at $50 million.
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More than 12,500 students—tomorrow's leaders—^participate in

the program annually. These young people are exposed to the en-

trepreneurial spirit, which is one of the greatest freedoms we have
in your society. Opportunities in small business, and the require-

ments for jobs.

The 550 schools provide in-kind support of approximately $5 mil-

lion per year. This includes office space, electronic equipment sup-

port, clerical work, telephone, fax, et cetera.

Free consulting provided by the faculty members in support of

the SBI cases at fair market rates would cost more than $12 mil-

lion annually.
From this set of factors we can calculate the SBI leverage for its

$3 million budget as faculty-guided student counseling, $50 million;

school in-kind support, $5 million; free faculty consulting in sup-

port of their SBI teams, $12 million.

Chairman LaFalce. Dr. Latona, you are now on page 3?
Mr. Latona. I am going to page 3, the top of it.

Chairman LaFalce. You have taken some time with the 2 pages
and you have 11 pages of testimony.

Mr. Latona. No, I will just—this is groundwork for my sum-
mary.
Chairman LaFalce. Good. I wonder if I could ask you a question

and ask you to respond to that question. It has been recommended
by 0MB that we eliminate all funding for your programs, correct?

Mr. Latona. Unfortunately, that is correct.

Chairman LaFalce. We probably have retentive capacity of

about 5 minutes. In 5 minutes, tell us why we should reject the

0MB recommendation to eliminate your programs.
Mr, Latona. Simply because of my next two statements. The le-

verage based on the $70 million is a factor 23.3. As you may note,

in the next factor, which is a factor of 7, what this does in terms
of a filtering process for loans that are granted to the clients, the

status of small business report published every year has noted the

decreased failure rates of loans which has been a contribution of

the Small Business Institute and the in-depth case analysis used
by officers to grant loans, expand loans or continue loans.

This factor cannot be ignored in terms of saving the taxpayers'

money. If you want to use two terms to summarize, taxpayer and
labor force. The taxpayers' money is protected by this filtering proc-

ess of these in-depth analyses that are used for these decisions I

just mentioned. Of course when those firms continue to succeed,

they continue to hire people and expand their labor force.

So as far as savings of taxpayers' money and increasing the labor

force, it is very profound. If you will, I also, as I mentioned earlier,

what this does in terms of education of our next generation as far

as implementing or inserting, if you will, or motivating the concept
of free enterprise, the base of our whole economic system, these

students have firsthand experience. They appreciate the vigor of

small business owners in our economy and what they contribute.

They are the foundation of our whole economic system.
You might note on the $3 million budget, the $7 million return.

The savings of the taxpayers' money on these loans, there was em-
barrassment in the Kennedy and Johnson era with regard to high
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default. The contribution of SBIs is a direct result of lowering those
failure rates.

Second, the increased knowledge of the entrepreneurial spirit,

which is so critical to our economy and our society.

Third, the success rate of those startups in small businesses in
terms of staying in business, being very viable ard competitive,
and hiring.

We all know that 10-year period of the 1980's that over 70 per-
cent of those who entered the labor force were hired by small busi-
nesses. We cannot diminish also the concept of teaching tomorrow's
leaders the benefit of the free enterprise system.
That is my summary. I thank you very much for allowing me to

present this. I will entertain further questions,

[Mr. Latona's statement may be found in the appendix.]
Chairman LaFalce. Thank you very much. Dr. Latona, and all

the gentlemen on this first panel.
Because of the fact that we do have the Prime Minister coming

at 11 o'clock, I am going to defer my own questions. I am going to
ask the Members to adhere to a 3-minute rule, if you will.

Mr. Poshard, do you have any questions?
Mr. Poshard. I did have a couple, Mr. Chairman.
I wanted to ask Mr. Yancey, first of all, there is a tremendous

amount of downsizing that is going on all over this country right
now. I have an industry in my district I just got off the phone with
in Decatur, Illinois, that is going from 750 people to 250 people.
Huge problems associated with that.

What can you do to help people who are finding themselves
caught up in those kinds of situations? What kinds of services do
you provide for a 50-year-old person that has been working 25
years in a plant and now finds himself out of a job?
Mr. Yancey. It is a very difficult problem, and we are attempting

to address it in a variety of different ways. First, we can help them
evaluate their ability to go into business for themselves, evaluate
business opportunities that might be available, franchises, et

cetera. We can help them to prepare for the interview process in

somewhat of an out-placement capacity, and encouragement, I

think, is something that is very needed for someone who has just

been displaced, laid off. We used to say freed up their future, which
is a very difficult situation. Those are the types of things we are
providing. We do that through one-on-one counseling and work-
shops as well.

Mr. Poshard. Is it usual that they participate in something like

this? Do they consider it too high a risk factor to get involved in

a small business at that age?
Mr, Yancey. It depends. We seem to be getting good participa-

tion in workshops in situations that you have described. Many of

those being displaced do have what they call a golden parachute
that would provide for them some additional moneys that they
could open their own business if they chose,

Mr, Poshard, Thanks, Mr. Chairman. I will defer some other
questions.

Chairman LaFalce. Thank you.
Mrs. Meyers.
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Mrs. Meyers. Mr. Chairman, I do have other questions, but I

know the time is short and we have a lot of Members here, so I

am just going to ask one question of Mr. Anderson.
Do you have any estimate of fees to make up the amount that

has been suggested by the administration, and is there any level

of fee that would be acceptable to you at all, or that you think
would be bearable, so that your services would still be workable?
Mr. Anderson. Well, first of all, Mrs. Meyers, the SBDC Pro-

gram, we do charge fees. We charge fees for training, nominal fees

for training, and we also charge fees in the electronic communica-
tions area, cost recoverable fees for on-line time and so on, when
we are gathering information that way. So, in that sense the pro-

gram is already charging fees for those things we think are nec-

essary to recover.

In the counseling area, very frankly, we are opposed to any fees.

That is because we are at the point of last resort in terms of those

businesses that are cash poor and resource poor but have opportu-

nities for growth. We just think very strongly that our relationship

with the private sector and our relationship to these clients must
be maintained. They are the driver, they are the engine of our job

creation, and our new tax generation. I think we have to protect

that, yes.

Mrs. Meyers. Thank you very much, Mr. Chairman,
Chairman LaFalce. Do any other Members have questions they

would like to ask of this panel?
Ms. Velazquez?
Ms. Velazquez. Mr. Anderson, I would like to know how many

minority and women-owned businesses are served by the SBDC
Program, and what outreach efforts has the program conducted to

increase the numbers?
Mr. Anderson. Mrs. Velazquez, I am sorry, I didn't hear the sec-

ond part of that question.

Ms. Velazquez. What outreach efforts has your program con-

ducted to increase those numbers?
Mr. Anderson. First of all, let me say that one of the very, very

great problems we think we face in this program is our service pri-

mary to rural distressed communities and to urban communities,
especially central urban communities. Our resources just are

stretched too thin to provide the kinds of services that we need to

in those particular areas.

However, having said that, we in 1993 counseled about 230,000
businesses nationwide and provided training to another 325,000
businesses nationwide. Our figures are much like what Mr. Yancey
reported in the SCORE report. Thirty-one percent, 31.4 percent of

our counseling base is women, and 25 percent of our counseling

base, actually 25.1 percent of our counseling base, goes to minori-

ties. Forty-three percent of our training went to women, involved

women clients, and a little over 15 percent to minorities.

Having said that, I guess what I would say is that we feel very,

very strongly that we need to do more in these particular areas,

and we also know from our impact studies that assistance to

women and minorities results in some extraordinary return in

terms of the impact that we get. So, we would look forward to addi-

tional resources that could be targeted to these areas.
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Thank you.
Ms. Velazquez. Thank you.
Chairman LaFalce. Mr. Zehff.

Mr. Zeliff. Thank you, Mr. Chairman.
I am sorry I wasn't here earUer for your full testimony, but I just

would like to make a comment.
Helen Goodman, who does the work that you do at the Univer-

sity of New Hampshire, is one of our outstanding assets. I think
this whole program is terrific.

As you know, we have gone through some really tough times. I

am a small businessman myself. I served on that board up there.

We opened our doors to minorities, to anybody who needs help. We
have helped keep doors open, keep people employed. It sometimes
is a liaison where a person can't handle the projections and the

mission statements that the bank requires. It is a tremendous safe-

ty net, and I think it would be tragic if we start charging fees for

that when it is the last line of resort for many, many businesses.

But I want to congratulate you for the good work that has been
done. I hope we don't go to the point where we start screwing it

up so that the good work cannot continue to be done. I would just

like to encourage us to recognize that it is one of the great things

that is really working.
Thank you, Mr. Chairman.
Chairman LaFalce. Thank you.

I have often said what great respect I have for Mr. Erskine

Bowles and also great respect I have for the Director of the Office

of Management and Budget, Mr. Leon Panetta. But I must say that

I find the argument that you gentlemen have advanced today more
persuasive than the arguments that they have advanced to me.

I don't know what the disposition of this committee will be, but
we will see what we can do.

I thank you.
Mr. Anderson. Thank you very much.
Mr. Latona. Thank you.
Chairman LaFalce. I wonder if the California disaster panel can

come to the table.

Ms. Waters. Mr. Chairman, I would like to thank you for the

hours you are putting into these hearings. I am sorry I was late

for the" meeting today, because I and many other members of this

committee really do need the information that we are getting with

these hearings. So, I am very grateful that you are so focused and
that you are helping to make sure we get educated on all of the

programs of SBA.
Let me just welcome, if I may, the Members who are here. I

guess you are referring to this as the California panel.

We in Los Angeles are very pleased and proud of the work that

our disaster team did when it came to our area following the earth-

quake. I beheve that we have one of the best FEMA Directors that

perhaps this country has ever seen. His work, in cooperation with

Mr. Cisneros and Mr. Pena was, again, very fantastic, and is com-

mended by all on the local scene.

Having said all of that, I still want to hear today information

that will help me better understand SBA's role in providing earth-
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quake assistance, and how the amounts are calculated, and the
timeliness of this assistance.

So I will be listening with great care, because we are still dealing
with many of our constituents who are yet to be compensated.
Thank you very much, Mr. Chairman.
Chairman LaFalce. Thank you very much.
Our disaster loan panel includes Mr. Keith Ackerman, vice presi-

dent of the Chatsworth Truck Center, Chatsworth, California; Ms.
Laurel Linton, the president of Quick Cuisine, Sherman Oaks,
California; Mr. Ronald Lederman, chief financial officer. The Main
Source Electronics, Inc., in Chatsworth, California; Mr. Ken Bass,
president of The JCitchen Store, in Culver City, California; and Mr.
James E. Smith, a homeowner in Northridge, California.

Ms. Linton and gentlemen, we are delighted to have you with us.

For those of you who have prepared testimony, we will put the
entire text of your testimony in the record, and you may feel free

to either read it, if that is vour desire, or to just summarize it, if

that is your desire. I would ask each of you, though, to make an
effort to confine your remarks to no more than 5 minutes.
We will go from my left, which is Mr. Ackerman, to my right, Mr.

Smith, in order.

Mr. Ackerman, please.

TESTIMONY OF KEITH ACKERMAN, VICE PRESIDENT,
CHATSWORTH TRUCK CENTER

Mr, Ackerman. Thank you, Mr. Chairman, members of the-

Chairman LaFalce. Would you pull the microphone over. Thank
you.

Mr. Ackerman. Thank you, Mr. Chairman, and members of the
committee, and good morning. I have written quite a testimony,
and realizing this morning how this is done, and that is not going
to work, I made some quick notes on what to touch on.

But especially you, Ms. Waters, please read it, because I am very
impressed with the SBA. If it were not for their help, I would not
be sitting here and I would not be in business today. I would have
also lost my home.
But my name is Keith Ackerman, Chatsworth Truck Center, vice

president. We have the largest truck dealership, commercial truck
dealership in the San Fernando Valley. Our dealership takes care
of mostly construction, moving people in the commercial line. We
don't do any consumer work on trucks.
The domino theory was really in effect here, I guess that is the

best way for me to put it, because with our operation being down,
our customers could not effectively respond to the cleanup needs of
the community or the rebuilding process.

In Southern California, as you know, we have had a real problem
with the economy for the last 3 years. Most of the construction in-

dustry was either out of work or cut way, way back. That also af-

fected our business by them being out of business. I did not do as
much business.
Now here I am out of business and they need to be in business

immediately. Their trucks need to be serviced, worked on, and in

food rimning order so they can respond to the cleanup efforts. We
ave had a Tot of personal people, a lot of private owner-operators
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of vehicles that were employed by the city instantly to help with
the cleanup, the removal of block walls, chimneys, things like that.

That is pretty much the domino theory of me not being able to

respond to them. By the SBA's quick action of coming out and veri-

fying my damages at my home and also the business, I was able
to start up again and service the customer base, also allowing the
customer base to service the victims, other victims in the area.

The damages at my house were very excessive. I have a swim-
ming pool and I didn't have any walls around the pool. With an ele-

mentary school just down at the end of the street, I had a little se-

curity problem, and a liability problem. I did not have any fiinds

at that time because I was putting everything into the business. I

didn't have any money to put up a chain link fence. I had to pay
my employees because my guys had to work and things like that.

So with the quick response of the SEA, I was able to put up some
fences around the yard and erect some block walls, which just got
completed at the end of last week, which I am thankful for.

The day after it happened, I called up and got the numbers for

FEMA and SEA. To this day, FEMA has not helped in any way in

the business, and I have not seen anybody from FEMA. The lady
at FEMA, however, told me of a place I could go pick up an appli-

cation for SEA over in Pasadena, which was a facility that was left

over from the fires that were in the Pasadena and Flint Ridge area.

So, I went over there and met with a man who gave me the appli-

cation, told me how to do it, went back home, filled it all out, I was
there the next morning.
Within I think it was 10 days or so, I had a loss verifier, Sunday

morning, 7 a.m., knocking at my door. My jaw hit the floor. I

couldn't believe it. I am thinking the Government works this fast,

and on Sunday, 7 o'clock in the morning? I was still asleep. Again,
very impressed.
The loan officer, Ted Golan, would call me in the 3 days that he

had the package to make a decision, he would call me an average
of six times to get my input on what we needed, what were my im-
mediate needs. If you had a loan of in excess of $400,000, are you
guys prepared, do you feel with your forecast you are able to pay
this back, things like that.

In the loan application or the loan officer segment of it, it was
done in 3 days. Keith, this is what we are going to give you for the

house, this is what we are going to allot you for your business.

There again, the numbers were right on. There was not anything
where I had to defend myself or go, Wait a minute. I had $500,000
of damage, why are you only give me $400,000? Because the num-
bers we came up with collectively with the loan verifier and the

loan officer in conjunction with myself, which really made me feel

somebody is personally giving me the attention, it wasn't. Here,
this is what you are going to get, take it or leave it. It was very

personal, and I appreciate that as well.

The legal department. When we deal with the Government—and
please don't anybody take this in the wrong way on the board—but
we usually deal with a lot of red tape. When they got to what was
referred to me as the legal department, Rae Taylor called me. I im-
mediately—I shouldn't say got an attitude, but I knew this was
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where it was going to stop. When people say "legal," we are talking

about a lot of red tape.
Within 2 days, Rae Taylor had my application in, reviewed by

the lawyer, and sent over to the verification, where fi'om there, 1

day, it goes to check dispatching. So, basically fi-om the time that
1 applied fi^-om the time where I got my initial funds, we are looking

at 15 days. I was out of business, completely shut down for a solid

2 weeks. Through the help of my employees, which I had to cut
their salaries back, but they came in and helped me pick every-

thing up, sort through, pulled the roof off of trucks and things like

that that had fallen in, and I thank them as well, while I am here.

So in closing, I just want to say thank you. Thank you very
much. Although the three people up here before were talking about
cutting money, sure, go ahead and cut the fat, but do not take
away the funds and the ability to do for people what is needed.
That is what I see as the SBA.

If it were not for the SBA—I know I have said this before and
I may be repeating myself—^but it means a lot to me, to know that
right now, my partner and 22 other people are working, there are

customers going in and out of my shop. If it weren't for that, I

wouldn't have anything today, if it weren't for the SBA.
I thank you all.

[Mr. Ackerman's statement may be found in the appendix.!
Chairman LaFalce. Thank you very much, Mr. Ackerman.
Our next witness will be Ms. Laurel Linton.

TESTIMONY OF LAUREL LINTON, PRESIDENT, QUICK CUISINE,
INC.

Ms. Linton. Hello. Thank you. This was somewhat of an im-
promptu trip. I was called by Joe Sobota on Monday. He asked that
I come back and testify, and it was a very difficult decision, but I

made the decision because I owe the SBA so much. I don't know
where I would be today if it weren't for the SBA. So, I came back,
and I am going back tonight for my husband's 50th birthday. He
wasn't too happy I came. Anyway, I was really committed to com-
ing, because of what all of you have done and the SBA has done.

I am a college instructor by profession. I taught college for 14

years, and decided that I wanted to have a child at a late age. I

nad a child at 42, and I wanted to do something that would give

me more free time, I thought.
Chairman LaFalce. Have a child?

Ms. Linton. So I decided to

Chairman LaFalce. I became a father at 42, but it is not quite

the same, I know.
Ms. Linton. It is not the same. My husband goes to work and

comes home and night and says, How is Christopher and how was
your day? I am only running a business, and taking care of a child

has been an experience anyway.
I researched a number of businesses and decided to become an

entrepreneur and used a lot of the money I had saved throughout
14 years of working at the college to purcnase a yogurt store in the

Sherman Oaks Fashion Square Mall. At the time I purchased it,

the mall was pretty run down and being rebuilt and remodeled and
updated.
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The store was run down and it had been neglected for quite a
while. I think the prior owner wasn't that interested in it. So, I

took the store over, didn't know a lot about business, and worked
night and day for over a year—before the child—^to build a busi-

ness. I spent a lot of time making the store unique and developing
my own yogurt recipes. I had made it a very, very successful busi-

ness. It pretty much completely supported my family, given that
my husband's business was drastically affected by the recession. He
owns a wholesale fish and meat company. It was pretty devastating
when a lot of the restaurants would go under and it would affect

his business. I continued to tell him, and I still do to this day, that
he ought to go into my business, because it is a cash business, so

people pay you on time.

But anyway, at the time of the earthquake, we were doing verv
well. I have 18 employees and two full-time managers, one of whicn
just purchased a home with my help, and everybody was pretty ex-

cited. We were in the process of expanding, and I was just readv
to sign another lease on another store in the Promenade Mall,

which is in the valley. The earthquake hit and it destroyed my
store. We lived in Redondo Beach at the time, and we were thrown
out of bed by the earthquake. I had no idea—I didn't have any idea

where the earthquake originated, and I certainly had no idea of the

magnitude of effect on my life.

When I got up to the mall, I saw the devastation, and although
I still had no idea how devastating it really was, I decided I would
rebuild. The mall is a wonderful mall, and I didn't really think I

would have to rebuild that much. I thought it would only cost me
$20,000 or so to replace my equipment and to build the shop.

Anyway, I promptly called SBA because someone had mentioned
it. I have never in life expected to use SBA or use any public assist-

ance like this. But thank God for SBA, because I don't know where
I would be today. I would have had to take all the money I had
in my retirement accounts, empty them out totally and completely,

to rebuild the shop. Because of SBA I have not had to do that.

I approached SBA by phone and got—I think it was a PT num-
ber, and they were so nice on the phone, and they must have been
just dramatically overworked, but they were very nice, gave me the

information I needed, and I went to the disaster assistance center

across from our mall. The people there, again, were unbelievably

kind, very knowledgeable, and the knowledge they didn't have,

they foimd out.

They called Sacramento the day I was in there. I had a question

that they couldn't answer, and they called right then.

I filled out the paperwork. Unfortunately, my bookkeeper that

was in Sherman Oaks. Although his computers landed on the floor,

he was able to salvage my information from my bookkeeping, so I

could complete the loan application. There are many businesses up
in the valley that lost all their data on—their computers were lost

and they lost everything. So, it has made me reevaluate where I

keep my information.
I have completed the location application, sent it in, made a

phone call about 2 days later, and they had my loan package. I

must have gotten a call every day from the SBA, asking me ques-

tions and updating me as to the process. I was really anxious. I am
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the type of person that Hkes to do everything yesterday, so I was

—

once I was somewhat over the emotional numbness of what I saw,
my loss of my business, I was ready to rebuild and go back in

there.

Of course I wanted to process all this yesterday, but they really

unbelievably came through. In a matter of 2 weeks, I had a loan
approval. I had an inspector the day after I turned in my own
package. He said—the day I turned in my loan package they said,

When would you like someone to come out? I said, As soon as pos-

sible. He said. How about tomorrow morning at 9:30? I said. Are
you sure? He said. Yes.

I went to the disaster assistance office at 9:30 in the morning.
He was right there, came over to my store. I said, I think it is prob-

ably not a lot of damage, I can try to replace my equipment and
repair it. He said, your store is completely destroyed. At least

$200,000 worth of damage. I said, No, it couldn't be. But you are

the expert.

It has been just a little bit over that that it has taken me to re-

build the store. I lost every piece of equipment I had in the store.

The $20,000 yogurt machine, which I just purchased in December
for cash, is gone.

So, again, I don't know where I would be without the SBA. I got

18 employees, two full-time employees. We just opened the store on
Saturday. It has been a tremendously long haul. We have all

worked, many of my employees have worked other jobs, part-time

jobs, and come back to work with me for free at night and on week-
ends. My contractors put in many, many hours. I am sure it is time
he hasn t been paid for, to build that shop and get it open.

I was one of the most—I guess my store was the most damaged
because I was connected to the parking structure and also the ele-

vator, which fell down next to my store. My store is next to the

main entrance. So, when the elevator fell down, it took off mv side

wall and pulled out my freezer and refrigerator. The back wall was
pulled away by the parking structure. So, it took out a lot of my
equipment that way.
So in all in all, the inspector knew what he was talking about,

and I didn't. But I can only say if it weren't for the SBA, and the

knowledge of the people and the hard work of the people, I don't

know that I would have rebuilt. If I didn't rebuild, I don't know
where I would be today.

Again, I didn't know anything about the SBA beforehand, and I

am sure, as many of the people I have talked to are in the same
position, they never thought they would need assistance, and be-

cause of this, we are now back working. I have got 18 employees
that are now off unemployment, back to work, and we are going

forward.
The store opened on Saturday to a big following. We are rebuild-

ing our customer base. We are doing really well. I am looking for-

ward—I have a really positive attitude right now—am looking for-

ward to repaying the loan and expanding—^building another store,

maybe not in the valley, but I am interested in building and con-

tinuing to grow. So, anything that I can do to help the SBA, I

would like to do, and I really appreciate the help.

Thank you.
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Chairman LaFalce. Thank you very much, Ms. Linton,
Our next witness will be Mr. Lederman.

TESTIMONY OF RONALD LEDERMAN, CHIEF FINANCIAL
OFFICER, THE MAIN SOURCE ELECTRONICS, INC.

Mr. Lederman. I am Ron Lederman, Mr. Chairman, members of
the committee. We are in the computer repair business. We repair
computer subassemblies, hard drives, floppy drives, power supplies,
and we are located in Chatsworth about a mile from the epicenter.
To put it in the proper framework of what happened after the

earthquake, you have to realize that everybody that lived through
it, lived through a moment of terror that they thought would never
end. It was the most frightening thing I have ever been through
in my life.

The question was, was this the big one? I live in a condo in
Tarzana, and the building seemed to shake forever. You could hear
people screaming. You could hear glass breaking, not window
panes, but glasses and china falling.

There were flashes in the sky from transformers crashing, and
then it stopped and you heard women crying and people screaming
at each other, Are you OK, and then looking for a portable radio
to find out what had happened and where the center was, and find-

ing out we were at the center, and the next morning going to work
and wondering what we would find when they opened the doors.
What we found was just horrible. We were in about a 22,000

square foot, about 15 employees there, and we had rack after rack
of hard drives that tumbled down. They don't bounce well. When
you pick up the drive and it makes noise when you shake it, you
can pretty well guess it is trash.
The equipment is very sophisticated and delicate, and that stuff

was dumped on the floor. Then there were the aftershocks. Every
time there was an aftershock, everybody ran, including me. We
heard that the SBA had a seminar, and we went there, and they
explained the program, we got an application, filled it out, verifier

came a few days later and verified the loss, and we continued with
our cleanup, which was just a mess.
The broken drives are of very little value. We had monitors that

were broken. Once the tube goes, it doesn't pay to fix them. So, we
hauled dumpster after dumpster load away. It look us longer to get
through the SBA Program than many of these people. We had a
larger loan, I assume. Our big problem wasn't the SBA, It was the
bridge loan people. There was a program, we were supposed to get
$200,000 under the bridge loan program. We got approval on it and
then it was never funded.
We were told that interest rates had gone up and therefore the

banks didn't want to get stuck with a 6 percent loan for 7 years.

It caused some difficulty because we thought we were getting the
$200,000, and so we made some expenditures that we might not
have made at that point. We now have loan approval; we are wait-
ing for funding. Had we not gotten funding, we would not have a
business today, and those 50 people who work for us would be un-
employed.
Although we are in Southern California, we do work on a na-

tional level. So, it is not a Southern California business that caters
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to Southern California. We cater to the entire country. We do some
stuff overseas too, in Europe and in Canada.
The people who we dealt with at the SBA were outstanding, pro-

fessional people. Our loan officer, who was stationed in Sac-

ramento, was a retired CPA and ex-banker who came from Texas
and was extremely knowledgeable about what he was doing. He
understood our business by the time the package was completed.
It was a pleasure to deal with both him and all the people at the

SBA we dealt with.

Were it not for the amount of the loan and the interest rate and
the ability to get it at a time that basically our net worth was
wiped out, we would be out of business, people would be unem-
ployed, and in my statement I said, on balance, where but the

United States does the Government come to rescue us from acts of

God? So I want to thank the SBA.
[Mr. Lederman's statement may be found in the appendix.]

Chairman LaFalce. Mr. Lederman, you read articles in so many
magazines that criticize the SBA, they criticize the disaster loan

program, and maybe some of you read that in the past and believed

it. Maybe there is an element of truth, because every now and then
things mess up. But on the whole, thank God we have these pro-

grams.
Mr. Lederman. Thank God.
Chairman LaFalce. Thank God. You are always going to be able

to find fault, but, you have to see the total picture. You have to see

the total picture. I think you are presenting the greatest portion of

the total picture.

Our next witness is Mr. Ken Bass, president of The Kitchen
Store in Culver City.

Mr. Bass.

TESTIMONY OF KEN BASS, PRESmENT, THE KITCHEN STORE

Mr. Bass. Mr. Chairman and members of the committee, my that

name is Ken Bass. I am the owner and president of The Kitchen
Store. The Kitchen Store has been in the business of distributing

cabinets for 25 years. The annual sales average is $1.5 million, and
the business employs 12 people, the majority of whom have been
with the company for over 10 years.

The Kitchen Store services three different markets. We sell

kitchens to the general public, contractors buy cabinets for residen-

tial buildings, and the film industry utilizes kitchen cabinets on TV
and movie sets. Three managers are responsible for sales in the dif-

ferent markets.
Mr. Chairman, the entire Nation witnessed the devastation of

the January earthquake. The media covered the destroyed build-

ings and reported on the fatalities and injuries. What the media
has not reported is the indirect effect the earthquake has had on
small businesses, families and thousands of individuals.

The physical damage to The Kitchen Store was relatively minor.

It consisted of window breakage, broken computers, and a section

of the ceiling fell. However, the indirect damage to the business

and damage suffered by the staff has been extensive.

The sales manager that worked with contractors packed up and
moved his family to Nevada afler deciding that California was too
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dangerous of a place to live. He had been with the company for 12

years, but during the earthquake he had to run to safety with his

family as his apartment collapsed around him.
The sales manager that works with the film industry lives in the

north—near the Northridge epicenter in the small town of Santa
Clarita. His home is north of the freeway that collapsed. Prior to

the earthquake, his commute was 90 minutes. After the quake it

became a 2- to 3-hour nightmare.
The stress related to the lengthy commute has taken an obvious

emotional toll on him. We have tried to accommodate him by reduc-

ing his work week to 4 days, with no change in salary, because
after 15 years of service, we felt obligated to accommodate his

needs. However, this has created additional financial burdens to

the business.
The Kitchen Store clients involved in the film industry are typi-

cally from small production companies, many of which are near the

San Fernando Valley epicenter. In some cases, earthquake damage
caused production to actually cease.

The Kitchen Store is near two major freeways. The collapse of

the major freeway and damage to other freeways has resulted in

a decrease of customers who patronize the store from word-of-

mouth referrals or are responding to advertisements.

A new kitchen is a luxury, not a necessity, and people have more
pressing needs to address. Immediately after the disaster, we de-

cided to seek financial assistance in order to survive this period.

Although it is possible that the tremendous need to repair and con-

struct buildings will increase business, a turnaround will take up
to a year. If the experience of the 1993 fire storms is a reasonable

gauge, construction will not even begin for 6 months.
In most residential buildings, kitchens are built after the basic

structure has been completed. To maintain the business, I sought

an SBA loan a week after the disaster. I waited 6 hours in line to

receive an appointment, and I completed all the paperwork. I was
assigned a loan officer in Sacramento. Less than 30 days later, I

was notified that the application had been approved. This gave me
great hope that the check would soon arrive.

Unfortunately, this is the point where the process seemed to

come to a halt. Sixty days more would pass before I actually re-

ceived the check. I don't believe anyone actually understood what
caused the delay, although to some this might not appear to be a

long delay, but when your income is stopped and your expenses

continue, a 2-month delay can seem like a lifetime for a small,

struggling business.
I would like too acknowledge and compliment the SBA and

FEMA staff on the way they handled my particular situation. In

spite of working long hours processing applications, I found the

staff always to be patient and supportive, even returning phone
calls.

However, I do not understand the reason for the delay in process-

ing a check once the application has been approved. I hope that

this part of the plan or part of the system would be examined and
corrected if possible.

Thank you.
[Mr. Bass' statement may be found in the appendix.]
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Chairman LaFalce. Thank you very much, Mr. Bass.
Our final witness on this panel will be Mr. James Smith, a home-

owner fi-om Northridge, California.

TESTIMONY OF JAMES E. SMITH, HOMEOWNER
Mr. Smith. Thank you, Mr. Chairman and committee.
I am not a businessman. I am a retired individual. I survived the

Great Depression and the World War and Korea and then this ex-

perience. So, to lose a home due to an act like this, it is devastat-
ing.

In my summary, I went through quite a number of things, but
I can't address what the other people have done about saving em-
ployees and employment. I can tell you how it affected us.

The damage to our house was rather extensive. I made the appli-

cation to SBA at the Winnetka Center on the 29th of January, and
on the 5th of March we had the SBA package on the way to us,

with everything completed. It had been verified, the loan amount
had been approved.
Chairman LaFalce. How much was that loan amount for?

Mr. Smith. One hundred eleven thousand dollars. Oddly
enough—not oddly enough, it is a reflection on the accuracy of the

people—the appraiser's amount was within $3,000 of the contractor

that we eventually settled on. They had never talked to one an-
other, obviously. But it was amazing how close it was.
The first $10,000 check was sent—and again, don't take this as

a reflection on the U.S. Government, but the post office department
had decided, since we had moved out of the house that we no
longer existed, therefore they sent it back to SBA. That took an-
other 2 weeks to get straight. Again, thanks to a young lady in Sac-
ramento by the name of Anita Jenningss, that was done. Really

super individual.

One thing I would like to address purely as a homeowner, we
raised five children in the San Fernando Valley, in Northridge.
They all went to school there. They are all over the world now.
Anyway, they saw it on TV. Our older girl came up from Melbourne
just to be there. Our youngest one came from New Jersey. But nev-
ertheless, if it weren't for our kids, we would have lost our house
completely. We could not afford to refinance it. We could break our-

selves completely; we could borrow from our kids and rebuild the
house.

So SBA has kept us in a recovery position. But again, I have to

go back and—FEMA has not been any help to us. We have had

—

I kept a very close log of everything I had done. Wih FEMA—their

contacts back to us have been minimal. SBA has been super. I have
nothing but absolute praise for everybody in SBA for their reaction,

their professionalism, their attitude, their initiative, and their in-

terest. They are super people.

That is all I can tell you. I hated to break up like that, but it

was a disaster to us, my wife and myself.

[Mr. Smith's statement may be found in the appendix.]
Chairman LaFalce. I thank you very much, sir. I thank all the

panelists.

You see, I think you have performed a very valuable service. We
have on this panel individuals from California and from the area
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affected by the earthquake. But most of us are not. Most of us have i

not lived through a disaster, we have not lived through an earth-
quake. It is difficult for us to fully appreciate, unless we hear from
individuals who give us a firsthand account of their disaster experi-
ence, their earthquake experience, and then their experience with
the Government programs intended to be of assistance.
Because Grovernment programs are often criticized, come under

attack, in order for us to defend it, we need reinforcement from in-

dividuals such as you. We can speak with more confidence, more
assertiveness, as we promote these programs, defend these pro-
grams, try to improve these programs.
So I know you have come a long way from California. You have

spoken briefly. But you have been of great value to the Govern-
ment, to us, but also to individuals who will be in your shoes in

the future.

You can go and tell your husband that on his 50th birthday, you
gave maybe not him but people like you a tremendous birthday
present through your testimony, Ms. Linton,

I don't have any questions, and I am going to ask the Members
who aren't from California to refrain from asking any questions. I

wonder if either Mrs. Waters or Mr. Huffington have any questions
they would like to ask.

Mr. Huffington. Maxine, would you like to go first?

Ms. Waters. Thank you very much, Mr. Chairman.
Let me thank the witnesses for coming such a long distance to

give their testimony concerning their experience with SBA. It is a
long way. I do this twice a week. I fly out of here on Thursday and
I come back on Monday morning. I will tell you, it is a long way,
and I really do appreciate it.

Those of you coming here, taking a day away from your business,
I appreciate what that means also. I want to find out about the
bridge loan. Who mentioned the bridge loan?
Mr. Lederman, would you explain to me where the application

was made for the bridge loan?
Mr. Lederman. The SBA package had two companies mentioned

that were providing bridge loan financing. One of them was Han-
cock Financial, located on Wilshire Boulevard, down here Western
Avenue. I brought a package down with them, met with them.
They indicated the loan had been approved.

I forget who the two major lenders that were doing the bridge
loans at that time. But they were processing our loan they said

through Hominy Bank, which is a Korean bank in that area.

We were told the loan was approved and we would get $200,000.
The bridge loan package allowed for 95 percent of the SBA loan up
to a maximum of $200,000, and we would get $200,000 on a Mon-
day. I was calling two or three times a day, because we had a deci-

sion to make whether to keep our business afloat. We were owed
money from one of the principal's mothers in law. We borrowed
money from her to cover payroll.

In my statement, the post office that feeds our business had col-

lapsed. We weren't getting mail in. FEDEX and UPS weren't com-
ing into the area. It was just a disaster. We really needed some
extra funds.
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About a week went by, and at that time interest rates had
jumped, and the bridge loan people indicated to us that because the
Fed funds had gone up, the Treasury notes had gone up I think to
7.7 around that time, that the banks didn't want to get stuck with
a 7-year 6 percent loan if we weren't funded by the SBA. It just
left us in a bad place, because we had anticipated the funding com-
ing in, and it didn't come in.

I guess we had a larger loan and the time required was longer,
but we really needed some funds from somebody to tide us over.
Ms. Waters. Quickly, Mr. Bass, did you go to the Crenshaw Cen-

ter? Was SBA in the Crenshaw Center that was coordinated by
FEMA?
Mr. Bass. I didn't go there because the line was too long, so I

ended up in Santa Monica.
Ms. Waters. What do you think accounted for the delay if your

actually getting your check?
Mr. Bass. We never figured it out. I was stuck in the legal de-

partment, basically. There was some sort of problem with the title

company, working out title in the property we were using as collat-

eral.

Ms. Waters. Mr. Chairman, I maybe we can go back and trace
that and walk it through and see what happened, so at that we can
avoid that kind of thing in the future. So, Mr. Chairman, perhaps
acting with the assistance of SBA and Mr. Bass's approval, we can
walk back through that one and see why it took so long. It is a
shame having people coming in here saying. Bang, bang, bang, and
then to have you have experienced that kind of delay.
Mr. Bass. The approval process was really good, but that is when

it stopped, after that.

Ms. Waters. Thank you very much. Let me just say to Mr.
Smith, it is all right to be emotional. We went through quite an ex-
perience out there, and for those of you at the epicenter, I don't
know how you are still sane. I was a little bit further away from
it, but I want you to know that we have a great appreciation for
the trauma that was experienced, and our homes are our loved pos-
sessions, and when that which we have invested in, we have loved,
we have nurtured, we have done everything to make our haven, is

all of a sudden torn apart, it just takes a little bit of us away with
it. So, I do understand.
Mr. Smith. I think the thing that has impressed everybody we

have talked to is the fact that our children saw it on TV, boom,
they were here.
Ms. Waters. You raised some good children,
Mr. Smith. Their mother did.

Chairman LaFalce. I am a softee, I can't go to a movie without
crying, and as you cried, I cried. But primarily, how wonderful,
how privileged, how fortunate you are to have children who when
you are in trouble would fly from Melbourne, Australia, and New
Jersey. That is every parent's hope that they will raise children
who will love them and care for them when they are in need.
Mr. Smith. The hard thing about that is on Thursday, the Thurs-

day after the earthquake, they were all there. They had a meeting,
and said, "Dad and mom, you have to move out." They told us.
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"out", on Friday night. That is a difficult thing for me to accept
from my children, "You go." That is what we had to do.
Chairman LaFalce. Mr. Huffington.
Mr. Huffington. Mr. Chairman, I want to thank the guests for

coming from California. At 4:31 I was on the west side and in a
high-rise. I think that thing shook and shook and shook, and I will

never forget it, either.

Small businesses are very important to this country. Small busi-
nesses are producing 80 percent of the new jobs in America. So, I

am delighted to hear a success story, because many times the Gov-
ernment does not work well. We know that. Sometimes it is the
post office. But here is a situation that did work, from the testi-

mony that you have given.

I hope and I agree with Maxine that we can figure out why in

the few cases where there were delays, why were there delays. If

this was a reasonable situation, that is fine. If it was not, perhaps
we can correct it. Because unfortunately, in California, no doubt we
will have another earthquake, and we will have the opportunity to

rebuild again. That is part of our State. But we are optimists. We
Califomians believe in the future.

I want to thank you for being with us. It is a long way, but your
testimony has been very valuable. Thank you so much.
Chairman LaFalce. Again, thank you very much.
The committee adjourns.
[Whereupon, at 11 a.m., the committee was adjourned, subject to

the call of the chair.]



REAUTHORIZATION OF SMALL BUSINESS
ADMINISTRATION PROGRAMS

WEDNESDAY, MAY 25, 1994

House of Representatives,
Committee on Small Business,

Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m., in room

2359-A, Raybum House Office Building, Hon. John J. LaFalce
(chairman of the committee) presiding.
Chairman LaFalce. The Small Business Committee will come to

order. Today the committee resumes, and it concludes, its current
series of hearings on legislation to reauthorize the Small Business
Administration Programs and to modify the terms and conditions
of those programs that it administers.

First, we will hear from a panel concerning their participation in
the Microloan Program.
The original Microloan Demonstration Program was enacted in

1991 to assist women, low-income and minority entrepreneurs.
This assistance was to be in the form of small loans, generally in
the $10,000 to $20,000 range, made by entities called
"intermediaries." These entities would obtain loan capital from
SBA and would work very closely with the small business borrow-
ers to provide them with intensive training and technical assist-
ance in running the business.
The interest in participating in this pilot program can best be de-

scribed as explosive. Originally we thought that we would get a
good test if 60 organizations were interested in participating. Over
the next year, demand was such that we increased this to 110 par-
ticipants; and now the administration is seeking to go to 200.
At the same time, we found during the first year of the pilot's

operation that the program was going to be considerablv more ex-
pensive than we had thought if we were really to reach out with
these very small loans which almost no one was interested in mak-
ing, prior to the pilot. As a result, the same new law that increased
the number of pilot participants also reflected Congress' decision:
First, to subsidize the cost of the capital used by the intermediaries
to fund the loans; second, to allow the intermediaries to charge a
higher interest rate to their borrowers; third, to employ more Fed-
eral grants for counseling or training and technical assistance; and
fourth, to reduce the matching funds the intermediaries were re-
quired to contribute as a condition of their participation.
We may need to adjust the program terms again. In this regard,

I am pleased that we will hear from 4 of the 96 lenders which SBA
has selected for participation in the pilot,
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Second, we will receive testimony from a panel of three small
borrowers that received financing through the old 503 debenture
guarantee program. They are now confronted with exorbitant pen-
alties if they seek to prepay their loans.

Proposals to provide relief from these penalties are not new to

the Small Business Committee.
Indeed, I authored a relief bill which was vetoed by President

Reagan in October of 1988; and in the next Congress, a similar

measure was again passed by the House, but was killed by the
Senate due to opposition by the Bush administration.

Although I am strongly in favor of providing some relief from
these onerous penalties, we are in the midst of a major effort to

reduce the deficit, and under Federal budget rules, this neces-

sitates reduced spending for all agencies, including SBA,
Last year, I came to the conclusion that due to budget con-

straints we could not solve the problem in one budget year. These
debentures were issued over several years, and thus, they neces-

sitate a "fix" which would be paid for over several years.

Last November, I introduced a bill to do just this. H.R. 3655
would authorize an annual "buy-down" of the interest rate on these
debentures and would provide a more limited form of relief for

those who needed to prepay immediately due to unforeseen cir-

cumstances, such as the death of the owner of the business; and
under that proposal, the costs would be spread over several years.

The administration has suggested a different, but also a very
constructive approach. As explained by SBA, the Agency would
take those debentures with the highest interest rates and offer

them relief by paying the difference between the Federal Financing
Bank penalty and the amount of the penalty under the 504 prepay-
ment formula. There would not be a provision for "hardship" relief

Either approach would be scored as costing money; for example,

$30 million is included in the administration's budget request for

this purpose. If we were to provide the relief requested by the ad-

ministration to all 503 borrowers in 1 year, the cost would be ap-

proximately $100 million instead of the $30 million budgeted by
the administration.

I commend the administration for recognizing the inequity of this

situation and for joining with us in an attempting to seek a solu-

tion.

I am also heartened by the position of the National Association

of Development Companies, NADCO, which testified last Wednes-
day that their membership was willing to forgo two-thirds of the

normal origination fee if a 503 borrower refinances through 504.

This essentially would allow us to help more borrowers each year
at the same level of expenditures.
Do other Members have remarks before we begin with the first

panel?
Mr. Lancaster.
Mr. Lancaster. I have a brief statement, Mr. Chairman.
I commend you as you complete the work on hearings that would

lead ultimately to the reauthorization of these programs, and am
especially pleased to be here this morning because of my strong

support of the Microloan Program. You indicated that when the

program was originated it was an explosion with regard to accept-
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ance, but not only was it explosive but it was veiy successful.

There are stories after stories in my district of small businesses
that owe their very existence to the Microloan Program. It has
been very successful, and I hope we can reauthorize the program
in a wav that will make it even more effective for my district and
across the country.

I want to welcome Ed Nicholas, the president of Timberlyne Cab-
inet Co. to the hearing. Though I know longer represent Angier,

the hometown of Timberlyne, I did for 6 years and hope we will be
able to address in a fair way the problem of the buyout of these

loans.

Thank you, Mr. Chairman.
[Mr. Lancaster's statement may be found in the appendix.]

Chairman LaFalce. Thank you.
Mr. Wyden.
Mr. Wyden. Let me commend you for all the leadership you have

shown in this area, particularly with respect to the now defunct
503 loan program.
We have thousands of businesses in our country caught in a very

painful Catch-22. They have got a situation where they cannot af-

ford the extremely high interest rates that are part and parcel of

the program, and at the same time the prepayment penalties are

so burdensome, sometimes as high as 40 percent of the original

loan, they cannot afford to refinance.

I am told that things are so bad that some 503 borrowers are

contemplating liquidation, literally going out of business because of

the problems associated with the high prepayment penalty. So,

what we have is a great irony here in the sense that a loan pro-

gram, obviously designed to try to help small borrowers, instead

causes those borrowers to go out of business, a loan program de-

signed to encourage job growth but in fact threatens a new wave
of unemployment.
Mr. Chairman, your leadership on this issue has been of extraor-

dinary value over the years, and I joined in this fight in 1990. With
a former colleague of ours. Rod Chandler, I introduced a bill which
would have lowered this prepayment penalty.

I think it is important for the Members to understand where we
are. In that regard, your statement. Chairman LaFalce, was very
helpful. We were able to get absolutely no assistance, none, from
the Reagan administration. We were able to get absolutely no as-

sistance, none, from the Bush administration. Now, as you have
noted, the Clinton administration is willing to come and actually

put money directly on the table to go to bat for these small busi-

nesses—not just to say, they are for small business, but to actually

put into the budget money, $30 million, to help pay for the offset.

It is clearly not all that is needed, but it is certainly a start.

I think Members should know that we have finally gotten the at-

tention of the executive branch after two administrations were not
willing to give these small businesses the time of day.

Mr. Chairman, I would ask that a couple of things be put into

the record. The Department of the Treasury has sent me a letter

outlining just what the administration needs to offset the prepay-

ment penalty problem, and I would ask that that, plus a couple of

excellent newspaper articles that were written in the New York
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Times and the Washington Post would also be made part of the
record.
Chairman LaFalce. Without objection, so ordered.
Mr. Wyden. Thank you, Mr. Chairman.
[The information may be found in the appendix.l
Mr. Wyden. Finally, I would like to conclude by saying that one

of the real leaders in terms of the small business community comes
from the Pacific Northwest, Ms. Doris Johnson from Vancouver,
Washington, which really is adjoining my home district in Oregon.
She has been a tireless and effective spokeswoman for the 503 bor-

rowers, and we would not be as close as we are today to getting
a solution without her good work.

I would also note that Senator Hatfield, our senior Senator from
the State of Oregon, has been one of the champions of 503 reform
as well.

Mr. Chairman, I thank you for all your good work. We have come
a ways and we have more to do. It wouldn't have happened without
your having made this fight for, lo, these many years.

I yield back.
Chairman LaFalce. Thank you. If there are no further opening

statements, we will hear from our first panel of witnesses. First we
will hear John Freeman.

TESTIMONY OF JOHN FREEMAN, CHAIRMAN OF THE BOARD
OF DIRECTORS, RURAL ENTERPRISES, INC., DURANT, OKLA-
HOMA, ACCOMPANIED BY SHERRY HARLIN
Mr. Freeman. Thank you, Mr. Chairman.
Chairman LaFalce. Just 1 minute. I didn't have Sherry Harlin

listed as a witness. We will hear from Mr. Freeman accompanied
by Sherry Harlin; Cecelia Prinster; Tony O'Reilly; and Daniel
Horvath.
Mr. Freeman. Thank you, Mr. Chairman.
Mr. Chairman, my position is that of volunteer board member

and chairman of the Rural Enterprises, Inc. board of directors. Pro-
fessionally, I am president of a community bank based in

McAlester, Oklahoma with branches in three other Oklahoma com-
munities. I appreciate this opportunity to address and testify to the

need and success of the U.S. Small Business Administration's
Microloan Program. This innovative approach of assistance to small

businesses and entrepreneurs has helped many individuals realize

their dream of starting their own business or expanding their cur-

rent business.

The SBA Microloan Program is the breakthrough these creative

and industrial people needed, for without it, in most cases, their

dream would have remained just that, a dream.
Additionally, it has also provided local financial institutions and

its customers with a solution to a common problem. Many times,

banks have requests for small loans from good, solid customers but
policies, regulations or other situations do not allow the loan to be
made. Now financial institutions have an excellent alternative to

offer their customers.
The SBA Microloan Program is complementary to REI's overall

economic development programs. RET is a private, nonprofit organi-

zation established in 1980 to provide assistance to individuals and
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businesses to improve the economic conditions of southeast and
south central Oklahoma. REI packages short- and long-term loans

and is a Certified Development Company for the U.S. Small Busi-

ness Administration.
REFs other small business assistance includes the Rural Tech-

nology Applications Team which evaluates development in indus-

trial technology, and the Industrial Incubator Program which pro-

vides startup business with a place to start, to grow and to be nur-

tured. Most recently, REI added an Equipment Pool Project to its

incubator program. The equipment pool helps to meet equipment
needs for new businesses and to the best of our knowledge, REI is

the only firm in the State with such an Equipment Pool Project,

the result of a competitive grant awarded by the Office of Commu-
nity Services Discretionary Grants Program. Some of REI's indus-

trial incubator tenants have also become microloan clients.

The McAlester commimity can testify to the value and impact of

the Microloan Program. An example is a call received at the very
start of REI's association with the Microloan Program. The call was
from 25-year-old, Billy Hearod, who had just lost his job, along

with 150 other people, when the company he worked for moved
their "cut and sew operation" from our town to Bulgaria. Billy had
6 years of management training and felt that he could develop a

market using available used equipment and utilizing the existing

trained labor force.

At that time, about all he had was an idea. However, to make
a long story short, I referred him to Sherry Harlin who handles the

Microloan Program for Rural Enterprises and through the program
he was able to start his own cut and sew operation. He now has
25 employees, contracts with five major companies to produce T-

shirts, and has reached a point of profitability and equity to allow

my bank to make him an Accounts Receivable Line-of-Credit.

Rural Enterprises, Inc. received funding of $500,000 from the

SBA for operation of a Statewide Microloan Program in late Sep-

tember, 1993. State Senator Billy Mickle and State Representative

James Dunegan introduced legislation which allowed for $150,000
by the Oklahoma Finance Authority, needed as matching funds,

bringing total microloan funds available Statewide to $650,000.

As of April 27, 1994, microloans closed totaled $371,011, rep-

resenting 27 small business and entrepreneurs. Eight of these

loans were for the $25,000 maximum with the remainder ranging

from $6,000 to $17,500 with an average loan size of $13,741. Ap-
proximately 85 new jobs have been crated as a result of these

microloans. A report of April 27, 1994, shows 78 loan requests had
been received. The loan dollars requested totaled $1,077,996.
The type of borrower is a mix of women-owned and minority un-

able to obtain financing through traditional means; however, REI's

microloan client base is extremely varied in nature including start-

up and existing businesses, service and manufacturing businesses.

A sampling of REI clients shows this diversity: A manufacturer of

thermo plastic fishing boats, a day care center, motorcycle repair

shop, ceramic gift shop, helicopter tourist touring business, small

town cafe and grill, home-based travel service, commercial lawn
service, beauty supply house, boot and saddle repair, and two loans

were for woman-owned court reporting businesses.
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Just as diversified as the nature of the businesses served is the
territory covered. Microloans have been awarded to businesses in

19 different communities including the metro areas of Tulsa and
Oklahoma City, with the majority reaching out to entrepreneurs in

rural Oklahoma communities.
A real plus to REFs Microloan Program is the development of

joint ventures with other economic development groups to market
the program. For example, Oklahoma electric cooperatives have
recognized the need for programs to finance small, home-based
businesses and others lacking sufficient capital and collateral to

qualify for traditional lending programs. The cooperatives and REI
have worked together to sponsor orientation meetings, training ses-

sions and client workshops regarding the Microloan Program. Spe-
cifically, the cooperatives will be a distribution outlet for applica-

tions, a center for microloan promotion and screening of applicants.

REI will process the application, handle the loan closings and di-

rect expense reimbursement.
The nature and extent of applicant counseling revolves mostly

around the client's lack of business background and lack of under-
standing of the need for current financial and cash flow state-

ments. We believe the joint effort with electric cooperatives and
other development groups, the orientation sessions and the pro-

posed workshops will be a big part of the solution to this problem.
Presently, the client is informed of the information and material

they need to complete their application and then directed to re-

sources to assist them in the preparation of a business plan, such
as area vo-techs. Small Business Development Centers and
SCORE.
Perhaps the biggest challenge REI has encountered is keeping

pace with the demand which has been so phenomenal. To meet the

demand, REI has increased its staff", and the additional staff" now
allows REI to give more precounseling and assistance, expand its

follow-up efforts and basically better fulfill the business assistance

needs of the clients. REI is also having some difficulty in meeting
the client's total marketing needs for brochures, flyers and other

promotional material. Under the program, design needs such as

this cannot be contracted out, making it difficult for REI to carry

out this area of responsibility as well as it would like because of

the specialty of design work and the amount of time required to

complete a marketing piece.

REI has found the maximum interest rate as determined by the

SBA is adequate and the organization would not recommend the

maximum rate be increased. REI does, however, see a need to re-

structure the terms of the loan to the intermediary to allow for a
longer payback period to SBA. A longer payback would permit the

intermediary to buildup a revolving loan fund, assuring longevity

of the Microloan Program with adequate funding. Concerning the

requirement of matching funds, REI finds this satisfactory.

Regarding expectations of program demand, REI anticipated the

demand for the Microloan Program would be great, but the demand
has far exceeded our expectations. We also believe the demand will

accelerate as awareness of the Microloan Program increases.

Cost of counseling under the Microloan Program has totaled

$19,418.52. This expenditure may be considered somewhat low be-
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cause it is only recently that REI has increased its staff to meet
the demand for technical assistance.

REI has reviewed H.R. 4297 and the proposed amendments to

the Microloan Program. We understand and recognize the need and
concern of the SBA to stimulate greater activity through a pro-

posed increase in the number of intermediaries as well as the utili-

zation of local "participating lenders." It is felt the strategy and
concept of the proposed amendments are good. However, since REI
is a statewide rural micro lender, a roadblock we have encountered

numerous times is that the participating lenders may request a

fiiarantee that the funds be used in their respective communities,
his could not be guaranteed and would prohibit many lenders

from participating.

The other concern would be that cost of funds to the

intermediary would increase; therefore, the cost to the small busi-

ness would increase.

If these items of concern could be addressed, REI agrees with the

proposed amendments and would support a pilot program.

The most predominant ingredient of the Microloan Program is

that it encourages the entrepreneur spirit, the kind on which this

Nation was founded and built. We would not be enjoying modem-
day conveniences and technologies were it not for some entre-

preneur who had a creative idea and the determination to pursue
it. The fact that some individuals are at an economical disadvan-

tage makes them no less creative or industrious than the individ-

ual who has the necessary resources. The Microloan Program gives

renewed hope to the entrepreneur and all of us are the benefactors.

Thank you for the opportunity to testify.

Chairman LaFalce. Thank you very much Mr. Freeman.
Cecelia Prinster, executive director of the Greater Denver Local

Development Corp.

TESTIMONY OF CECILIA H. PRINSTER, EXECUTIVE DIRECTOR,
GREATER DENVER LOCAL DEVELOPMENT CORPORATION,
DENVER, COLORADO
Ms. Prinster. Thank you, Mr. Chairman, members of the com-

mittee and distinguished guests. I am pleased to have this oppor-

tunity to present to you some background about the Greater Den-
ver Local Development Corp. and now the SBA microloan dem-
onstration program has affected our borrowers, our organization

and our community in Colorado. I have also been asked to com-
ment about proposed changes to the program.
GDLDC is a private nonprofit corporation making

microenterprise loans to small businesses in the five-county metro
Denver area. For over 10 years we have been providing loans to

very small businesses which are excluded from traditional financ-

ing sources because of lack of equity, short operating histories, lo-

cation in low-income neighborhoods, or just the small size of the

business. Our program is founded on the belief that business own-
ership should be a choice, an opportunity available to every hard-

working intelligent American, regardless of race, gender, social or

economic background or lack of formal education.

In 1992, GDLDC was chosen in the first round of 35

intermediaries for the SBA's innovative microloan demonstration
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program. As a result of our participation in this program, we have
broadened our lending base, doubled our loan portfolio and ex-

panded our technical assistance for emerging business. The pro-

gram has increased our visibility and enhanced our credibility in

the business and financial communities, enabling us to form effec-

tive partnerships with banks and community groups who are inter-

ested in microenterprise.

Our borrowers are involved in all types of businesses, including

small manufacturing operations, service ventures, retail stores, res-

taurants and distributorships. Our loans have been used to pur-

chase equipment, provide working capital during a startup or ex-

pansion phase, smooth out cash flow during a receivable cycle, pur-

chase inventory and finance tenant finish. Our average loan size is

$11,007.
So what can $11,000 do to make a difference for small business?

For example, we made a loan to a Hispanic couple who wanted to

expand their commercial printing and equipment repair business to

acquire a used equipment inventory for refurbishing and resale.

Our loan enabled them to add a product component to their service

capabilities, thus diversifying their business and increasing their

profitability.

Another loan helped a young Hispanic man to start a home-
based computer graphics business when his job with a large com-
pany was eliminated. Our loan enabled him to purchase the com-
puter system needed to do contract work in a very sophisticated in-

dustry. He is now enjoying the independence and flexibility of

being his own boss. He has been so successful that now he is hiring

an employee to help him service the client base he has developed
on his own.
Another loan went to a woman-owned cartography business

which enabled her to hire three employees and purchase the equip-

ment needed to fulfill mapping contracts with the National Park
Service and Forest Service.

An African-American couple who own a small neighborhood con-

venience store near their home in a low-income neighborhood want-
ed to refurbish the building and increase the inventory in the store.

With our loan, they have updated the appearance of the building

and improved the inventory selection, thus contributing to the revi-

talization of their neighborhood.
One of our loans helped a woman who invented a play pillow for

babies to launch her product to a national market. Another woman
borrower is manufacturing her own brand of salad dressing. A
woman from Paraguay expanded her successful empanada take-out

window into a full service restaurant with her loan proceeds. An
immigrant from Ethiopia now has a computer training center. An-
other man purchased a bagel machine and now has more business

than he can handle.
The list goes on, but the fact is that none of these businesses,

these people, these hard-working entrepreneurs could have accom-
plished their goals without the critical access to capital which our
program has provided. As a result of our loans, jobs have been cre-

ated for the entrepreneurs and others.

Money is important, but it doesn't ensure success in a small busi-

ness. That is why our loan program combines financing with busi-
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ness technical assistance. Our business counseling, workshops,

mentorship program and training are designed to nurture borrow-

ers' capabilities and enhance their financial and management
skills. Our program provides not only the access to capital but also

the business support which is critically needed to succeed in today's

competitive economic environment.
Although we have been making microloans for over 10 years,

GDLDC is now coming into full bloom as a community financial re-

source. I attribute this success to our 10 years of experience in

microlending, our solid capital base from private sources, and to

our participation in the SBA Microloan Program, which has raised

our local efforts to a national priority.

The SBA Microloan Program has not only provided capital for us

to meet the financing needs of nonbankable small businesses in our

community. It has also enabled us to enhance our technical assist-

ance capability, which is the critical support factor making a dif-

ference in the success of this lending program. Without the

microloan grants for operations, it would be impossible to raise the

ongoing operational funding to implement our technical assistance

program properly.

From the beginning, I have been impressed with the overall con-

cept of the SBA Microloan Program. I believe the use of nonprofits,

who are not constrained by the traditional banking outlook on very
small businesses, infuses creativity into the financial community.
The program's emphasis on providing technical assistance to bor-

rowers maximizes their chance for success, recognizing that there

are educational and training needs which entrepreneurs can only

learn on the job in the context of their own small business.

I think that the program's requirement of matching funds is rea-

sonable and fair because it holds the community responsible to

"ante up" for something which is important to it. Just as our loan

program is not a giveaway for the borrowers, I think it is fair that

the community should be required to contribute financially to a

program like this which has such enormous potential for economic

and social impact.
Overall, the SBA Microloan Program has been very user friendly.

It has been implemented by the SBA so that the nonprofit is not

overwhelmed with onerous Government forms and reports. The
program is also user friendly for the borrowers, many of whom
would be intimidated by working with banks or bureaucracies. By
working with organizations like ours, they can enjoy the financial

and technical support offered by a nonprofit intermediary who is

committed to their personal and financial success, and who can

prepare them ifor the requirements of a traditional banking rela-

tionship.

I have found the SBA to be very responsive to the users of the

program. They have made commendable efforts to incorporate feed-

back from the field into the program design and implementation,

which is why the proposed legislation is before you today.

As I understand it, this bill seeks to expand the program in sev-

eral ways. First, allowing the SBA to guarantee loans made by par-

ticipating lenders encourages banks and other nongovernmental
entities to get involved in microenterprise development. However,
I am concerned that by adding participating lenders who will form
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lending alliances we are creating a bureaucrac}', I am afraid that
participating lenders might impose their own values and objectives
and costs on nonprofits, which would dilute the original intent of
the program. I would resent having a participating lender who is

not involved in my community exert control over my program
which would detract from serving the needs of our borrowers.

It might also add more administrative responsibilities on non-
profits like ourselves, thus increasing the funding burden and dis-

tracting from the direct service aspect of our business.
The Microloan Program should not be micromanaged. The beauty

of the program now is that it is a grassroots program which is flexi-

ble and responsive to the needs of the local community. Please do
everything to ensure that these qualities are preserved.
Expanding the number of programs is a must. I get calls every

week from people who are out of our service area who could benefit
from a similar program in their own community. Also, increasing
the ceiling of available capital will be necessary as the programs
become more utilized.

One other area of improvement to the program which is not in

the proposed legislation is the necessity of having grant funds for

technical assistance available for the entire 10-year life of the loan
to the intermediary, rather than just the 4 years under the original

legislation. To ensure that the program will be a good, long-term
investment of public funds, access to capital for microenterprise
borrowers must always be coupled with technical assistance.

It would be impossible for the nonprofit intermediaries to raise
private funds to cover the full cost of technical assistance needed
to make this program work. Therefore, grant funding must be
available for the full 10-year term of this loan to support the tech-

nical assistance activities of the nonprofit intermediary.
By enabling people to own and operate their own businesses,

they can develop the leadership and decisionmaking skills to act as
role models for others, their children, their neighbors, their commu-
nity. By supporting minority- and woman-owned businesses, we are
creating a more diverse economy, capable of great creativity and re-

sponsiveness to the needs of the marketplace. By focusing on the
importance of microenterprise in local communities across this Na-
tion, we are not only promoting revitalization of our economy, but
also raising the hopes and spirits of people who desire to be inde-

pendent, contributing members of our society by owning their own
businesses.
Thank you, Mr. Chairman and members of the committee, for al-

lowing me to share my experiences with the SBA Microloan Pro-

gram and my opinions about its expansion. I commend you for your
support of microenterprise as an economic development strategy

with unlimited potential.

Thank you again.

[Ms. Prinster's statement may be found in the appendix.]
Chairman LaFalce. Thank you very much, Ms. Prinster.

Before we proceed to Mr. O'Reilly, I notice that one of Congress'
strongest champions of the Microloan Program, Congressman
Brewster of Oklahoma, is here. I wonder if there are comments he
might wish to make at this time.
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Mr, Brewster. Mr. Chairman, as one who certainly is a sup-
porter of the Microloan Program and who has had an opportunity
to see it work through rural enterprises in my district, I think that
all of us can serve very well by supporting these types of programs.
We are very fortunate to have John Freeman, who is president

of a bank in our area, take the time out of his schedule to work
with Rural Enterprises and help make this happen. Their success
has been phenomenal. They have a very low default rate, I think
around 1 percent; and they are servicing loans that banks tradi-

tionally can't do.

So they have created somewhere in the neighborhood of 85 to 100
new jobs in our area, and all of us realize that small business is

where new jobs will be created in the future.

I would like to encourage the committee at every opportunity to

look toward opportunities like the Microloan Program and others,
because they are doing a wonderful job helping us in rural areas.
Our constituents are doing well, our communities are growing, and
that is what we need.
Chairman LaFalce. Thank you very much, Congressman. We

appreciate those comments.
Our next witness will be Tony O'Reilly, executive director of the

Small Business Corporation of Savannah, Georgia.

TESTIMONY OF TONY O'REILLY, EXECUTIVE DIRECTOR,
SMALL BUSINESS ASSISTANCE CORPORATION, SAVANNAH,
GEORGIA
Mr. O'Reilly. Thank you, Mr. Chairman. The Small Business

Assistance Corporation is a county-wide 504/503 Certified Develop-
ment Company, founded and licensed by the Small Business Ad-
ministration since August 1982. Our purpose is to assist small
businesspersons to elevate their status and increase their partici-

pation in Chatham County's free enterprise system.
As a nonprofit 501-C6 business development group. Small Busi-

ness Assistance Corporation has been in full operation since Sep-
tember of 1989. Our office provides the following services and prod-
ucts to our clients:

Financing for new and existing businesses through SBA's section

7(A), 7(M) Microloan Program, 504 loan programs, the city of Sa-
vannah CDBG resolving loan funds and a variety of other private
sector-driven and donated funds.

Provision of management and technical assistance micro- and
small-size businesses in all phases of their development.
Contractor and vendor development programs to increase public

and private sector business opportunities for small businesses.
Dissemination of information concerning local business issues,

program resources that are available to support small business
growth.
Generation of economic studies that are relevant to the day-to-

day operation of small business concerns.
Since 1989, SBAC has offered this complete line of services from

prestartup counseling to follow-up management and technical as-

sistance. We prioritize service to women- and minority-owned busi-

ness persons throughout our service area. With funds from the city

of Savannah, SBA, Chatham County Board of Public Education,
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SBAC operates to enhance the local business environment in a sys-

tematic way.
Our program pursues three strategies: Access to capital, access

to management and technical assistance and business opportunity.

We believe that a thriving small business community is a crucial

element needed to accomplish a vibrant, job-creating economy.
Total loan volume since inception is $22,755,379 in business pro-

posals being approved. This is a cumulative total of a variety of

seven loan programs now in place and being offered to our business

community.
Through outreach, comprehensive loan and business packaging,

management and technical assistance, we hope to improve our

small business economy of Savannah, Georgia and the surrounding
area.
We are a micro microlender. We signed our $175,000 microloan

note in August 1992. Our first loan was made to a startup deli-

catessen in November of 1992. The program has been in operation

approximately 21 months. Our boundaries of operation for the SBA
microloan include five counties surrounding Savannah, four being
rural.

As of April 1994, SBAC has approved 28 microloans at an aver-

age size of $6,796. The interest rate on these loans is 10 percent,

fixed. The average loan maturity is 22 months.
In keeping with our organization's mission to focus on women-

owned and minority-owned business entrepreneurs in low- to mod-
erate-income neighborhoods, 50 percent of these loans are made in

such neighborhoods. Eighteen percent of the microloan portfolio is

in rural defined counties. Fifty-seven percent of all loans went to

women-owned businesses or would-be owners. Sixty-four percent of

SBA's microloan recipients were minorities. Eighty-two percent of

the loan projects were business startup applications.

These loans fall into a high-risk classification due to them being

startups, small loan or equity injection, and just the small size of

the loans themselves. Nevertheless, the portfolio operates within

what we consider a reasonable default rate, given our 15 percent

reserve.

The current rate of default defined as over 90 days past due, it

is 5 percent on dollars and 11 percent on loans. The average loan

in default is approximately $1,000. This rate is calculated prior to

the liquidation of collateral. We are satisfied with the program's

loan portfolio performance, although we have made adjustments in

our Peer Lending Program to improve repayment there.

The program has created 28 jobs at an average loan cost of

$5,103. When the Federal share of SBAC's technical assistance

grant is factored into the equation, the average Federal cost per job

is approximately $8,200.
Overall, SBAC has concluded that the SBA Microloan Program

is a viable program that creates access to much needed capital for

small business projects started by women and minorities. It cer-

tainly fills a gap in the Savannah area financial marketplace.

SBA^ underwriting criteria we find to be flexible enough for us to

design our programs to meet our own local priorities. The relative

few, when compared to other program options, i.e., CDBG, restric-

tive requirements meet the test of reasonableness given the level
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of risk SBA can prudently take with taxpayer money. As SBA's
program advises, however, we are tempted to tighten our own un-

derwriting criteria to reduce financial risk to our organization in

the event that we lose borrowed money.
Management and technical assistance are critical to success of

any microloan agenda. It is important, however, to balance the

need for education and technical training with the need for imme-
diate cash. At SBAC, we believe it is more important to get the

microentrepreneurs in business to allow them to exploit the market
niches that they have identified. Continuing management assist-

ance that is coupled with assertive loan servicing and collections

ensures the survivability of the small enterprise and repayment of

the loan.

SBAC works closely with other SBA resources to improve the vi-

ability of our technical assistance program. SBDC and SCORE ac-

tively participate in microloan client sharing. Technical assistance

grant procedures have proven unclear and a bit risky to use be-

cause what is eligible hasn't been made clear at all times. Timing
and the use of proceeds issues still need to be resolved, i.e., admin-
istration, contracting and other places. Recent developments in

matching requirements and administration for second-round

intermediaries have been welcomed.
SBAC is aware of significant demand and need for access to

microbusiness loans in our market. In spite of our low key ap-

proach to promotion, we will receive an average of five inquiries

per day regarding loan possibilities, many from beyond our des-

ignated service area. Our service area is a 1.5-hour drive-time ra-

dius from our office, which sits on the river on the other side. At
this time, we have no problem keeping the required principal bal-

ance loaned out to assure adequate cash flow to meet the terms
and repayments of our loan to SBA. We will not satisfy the real

demand for small loans. There is a real need for more qualified

intermediary lenders to fill the needs of entrepreneurs.

SBAC is reluctant at this time to expand our volume or to bor-

row more money from SBA or to expand our geographic boundaries.

Microlending, in our opinion, to be effective over the long haul,

must be a case management system with assertive collection poli-

cies in place. A regional approach to delivery will diminish an
intermediary's ability to assess viability of applications. It would
return SBA to the past problems of the direct loan programs ema-
nating out of their own district program.
High program costs, higher financial risks associated with large

volumes and geographic expansion compels SBA to increase the

number of qualified intermediary lenders to meet the pent-up de-

mand for smaller loans.

In closing, the U.S. Small Business Administration is our coun-

try's leader in small business development. We are encouraged that

they are poised to take a lead role in developing small scale enter-

prise. We commend the administration's decision to address the

unique capital and management needs of microentrepreneurs.

Thank you, Mr. Chairman.
Chairman LaFalce. Thank you.

[Mr. O'Reilly's statement may be found in the appendix.]
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Chairman LaFalce. Our final witness on this panel Mr. Daniel

Horvath, president, Community Equity Investments, Pensacola,

Florida.

TESTIMONY OF DANIEL R. HORVATH, PRESIDENT, COMMU-
NITY EQUITY INVESTMENTS, INC., PENSACOLA, FLORIDA

Mr. Horvath. Good morning. I am the president of Community
Equity Investments in Pensacola, Florida. We are a not-for-profit

community development corporation serving all of northwest Flor-

ida, which comprises a 15-county service area ranging from Pensa-

cola to Tallahassee.
CEII is a 20-year-old community development corporation operat-

ing a number of small business loan programs and affordable hous-

ing development programs. We have a grassroots community mem-
bership and a board of directors elected by the community. CEII is

proud of our community roots and our programs are governed by

that grassroots membership.
Our goal has been job creation through small business lending,

as well as affordable housing development. I have a program bro-

chure which I hope all of you have received so you can get an idea

of the scope of our program.
In small business lending, we started out 12 years ago with a

Florida-funded program which provides CDC's with administrative

grants and loan capital. Using this Florida-based program, we have

made almost $4 million in loans during this 12-year period. That

constitutes 100 small business loans to businesses that have cre-

ated 480 new jobs in the Escambia County area, which is the west-

ernmost county in Florida. Our cost per job is $8,333. Of the 100

small business loans that we have made, we have a loss rate of

only 3 percent.

We have strong bank participation in our program. Banks are in-

volved with us on our loan committee helping us to review the

creditworthiness of our loans, and they buy and service all the

loans that we make through our revolving loan fund program. This

model has been so appealing that the State has used it as a model

for all other community development corporations that wish to op-

erate revolving loan funds.

Based upon the experience that we have had in making
microloans through the State-funded program, we applied to the

SBA for participation in their demonstration loan program. We
were successful in becoming 1 of the 35 programs selected for the

first year of this new program.
Since we started the program roughly a year-and-a-half ago, we

have made 48 microloans. These loans total just under $800,000

and they have created or maintained 129 jobs in the 15-county

service area I mentioned. We have been approved for the maximum
possible loan amount of $1.25 million, and we are presently receiv-

ing the maximum training and technical assistance grant of

$312,500 a year.

We have a staff of four full-time professionals working on the

Microloan Program. We provide extensive training and technical

assistance on both a pre-loan and a post-loan basis. Our average

loan is $16,500. About half of our loans have been made to Afi-ican-
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American-owned businesses. Women-owned businesses have re-

ceived 41 percent of our loans. About half of our loans are startups.

Among the loans that we made are loans to beauty salons, fu-

neral homes, bookkeeping services, realtors, clothing stores and a

number of other types of businesses.

I have attached a loan summary which provides information on
the types of loans that we have made, size and terms.

Some of the areas of concern that we have with regard to the op-

eration of the program deal with the matching funds that

intermediaries are required to provide. We need to provide a 35
percent match. In the first program year, this match was only re-

quired to be non-Federal; in the second year, this was expanded to

include non-borrowed non-Federal funds. This provides a real prob-

lem to us. As nonprofit programs, we have limited access to non-

borrowed matching funds.

In our case, in the first year, we used our State loan program to

leverage the SBA Microloan Program. Because non-borrowed funds

are now no longer eligible, we couldn't do that in the second pro-

gram year. Fortunately, we had some funds in our housing pro-

gram that were equity dollars that we could reprogram and use
those in our Microloan Program; and thus, we were able to provide

the match that was necessary.
We feel that if funds are available locally, particularly if they are

State-funded funds, that those State dollars should be able to lever-

age participation into the Microloan Program, even if they are bor-

rowed dollars. I urge the committee to look into the issue of the

non-borrowed funds requirement.
Another restriction in the program is that funds cannot be used

for real-estate-related purposes. We can use microloans to provide

working capital, to buy machinery and equipment, but if a lease-

holder wants to fix up their leased property or a property owner
wants to fix up their property—and we are talking about minor ex-

pansions that are $25,000 and under—we cannot provide those

loans through the Microloan Program. I don't see any reason for

that restriction.

Because of the small size of the loan, most banks are unwilling

to provide loans of $25,000 and under even if there is some real

estate collateral. This is a real market niche that the Microloan

Program should be able to fill, and the restriction on real-estate-

related lending just doesn't make any sense to us.

The maximum loan size that we presently operate under is $1.25

million; we are approved for that level of lending. In our first year-

and-a-half, we have already gone through about $800,000 in funds.

We anticipate limited difficulty in using the full $1.25 million over

a 2-year run.

The program expansion presently being considered would ap-

prove an additional $500,000 per intermediary. We think that is a

step in the right direction. I feel, however, that for multicounty

programs such as ours, the $1.75 million limit is not adequate. We
recommend a $2.5 million size as a more suitable program range.

We feel the program is operating very successfully as it is set up
now, and we would hate to close down our loan operation because

we ran out of money. We have a 15-county service area; the de-
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mand has been phenomenal, and we feel that the $1.75 million is

not sufficient to meet the demand that is out there.

Another issue deals with the use of training and technical assist-

ance funds only for borrowers. Most of the folks we talk to in the
Microloan Program do not become borrowers. There are inquiries
from folks wanting to know about the program, there are applica-

tions that we receive, and yet most of those individuals do not wind
up becoming borrowers.
We have a series of screens that applicants must go through be-

fore they actually get a loan. We have estimated that it is about
50 to 1 of inquiries to actual borrowers. This is to the benefit of

the program in that we make better-quality loans, loans that are

not likely to go into default because they do go through a rigorous

screening.
It is also to the benefit of the borrower. We have found that some

of the best loans we look at are the loans that we don't make. It

is to our benefit in that we don't lose the money and it is to their

benefit in that they don't have a negative experience in going into

business ownership.
By having developed the experience that we have in operating a

loan program, we can identify businesses that simply won't suc-

ceed, and often we do more of a favor to the entrepreneur by turn-
ing him or her down than by approving a loan. Yet all the time we
spend in working with those entrepreneurs cannot be charged off

against our training and technical assistance grant unless they ac-

tually become a borrower.
There is a 10-percent amount that you can charge off against

your grant. With $312,000, that is $31,000 of our total grant that

we can charge off to all these individuals that don't actually be-

come borrowers. That is inadequate. We suggest that the work that

we do with folks who do not become borrowers is very important
work and should be eligible for use under the T/TA grant that we
receive.

There is some concern that intermediaries will use up all their

training money on the front end and not have any money left over

to service these borrowers once they do become Sorrowers. Please

bear in mind that it is in our self-interest to work with borrowers
throughout their loan and that in order to do that, we reserve cer-

tain funds so that we have dollars available to work with them. We
don't want those loans to go bad. We want to pay back our loans

to the SBA. Therefore we reserve T/TA funds for that purpose.

We think the T/TA issue is a critical one, very important to the

success of the program; and we encourage the committee to look at

expanding the use of those funds for front-end work with folks who
don't become borrowers.
The cost of funds is not a major problem. We are paying 3.75 per-

cent on the dollars we received under our second-year loan, 5.5 per-

cent on our first year. We do not feel this cost is excessive; how-
ever, we think that it might be better to have a uniform rate such

as the one used by the Farmers Home Administration in their pro-

gram, which is a flat 1 percent regardless of which year of the pro-

gram you are participating in. It might be simpler to have one uni-

form rate rather than a different rate for each year you get a loan

for the program.
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The administrative cost for operating this program is supposed
to come from the interest spread between the rate that we pay the
SBA and the rate that we charge our borrowers. That is the gen-

eral concept of the program.
However, the utilization of those dollars for administrative pur-

poses is very difficult to obtain. We have to get prior approval from
the SBA to draw down any of the interest earnings that we gen-

erate from the operation of this program. We feel that that should
be an automatic situation where, if the interest is generated, it can
be used for administrative purposes.

After all, the SBA does not preapprove each of the loans we
make. They give us authority to make loans and look at our ability

to run the program, and they feel that we can do that. Just like

they let us make the loans without their preapproval, they should
also allow us to use the interest earnings that we generate to cover

the administrative cost of the funds; and requiring a preapproval
process is simply too cumbersome and makes it too difficult to ac-

cess those dollars.

We support the idea of increasing the availability of the program
and eliminating the set number of intermediaries that the program
presently authorizes. The dollar amount that is suggested, how-
ever, going to a $5 million per State limitation is probably too

small. In larger States, such as Florida, we feel that $5 million

simply will not serve the needs of the small business community.
If we are already using $800,000 just in the northwest comer of

the State, you can imagine what the demand would be when south
Florida starts accessing this program. Presently there are no
Microloan Programs operating in Miami, in Orlando, in Tampa and
Jacksonville. So, all the major population centers are unserved; and
once programs get started in those areas, we feel the $5 million cap
will become inadequate. We would like to encourage the committee
to look at a larger cap per State.

The national increase in the number of intermediaries from 110
to 200 is an excellent idea. I can't tell you how many calls I get

from folks in south Florida wanting to access the Microloan Pro-

gram and not understanding why I can't make them a loan from
Pensacola. So, the demand is there throughout Florida and
throughout the country.
The experiment into guaranty lending, I think is really a flawed

idea. I do not believe that the banks are going to be interested in

participating in making loans to nonprofit intermediaries so that
we can make loans to businesses which they are not really inter-

ested in making loans to. The reason we have the Microloan Pro-

gram is that these loans are too small for banks to be interested

in them and their creditworthiness is too limited for them to be in-

terested.

Banks generally don't loan to nonprofit corporations either. I

think that when we try to seek banks to make loans to us rather

than getting our funding directly from the SBA, we will find that

the banks have limited interest in participating in this program.
First, there is the cost to them in operating the program. The

SBA is asking them to take over most of the administrative burden
of running this program, and what will banks be paid? The 5-year

T-Bill rate. I don't think that is an adequate return to the banks.
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and once they look at that, they will say, thanks, but we are not
interested.

Additionally, what are the CRA benefits to banks for participat-

ing in this program? Is there some special CRA credit that they
will receive? If there is not, they are not going to be very interested
in participating in this program.

I have found that the way the program is structured now with
intermediaries borrowing directly from the SBA has been ex-

tremely workable. This program is not broken, and I don't see a
need to fix it by going to a guaranty-type program.
Another issue has to do with availability of community develop-

ment block grant funds for matching purposes. The program now
authorizes us to use CDBG dollars for matching fimds. I do want
the committee to be aware that this type of funding is extremely
political on a local basis, and often it is difficult, if not impossible,
for us to access those funds so the availability of CDBG for a match
is not a cure-all. The concern I expressed earlier about using non-
borrowed funds is still a very real concern to us.

In closing, I think the SBA is doing an outstanding job of run-
ning this program. I have 25 years of experience in working with
Federal economic development programs. I have been involved from
the early days of OEO with the Community Development Corpora-
tions, and I can frankly say I have not seen a program with a light-

er paperwork burden, with a smoother operation than the SBA Pro-
gram.
We run our program on a local level. We make our loans, we pro-

vide our training and technical assistance. When our funds run
low, SBA sends more. The program is really just that simple.

The reporting is relatively simple, the forms are easy to utilize,

and I commend the SBA for the smoothness with which this pro-

gram is operating. We are delighted with it, and it is for that rea-

son that we don't feel that the program needs any major redirec-

tions at this point.

Thank you for the opportunity to speak, and I would be happy
to answer any questions that you have.

[Mr. Horvath's statement may be found in the appendix.]
Chairman LaFalce. I thank all the members of the panel for

their presentations. We do have a difficulty, of course, and that is

we have very finite financial resources, and there are countless ex-

cellent programs competing for a much smaller dollar amount that
can go around. That is one of the difficulties.

Your program is a pilot program, and it is still a pilot program.
I think it is clearly successful if you don't want to consider the cost

of the program. As you consider the cost of the program, then you
might weigh its success against the success of other programs to

see where you are going to get the biggest bang for your buck.
We have a high subsidy rate in this program, do we not? I be-

lieve it is about 12 percent and that doesn't include the counseling
grants. If 200 anticipated intermediaries participated in this pro-

gram, received $1 million in loan capital and annual counseling
grants, the annual cost to the Federal Government of this program
would be $64 million per year. This would support loan capital of

$200 milHon.
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But I am told that if we would take that $64 million and apply
it to the 7(a) guaranty program, it would support almost $2.5 bil-

lion in 7(a) guarantees. So, the question is, why should we continue

to increase this pilot program when we could use this money else-

where supporting almost $2,5 billion in 7(a) guarantees?
I will ask you to comment.
Mr. HoRVATH. I would like to take a stab at that one.

I think you need to look at the market. The 7(a) Program gen-
erally deals in much larger loans, in the $100,000-dollars-plus

range. They are of the size that interests banks in providing an
SBA guarantee because there is enough income return to them.
The microloans are $25,000 and under. We are dealing with a to-

tally different market where the banks are not interested in provid-

ing that type of financing. Yet if you look at the iob creation, most
of the jobs in this country are with businesses that have five and
fewer employees. They are the microbusinesses.

So if we are trying to create jobs in this country to deal with
crime and all the other problems we need to look toward
microbusinesses. You have a better impact from a job creation

standpoint by dealing with the microentrepreneur, which is going
to create more jobs, that is where the jobs are, than you would with
the 7(a) Program.
Chairman LaFalce, Should we reduce the 7(a) Program in order

to put more money into this Microloan Program?
Mr. HoRVATH. My answer obviously is going to be slanted toward

the Microloan Program, because that is where our interests lie.

Chairman LaFalce. My point is, what is the balance that you
strike?

Mr. HoRVATH. I think you need more funding
Chairman LaFalce. You favor going up to 200, right?

Mr. HoRVATH. The number of intermediaries, yes. One hundred
and ten is the maximum now.
Chairman LaFalce. They didn't make that recommendation in a

vacuum. They made the recommendation to go to 200 along with
some other changes. The SBA that you have praised has made six

legislative recommendations, most of which you have rejected.

In other words, I don't know that they are going to be able to

go to 200 without the accompanying legislative recommendations.
If we don't accept their legislative recommendations, I am wonder-
ing if it is going to be possible to go to 200 intermediaries.

Also, you oppose the $5 million limitation for a State, but right

now it is $2.5 million per State, isn't it?

Mr. HoRVATH. Right.
Chairman LaFalce. You are opposing the doubling of it because

you want the tripling of it?

Mr. Freeman. As a banker, I certainly would not recommend re-

ducing the 7(a) Program. We utilize the 7(a) Program, the 504 Pro-

gram, all the programs with SBA, but there is certainly room for

the Microloan Program, Probably the cap that you have mentioned
may be sufficient, but the example that I gave of a young man
whose company had sent 150 employees to Bulgaria would not

have an opportunity under 7(A) to start a business, and create

—

actually retain if you look at it that way, the 25 jobs that he has
retained in our community.
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I think the Microloan Program is certainly a different program
from 7(A), or any other SBA Program that we have, in trying to

make comparison of it. I certainly support
Mr. O'Reilly. Mr. Chairman, I don't think you can compare the

7(A) and the Microloan Program in any way. The Microloan Pro-

gram finds itself in a marketplace that the banks do not service

and, frankly, neither does SBA. As the notion of small business

rose to $6 million net worth or less, further and fiirther, does the

SBA and the Federal Government
Chairman LaFalce. Your moms-and-pops, I understand.
Mr. O'Reilly. The Main Street shop and where are the roots of

what we want to generate. Seventy percent of the clients that we
service are on some kind of subsidized living standard. I don't have
the numbers, but these things need to be taken into consideration

also.

Chairman LaFalce. Let's go down some of the recommendations
of the SBA.
They have said, let's test capital funding to intermediaries on a

bank-guaranteed basis, and 20 pilot intermediary funding—10
would be in rural and 10 in urban. This wouldn't preclude—this

wouldn't be a substitute. This would be another tool.

Do you think we should go along with their recommendation to

establish 20 pilot intermediary funding programs using a guaran-
tee? See how it works?
Mr. O'Reilly. As you said, we are in a pilot program now, and

I think that SBA has maintained a good pilot posture because the

intermediaries are doing things very differently. The information

that is coming back—and this is a reflection—these proposals are

a reflection of those types of things. So, I think that, yes, a pilot

program along these lines in order to tap into the vast resources

of the private sector makes sense in order to provide leverage.

Chairman LaFalce. So you wouldn't oppose trying this guaranty
program out?
Mr. Freeman. Mr. Chairman, if the program could be designed

so that there would be a motive for the banks. If there is some
credit given to the Community Reinvestment Act, which we are all

very conscious of as bankers, or if there is some assurance that the

creation of iobs would be in the given area of the guarantee, I think

there would have to be some type of motive for the banks to be in-

volved in it.

Chairman LaFalce. SBA has also recommended that we include

for-profit businesses to participate in this, not exclude not-for-prof-

it You are working and working well, but they are saying, let's try

for-profits also—insurance companies, regulated lenders, pension

funds—so they could be intermediaries. Right now, you have got it

all to yourself.

Would you oppose opening it up to those for-profit businesses

who want to participate in this?

Ms. Prinster. My understanding is that the participating lend-

ers would be making loans to the nonprofit intermediaries. Would
the participating lenders be making direct loans to borrowers too?

Chairman LaFalce. They could, yes.

Mr. O'Reilly. I don't see what the problem would be with that

as a pilot program. If I was going to jump to a conclusion, I think,



157

that you would probably have limited participation given the lim-

ited profitability in doing it. Not-for-profits work on a mission that

is not profit-driven.

Chairman LaFalce. They call for eliminating the subsidy on

loan subsidies on loan capital if used to fund an average portfolio

over $7,500. Right now we subsidize it at 1.25 Treasury points

below Treasury cost of money.
Mr. O'Reilly. What happens when you do that, you are driving

the programs into very, very small lending and you are increasing

the risk. If that is where you want the program to reside, you are

going to have to expect that that 15 percent reserve is going to be

challenged.
Chairman LaFalce. It is a tradeoff between subsidy and risk?

Mr. O'Reilly. That is right.

Chairman LaFalce. Thank you. No further questions.

Mr. Andrews.
Mr. Andrews. Thank vou, Mr, Chairman.
I want to thank all of you for your testimony. I have a great in-

terest in this program. It was one of the first pieces of legislation

that I proposed as a Member of Congress was the Microloan Pro-

gram. So, I have had great interest in its success, and I am heart-

ened to hear some of the personal testimony of what the success

has been in your communities.
I would like to, first of all, pose in the form of a question and

a comment a response to the point of the Chairman with respect

to whether or not we should be continuing or expanding this pro-

gram, and its relationship to 7(A). I think that the point that you
have made about the uniqueness of this program with respect to

the market, with respect to the smallness of the businesses that

you are dealing with, is very well taken; and I am glad to hear that

response.
But I would like to ask if you or, to your knowledge, anyone has

analyzed this program with respect to the return on investment the

taxpayers receive in benefits, including the savings that we will

have in imemployment benefits, the savings that we will achieve

in reducing demands on a variety of social programs, increasing the

tax base to local communities, increasing the amount of oppor-

tunity for other businesses, individuals and families and commu-
nities. Has anyone analyzed this program and its success from the

perspective of that broader look in terms of the return coming to

taxpayers and to society?

Ms. Prenster. We have not done that. It soimds like a good topic

for a dissertation for somebody.
A comment I would like to make—and I think that I have a

sense that you are alluding to this—is, unlike the 7(a) Program,

the emphasis on technical assistance in the Microloan Program is

to a very large extent almost a job training program because many
times we are working with socially disadvantaged borrowers.

I think that there needs to be some view of relating it to job

training efforts, because many of these people are really not cut out

to work in corporate situations for other people and they do much
better working for themselves. To the extent that they have not

had the Masters in Business Administration and the formal edu-

cation, they have not been raised in families that have been sue-
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cessful entrepreneurs, but often have been raised in families who
have been on welfare or minimum wage workers, they do not have
the role models. So, they do need some training and support to be
able to succeed as business owners.
They are trying to make a change in direction in terms of their

personal history, and that is a large component of what we do that

you do not see in the 7(a) Programs where you have more sophisti-

cated borrowers who don't need that kind of support.

So I think your question is well taken in that some of that kind
of analysis should be done to really broaden the vision of the niche
that we are working in, as compared to strictly business access to

capital for small business. There is a large training component in

what we do.

Mr. Andrews. We are engaged in discussions of welfare reform
in this Congress, and many of us believe that the best welfare pro-

gram is a job; and anything that we can do to create those opportu-

nities I think needs to be put in that context.

I appreciate your response. Your response brings to mind an ini-

tiative by Secretary Reich in the Department of Labor in his reem-
ployment initiatives to provide opportunities for individuals on un-
employment to be able to take some of their benefits as a whole
dollar amount so that they might use those dollars to create oppor-

timities, to invest in a business.
Can you see a way—^first of all, do you think that is a good idea;

and second, do you see a way in which this program might dovetail

into that reform initiative by the Secretary of Labor?
Ms. Prinster. That is a good alternative. It is a high-risk situa-

tion for that individual. They could lose it all. That person would
have to be very committed and sure of him or herself that this al-

ternative was going to be a good investment of their benefits into

this business.

In terms of our dovetailing into that program, I think it is a good
possibility. Some microenterprise programs work more with welfare

recipient and low-dollar amount borrowers than others. On the

other hand, some programs have more of an emphasis on what I

would call prebankable borrowers that eventually will qualify for a
7(A) loan, for example.
So there is a broad spectrum of microenterprise goals, but I think

to have some flexibility in the program where you can dovetail with

a "poverty alleviation kind of a mission could be very effective. It

would be a good utilization of resources to provide people with
choices that meet their abilities and interests so that they can, as

was said, be creative and employ their talents in the most effective

way.
Mr. O'Reilly. In many aspects of the training programs there

needs to be an end game, and sometimes that is self-employment.

Self-employment training, after skills training and those kinds of

things are very valuable.

As a lending program, however, you come in and put the access

to the economy, if you will, by lending for tools of the trade and
setting up a small contractor or those kinds of things. So, when you
compartmentalize it all and then at the end you provide capital in

the form of loans, you have brought that individual to a place of

access to the economy itself. We do that locally to the greatest ex-
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tent we can in terms of tying those types of programs together; and
we see that it is valuable.

Ms. Prinster. One other part of that is if a person—^let's say, a
woman—the full amount of her benefits available, I would expect

that to be invested as equity in a small business. There is still the

question of job training, how to run a small business, and where
would she go for that kind of training.

There may be a need for leveraging with a small loan, which I

think is a good idea, if it is needed, but also having the access to

the training that is going to enable her to get a good return on that

investment, which is a sustainable job for herself This element of

training an technical assistance is where you get the cost of the

program, through the technical assistance, which has both a job

training aspect as well as a lending aspect.

Mr. O'Reilly. If you dovetail it the other way, you are making
the loan and the job training, it can be loan servicing and/or collec-

tions to protect the principal amount of that loan.

Mr. Andrews. Mr. Chairman, I want to thank you for holding

this hearing; and I want to thank our panelists for participating.

Let me go on record and say that I believe very strongly that we
need to expand this progpram. I think that the track record that we
have, the clear demonstration of success in meeting this very

unique niche in the market, is outstanding. I think we need to ex-

pand and develop aggressively, and I also believe that we need to

look to the success of this program and the track record that has
been accumulated in the real world when we look at welfare re-

form, as well as when we look at the reforms that are being dis-

cussed in the Department of Labor with respect to reemployment
reform programs.

If we are going to have this lump sum opportunity for people to

receive their lump sum unemployment benefits so that they can

create a job that>—using your experience and making certain that

the resources and tools are available to them that are available to

those who receive microloans through your program is something

we need to pay close attention to.

We need to make sure that the right hand knows what the left

hand is doing and that the right hand learns what the left hand
is doing through programs such as this.

I thank our panelists and I thank you, Mr. Chairman.
Chairman LaFalce. Thank you.

Mrs. Meyers.
Mrs. Meyers. Ms. Prinster, what is your loss rate on the loans

that you make? You have been in business for 10 years, over the

10-year period.

Ms. Prinster. Our activity has increased over the 10 years. The
last 3 or 4 years has seen an increase in our activity. In terms of

our SBA loan portfolio, our default rate right now is 5 to 6 percent

and we have had no losses.

I would estimate that over the 10-year period, my gut feel would
be that our loss rate is higher, at times up to 20 percent. But I

need to say that in my own experience, working with these kinds

of small businesses for 7 years, when our organization was first in-

volved in microloan lending, we actually had a philosophy or policy

that we did not do technical assistance. However, I have seen a re-
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markable positive change in our relationship with borrowers and
our portfoHo quality since we have been involved in providing tech-

nical assistance to our borrowers.

So I am very encouraged that the emphasis on technical assist-

ance for these borrowers will make a big difference in safeguarding
the portfolio and the investment in our loans. We have seen a tre-

mendous improvement in the past few years, as we have done tech-

nical assistance, our loan losses have declined to 8 to 10 percent
of our portfolio, which I believe is an excellent record, considering
the high risk nature of our type of lending.

Mr. Freeman. Ours is less than 1 percent. We operate two other
Government-related programs, one for Farmers Home, then a lend-

ing program of Farmers Home, and that loss rate is zero. We have
been with that program for how many years—since 1989.
Mr. O'Reilly. Our overall loss rate is less than 3 percent. You

break down by program, of course, in our 504 we have had no
losses. In our CBDG and other areas, we have less than 2 percent.

At one time, we had a default rate of over 90 days on our Peer
Group Lending Program which is very small loans to individuals

that come together to make—that rose to 17 percent in terms of

past dues.

We have a policy of never forgiving a loan and we went in there
with technical assistance and reorganized our program, taking in

some real-world limitations, and that is now down to 7 percent, al-

though that is a small part of our portfolio.

Mr. HoRVATH. Our Florida-funded program has operated 12
years and done $4 million worth of loans. We have a 3 percent loss

rate, that is actual dollars that we have lost following collection

procedures.
On our Microloan Program, we have had three loans go into de-

fault. They are in collection presently. If we have no collection

whatsoever on those loans based on the level of lending we have,,

that would be a 4.2 percent loss rate. If we collect 50 percent, 2
percent would be our loss rate.

Mrs. Meyers. Thank you all very much.
Maybe there is something that I don't understand here, but why

wouldn't a bank get credit under the Community Reinvestment Act
for a loan that was made in the community even if it was—they
guarantee it—of course, it hasn't been guaranteed. Explain that to

me.
Mr. Freeman. The standards for the Community Reinvestment

Act have been varied with the regulators. Some regulators have
taken the approach that a loan has to be made direct to the indi-

vidual or to—it is low- to moderate-income and the measurement
of this program as to whether it would be directed toward that

might be a little difficult for a regulator to access. I am not saying
that they wouldn't give us credit lor it, they possibly would, but the
evaluation of it by the regulators would be the only problem I could
see.

Mrs. Meyers. And you don't have to get the same kinds of infor-

mation as to whether they are low- or moderate-income, so that it

could be conveyed to the bank; or you feel like they would have to

establish it themselves?
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Mr. Freeman. The regulators use several different techniques of

evaluating whether a bank is really doing their part in getting the

information to the low- to moderate-income people. My bank had
a committee of directors and we had neighborhood meetings, we
went into different neighborhoods and probably got more credit for

that than actually doing the lending, but making the information

available to the people in those areas. So, the way the regulators

will evaluate a bank
Mrs. Meyers. So it isn't actually—they don't say that they can't

get CRA credit, it is just the way the regulators look at it?

Mr. Freeman. That is correct. That is changing. Regulators are

very cooperative. If a bank is doing their job in attempting to make
people aware of the programs that are available, I think banks get

along very well with the regulators, and this would probably be a

tool that they could use in saying that a bank is participating, that

they are trying to make funds available to the low- to moderate-

income people.

Mrs. Meyers. Thank you.

Mr. HoRVATH. Mrs. Meyers, if I may respond to that.

The new CRA rules that have been out for comment for some
time look more to actual small business loans that a bank has

made, loans to businesses in low-income areas and loans to minor-

ity businesses. A loan by a bank to an intermediary wouldn't qual-

ify under either of those categories.

We are a nonprofit corporation. Unless a special niche is created

under those CRA regulations to give the bank some substantial

credit for participation in this program, I have a concern about the

bank's willingness to participate. We have worked substantially

with the banks over our 12-year history, and I have a fair idea of

what they want to work on and what they don't.

Unless they are going to get CRA credit and they can show how
they can make monev on the loan, I think they would be reluctant

to participate. I would love to see how this pilot effort would work

out with them.
Mrs. Meyers. You said, and I don't have your comments in front

of me, that you think your matching money ought to be able to be

borrowed money.
Mr. Horvath. Yes.
Mrs. Meyers. I don't know. I would have some concern about

that just because oversight from this level is very difficult. Once a

program begins to go bad—I mean, if there are problems out there,

I think it is very hard to get Congress, this committee or Congress,

to commit money to it again.

Do you think there is additional risk in doing that?

Mr. Horvath. I don't see the risk. In fact, I see the risk as being

lessened. If a group is able to borrow money from a State source,

for example, that is another indicator of the creditworthiness of the

group to then be able to borrow from this Microloan Program.

We are demonstrating our capacity at a State and at a Federal

level and being able to leverage one program off of another. The
problem is in finding sources of money that aren't borrowed. There

are so few grant programs out there that trying to find those

matching funds becomes very difficult if you can't use borrowed

funds.
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Mrs. Meyers. Thank you very much, Mr. Chairman.
Chairman LaFalce. Mr. ColHns.
Mr. Collins. Mr. O'Reilly, in your operation there, you have

$175,000 that you got from SBA. What is the size of your staff?

Mr. O'Reilly, On the microloan, I have one person. Our total

staff is, in Savannah, is four professionals doing a variety of things,

one on commission.
Mr. Collins. You mentioned that you have made 28 loans so far

since November of 1992.

Mr. O'Reilly. Yes.
Mr. Collins. What has been your number of inquiries versus

loans?
Mr. O'Reilly. You are looking at—we will get, going back in the

track record, we are getting an average of 5 a day.

Mr. Collins. Five a day, 5 days a week?
Mr. O'Reilly. Yes, sir.

Mr. Collins. That would almost make it close to the same as

his; about 51 then?
Mr. O'Reilly. Yes.

Mr. Collins. You mentioned, too, that you made 28 loans and
you created 28 jobs. Were these one-man operations? I reckon they

would have to be.

Mr. O'Reilly. Yes.
Mr. Collins. How do you calculate the average cost of a loan at

$5,103—how do you come to that?
Mr. O'Reilly. That was the current balance divided by the num-

ber of loans outstanding, then what we have received in grant
money divided by the number of loans outstanding.
Mr. Collins. Mr. Horvath, the gentleman from Pensacola.

Mr. Horvath. Yes.
Mr. Collins. You have 48 microloans and 129 jobs. You have

four full-time staffjust dealing with microloans?
Mr. Horvath. That is correct, sir.

Mr. Collins. You have not quite $800,000 in loans that are out-

standing?
Mr. Horvath. Yes.
Mr. Collins. At a 7 percent spread, $56,000 would be the aver-

age annual income, four staff people, $56,000, they too are eligible

for subsidies from the Government, too. Their income is too low, or

else you are going on a negative operating cost at the end of the

year. Which one will it be?
Mr. Horvath. Most of the salary for those individuals comes

from the training and technical assistance grants; that provides the

assistance to the individuals in becoming borrowers. I would say 50
to 60 percent of our T/TA funds are used pre-loan closing, and 40
to 50 percent are post-loan closing, so most of the salaries for those

individuals are in qualifying them for the loan that they have re-

ceived from the program.
Mr. Collins. That is about $35,000 a year in addition to the

$56,000?
Mr. Horvath. Yes.
Mr. Collins. You have approximately $80,000 to $85,000 a year

to operate your program?
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Mr. HORVATH. The $312,000 is an annual grant. If half of that

is available for preloan, vou have $155,000, plus $56,000 in interest

revenue, so you have a fair enough amount to cover the cost of pro-

viding the training and technical assistance and running the pro-

gram.
Mr. Collins. What was your bottom line of operation for last

year?
Mr. HoRVATH. The bottom line? My bottom line is that I had suf-

ficient income to cover the cost of operating the program, and we
did.

Mr. Collins. What kind of proforma do you have over a 5-year

period based on the numbers you are dealing with today versus the

income you have and the cost of operation, and your 7 percent

spread in the T/TA money.
Mr. HoRVATH. We have been growing steadily as a program. We

have had five employees for most of the past 12 years. With the

addition of the Microloan Program and some of our housing activity

we now have 11 employees. We envision a continuing increase in

the size of our staff. I don't have a proforma with me that I could

share with you, but we are looking at continued growth to meet the

demand that we have in our community.
Mr. Collins. In fact if you don't have continued growth, you will

have a negative balance at the end of the year?

Mr. HoRVATH. I believe so. As an operator of a community devel-

opment corporation, we find that unless the program continues to

grow, we are going to go away.
Mr. Collins. That could lead to part of your reason for support-

ing additional funds or doubling the size of the grant program or

the loan program?
Mr. HoRVATH. Yes, sir.

Mr. Collins. You mentioned that your default rate was actually,

I believe you said 4.2 percent, or something in that area, but based

on the portfolio that you supplied us, if you take just a default

based on total dollars, it is actually 5 percent. If you take the de-

fault and delinquent, it runs about 10 percent; is that true?

Mr. HoRVATH. If you add in the delinquency, yes. That is

precollection also. They three loans that are in default right now
are at the attorneys for collection. That doesn't include recovery at

this point. So, the 4.2 assumed that our total balance, I believe it

was $33,649 in loan balances that are outstanding. I think also the

chart is misleading because it doesn't show the balance of the loan

at the time it went into default, but rather the beginning loan bal-

ance. There were some payments before they went into default. So,

the actual loan balance that is in default is $33,649, which gives

us the 4.2 percent figure.

Mr. Collins. The total loans were $35,000. You actually col-

lected about $2,000?
Mr. HoRVATH. Before those loans went bad, yes.

Mr. Collins. What was your bottom line, Mr. O'Reilly?

Mr. O'Reilly. In terms of the Microloan Program
Mr. Collins. How much money did you lose last year?

Mr. O'Reilly. On the Microloan Program, it was a negative of

about $4,000. But we are—we iust keep out a principal balance,

just enough to cover our monthly payment. The long haul is that
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we will amortize it out and the program will be done unless we go
out into the community and get nonborrowed money.
Mr. Collins. Gretting down to the bottom line, we have created

a small business through each of you, all through loans from SBA.
We created a small lending institution through each of you all in

your program through funds from Small Business; that is what we
have done with this program and other programs?
Mr. O'Reilly. Yes.
In terms—we use our 504 money to put in, the money that we

make, we use it to meet our matching requirements.
Mr. Collins. If you can increase your number of jobs to 29, that

includes your staff in there, too.

Mr. Freeman, I see you are president of a community bank in

McAlester, Oklahoma?
Mr. Freeman. That is correct.

Mr. Collins. There is nothing better than a community bank
system, especially for rural America.
Mr. Freeman. Thank you, sir.

Mr. Collins. Do you operate a separate office for your
microloans?
Mr. Freeman. No, sir. The Rural Enterprises has several pro-

grams and several divisions that we operate and microloan is just

a part of that.

Mr. Collins. Do you do that in your bank or in a separate office?

Mr. Freeman. No, sir. It is through the Rural Enterprises office

in Durant, Oklahoma.
Mr. Collins. Evidently your banking experience has contributed,

though, to your 1 percent loss ratio.

Mr. Freeman. That and our other board members who come
from a diversified business background, and our loans are very

carefully screened by that board.

Mr. Collins. A 7 percent spread is a little better than banks if

you just had enough of these dollars to do that, wouldn't you?
Mr. Freeman. That is a pretty good spread yes, sir.

Mr. Collins. Could you actually, if the legislation legally was in

place, operate such a Microloan Program out of your bank?
Mr. Freeman. Probably so, Mr. Collins, but the program is a

community-based program and my bank serves the community, our

home office and the three branches that we operate in other Okla-

homa communities. Rural Enterprises is able to serve a broader

base than we would be able to as a community-based operation.

Mr. Collins. In reality, though, you could incorporate the same
type program into a banking operation, and by doing so, you could

actually expand the Microloan Program and put it into facilities

and operations that actually do a job like you do who have boards

of directors who oversee the loan applications and have a much less

loss ratio?

Mr. Freeman. I suppose that might be true, yes, sir.

Mr. Collins. Mr. O'Reilly, you have a comment here, 57 percent

of all loans went to women-owned businesses or would-be owners.

That would-be women or would-be women owners?
Mr. O'Reilly. Some own the businesses already.

Mr. Collins. OK, and 64 percent minorities.
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I am assuming that these 57 is the women, and the additional

7 are minorities, or are any part of the women minorities?

Mr. O'Reilly. It is just all the minorities; some happen to be

women.
Mr. Collins. Other than just^-Mr. Chairman, other than just

saying I hope you all collect your money because you are going to

need it to operate to keep going, I appreciate the comments and the

testimony.
Thanks for the time, Mr. Chairman.
Chairman LaFalce. Thank you very much, Mr. Collins.

Ms. Prinster, Ms. Harhn, gentlemen, thank you very much for

your testimony.
The committee will take a 5-minute recess. We will reconvene at

11:20 to hear panel number two on the 503 debenture prepayment
issue.

[Recess.]

Chairman LaFalce. The committee hearing will resume.

Next we have Doris Johnson, president, Vancouver Bolt and Sup-

ply, Inc., Vancouver, Washington; Marty Brooker, president, AIR-

MACH, Inc., Des Moines, Iowa; and Ed Nicholas, president,

Timberlyne Cabinet Co., Angier, North Carohna.

Ms. Johnson, you may proceed.

TESTIMONY OF DORIS M. JOHNSON, PRESIDENT, VANCOUVER
BOLT AND SUPPLY, INCORPORATED, VANCOUVER, WASH-
INGTON
Ms. Johnson. Thank you, Mr. Chairman and members of the

House Committee on Small Business.

My name is Doris M. Johnson. I am president of an Industrial

Distribution business, Vancouver Bolt & Supply of Vancouver,

Washington.
I sincerely appreciate the opportunity to speak on behalf and in

favor of H.R. 4298, the SBA 503 legislation. I have submitted my
written testimony and I would like to summarize and address any

specific questions you may have regarding this issue.

As you know, there are 3,600 remaining small businesses, rep-

resenting nearly 200,000 jobs affected by this horrendous SBA 503

prepayment penalty. I have organized and been in contact with

hundreds of those hurt by this issue.

In November, I surveyed 2,000 of these business owners. It was
determined that $30 million would be adequate for the prepayment
penalty to meet the needs of those who need to expand their busi-

ness to provide more jobs, settle estates, or sell their business or

property.
The SBA503 Coalition urges your support of the authorization

and appropriation measures that would allow all 503 borrowers to

prepay without regard to interest rates.

Of the hundreds of borrowers that I have been in contact with,

it is universal that they were not aware of the prepayment penaltv

buried in the 6- to 10-inch documents or the consequences involved.

Even in trying to understand, after the fact, many legal specialists

fail to understand the 77-word sentence detailing the penalties in-

volved.



166

None of us would ever have agreed to limit our business growth
so that we could never expand, never change ownership in plan-
ning retirement, nor settle our estate due to death or failed mar-
riages, let alone, sell the business.

As the rest of the Nation has had the opportunity to restructure

their debt, we have been forced to pay interest rates as high as

15.7 percent and penalties of up to 64 percent. We simply cannot
continue to stay competitive.
The President of the Oregon Bankers Association, Mr. Frank

Brauner has stated publicly that if a banker had made such a con-

tract that banker would be in jail.

I first discovered this onerous penalty when I needed to expand
our building. We needed to add space to comply with the Fastener
Quality Act recently passed by Congress. This act does not allow

us as distributors to commingle or mix bolts from more than two
lots of steel. A normal shipment of the same size bolt may come
in from 10 or more different lots.

Our warehouse has over 11 million parts that need to be sepa-

rated. Without this expansion, we could be forced out of business,

and according to our survey there are at least 31 additional busi-

nesses facing bankruptcy, 650 jobs. This is an issue of survival for

many of us.

We started with no customers and no inventory. Now we 30 fam-
ilies in a community, already hard hit by timber cutbacks. Our
company is an important part of our community. We are good citi-

zens who support our community, schools, and provide a strong tax

base.
Recently, when my husband was critically ill, we were advised by

our attorney that if he should die, we would owe the SBA and FFB
$57,000 in penalties on a balance of $154,000. Thank God he is still

alive. We now owe more than the $177,000 we borrowed 10 years

ago, even though we have never missed a payment, and have paid

over $175,000 in interest.

I asked at our closing if we could prepay our loan. The answer
was yes. It is important to note that 99.9 percent of those that I

contacted were not aware of the penalty. In fact, some borrowers
have in writing fi-om the development companies that there is no
prepayment penalty.

We are not asking for forgiveness of debt, only the ability to be
treated the same as a commercial lending institution. We do not

feel there will be a loss to the Government, instead there will be

a gain by the 2,500 jobs that could be added through the relief of

these prepayment penalties.

Similar legislation was passed by Congress in 1988 and vetoed

by President Reagan on the advise of the Treasury. The Treasury
no longer opposes this legislation.

Similar legislative solutions have been enacted for prepayment
penalties for loans made by the Rural Electrification Administra-

tion. Recently, the Veterans Home Loan holders were allowed to re-

finance to lower interest rates. The SBA 503 loans are the only re-

maining Federal loan program that requires corrective legislation.

I would like to specifically address the proposal by the certified

development companies who wish to impose a flat 7 percent pre-

payment penalty. They have already been overpaid for the services
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provided. This proposal represents an unwarranted and unearned
"rake off' of funds from the 503 borrower. Isn't $62 million income
enough for them?

President Clinton and SBA Director Erskine Bowles have given

us their strong support and included the $30 million in the SBA
budget.

After fighting this issue for £¥2 years, I am tired and my busi-

ness is siSfering. However, I have continued to lead the coalition

after hearing of the many horror stories from businesses trapped

by the prepayment penalty. This is an unfair issue that cannot be
ignored any longer.

I only wish you had time to listen to the many examples of busi-

nesses unfairly affected by this penalty and the devastation it has
caused. This issue affects every type of business from every State

in the Union.
I am here to plead for your support to stop the insanity of this

situation. I am sure that Congress did not intend to put such bar-

riers before small business.

We are the group that provide 85 percent of employment for our

Nation and we just want to continue to do what we do best, ex-

panding and providing jobs. The timing of prepayment is critical,

please don't tie our hands any longer, just let us pay our money
back and go on with our lives.

Thank you, Mr. Chairman, for the opportunity to appear before

the committee, and I will be happy to answer any questions that

I can.
Chairman LaFalce. I thank you very much.
We will hold off on questions until we hear from the other wit-

nesses.
[Ms. Johnson's statement may be found in the appendix.]

TESTIMONY OF MARTY BROOKER, PRESmENT, AIR-MACH,
INCORPORATED, DES MOINES, IOWA

Mr. Brooker. I am Marty Brooker, president of AIR-MACH,
Inc., Des Moines, Iowa. I appreciate the opportunity to appear be-

fore the committee to express my views on proposed legislation re-

garding the Section 503 loan program. I would like to testify in

support of the legislation that would permit prepayment of SBA's
Section 503 loans without penalty.

The company I now own, AIR-MACH, Incorporated, was founded
in 1933. I started working for the company in 1972, less than a

year out of high school. I purchased the business with a loan guar-

anteed by the SBA in September of 1980. In 1985, at the end of

a 5-year lease we had outgrown the company's original location,

and we needed a new facility.

My banker suggested I talk to the Des Moines Corporation for

Economic Development. We built a new building that was financed

by the SBA 503 loan program. My bank supplied 50 percent of the

money and received a first mortgage on the property. The Des
Moines Corporation for Economic Development supplied 40 percent

of the money which was guaranteed by the SBA through 503 loan

program. I supplied 10 percent as a down payment.
The SBA had a longer-term loan than what I could get through

our normal bank, it had a reasonable interest rate, and by coming
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up with only 10 percent down, it sounded like a good deal at the
time.

In August 1992, after interest rates had dropped, I decided to re-

finance the first mortgage on the real estate, the SBA 503 loan and
the original loan I had used to purchase the building. I figured my
loan payments were over $6,000 a month on those three loans, and
by refinancing the whole thing, I felt I could drop my payments
$2,000 to $3,000 a month, I could add another Hne and I could add
more employees.
When I called to get a payoff amount on the SBA 503 loan, that

was when I first heard about the huge prepayment penalties asso-
ciated with this loan. It was not brought up at the time of closing.

It was explained to me that by signing these loan documents that
I was responsible for the total cost of interest for the life of the
loan, even if I paid it off early, which was what I wanted to do.

They calculated at that time, which was in 1992, a prepayment
penalty of $19,900 on a loan balance of $87,800. I had originally
borrowed $103,000 and they wanted $108,000 to pay off the loan.
I was shocked. I had no idea this was part of the loan.

I waited another couple of years and I decided to check on refi-

nancing it again. I made $1,100 a month payments for 14 months,
and then in November 1993, I found that because interest rates
were lower than in 1992, the prepayment penalty had grown to

$24,700 instead of $19,000, and I now owed $6,000 more than I

borrowed, or more money after making 14 payments of $1,100 a
month. Again, I was unable to refinance because of the prepayment
penalty involved.

As you know, the 504 loan program has replaced the 503 loan
program. The 504 loan program does have a prepayment penalty
but it is a thousand times more fair than the one associated with
the 503 Program.

I am asking you to correct an error that is keeping my business
and many more like it from growing and from hiring new employ-
ees. Nowhere in the private market is there any kind of prepay-
ment penalty like this.

I have been told that the major hurdle in getting this legislation

passed is in appropriating money with the budget the way it is. I

might suggest that if the budget deficit is the only consideration
here, that maybe we should add this type of prepayment penalty
to FHA- and VA-guaranteed home loans. You can imagine what
kind of response you would get from people if they were unable to

refinance their home, if somebody died or if they wanted to move
to a larger home or wanted refinance it. I am sure the American
people would think this was unfair, and I am sure you would also,

but this is what we are up against. That is how we feel.

The point I would really like to make is I have spent my entire
adult life with this company, and it is hard enough to run a small
business without having these kinds of restrictions. I would just
like to ask for your support in giving us a level playing field with
the other small businesses that we compete against and to get rid

of this prepayment penalty.

Thank you for your time and your consideration.

Chairman LaFalce. Thank you very much Mr. Brooker.
[Mr. Brooker's statement may be found in the appendix.]
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TESTIMONY OF ED NICHOLAS, PRESIDENT, TEMBERLYNE
CABINET COMPANY, ANGIER, NORTH CAROLINA

Chairman LaFalce. Next, we have Mr. Ed Nicholas of

Timberlyne Cabinet Co., North Carolina.

Mr. Nicholas, Thank you for the opportunity to present my com-
ments. I am not going to read from my prepared testimony. Rather
I will simply summarize a couple of years worth of hard work by
a whole lot of folks, small business people. We all share similar

horror stories; I don't have to beat this dead horse. Fortunately,

you as well as everybody else it seems, supports a resolution of the

problem.
I am thankful for SEA loans. I have three. I have a 503, a 504

and a 7(A), so I can, through my personal experience, understand
the contrasting differences between the three. Needless to say, 503
is the least preferred.

The prepayment penalty is a problem for me now. It does in fact

threaten the continued life of my business. I have to refinance it.

I wouldn't have this business without the SBA loan program, no
question about that, but I want it to continue.

One thing that concerns me the most is that with everybody's

support of this resolution to the problem, everybody seems to think

that it is going to cost the Grovemment money to solve this prob-

lem.
I guess in my simple way of thinking, what will I cost the Gov-

ernment if my business fails? The economy will lose 100 jobs and
the Federal Financing Bank will lose the $300,000 worth of inter-

est payments I would have made over the next 17 years.

Again, to my crude way of thinking, it would seem that it would
be in the best interests of everybody concerned that if my business
continued I would save rather than cost the Grovernment money.
Regarding the President's proposal, without question we support

most of the elements, with two exceptions. One is the cutoff at 12

percent—that is, the interest rate charged to borrowers. That really

is not a necessary provision and we would like to see that removed.
Second, the CDC prepayment fee of 7 percent they want to im-

pose—just as a footnote, I had an early morning breakfast with Er-

skine Bowles and he stated quite clearly that they will not support
that, just for your advance information.

Beyond that, I will simply say that I have done a lot of hard
things in my life. The hardest thing I have had to do is to try to

keep this business nuining. The SBA gave birth to my business.

Good gracious, please don't allow the prepayment penalty to kill

that which you created.

Thank you very much, Mr. Chairman.
[Mr. Nicholas' statement may be found in the appendix.]

Chairman LaFalce. Thank you very much.
The difficulty is that we must come up with money in order to

deal with this problem, and I don't have the exact figure in my
head—my counsel might—^but if we were to fix the problem all at

once, it would cost over $100 million. We don't have that. So, we
are budgeting approximately $30 million, at least for this year

—

that is not to say we wouldn't be able to get more the following

year, the following year, et cetera.
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The thing is what approach do we take now? You could take dif-

ferent approaches. Some would say there ought to be no prepay-
ment penalty whatsoever for anybody. There aren't the dollars to
do that.

Others say, well, put it out for bid and see how many would pre-
pay at what price, and auction it off.

Others would say, well, establish a national rate for all, et
cetera, et cetera. If you had your druthers, it would be eliminate
the prepayment penalty totally. I understand that.
But if you were in our shoes and you had to stretch the Federal

dollars, you could only deal with mavbe about a third of the prob-
lem. How would you deal with a third of the problem?
Mr. Nicholas. First of all, we don't object to a prepayment pen-

alty. We understand the reality of your situation and the reality of
ours. The 504 prepayment penalty schedule is very acceptable and
we think reasonable for all involved.
Ms. Johnson. As the interest rates continue to climb, the latest

figure that I have is two things, that the total cost if every single
individual, every single borrower prepaid would be $80 million.
The second recommendation that I have is that I think that your

earlier—^in many other committees, you are considering increasing
and adding to the programs for the SBA. These 503 borrowers are
established businesses with jobs. As I said in my statement, we are
representing nearly 200,000 jobs, and why put those in jeopardy
and go out and find those entrepreneurs who don't know how to
run a business? We have successfully run a business for 15 years.
We have 100 employees.

I think that is where some of the money ought to be considered,
because this is something that has gone on far too long. They have
all made plenty of money on it. The Government certainly, as I

said in my statement, has been able to make a good profit off of
every one of us.

There is one loan in Oregon—he borrowed $350,000. He needs
new equipment. If he has to continue the 503 loan the way it is,

he will pay them almost a million dollars. If he can't stop and get
out of the 503 and take away the penalty, he is going to put away
his whole company. I <^hink that is something that needs to be con-
sidered.
Another very urgent one that I just ran into was in Milton-

Freewater, Oregon, where the owner of the company died suddenly
in November of this year. His widow now is faced with a $127,000
prepayment penalty. That little town needs that food processing
company, and I think that is very, very important to think about.
That is why I said I wish that—^this thing has to be fixed.

My recommendation is, I don't disagree that perhaps it is more
fair to take those that are hurt at 15 and so forth, first, but I think
that you will need to add to that those people who need to expand
to keep from going out of business and tLose people who need to

settle estates. I think that is a very important issue that needs to

be included in that.

Chairman LaFalce. Ms. Johnson, what is your 503 interest rate
right now?
Ms. Johnson. It is under 12 percent, so this bill will not help

me.
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Chairman LaFalce. And yours, Mr. Brooker?
Mr. Brooker. It is at 10.586.
Chairman LaFalce. And yours, Mr. Nicholas?
Mr. Nicholas. Nine point one.
Chairman LaFalce. Now if you were to refinance now, Ms. John-

son, Mr. Brooker, Mr. Nicholas, what do you think you would be
able to refinance at?

Ms. Johnson. I don't know; 7.5.

Mr. Nicholas. Seven and a quarter.
Mr. Brooker. Right in that range.
Chairman LaFalce. Would that be a floating rate or a fixed

rate?
Mr. Nicholas. It would float.

Ms. Johnson. The other issue that came up at the Senate hear-
ing was the fact that how many people would refinance? Under the
bill, you can refinance under 504. I don't feel that based on our ex-
perience from the 503 that we will have anything to do with 504
loans. I think you will not find a lot of people—there will be a
few—there is a telephone company in New York who will need to
refinance on the 504, but many of the companies that I have spo-
ken to just want to get out of it.

Chairman LaFalce. I would expect that they might feel that
way, emotionally feeling that the 504 would ultimately be the same
as the 503, but don't think that there are substantial differences
between the 504 percentages and the 503
Mr. Nicholas. Just as a clarification, what was suggested was

if they roll it over into the 504 Program that they would essentially
lose all they have invested in the 503 up to that point, they would
be starting at year one, and I think that was the big objection. If

it were rolled over and I have invested 8 years of payments in 503,
if you were rolled over to 504 starting at year 8 that would be ac-
ceptable.

Ms. Johnson. Next week, I am 62 years old and if I got a pen-
alty until I am 72, I hope and pray that I can make it to 72.

Chairman LaFalce. I am going to ask my counsel to ask a few
questions.
Mr. Powers. Just to clarify, obviously, the interest rate slide,

Ms. Johnson, every time you ask Treasury to do a computation, you
are going to get a different number. Apparently SBA is now telling

you $80 million. The last figure that we had when the computation
was run last month was $98 million. Of course, it could change
even more between now and the time of actual repayment, which
would vary the cost even further. There is no way we can guard
against that.

But using the $98 million prepayment calculation by the FFB
and inserting the 504 prepayment penalty schedule, would result
in actual penalties, if everybody prepaid using the $98 million cal-

culation, of $7 to $8 million, which would leave us short roughly
$90 milHon, or $9 to $10 million.

Just to clarify the NADCO proposal that you referred to Mr.
Nicholas, this was not a penalty to go to the development compa-
nies. This was to be a substitute for the 504 prepayment substitute
that the administration is proposing. So, what they are saying is

if you paid in lieu of a 504 schedule, you ought to pay more than
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the $7 or $8 million which that formula would result in to the

Treasury.
Their suggestion was that you take the $525 million outstanding

principal, which resulted in a $98 million prepayment calculation,

and instead multiply that $525 million by 7 percent, which would
bring in more income, roughly $40 million, than you would get

under the 504 schedule.
If you could then add to that the $30 million that has been re-

quested in appropriations, you could take care of 70 percent of the

amount of the problem.
Of course, if you could get a prepayment penalty of only $8 mil-

lion, you would obviously rather have that than 1 of 15 or 20 or

30, but that doesn't provide any safeguard for the rest of the peo-

ple.

To carry it even further, that is the only way that you could as-

sure that we could provide some assistance to everybody in the

first year, based on—the original calculation was if everybody had
to pay a prepayment penalty of 13 percent, you take that yield, 13

percent of the outstanding principal, and add to that the $30 mil-

lion that we have proposed for appropriation, you would come up
with $97.5 million in prepayment penalties, or basically a wash.
You could say everybody could walk away this year at the inter-

est rates that were in effect in April if they paid a 13 percent pen-

alty based on the outstanding amount of the debenture at this

point.

Of course, if interest rates have gone up, which they probably
have a shave or two since then, then prepayment penalties would
go down, so it could be reduced even further beyond 13 percent.

Would anybody care to comment on walking away from the issue

once and for all for a 13 percent or less penalty versus trying to

devise some type of an equitable arrangement, which obviously the

Chairman is concerned with, as Ms. Johnson raised for hardship

cases, those that can't get within the interest rate priority pecking

order, if you will, that the administration has proposed.

Mr. Nicholas. Our assumption that 100 percent of the borrowers
would refinance is incorrect. On our estimates, based on conversa-

tions with borrowers across the country, we project that a third

perhaps would in fact refinance, and only a third.

Chairman LaFalce. Is that your projection, too?

Ms. Johnson. Yes. Of the survey, 20 percent responded. Out of

the 2,000; 20 percent responded that they would refinance.

Chairman LaFalce. How many of the 2,000 responded?
Ms. Johnson. Four hundred and seven.

Chairman LaFalce. Of the 407
Ms. Johnson. Those were the ones that needed to refinance.

Chairman LaFalce. Did individuals respond saying that they

wouldn't refinance or did everyone that responded say they would
refinance?
Ms. Johnson. That is correct. I asked
Chairman LaFalce. I asked either/or. Which is correct?

Ms. Johnson. They said they would refinance, everyone who re-

sponded, of the 407 out of the 2,000.

Chairman LaFalce. You sent out 2,000. You got 407 responses

and 100 percent of the 407 said they would refinance?
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Ms. Johnson. Correct.

Chairman LaFalce. You didn't hear from approximately 1,600
others?
Ms. Johnson. Because the questionnaire said if you need to,

want to, will, must refinance, please answer this questionnaire. So,
we felt that based on the way the questionnaire was
Chairman LaFalce. Sometimes people just don't bother filling

out questionnaires at all. I get a dozen questionnaires per day. I

just don't know that you can conclude automatically that you would
only have 20 percent refinancing.
Ms, Johnson. We realize that this is an estimate. We did a

breakdown of percentage rates, and 58 percent of those borrowers
are above 10 percent, so you know that those 42 percent, unless
they have to expand or settle £m estate or sell a business, are not
going to touch their loans because they have good rates. So, I think
that is important to keep in mind, too.

Chairman LaFalce. Should we allow relief only for those above
a certain percentage rate?
Ms. Johnson. I don't believe so.

Chairman LaFalce. Perhaps providing for some hardship excep-
tions?

Mr, Brooker. We would probably like to see the hardship excep-
tions allowed.

Chairman LaFalce. What would be a hardship?
Ms. Johnson. Expansion, settling an estate—sell a building or

sell a business for retirement or whatever the issue is.

Chairman LaFalce. What are you basing those on—^your 407 re-

sponses?
Ms. Johnson. Correct.

Chairman LaFalce. In your testimony, did you give information
as to what each of the 407 would be using the refinanced monies
for?

Ms. Johnson, No, I did not, only on a case-by-case basis. In Mr.
Moore's case in Oregon, I discussed it with him and he will get pri-

vate bank financing. Most of the ones that I have spoken to have
said they would go to private financing.

Mr. Brooker. If we are talking $100 million in repayment, I no-
tice most of the penalties are running around 25 percent, so that
means the Federal Government or the Federal Financing Bank
would be receiving an influx of $400 million in the repayment of
these loans, the actual principal balance. We are concerned about
the actual prepayment.

In my way of thinking, I would think that if you are going to re-

ceive $400 million that would have some offsetting effect on the
prepayment penalty, wouldn't it?

Chairman LaFalce. Not the way 0MB does its scorekeeping.
Mr, Brooker. Well, I don't agree with that. We are talking—on

this prepayment penalty, my loan will be 10 years old next year
in 1995,

Chairman LaFalce, Are all of you in your second half life?

Ms. Johnson, Yes,
Mr, Nicholas, Eight out of 25.
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Mr. Brooker. I am 9 out of 20. Even if we paid the loan off, paid

all the principal back at the end of 10 years, they are still asking
us to pay the interest payment for year 12 through 20.

Chairman LaFalce. I understand. That is the odious part of the

prepayment penalty.
That is why we passed legislation under Reagan, he vetoed it;

and then we passed legislation again under Bush, got it out of the

House, but it was bottled up in the Senate because of the Bush ad-

ministration position.

I understand the inequity. It cries out for redress. The only ques-

tion in my mind is not whether there will be redress, but what is

the most equitable redress, given the fiscal constraints? No matter
what we come up with, everybody is not going to be happy. We are

going to do the best we can. You listen to the administration pro-

posals, you see some flaws in that; you listen to NADCO's proposal,

you see some flaws in that.

Mr. Nicholas. Mr. Chairman, in past conversations with Er-

skine Bowles, he seemed at various points to suggest that it would
be a good thing to—or he was willing to displace funding of other

programs for monies required to solve this problem. I am sure

there is lots of rhetoric

Chairman LaFalce. People from those other programs weren't in

the room.
Mr. Nicholas. I am well aware. I understand. I am pretty stu-

pid, but not entirely. But of course I would have one concern

Chairman LaFalce. A lot of other participants in SBA programs
are suggesting that rather than eliminate their programs, don't use

all $30 million the President has requested for prepayment penalty

relief, instead use $20 miUion or $15 million so you don't have to

eliminate our program, or so that you could have more. They argue

that that is the contract you made and we should let you live by
the terms of your contract. This way we could give out X billions

of dollars more in loan guarantees, et cetera. There is no want of

competition.
Mr. Nicholas. I am quite certain of that, as we heard this morn-

ing, prior to us. For us, it would be real frustrating to see the ex-

pansion of any program, good as they are—as I say, I have experi-

ence with three of them, and there are some excellent SBA Pro-

grams. But I would hate to see those expanded by one nickel as

long as this problem is going unresolved.

Chairman LaFalce. I understand. The administration proposal I

think is a good starting point. It does not, however, provide for re-

lief for the SBIC prepayment problems, and they are virtually iden-

tical to yours. It does not provide for hardship exceptions, et cetera.

So, we may use the administration's proposal as a starting point,

but that would not really help any of you that much who do not

have the highest interest rates.

Ms. Johnson. One of the things I was told early on, when I

began to try to determine what was going on here, was they said

if they fixed our program, they would have to fix the REA Program.

That has been fixed and that was—took more funds than we are

talking about here.

This SBIC Program, I understand, is nearly 10 years old and al-

most over; and so therefore—I don't know the particulars and I
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haven't had an opportunity to be sure of my facts, but my under-
standing is that that is not nearly as tragic as the 503 borrowers.
Chairman LaFalce. Well, it aepends upon the circumstances.

But for a particular individual company it could be. It could be. So,

we are going to have to include everybody in the embrace of the

relief effort.

Ms. Johnson. Maybe we should have been included in the REA,
and then we would have been through with this thing.

Chairman LaFalce. We tried to enact legislation to solve your
problem, but unfortunately that wasn't done. It was vetoed. I can
only deal with programs under the jurisdiction of this committee,
and the REA Program is not; those others are.

It is like having a lot of children. You want to treat them all

equally, which means that they can't go to the three shows a
month as they would like to. Because you have so many kids, they
can only go to two shows.
We will do the best we can.

Thank you.
[Whereupon, at 12:00 p.m., the committee was adjourned, subject

to the call of the chair.]
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APPENDIX

Opening Statement
OF

The Honorable Jay Dickey
Fourth District - Arkansas

Before the Small Business Committee

Regarding a Hearing on
Small Business Administration Reauthorization Legislation

APRIL 28, 1994

Mr. Chairman, thank you for holding this hearing regarding the

reauthorization of the Small Business Administration (SBA), and implementing a

number of changes as proposed by this committee and the SBA itself.

The SBA, under the leadership of Mr. Erskine Bowles, has shown a

propensity to affect policy unheard of by other federal agencies. The idea that

government should be designed to service its customers - the taxpayer - rather

than its regulators is only novel in the fact that it is rarely implemented. I must

admit that I had some doubts regarding the outcome of Mr. Bowles's reform

proposals as presented in this committee last year. Yet, after leafing through this

reauthorization, I immediately spot some significant and positive changes,

including an extension of the popular micro-loan program, a lessening of 503

loan program prepayment penalties, and amendments to the international trade

loan program to facilitate small business export participation.

I look forward to the testimony today and hope that the SBA continues to

evaluate and reform its programs to provide the best possible service to our

constituents.

Thank you.
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STATEMENT OF REPRESENTATIVE FLOYD FLAKE

BEFORE THE COMMITTEE ON SMALL BUSINESS
APRIL 28, 1994

SBA'S LEGISLATIVE PROPOSAL

Thank you Mr. Chairman for holding this hearing, and allowing

the committee to hear from the Small Business Administration (SBA)

regarding its legislative proposals. As we all are aware, small

businesses are the cornerstone for economic recovery and urban

redevelopment. Toward that end, the SBA will play a crucial role

in the economic recovery of this country. It is therefore incumbent

upon the SBA to effectively manage its present programs, as well

as suggest changes in existing law which would better enable it to

function as a strong advocate for small business.

I would also like to thank Deputy Administrator Cassandra

Pulley for her comments and expert testimony this morning. I

welcome her suggestions regarding re-authorization and changes in

present SBA programs, as well as her commentary on 503 borrower

relief. Rest assured that SBA proposals will be considered as its

legislative package proceeds through the Committee. I also would

be most interested in hearing comments on SBA proposals for

minority assistance as well as the SBA's One Stop Capital Shop

proposal for Empowerment Zones/Enterprise Communities.

It is my belief that in addition to aiding overall economic

recovery, the SBA can play a vital role in the economic recovery

of crime ridden urban areas. By extending capital and technical

assistance to small businesses in depressed areas, the SBA has the

ability to spurn the growth of jobs and individual self worth in

urban areas like my district in Queens, New York. For this reason.
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I ask that Administrator Pulley comment on the One Stop Capital

Shop, and other programs that benefit minorities and women.

Additionally, if her office could provide detailed information

about the Greenline, Lo Doc, and Small Loan Express programs, I

would be most appreciative. With that said, I again thank Chairman

LaFalce for convening this hearing, and thank in advance

Administrator Pulley for her comments.
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REMARKS BY CONGRESSMAN JOE KNOLLENBERG
FOR THE SMALL BUSINESS COMMITTEE HEARING
ON THE SBA BUDGET REQUEST AND LEGISLATION

Mr. Chairman, I iook forward to the testimony

and frank discussion this morning on the SBA

budget, and your legislation to amend the Small

Business Act.

In much of our debate here in Congress, the

American small business sector is often

forgotten. That is why it is so important today

that this Committee, responsible for small

businesses, is here to discuss the Small Business

Administration, the single government agency

responsible for them.

As we proceed today, we should pay a close

eye to how we can best reshape the SBA to

provide effective help to as many small

businesspeople as possible.
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We must keep in mind that we are here to

serve the small business sector, and not specific

industries or specific businesses.

We must also remember, however, that the SBA

does not operate in a vacuum. Rather, it

operates as a part of a government with a huge

annual budget deficit, adding to our national

debt every year.

I welcome this opportunity to explore some of

the ideas to improve the efficiency of the SBA,

increasing its ability to provide effective services

and serving as the governmental voice of our

nation's small businesses.
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CQMMZTTEE ON SMALL BUSINESS

JOHN J. LaFALCE, CHAIRMAN

HEARING ON SBA AUTHORIZATIONS

The Committee will come to order.

This morning the Committee commences hearings on
reauthorization of the Small Business Administration for fiscal
year 1995. As has been our practice in the past, I believe the
Committee will determine it to be appropriate to not only provide
authorization levels for the upcoming fiscal year, 1995, but also
for the ensuing two, and possibly even three, fiscal years.

Before we get to the specifics of today's hearing, I want to
note for the record that, unfortunately, this will be a somewhat
abbreviated hearing. Due to the unfortunate passing of former
President Richard M. Nixon, and yesterday's national day of
mourning, it was necessary to postpone a hearing on a small
business procurement bill I introduced, H.R. 4623, the Small
Business and Minority Small Business Procurement Opportunities
Act of 1994. Due to prior commitments for the immediate future,
the only time to re- schedule that hearing was for later today, at
11:00 a.m. To accommodate that very important subject, we are
starting this hearing early, will ask everyone to speak with
brevity, and in the interest of time, I will shorten my own
remarks

.

I must say a few additional words, however.

The legislation under consideration this morning consists of
two bills recfuested by the administration.

The first is to provide partial relief to borrowers under
SBA' s 503 program which provides long term capital for plant and
equipment through the development company program which I

authored over a decade ago. Until about 1987, these debentures
were sold to the Federal Financing Bank, an arm of the Department
of the Treasury, although they are now sold solely to private
investors. It is only the former FFB financings which are
causing the problem - - - as the result of a provision of the FFB
charter legislation which Treasury interprets as mandating what I

can best describe as an onerous penalty in the event a borrower
elects to prepay the loan.

Proposals to provide relief from these penalties are not new
to me or to this Committee. I authored a relief bill which was
vetoed by President Reagan in October of 1988. In the next
Congress, a similar measure was again passed by the House, but
was killed by the Senate due to opposition by the Bush
Administration.
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I am extremely pleased to receive the Clinton
administration's legislative proposal to rectify this penalty
problem. I introduced it last Monday by request as H.R. 4298.
Based upon prior House action, one might reasonably expect that
it would pass quickly; but I want to point out that this may not
be the case now. We are in the midst of a major effort to reduce
the deficit, and under Federal budget rules this necessitates
less spending for all agencies, including SBA. H.R. 4298 will
be scored as "costing money" and, in fact, the administration's
budget request for next year includes $30 million to permit SBA
to pay part of the penalty on behalf of these 503 borrowers.

We will try to provide some relief, but we are short at
least $140 million in funding SBA programs and some new Clinton
initiatives, such as this legislation.

The second topic for today's hearing is H.R. 4297. The bill
would provide specific program levels for the SBA major programs
for the next three fiscal years. Those who understand SBA's
vital role in providing financing to the small business sector
will be extremely pleased by the levels being requested - - - the
amount of guarantees would grow from $11 billion this year to
almost $23.5 billion in fiscal year 1997.

I am not, of course, endorsing each and every one of these
levels, nor all of the program changes being advocated in the
bill. I do believe, however, that the Clinton Administration is
to be congratulated for its willingness to develop and expand the
SBA to meet what they believe to be the needs of the small
business community, and I am looking forward to working with the
officials of the SBA to accomplish this.

This morning we are pleased to have before us the Honorable
Cassandra Pulley, Deputy Administrator of the Small Business
Administration. I look forward to hearing from her on behalf of
the Administration.

Do other Members have opening remarks?
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STATEMENT BY CONGRESSMAN JIM RAMSTAD
BEFORE THE HOUSE SMALL BUSINESS COMMITTEE

April 28, 1994

HEARING ON THE SBA'S LEGISLATIVE PROPOSAL

Mr. Chairman, I am pleased to welcome Small Business Administration (SBA) Deputy
Administrator Cassandra Pulley here this morning to discuss the reauthorization bill for the

SBA.

I certainly hope that as we examine the SBA's legislative proposal this year, the recurring
problems we've seen can be avoided and the SBA can do what it was designed to do.

Mr. Chairman, I certainly look forward to reviewing the SBA's specific proposal with
today's witness.
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Opening Statement of Congressman Walter R. Tucker

Committee on Small Business

April 28, 1994

GOOD MORNING, EVERYONE. I AM VERY HAPPY TO BE

HERE THIS MORNING TO GET AN UPDATE ON SBA'S

LEGISLATIVEPROPOSALSFROMDEPUTYADMINISTRATOR

CASSANDRA PULLEY. THERE ARE MANY IMPORTANT

ISSUES COMING UP REGARDING REAUTHORIZATION AND

CHANGES IN SEA PROGRAMS. I AM ALSO INTERESTED TO

HEAR SBA'S PROPOSAL ON HOW TO DEAL WITH PARTIAL

RELIEF FOR 503 BORROWERS FROM PREPAYMENT

PENALTIES.

I WOULD LIKE TO THANK DEPUTY ADMINISTRATOR

CASSANDRA PULLEY FOR COMING IN TO TESTIFY BEFORE

US THIS MORNING AND I THANK THE CHAIRMAN FOR

CONDUCTING THIS VERY IMPORTANT HEARING.
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Mr. Chairman and members of the Committee, thank you for

inviting me to testify on the Small Business Administration's (SBA)

proposed legislative initiatives. I am pleased to have this

opportunity to describe this package, which includes

recommendations for changes that reflect the Administration's

budget request for Fiscal Year 1995 and that will allow us to carry

out our vision of the future for the SBA.

This Administration recognizes that small businesses are an

important part of the overall effort to create and sustain a

pattern of steady domestic economic growth and job creation. We

believe that if the recommendations in the legislative package are

adopted, the SBA will be better prepared to meet the needs of the

small business community.

Administrator Bowles and I look forward to working with

Congress to fashion a program for the coming years that truly fits

the needs of small business while ensuring that taxpayer dollars

are spent wisely. It is vitally important that we continue to work

together to ensure that these critical needs are met through full

funding of the 7(a) and other SBA loan programs and that these

programs continue to be authorized under the Small Business Act at

sufficient levels in FY 1995 and beyond. As you know, the current

authorization for our appropriations in Section 20 of the Small

Business Act will expire at the end of FY 1994. In addition, SBA's
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authority to enter into cosponsorships with the private sector and

our authority for the Preferred Sureties program will also expire

at the end of FY 1994.

MICROLOAN PROGRAM

Sections 101-104 of the SBA's proposed bill would amend the

SBA's present authority to operate our Microloan Program under

which the SBA provides small loans for start-up or expanding small

businesses. The Microloan program was established on a 5-year

pilot basis in October, 1991, and the program has been operating

for approximately 21 months. During this short period of time, the

number of lenders in the program has risen from an initial 3 5 to

97. We currently have 95 lenders operating in the program.

As of February 28, 1994, we had approved a total of

$38,100,000 in loans to our intermediary lenders. These loans are

disbursed to the intermediaries as they need funds to make loans to

very small businesses. As of the same date, the intermediaries had

made 1,278 loans to small businesses for a total of $13,316,989.

The average loan amount to small businesses was $10,420. The

average interest rate being paid by the small business is 10.31

percent, and the average loan maturity is approximately 27 months.

We have found that approximately 54 percent of the loans made

by the intermediaries are to small businesses in urban areas and

approximately 45 percent are made in rural areas. Approximately 40
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percent of the Microloans made have been to start-up businesses, 45

percent have been made to women-owned businesses, and 37 percent

have been made to minorities.

In response to those who believed that the program would be a

high risk, I am happy to say that, so far, it is not. Thus far,

the program has experienced a loss rate of only 1.6 percent when

calculating the number of loans and 1.4 percent when calculating

the number of dollars. We have experienced no losses on loans made

to intermediaries.

Currently, the SBA makes direct loans to non-profit

intermediaries which, in turn, make loans and technical assistance

available to small businesses. The proposed legislation would

permit SBA to guarantee up to 100 percent of loans made by selected

"participating lenders" to ten urban and ten rural intermediaries.

This would permit the SBA to observe whether changing the direct

program to a guaranty program will stimulate greater activity

through an increased number of intermediaries and intensified local

investment in the success of microbusinesses. If increased

activity results, the concept of a guaranty program could be

extended, through subsequent legislation, to a program-wide status.

(For purposes of this program, "participating lenders" may be any

private sector for-profit corporation or non-profit organization

including, but not limited to, regulated lenders, insurance
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companies, pension funds, trusts, and foundations or other entities

acceptable to the SBA.) We are proposing the guaranty pilot for

several reasons:

1. Changing the program from a direct approach to a guaranty

approach will allow the Agency to implement a revolving line

of credit for the first 5 years of a loan to an intermediary,

thus allowing intermediaries to build their portfolios and

income streams during their first 5 years of program

participation.

2. We believe that the SBA will realize a significant cost

savings from the reduction of our administrative role in the

Microloan process. Under a guaranty arrangement, the SBA

would be released from many of the time-consuming tasks

required to disburse and monitor loans to intermediaries since

these tasks would be performed by the lender in a manner

similar to that existing in the 7(a) guaranteed loan program.

3. Based on the pattern of activity shown to date, demand for the

Microloan program will outstrip any future direct loan

appropriations that could be generated given the budget

deficits. Moving into a guaranty program will allow the SBA

to meet expanded needs without exacting a proportionally

expanded administrative requirement on the budget.
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4. We believe that it is important to get traditional lenders

involved in supporting this type of lending in their

communities to build a smooth transition from microloans to

traditional loans for the small business owner. We anticipate

that as customers "outgrow" their need for the special

assistance afforded by the intermediaries, they will move into

a direct relationship with the already involved traditional

lender. This will increase capital flowing to the business

community, increase lender activity in areas previously

overlooked, such as low-income neighborhoods, and ultimately

increase profit for the traditional lending community.

We are also requesting support to allow the Agency to approve

loans made to intermediaries by alliances of lenders. This

will encourage smaller lenders to join together to make large

loans to intermediaries. We believe this approach will be

particularly helpful in areas where a single lender may not

have the capacity to lend to an intermediary but a consortium

of lenders, with pooled funding, could make a strong

investment in the community.

Because the Microloan program has met with such success and

enthusiasm, we believe that the time is right to bring the

Microloan program to areas of the country that currently are not

served. We are proposing three initiatives to address this:

(1) raising the cap on the number of intermediaries allowed into
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the program from 110 to 200; (2) removing the limits on the number

of intermediaries in individual states while imposing a limitation

of $5 million in loans to be made in any state; and (3) raising the

maximum dollar limits on individual lenders from $1.25 million to

$1.75 million in order to allow program growth in states with very

active borrowing communities. We believe that market demand should

govern the number of lenders and dollars loaned in the program —
not the program authorization and appropriation levels. This

conforms to the method by which the 7(a) program is operated.

We believe that all of the above requests, if approved by

Congress, will place the Microloan program in a position to better

serve the small business community.

EXPORT LOAN PROGRAM

Title II of the bill deals with SBA's export loan program.

There is no denying that exports — particularly small business

exports — are vitally important to our economy. According to the

U.S. Department of Commerce, every billion dollars in exports

creates about 20,000 new jobs. These export-related jobs pay, on

average, 17 percent more than other U.S. jobs. And exports have

accounted for 70 percent of U.S. economic growth since 1989. Small

businesses employ over half the workers involved in direct

merchandise exporting. These small companies will lead the way to

future U.S. economic growth and are the key to our ability to

compete in the global marketplace.
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The SBA offers financial and business development assistance

to help small firms develop and complete export sales. This

development assistance includes periodic new-to-export workshops,

extended counseling through public and private sector resource

partners, and export publications. Two of our main objectives for

FY 1995 are to continue revamping the SBA's Export Working Capital

Guarantee Program (currently known as the Export Revolving Line of

Credit) and to improve delivery of export assistance to the

business community through U.S. Export Assistance Centers (USEACs)

.

The SBA's focus will be to deliver an effective export working

capital guarantee program. The new program will offer preliminary

commitments for exporters, additional incentives for lenders to use

the program, and streamlined forms and documentation for both

lenders and exporters.

The SBA is harmonizing our working capital program with that

of the Export-Import Bank of the United States (Eximbank) to

eliminate overlap, waste or duplication and to provide "seamless"

delivery of Federal export finance assistance to financial

institutions and exporters. This initiative will make export

financing more accessible to our small business customers.

Section 201 of our bill would amend the Small Business Act to

increase to 90 percent the maximum guarantee coverage available to

a participating lender for an Export Working Capital loan.
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Presently the percentage of guaranty the SBA makes available for

such loans varies up to a maximum 90 percent based upon the dollar

amount of the SBA's participation in the loans. Increasing export

loan coverage to 90 percent in all cases will make our program

consistent with Eximbank's Working Capital Guarantee program as

well as the export finance programs of most states. Adoption of

this proposal as a means of harmonizing these programs is an

important element of the President's National Export Strategy.

Effective October 1, 1994, Eximbank will reduce its coverage from

100 to 90 percent.

Section 201 of the SBA's bill would eliminate the present

statutory prohibition on International Trade Loans (ITLs) of $155

thousand or less. The ITL authorizing statute now allows SBA to

provide total export financing of up to $1.25 million — $1 million

for financing U.S. -based facilities and equipment, plus up to $250

thousand for working capital. The authorizing legislation for the

ITL program requires an SBA guarantee on such loans of not less

than 85 percent. A separate provision of the authorizing language

requires the SBA to guarantee not less than 90 percent of loans

$155 thousand and under. Consequently, the SBA's policy has been

to preclude guarantees of ITL loans of $155 thousand or less. As

a result, SBA has been precluded from financing exporters who may

meet all the ITL program criteria, but the loan requested is too

small. This proposal would eliminate the inability of SBA to serve

the needs of businesses that seek such assistance.
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Section 202 of the bill would provide authority for the SBA to

guarantee standby letters of credit. Standby letters of credit are

a common feature of many international sales contracts and are

intended to ensure the performance of exporters with whom a foreign

buyer may have little or no experience. Standby letters of credit

operate much like a performance bond in a domestic construction

contract and are very prevalent in international transactions.

Eximbank and most states permit standby letter of credit financing

under their export financing programs. However, the SBA does not

have the authority to support standbys unless the guaranteed- loan

proceeds are placed in an escrow account, a requirement that

increases exporters' costs and is cumbersome for lenders to

administer. This proposal also would eliminate the present

statutory language that limits export revolving lines of credit

made under section 7(a) (14) of the Small Business Act to three year

terms. Most loans will be 12 months or less. Decisions on the

number of renewal requests will be based on credit factors,

consistent with the Eximbank program.

Section 203 of the bill would eliminate the present $250

thousand cap on working capital loans made under SBA's

International Trade Loan (ITL) program. SBA has received numerous

requests from lenders to finance working capital loans in excess of

the $250 thousand limit but within the combined cap of $1.25

million, for example, $750 thousand for facilities and equipment
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and $500 thousand in working capital. The change we recommend

would result in a much more flexible program that is consistent

with the needs of our constituency.

PASS MODIFICATIONS

Title III of the bill deals with SBA's small business

procurement program. Section 301 would amend the authority for

SBA's Procurement Automated Source System (PASS) to provide for the

capture of information on other than small businesses.

The Small Business Act provisions that authorize PASS

currently allow only the records of small businesses to be

maintained in the system. This restriction prohibits PASS from

reaching its full potential and should be modified to allow records

on firms other than those that are small. Such a change would

permit the SBA to capture information on the 4,000 or so large

businesses that are available to do business with the Federal

government, as well as information on non-profit institutions,

including historically black colleges and universities and other

minority educational institutions. The inclusion of this

information would make PASS usable as the single basic file of all

those interested in obtaining federal contracts, thus eliminating

the need to maintain separate solicitation mailing lists at each

government buying office. This will contribute to simplification

and streamlining of procurement processes, consistent with the

procurement reform initiatives of the Administration. The
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reduction of solicitation list maintenance will result in

significant savings as well as smoother operations. The increased

attractiveness and usage of PASS by government agencies and prime

contractors will result in wider exposure for small businesses in

the database. Additionally, listing all interested firms in PASS

will make possible the use of PASS as the basic government resource

in the operation of Electronic Commerce and Electronic Data

Interchange initiatives. A single registration/ identification

system is necessary for effective operation of EC/EDI; PASS can

most readily be adapted to that need, at minimal cost and without

the creation of duplicative systems.

WOMEN'S BUSINESS OWNERSHIP

Title IV of the bill deals with SBA's Women's Business

Ownership program. The SBA's Office of Women's Business Ownership

has operated exclusively under the authority of Executive Order

12138 since its implementation in 1979. The Office supports the

growth and expansion of women entrepreneurs and serves as their

advocate through carrying out the provisions of the Executive Order

and other Administration and Congressional directives such as the

Women's Business Ownership Act of 1988 (PL 100-533) and the Women's

Development Act of 1991 (PL 102-191)

.

Section 401 of our bill would amend the Small Business Act to

permanently establish within SBA an Office of Women's Business

Ownership (OWBO) . statutorily authorizing the Office would
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demonstrate a firm commitment by SBA to permanently include women-

owned businesses not only in the SBA's programs, but also in those

of other agencies and departments. The Office of Women's Business

Ownership is the only office throughout the government that aims to

assist women business owners and advocate for their needs, and

therefore needs permanency to continue meeting the needs of more

than one third of the business community.

TECHNICAL CHANGES

Title V of the SBA's bill makes a number of reauthorizations

and technical changes in the Small Business Act and Small Business

Investment Act.

COSPONSORSHIP AUTHORITY — Section 501 of the bill would

provide a permanent authorization of the SBA's authority to conduct

co-sponsorships with for-profit entities. SBA was given specific

authorization to cosponsor training activities with for-profit

entities in 1984. Since that time, the authority has expired and

been renewed three times. The most recent renewal, in 1992, was

for two years. Permanent authority would permit the program to

operate in a more orderly fashion and facilitate long-range

planning that would benefit SBA customers. Many for-profit

entities, as well as large Chambers of Commerce dependent upon for-

profit entities, operate with three year planning and funding

cycles. Because of the uncertainty of cosponsorship renewal (the

program authority lapsed for seven months in 1991) , SBA cannot take
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advantage of many opportunities to serve its customers with

training events and publications. In addition, off-again/on-again

authority erodes the credibility of the SBA with the private

sector.

SURETY GUARANTEES — Section 502 of the bill would provide

a permanent reauthorization of the SBA's Preferred Surety Bond

Guarantee Program. The authority for this program expires on

September 30, 1994. The Pilot Preferred Surety Bond Guarantee

program was established to encourage the larger surety companies to

expand their efforts to help small businesses obtain bonds. Under

this pilot program, the approval process for the surety has been

eased. The SBA gives selected sureties the authority to issue,

monitor and service bonds guaranteed by the SBA, without SBA's

prior approval. The Preferred Surety Bond Program is operated from

the sureties' home office to the SBA central office.

The program has increased standard large surety company

participation in the SBA guarantee program. Since 1990, fifteen

companies have signed an agreement to participate in the Preferred

Surety Bond Program. These surety companies accounted for 9 per

cent of all bonds and 12 percent of the contract values guaranteed

by the SBA in fiscal years 1991 through 1993. Losses under the

Preferred Surety Bond Program have been low. For the bonds issued

from fiscal year 1991 through fiscal year 1993, the SBA paid out

approximately $1.0 million in losses for an overall loss rate of
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only 0.43 percent. By comparison, SBA paid out $18.8 million for

an overall loss rate of 0.87 percent under the SBG Prior Approval

Program during this same period. Under the Preferred Surety Bond

Guarantee Program, the SBA is able to delegate some program

administration to the selected surety partners which enables the

SBA to conserve administrative resources. For FY 1995, the SBA has

proposed to convert 100 percent of the surety program to the

preferred program. This conversion would still allow SBA to expand

surety bond guarantees to the small business community and to

continue the operation of the program with greatly reduced SBA

resources.

DISASTER PERSONNEL PER DIEM — Section 503 of the bill

eliminates a technical restriction on the employment of temporary

employees in conjunction with the SBA's disaster assistance

program. Section 5(b)(8) of the Small Business Act allows the SBA

to pay the transportation expenses and per diem for travel of any

person employed by the agency to render temporary services not in

excess of six months in connection with any disaster referred to in

section 7(b) of the Small Business Act from place of appointment

to, and while at, the disaster area and any other temporary posts

of duty and return upon completion of the assignment.

A General Accounting Office Report (Number B-242801) found

that, in order to comply with this section, "SBA had to release or

transfer some temporary employees to other disaster locations when
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work for which they were qualified remained to be done at their

current location." The GAO report reconunended the following: "If

SBA is to optimize its use of temporary employees assisting victims

of major disasters outside the continental United States, the

Congress may wish to allow the SBA Administrator the discretion to

waive on a case-by-case basis, the provision that limits to 6

months the length of time per diem can be paid to a temporary

employee for any one disaster. Such waiver authority could enhance

the federal government's efforts to assist disaster victims by

permitting SBA to keep experienced employees at a disaster location

when there is an overriding need to do so."

We agree with the GAO recommendation. However, we feel the

need is important in all mega-disasters, such as Hurricanes Hugo,

Andrew and Iniki, whether within or outside of the continental

United States. This legislative proposal will give the SBA the

ability to employ temporary personnel without the current statutory

ban against paying temporary employees per diem in excess of six

months for any one disaster. The ban is a particular problem in

mega-disasters and results in decreased efficiency and reduced

customer services.

In July, we will mark the six month point after the Northridge

earthquake in Los Angeles. Key temporary employees dispatched to

California to help address acute needs will be forced to leave

unless this statutory provision is amended. These loan officers.
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attorneys and other specialists will be needed for continuing work

in modifying loan terms to meet unanticipated construction or

financial needs and in closing and disbursing loans to thousands of

earthquake victims. The magnitude of our efforts in California is

unprecedented and the need for these experienced individuals is

clear. As of April 25, SBA has conducted 455,610 interviews of

disaster victims and issued 443,594 loan applications. We have

already approved 40,843 loans with a value of $1.2 billion. We

have 3,120 staff working on the disaster — on the ground in Los

Angeles, in the Sacramento Disaster Assistance Office, and in other

locations.

SMALL BUSINESS COMPETITIVENESS DEMONSTRATION PROGRAM —
Section 504 of the bill eliminates a restriction on SBA's authority

to change size standards for four industry groups, which was put

into effect to support a statutorily established small business

competitiveness demonstration program. Section 732 of P.L. 100-656

requires that the numerical size standards pertaining to the four

Designated Industry Groups (DIGs) that were in effect on September

30, 1988, remain in effect for the duration of the four-year

demonstration program. P.L. 102-366 extended the Competitiveness

Demonstration Program for an additional four years. Because the

effect of these provisions is to require the size standards that

were in effect to remain in effect, the size standards cannot be

adjusted to reflect the current status of each affected industry,

the economy, or Federal procurement practices, which are normal
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causes for re-examination of size standards in the administrative

process. The suggested legislative change will remove the size

standard "freeze" so the size standards may be adjusted if the

industry warrants a change.

FUND CONSOLIDATION — Section 505 of the bill would

consolidate the SBA's Business Loan and Investment Fund (BLIF)

,

Disaster Loan Fund (DLF) , and Pollution Control Equipment Contract

Guarantees Fund (PCECGF) into a single account. These funds were

established prior to the enactment of Federal Credit Reform in FY

1992 and currently exist only to liquidate loan obligations made

prior to FY 1992. The continued maintenance of these separate

funds creates an unnecessary administrative burden on the SBA in

terms of reporting and accounting. The new fund would be used for

the same purposes as the current three separate funds.

INTEREST EXPENSE COMPUTATION — Section 506 of the bill would

allow the SBA to pass-through the actual interest collected

annually on outstanding loans with an approval date prior to

October, 1991 and send this amount to the Treasury to meet its

requirement for the payment of interest expense under our Business

Loan and Investment Fund (BLIF) and Disaster Loan Fund (DLF) . This

change would increase the accuracy of reporting and reduce our

current administrative burden of computing the interest expense

under a very complex formula.



203

SIZE STANDARDS TECHNICAL CORRECTIONS — Section 507 of the

bill would make a number of clarifications to SBA's authority to

promulgate size regulations. These clarifications are designed to:

1. Make a technical correction to the Small Business Act (the

Act) , which now provides only for the use of number of employees or

dollar volume of business as exclusive measures of size. To

accommodate the use of net worth and net income as measures, the

words "for example" are suggested to be added so that the

possibility of other measures will be available.

2. Make a technical correction to address a concern that the

phrase "head of a federal agency" in this portion of the Act could

be interpreted to include the Administrator of the SEA and thereby

inhibit the SBA's ability to set size standards. This is proposed

to be corrected by adding the words "other than the Small Business

Administration .

"

3. Make an amendment to subsection 3(a)(2)(B) of the Act,

which governs the size standards set by other government agencies

for their own programs. This subsection requires the size of a

firm to be determined based on its last 3 years in business,

regardless of whether the measure is of the number of employees or

gross receipts. This 3 -year requirement for both measures

conflicts with SBA's current size regulations. SEA measures size

of firms with employee-based size standards on a one year basis and
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for gross receipts on a three year basis. We are proposing to

modify the language of the statute to be consistent with SBA's

regulations. Thus, when other agencies are setting size standards

for their own program purposes they will use the same criteria as

the SBA.

USER FEES — Section 508 of the bill would provide the SBA the

authority to impose reasonable fees and retain them to offset

administrative costs, instead of remitting them to the general

receipts of the Treasury.

PUBLICATION AND PRODUCT SALES — Section 509 of the bill would

provide SBA the authority to sell the publications and products it

develops as management and technical guides for small business and

retain the fees to offset the costs of the publications and

products.

AUTHORIZATION LEVELS

Attached to my statement is a chart detailing our proposed

authorization levels for the next three fiscal years.

We are not requesting funding for any direct loan programs.

The subsidy rate for the 7(a) direct loan programs is 10 to 15

times higher than that of our guaranty programs. Therefore, to get

maximum leverage from limited Federal appropriations, we have

proposed authorization for guaranty programs only. We believe that
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with the introduction of the many proposed changes to our lending

programs, the traditional need for direct loans will diminish. We

also believe there are few, if any, loans that SBA makes on a

direct basis that would not be made on a guaranteed basis.

7(a) Program — The request for budget authorization to

support the financial assistance programs of the SBA is based on

our desire to provide full support to the President's initiative of

alleviating the credit crunch. The SBA's role in meeting this

initiative is particularly critical because the SBA's loans serve

many businesses normally excluded from traditional financing

sources. Demand for the SBA loan programs has been increasing each

year, from a FY 1991 level of $4.1 billion to $5.6 billion in FY

1992, to $6.4 billion in FY 1993, to a projected $7.0 billion in FY

1994 . Although we have some carry over funding from a previous

fiscal year, we must have adequate funding to support continued

growth in our existing programs, including the vital export loan

program, as well as to support our new programs.

We currently are implementing, or readying for implementation,

a number of new initiatives designed to make our loans more

accessible to small business owners, particularly women and

minorities. The new initiatives include expansion of the GreenLine

program, which provides line of credit financing; a low

documentation loan program, "Low Doc," which reduces the

documentation required on loan requests up to $100,000; the Women's



206

Pre-Qualif ication Pilot Loan Program, which will allow women-owned

businesses to bring their loan applications to the SBA for review

prior to submission to a lender; and the Small Loan Express

Program, which allows lenders to use their own forms for loans to

be guaranteed by the SBA. Interest in these new programs is very

high, and adequate funding must be available to support them.

Between the demand for existing programs and for the new

initiatives, we are requesting authorization for $9.3 billion in

loans in FY 1995, rising to $10.9 billion in FY 1996, and $14.1

billion in FY 1997.

Development Company — The SBA's Development Company programs

(502 and 504) represent another area where demand has dramatically

increased over the past few years. Approvals were $475 million in

FY 1991, $655 million in FY 1992, and $852 million in FY 1993. Our

FY 1994 appropriated level is $1.0 billion, and at the current rate

of approvals that level will not be sufficient to meet needs. In

fact, we will be sending a letter to this Committee indicating that

we need to request an increase in the FY 1994 authorization level

to $1.5 billion and we will be proposing a reprogramming request

shortly.

The SBA's 504 Development Company program leverages $1.63 in

private sector dollars for each 504 guaranty dollar, so we get the

most bang for the buck. A $1.5 billion guaranty level in 1994 will

result in total financing of $3.95 billion. This program is
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becoming increasingly popular and important for cities and towns

working on economic recovery because it provides long-term loans

for business facilities and equipment and has proven itself to be

a great vehicle to stimulate job creation. We are requesting

authorization of the 502 and 504 programs at $2.2 billion in FY

1995, $3.6 billion in FY 1996 and $5.4 billion in FY 1997.

Microloans — As I mentioned earlier, we want to move to a

guarantee program for Microloans. Approvals in this program were

$13 million in FY 1992, and $22 million in FY 1993. Our FY 1994

program level, including amounts carried-forward from FY 1993 is

$87 million. We are requesting authorization for micro guarantees

at $110 million FY 1995, $175 million in FY 1996, and $250 million

in FY 1997.

SBIC Program — The Small Business Investment Company (SBIC)

Program is an important source of equity and subordinated debt

financing for small businesses. During the past year, this program

has been strengthened by the addition of experienced management and

the development of a new participating security, which will allow

SBICs to secure "patient" capital to match their long term venture

investments. This new program structure will significantly

increase the flow of private capital into the program. Although

P.L. 102-366 provides authorization for the SBIC and SSBIC programs

through FY 1997, the levels in that statute do not adequately

reflect anticipated demand, and we are therefore proposing
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revisions which increase the authorization levels requested. These

requested amounts are the result of extensive analysis of expected

new applications for licenses, and the anticipated demand for

leverage. The requested level for the SBIC program for FY 1995 is

$848 million, for FY 1996 $1.4 billion, and for FY 1997 $2.1

billion. These levels include the original funding levels for the

MESBIC direct program as provided in P.L. 102-366. The attached

chart shows the requested authorization levels for the individual

programs

.

Surety Bond Program — The Surety Bond Program remains one of

our most popular programs and has a historically low loss rate of

about 2 percent. Our FY 1994 appropriated level is $1.8 billion.

This request supports the same level for FY 1995. Final bond

approvals were $1.1 billion in FY 1991, $1.0 billion in FY 1992,

and $1.0 billion in FY 1993. We are requesting only a slight

authorization increase due to the trends in the construction

industry and the available surety markets. Also, we are

experiencing a steady growth in the usage of the Preferred Surety

Bond Program, which provides a 70 percent guaranty versus up to 90

percent guaranty in the Prior Approval Program. The requested

level will enable a significant leveraging of Federal funds for the

SBA to provide small businesses the opportunities to obtain bid,

performance, and payment bonds necessary for access to procurement

annually in fiscal years 1995 through 1997.



209

503 PREPAYMENT PENALTIES

We have also sent to you a second piece of legislation which

is designed to relieve borrowers under SBA's now-defunct 503

development company loan program of the onerous prepayment

penalties currently imposed upon them.

The 503 loan program began in 1981 at a time when interest

rates were much higher. The program provided long-term fixed rate

financing for businesses needing to acquire industrial or

commercial buildings, and to buy machinery and equipment. There

are two loans in each project. A bank or other private sector

lender provides at least 50 percent of project cost and gets a

first lien position on all collateral. An SBA-guaranteed debenture

funded through the Federal Financing Bank (FFB) is used to fund a

503 loan for 40 percent of the project cost and is collateralized

by a second lien position. The small business finances the

remaining 10 percent independently.

About $992 million was funded through the 503 program. In

1986, Congress enacted Section 504 of the Small business Act,

creating a slightly modified successor to 503. There were two

reasons why the 1986 legislation was needed. First, 503 debentures

were sold to the Federal Financing Bank, which at the time was

being changed from an off-budget to an on-budget status. This

meant that 503 funding would be treated like a direct loan for

budgetary purposes, despite the fact that to the SBA, it was a loan
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guaranty. Under the budget scoring procedure in use at this time,

this change would drive up the budget authority needed to fund a

given program level. A second concern was the prepayment penalty,

and because of that SBA paid particular attention to the prepayment

issue in designing the 504 program. Except for the prepayment

penalty, the 503 program was well-designed and very successful.

Currently, about 3,600 of the original 4,900 503 loans remain

in existence with interest rates as high as 15.7 percent. The

prepayment penalties prevent many borrowers from refinancing at

today's lower rates.

From the borrower's perspective, there was only one major

problem with the 503 program: the prepayment penalty. The FFB

allows borrowers to prepay so long as they pay an amount that can

be invested to produce a semi-annual payment stream identical to

that of the original debenture. If the current interest rate is

lower than the original rate, the borrower must pay an amount

greater than the remaining balance of the loan.

Because market interest rates have fallen considerably since

these loans were made, the prepayment penalties today are as high

as 64 percent of the remaining loan balance. The lower rates go,

the higher the penalty.

Because of the large prepayment premiums, these firms cannot
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take advantage of lower interest rates. Except where the 503 loan

is only a small proportion of these businesses' assets, they cannot

attract additional capital, expand, modernize, or create new jobs.

Refinancing is an option often exercised by other non-503

borrowers. The 503 prepayment penalty is an extreme hardship to

503 borrowers and is unlike any encountered in the private market.

In order to prepay a 503 loan, a borrower is required to pay an

amount that can be invested to produce a semi-annual payment stream

equal to that of the original debenture. Because market interest

rates have fallen considerably since 503 loans were made, the

amount of money needed to generate the same amount of income stream

is very high, some as much as 64 percent of the remaining loan

balance.

The SBA's proposal replaces the 503 prepayment penalty with

the 504 prepayment penalty. The 504 penalty is a market-type

penalty in use today that is widely accepted by small businesses.

It is a fixed percentage declining annually to no penalty after ten

years of a twenty year loan. The proposal would allow borrowers to

use a 504 loan to refinance a 503 loan. This will benefit small

business owners by providing them with an available source of

credit. Borrowers may also refinance their 503 loans through the

SBA's 7(a) program, through private lenders or with personal

sources.
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The Agency will make the new prepayment opportunity available

first to those borrowers who are paying the highest interest rates

on their 503 loans. The SBA will notify all 503 borrowers with

interest rates of 12 percent or higher that for 90 days they will

have the first opportunity to avail themselves of the lower

penalty. After that 90 days, SBA will move to the next group of

borrowers under 12 percent for an additional 90 days until the $30

million appropriation requested by SBA is exhausted or all 503

loans are refinanced. SBA has requested $30 million in its Fiscal

Year (FY) 1995 budget request to offset the interest differential

for 503 borrowers who prepay their loans with the 504 prepayment

penalty. This money will be forwarded to the U.S. Treasury by the

agency as the 503 loans are prepaid.

The SBA's proposal also allows the 504 job creation

requirement to be waived. In order to obtain their loans, 503

borrowers already satisfied this requirement. This proposal is a

refinancing rather than a new investment.

This proposal would eliminate the statutory prohibition

against Treasury providing financing under the 504 program. It

would not mandate that Treasury provide the financing, but simply

would give the Administration the flexibility to decide the best

source of financing to use for the program.
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If 503 small business borrowers are allowed to refinance their

loans at today's lower interest rates, they will be able to expand

their businesses and create more jobs, thus providing a boost to

the overall economy.

Mr. Chairman, I believe the legislative proposals I have

presented today will strengthen our SBA programs and better serve

the small business community. Thank you very much for the

opportunity to testify today, I will be happy to answer any

questions you may have.
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EXPLANATION OF SMALL BUSINESS SIZE STANDARDS
AS THEY RELATE TO BOAT DEALERS AND MOTOR VEHICLE DEALERS

The SEA is responsible for developing small business
definitions, or size standards, that determine what size of firm
is eligible for SBA assistance programs. The SBA has established
a separate size standard for most industries in the private sector
of the economy. Size standards are developed by evaluating the
structural characteristics of an industry, which include
characteristics such as: average firm size, competition, start-up
costs, and the distribution of employees and sales by firm size.
The SBA also examines the impact that the current and alternative
size standards may have on its programs. As part of the process to
establish or revise a size standard, the SBA publishes a proposed
rule that describes the analysis supporting the proposed size
standard and requests the public to comment on the proposal.

An examination of the industry structure of the boat dealers
Standard Industrial Classification (SIC code 5551) and the motor
vehicle dealers classification (SIC code 5511) reveals that the
boat dealers industry has a much larger proportion of smaller-sized
firms than the motor vehicle dealers industry. For example, the
average size firm in the boat dealers industry is $1.3 million in
sales, while the average firm size in the motor vehicle dealers
industry is $11.7 million. Under the current size standard of $5
million for boat dealers, 93% of all boat dealers are considered
small businesses. These small firms combine to generate over 60%
of total industry sales. By contrast, under the much higher size
standard of $21 million for motor vehicle dealers, 86% of dealers
are considered small, and these small dealers are responsible for
only 42% of sales. Thus, even though the motor vehicle dealer size
standard is four times larger than the boat dealer size standard,
it actually defines as "small" a smaller proportion of firms and
economic activity than the boat dealers size standard. These
differences in coverage for these two industries reflect the SBA's
policy to establish its size standards on a relative basis by
industry structure so that industries composed of larger firms will
have higher size standards than those dominated by smaller firms.
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Repayments of principal and interest comprise the overwhelming
majority of cash inflows to our loan programs. The weighted
average subsidy rate of our direct programs is about 22%, which
means that 78 cents of every dollar loaned is returned. However,
Congress only appropriates the subsidy portion, i.e. the twenty
two cents. That money is never returned. It represents the
reserve we set aside to pay for the net losses and miscellaneous
expenses we anticipate. Our guaranteed loan programs have a
weighted average subsidy rate of about three percent; ninety
seven cents of every dollar is returned. Two of this ninety-
seven cent comes in the form of fees, so the more accurate figure
of ninety- five cents applies. Again, the three cents Congress
appropriates is never returned, it subsidizes the net losses and
miscellaneous expenses of the program.
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Opening Statement
OF

The Honorable Jay Dickey
Fourth District - Arkansas

Before the Small Business Committee

Regarding a Hearing on
Small Business administration Reauthorization Legislation

M AY 4, 1994

Mr. Chairman, thank you for holding this, second in a series of hearings,

regarding the reauthorization of the Small Business Administration (SBA), and

implementing a number of changes as proposed by this committee and the SBA
itself.

I wanted to suggest, Mr. Chairman, that I find it extremely appropriate to

hold a hearing on this important topic during the 31st Annual Celebration of

Small Business Week. The exciting schedule of events, including luncheons,

breakfasts, and plenty of speeches provides an excellent backdrop to this hearing.

These small business people, who fulfilled the criteria for Small Business

Persons of the Year, including staying power, growth in number of employees,

increases in sales or unit volume, strong financial reports, innovative products or

services, ability to respond favorably to adverse conditions, and contribution to

community represent the additional fulfillment of the American Dream. They

deserve to be congratulated.

They also deserve to be listened to.

These business people have become successful because they have learned to

gauge risk, invest capital, implement new ideas, and often fight for the very

survival of their companies. They are in the trenches, so to speak, and when they

suggest that their most pressing problem regarding the expansion of their

business is the interference of the federal government, this committee needs to

take action. I believe that the bills before us are a step in the right direction.

I look forward to the testimony provided by the panel of witnesses before

us today. Thank you.
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Statement of Congressman Jay Kim
House Committee on Small Business

IVIay 4, 1994

Thank you Mr. Chairman. In looking over the Small

Business Administration's legislative requests, I was

struck by the "good news/bad news" character of what

the SBA is proposing.

The good news is that many of the legislative proposals

that we are considering here today represent Important

steps in the right direction for the Small Business

Administration.

For example, I am especially encouraged by the SBA's

efforts to get itself out of the direct lending business

and into a position where the agency's principal role will

be that of a guarantor of loans. I agree with the

Administration's position that these kinds of guarantee

programs are more efficient and cost effective than
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direct loan programs. I also believe that moving into

guaranty programs will, in the long run, be beneficial for

small businesses as these kinds of programs will

encourage small businesses to develop working

relationships with traditional lenders.

I am also encouraged by the proposal to reduce pre-

payment penalties for small businesses under the 503

program. Doing so will remove an onerous roadblock

which is currently preventing many small businesses

from taking advantage of low interest rates which are

stimulating growth in other sectors of the economy.

Unfortunately, with this good news comes bad news.

First, I am concerned with the lack of specific legislative

language dealing with new user fees on SBA services.

In his recent testimony before this Committee, Mr.

Bowles made a number of specific proposals for new
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user fees... which are, unfortunately, absent from the

legislation before us. In the place of these specific

proposals is a broad grant of authority to the Small

Business Administration to railse $26 million dollars using

whatever fees it sees fit. I would hope that before this

committee puts its stamp of approval on new user fees,

we will be able to get a much clearer picture of exactly

what new fees the SBA will put into place using the

new authority granted by this legislation.

More importantly, however, I am concerned that the

Small Business Administration has completely

disregarded the FY 1995 budget request which was

presented to this committee only two months ago by

Administrator Bowles. [As several of my colleagues

have already noted], the budget authority requested in

this legislation is neatly $4 billino mofQ 4han wJ^> Mr.

Bowles asked for in February — and this sum does not
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include funding for the Inspector General's office or for

"Salaries and Expenses"! As a former small

businessman, I understand how valuable SBA programs

are to the small business community. However, given

our current budgetary constraints, I hope this Committee

will think twice before approving this kind of budgetary

excess.

In short, I am encouraged by many of the proposals

before us today. I would, however, urge this committee

I

to look deeper into the issues I have just discussed so

that we can be complete sure of the course that the

SBA is charting for the coming years.



222

COMMITTEE ON SMALL BUSINESS

JOHN J. LaFALCE, CHAIRMAN

HEARING ON SBA AUTHORIZATIONS

MAY 4, 1994

The Committee will come to order.

This morning we resume hearings on the reauthorizations of

programs involving the Small Business Administration and related

authorizations

.

Last week we commenced this process with testimony from

Deputy Administrator Cassandra Pulley on H.R. 4297, the Small

Business Administrator Amendments of 1994, and H.R. 4298, a bill

to provide partial relief from prepayment penalties imposed upon

debentures used to finance small businesses by section 503

Development Companies

.

Periodically the Small Business Committee reviews all of the

programs within its jurisdiction and provides for a multi-year
continuation, including necessary modifications, for those

programs it deems to be successful. We last did this in 1990 and

subsequently last August made minor changes to "fine tune" our

previous decision. This year I expect we will again provide for

the continuity which is made possible by multi-year
authorizations for loans programs, surety bonds, venture capital

programs and others

.

In addition, this year for the first time we will be

reviewing simultaneously three laws which are being administered

by independent bodies

.

First, is the White House Conference on Small Business which

will commence with a state-wide conference in Wilmington,

Delaware, on June 2nd, and which will culminate with the National

Conference in Washington the week of June 11th of next year.

Second, is the Central European Small Business Development

Commission which was established in order to seek replication of

the domestic SBDC Program in three countries in Central Europe:

Poland, Hungry and what was formerly Czechoslovakia.

Finally, is the National Women's Business Council which we

established in 1988 in order to recommend to the Congress and the

President ways to assist women business owners to overcome
barriers to fully participate in the mainstream of the American
economy

.

This morning we are pleased to have appearing before us

representatives of small business associations and also the

Chairpersons of the two independent commissions and the Women's

Council

.

Before recognizing our first panel of small business
association representatives, do other Members have opening
remarks?
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OPENING STATEMENT BEFORE THE COMMITTEE ON SMALL BUSINESS
THE HONORABLE MARJORIE MARGOLIES-MEZVINSKY

MAY 4, 1994

I JOIN THE CHAIRMAN IN WELCOMING THIS MORNING'S WITNESSES. THE
SBA HAS A BROAD RESPONSIBILITY, AND I AM ANXIOUS TO HEAR FROM THESE
WITNESSES THEIR PERSPECTIVES ON HOW THE SBA IS DOING. WE HAVE
LEARNED MUCH ABOUT THE CURRENT SBA PROGRAMS, AND I CONGRATULATE
CHAIRMAN LAFALCE AND HIS STAFF FOR DOING AN EXCELLENT JOB IN
PROVIDING US THE OPPORTUNITY TO HAVE A CAREFUL LOOK AT THE SBA AS WE
BEGIN THE REAUTHORIZATION PROCESS .

AS THE CHAIRMAN KNOWS, I HAVE A PARTICULAR INTEREST IN
ENTREPRENEURS BECAUSE MY DISTRICT HAS MANY SUCCESSFUL SMALL
BUSINESSES, MANY OF WHICH ARE TECHNOLOGY COMPANIES. MY DISTRICT IS
ALSO ABSORBING A LARGE SHARE OF DEFENSE DOWNSIZING, AND I FXHiLY

EXPECT SMALL BUSINESSES TO LEAD OUR RECOVERY DURING THESE CHANGES.
HOWEVER, THE SBA MUST BE FLEXIBLE TO SERVE THE NEEDS OF SMALL
BUSINESS AS OUR ECONOMY CHANGES AND THE DEFENSE DOWNSIZING
CONTINUES

.

'

MR. PATRICOFF WITH HIS BACKGROUND IN VENTURE CAPITOL IS
PARTICULARLY AWARE THAT HIGH TECHNOLOGY COMPANIES CAN HAVE GREAT
POTENTIAL. THAT IS WHY I HAVE BEEN, AND CONTINUE TO BE, VERY
INTERESTED IN THE SBIR PROGRAM AND ITS ABILITY TO ASSIST COMPANIES, '<

ESPECIALLY DEFENSE ORIENTED FIRMS, INTO THE COMMERCIAL MARKETPLACE. ^J

THIS CONVERSION PROCESS IS VERY IMPORTANT MY DISTRICT AND THE
ENTIRE NATION.

WE HAVE AN IMPORTANT SBIR DEMONSTRATION PROGRAM BEGINNING AT
THE BEN FRANKLIN CENTER IN PHILADELPHIA. I AM CONSIDERING
INTRODUCING LEGISLATION THAT WOULD BROADEN SUCH AN APPROACH SO THAT
THE EFFECTIVENESS OF OUR SBIR INVESTMENTS IS MAXIMIZED.

THANK YOU MR. CHAIRMAN. I LOOK FORWARD TO LEARNING MORE FROM
OUR WITNESSES THIS MORNING.
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STATEMENT BY CONGRESSMAN JIM RAMSTAD
BEFORE THE HOUSE SMALL BUSINESS COMMITTEE

May 4, 1994

REAUTHORIZING THE SBA

Mr. Chairman, thank you for holding another hearing on the reauthorization bill for the

Small Business Administration (SBA).

I certainly hope that as we continue to examine the SBA's legislative proposal this year, the

recurring problems we've seen can be avoided and the SBA can do what it was designed to

do.

Mr. Chairman, I look forward to reviewing the reauthorization proposal with today's

witness.
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OPENING STATEMENT
HONORABLE BILL SARPALIUS

Thank you Mr. Chairman for holding this hearing today, and I

would like to welcome all the distinguished guests that will

be testifying.

I'd like to commend the SBA's foresight in guaranteeing

stand-by letters of credit for American exporters. The

biggest complaint I heard when I was Chairman of the Small

Business subcommittee that oversaw exports was the

availability of credit. With the SBA's stamp of approval on

letters of credit, we now can better assist small businesses

that want to expand into the global market.

In addition, I am pleased to see SBA implementing the TPCC
recommendation to revamp the Export Revolving Line of

Credit. Hopefully, the change will make the loan program a

realistic asset to potential exporters.

Lastly, with women owning over 40 percent of small

businesses, I agree that it is time we have a permanent

Office of Women's Business Ownership.

Again, thank you Mr. Chairman and I look forward to today's

testimony.
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Opening Statraient of Congressman Walter R. Tucker
Conunittee on Small Business

May 4, 1994

GOOD MORNING, EVERYONE. I AM VERY HAPPY TO BE

HERE THIS MORNING TO GET A FURTHER UPDATE ON

SBA'S LEGISLATIVE PROPOSALSFROM TODAY'S PANEL OF

WITNESSES. THERE ARE MANY IMPORTANT ISSUES

COMING UP REGARDING REAUTHORIZATION AND

CHANGES IN SEA PROGRAMS. I AM INTERESTED TO HEAR

FROM THIS WIDE SPECTRUM OF SMALL BUSINESSES

ASSEMBLED HERE TODAY.

I WOULD LIKE TO THANK ALL OF THE WITNESSES FOR

COMING IN TO TESTIFY BEFORE US THIS MORNING AND I

THANK THE CHAIRMAN FOR CONDUCTING THIS VERY

IMPORTANT HEARING.
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EXCERPT FROM THE

STATEMENT OF
BR8KINE B. BOWLES
ADMINISTRATOR

U.S. SMALL BUSINESS ADMINISTRATION
BEFORE THE

COMMITTEE OH SMALL BUSINESS
UNITED STATES HOUSE OF REPRESENTATIVES

JULY 20, 1993

Section 4 (b) of the bill would affect the Central European Small

Business Development Commission, which is an independent Commission
that reports to the Congress. It was established in November of

1990 by Public Law 101-515, in accordance with Section 25 of the

Small Business Act. The Commission's Congressional mandate is to

establish self-sustaining management and technical assistance
centers in the Czech and Slovak Federal Republic, Poland and

Hungary, similar to the Small Business Development Center Program
in the United States.

In Fiscal year 1991, the Commission awarded contracts to undertake
research to assess the needs of small businesses in Poland, Hungary
and the Czech and Slovak Republics. The contractors researched
each country, and evaluated the SBDC program in the United States
to determine their applicability for use in these countries. The
researchers also assessed potential host institutions as locations
for Small Business Centers.

During fiscal year 1992, the doors to the Small Business Centers
were opened in Poland and Hungary, providing management and

technical assistance programs to entrepreneurs in these two

countries. In the Czech and Sloveik Republics, site evaluations
were completed for potential Small Business Centers.

The Small Business Center programs in Poland and Hungary have only
been open for nine (9) months. They are expected to provide their

initial performance data in their September 1993 Report. The Czech

and Slovak Republics have not yet opened.

In 1993, the Commission will monitor and strengthen the Small

Business Centers in Poland and Hungary and work towards the

establishment of a Small Business Center in the Czech and Slovak
Republics. Through the use of consultants previously involved with

SBDCs in the United States, the Centers in Poland and Hungary will
also receive on-site assistance to support their first year of

operation. In the Czech and Slovak Republics, assistance will
focus on the definition of SBDC program activities, the

establishment of an organizational structure, and the recruitment

of a director.



228

since the authorizing legislation provides the SBA shall have one
of the three Commissioner positions, we have, of course, been
involved in and informed about the work of the Commission.

Although the Commission was authorized the sum of $3,000,000 for
fiscal year 1991, $5,000,000 for fiscal year 1992 and $8,000,000
for fiscal year 1993, actual appropriations were $1,000,000 for

fiscal year 1991, $1,500,00 for fiscal year 1992, and $1,500,000
for fiscal year 1993.

H.R. 2594 would change the authorization for the Central European
Commission from $8 million in fiscal year 1993 to $2 million for
each of fiscal years 1993, 1994, 1995 and 1996. SBA supports the
objectives of the Commission and agrees with the recommendations.
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SOLBAR HATZOR LTD.

P0 3 2230 Ashdod 77121 Israel

Tel 08-56M14
Fax 08-56'455

July 27, 1993

Congressman and Ms. Tom Lantos

2182 Raybum House Office Building

Washington, D.C. 20515, USA

Dear Mr. and Mrs. Lantos,

I trust you will recall my association with the GIVAT HAVIVA EDUCATIONAL FOUNDATION. Since

my return to Israel in 1991, following a three-year tenure in the States, I was appointed Marketing
Director for Solbar Hatzor Ltd., producers of soy protein concentrates as food ingredients for meat and
vegetarian meat analogues.

I am pleased to report to you that Hungary has become one of Solbar's largest export markets.
Personally, I have had the pleasure of visiting Hungary four times during the past year.

A remarkable series of coincidences has brought our firm into a dose cooperation with the PECS
SMALL BUSINESS DEVELOPMENT CENTER, which acts as a consultant to our client, ARKANUM.
As you probably know, the Pecs "CENTER", directed by Mr. Istvan PidI, is funded by the United States
Congress under the auspices of the Central European Small Business Enterprise Development
Commission (Chaired by Mr. Frank Hoy, University of Texas at El Paso).

I want to commend you and the U.S. Congress on this very successful allocation. Through my own
exporting experience to Central and Eastern Europe, I have learned that without the efficient and
professional service of people like Mr. PidI, the likelihood for success would be seriously diminished. I

hope that Congress will continue to support Mr. Pidl's "CENTER" and others like this one.

Moreover, I am sure that you will be pleased to learn of this United States - Hungary - Israel

connection, and the good will it is bringing to all our countries. Thank you.

With best wishes,

I RronnAr^
'^jM-^^Vt^w—

Gary Brenner

Frank Hoy. Chairman
Central European Small Business

Enterprise Development Commission

Monika Edwards Harrison,

U.S. Small Business Administration

Mike Van Dusen, Maj. Chief of Staff

House Foreign Affairs Committee

Fred Howard, Chair

Givat Haviva Educational Foundation
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Warszawa, October 21. 199?

MINISTER
OF FOREIGN ECONOMIC RELATIONS

Dr. Frank Hoy, Chairman

Central European Small Business

Enterprise Development Commission

409 Third Street S.W.

Washington, DC. 20416, USA.

Dear Mr. Hoy,

I would like to use the opportunity of the end of the first budget year of operation of the

Polish-American Small Business Advisory Foundation to express my appreciation to the

Central European Small Business Enterprise Development Commission for making this

program available to Polish entrepreneurs.

In spite of the short period of time, the Centers have established themselves well and became
known for their high quality counseling services and training seminars. I am aware of the

early results of the program, which are very encouraging both in terms of the number of new
ventures and new jobs created, as well as strengthening of existing small businesses.

In order to answer the growing demand for small business counseling services locally and in

areas distant from the three Centers, the Foundation has developed new expansion and
regionalization programs. These programs would be financed from outside sources.

The Project Coordinator, Mr. Dan Wagner from The Scientex Corporation has to be

commanded for his role in making the transition to the Polish leadership of the program as

orderly as possible. He plays a key role in assisting Foundation's efforts of bringing in

outside sources of funding and in providing timely advocacy for the program in Poland. I

would like the Commission to look into the possibility of funding the presence of the Project

Coordinator in Poland for as long as possible, subject to the availability of financial

resources.

Truly yours,

*^rAicncmrsKi
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Chairman LaFalce and members of the Committee on Small

Business, I am very pleased to be here today to support the

activities of the Small Business Administration.

I am Francis R. Carroll, president of the Small Business

Service Bureau, Inc. (SBSB) , a national private sector

organization consisting of over 35,000 member companies, all of

which employ fewer than 50 people. In other words, SBSB members

are the very businesses that need adequate support from the SBA

to grow into much bigger businesses. Many of our members are new

business start-ups and family owned and operated companies.

Start-up Businesses

SBSB supports Sections 101-104 of H.R. 4297 to expand the

Micro-Loan direct loan program aimed at start-up businesses. By

removing current limitations on private sector for-profit

regulated lenders, insurance companies, trusts and foundations,

more of these organizations will becoming participating lenders

in the Micro Loan program. I believe that the private sector

should be included in all SBA programs wherever possible provided

that appropriate safeguards are put in place to certify their

honesty and credibility and to protect the small business

community and the public.

Micro Locns

The Micro Loan program is a real success story. SBSB has

long supported granting very small loans, loans that banks

consider too small to bother with. SBA Micro Loans have a good

record of providing small loans of $2,000 and $3,000 each as seed

money to the truly needy for the purpose of starting small
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businesses to support themselves and become productive

contributors to their communities. This program should be

expanded to serve as many of these individuals in as many parts

of the nation as possible.

Since next year some states will reach the present ceiling

on the amount of assistance the SBA is authorized to approve for

Micro Lenders, we favor the provision to increase the current

ceiling from $1,250,000 to $1,750,000.

International Trade

I have been involved as SBSB's representative on the

Advisory Board of the State Department's Trade Development

Program for several years. As such, I can personally attest to

the continuing need to support small business exporting,

particularly for companies employing under 50 workers. Small

businesses account for more than three-quarters of all companies

that export, yet SBA's current policy all but eliminates

International Trade Loans (ITLs) to the smallest businesses by

prohibiting loans of under $155,000. If the SBA is to serve the

truly small business, it must be authorized to make smaller loans

... many of which will produce large paybacks for the company,

the domestic economy, and for America's balance of trade.

The SBA should also be authorized as proposed to guarantee

standby letters of credit which are common in international

business practice. By increasing maximum guarantee coverage

available to a participating lender for an Export Line of Credit
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90%, the SEA program will be consistent with and work in

harmony with the EximBank Working Capital Guarantee program, and

with many state sponsored programs. SBSB supports the changes

proposed in Title II.

Private Sector Progreun Expansion

As a for-profit entity, SBSB also supports the proposed

changes in Title V to permanently authorize the SBA to enter into

co-sponsorships with for-profits. This will allow the SBA's

private sector partners to better plan and budget for extended

activities like training programs and production and

dissemination of educational materials to help small businesses

better manage their enterprises. The lapse of this program

created uncertainty in the private sector partners of SBA, all of

which as good business practice require some assurance of

continued funding for planning purposes. By providing permanent

authorization, the SBA will win increased credibility with

private sector partners, like SBSB, that it relies on to deliver

programs and services to the small business community.

Women's Business Ownership Program

SBSB supports Section 401 of Title IV to permanently

establish within SBA an Office of Women's Business Ownership. Our

experience shows that more women than ever are opening their own

businesses. Permanent representation within SBA would give the

program the recognition it deserves. This segment of our economy

has trem^mdous potential, but its specific needs should be
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addressed by the SBA and other agencies if women owned small

businesses are to thrive and grow. Since small business employ

54% of the workforce, and many them are women owned and operated,

a permanent place within SBA is certainly warranted.

Size standards

SBSB supports Section 504 of Title V relative to removing

size requirements during the remainder of the Competitiveness

Demonstration Project. However, I want to go on record as

favoring size standards more on the premise of the Micro Loan

Program rather than higher size standards which allow

participation by companies that are really not "small". Remember,

nine out of ten companies have fewer than twenty employees. Lets

aim our guns at the right target.

Program Expzmsion Requires Staff

The successful programs referenced deserve not only to be

continued, but expanded. I am pleased at the agency's idirection

in actively seeking out wherever possible private sector

partnerships which reduce the agency's cost of delivering

services and encourages private industry growth. However, program

expansion requires staff within the agency to expand as well. I

would encourage the Committee not only to increase programs, but

to give the agency proportionate increases in funding to allow

the staff of the SBA to function professionally. The same staff

cannot be expected to take on more work and do it well. For the

sake of quality in programming and to continue to attract and
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keep professional staff, the budget must funded at a level

commensurate with program expansion.

Some of the additional funding that will be needed could be

raised by allowing the SBA to impose user fees and new and

increased fees on loan and debenture guaranties and on management

assistance and educational materials as proposed in Section SOS-

SOS of Title V. This provision would allow the SBA to charge

recipients of services for the cost incurred by them and allow

these programs to be more self-sustaining. Money currently

subsidizing these programs could be used for expansion of other

successful programs.

503 Prepayment

The current situation regarding the prepayment penalty which

affects a group of borrowers could not have been anticipated when

the Federal Financing Bank first acted on these loans. If we had

the benefit of a crystal ball back then, this adjustment to

provide fair economic treatment would not be needed. But since we

had no crystal ball, I support adjusting prepayment penalties now

since the hardships they are causing to these businesses were

never intended.

In concluding, I once again went to commend the Agency for

its policy of partnering with the private sector for delivery of

materials and services. This is a very positive course and one on

which the SBA should continue. In turn, I believe we owe it to

the agency to support the expansion of its successful programs

with dollars and staff. The activities of the agency in the small



237

Small Business Service Bureau, inc. /Francis R. Carroll/ Page 6

business community result in job growth and expansion in the

overall economy from small business contributions far in excess

of the public support given to the SBA. As a member of the SBA's

National Advisory Council for twelve years, I can attest that the

SBA outpulls its weight and deserves an appropriate level of

staff and funding to function professionally.

Thank you.
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GOOD MORNING!

Mr. Chairman and the Members of the Committee:

I am Mary Ann Campbell, President of Money Magic, Inc. from

Little Rock, Arkansas. On March 12, 1993, President Clinton

appointed me to be the first private sector Chair of the National

Women's Business Council. It was with a deep sense of commitment

and a passionate desire to serve the more than six million women

business owners that I accepted this position.

199 3 was the year the country was asked to embrace change and the

National Women's Business Council moved swiftly and decisively to

meet its challenges. I am appearing before the Committee today

to share with you our accomplishments during this past year, our

work plan for the remainder of this year and our vision for the

future. Much remains to be done by this Council to support

women's business entrepreneurship and we need your support to

successfully complete our mission.

On Monday of this week the Council invited our constituents - -

the groups that represent women entrepreneurs in this country - -

to assist us in assessing our accomplishments and to collaborate

on a strategic plan for future initiatives. This meeting was a

follow-up to a similar strategic planning session held last year.

This year we broadened our circle. It is with a renewed sense of

purpose and the strength that comes from the depth of support we
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received from the twenty groups that participated, many of whom

are with us today, that I report on the Council's activities.

-/

My testimony on behalf of the Council, covers the following :

1 - the importance of and the continuing value of the NWBC

2 - measurable goals and initiatives we have produced this year

3 - the private/pijblic partnership which is at the heart of the

mission and initiatives of the NWBC

THE IMPORTANCE AND VALUE OP THE NWBC:

As the committee chairman who conceived of and presided over the

comprehensive hearings held in 1988 on the status of women's

business ownership and, as the author of HR 5050, it was you.

Chairman LaFalce, who recognized the importance of the women's

business sector and shepherded through the legislation which

created the National Women's Business. Council.

This Council is serving as a catalyst in the effort to promote

and provide opportunities for all women business owners —large,

small, emerging, growth, retail, high tech, from Buffalo, New

York to Kansas City, Kansas and Los Angeles, California.

Opening opportunities for these lousinesses — important job

creators in the present economy — is sound government policy.
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As expressed so persuasively by you in your committee report "NEW

REALITIES, the Rise of Women Entrepreneurs,"

"At a time when America is suffering from huge budget

and trade deficits and from a chronic failure to

significantly increase productivity - it is vital for

public policy makers to seek means to catalyze the

tremendous pool of talent and energy these women

represent ..."

Six years later, these words still ring true. The women's

business sector has experienced unprecedented growth in the

number of businesses started and jobs created and, when recent

estimates are substantiated by the next census, total business

receipts will have more than tripled since 1987.

The 1987 Census reported that 4.1 million women-owned businesses

operating as sole proprietorships, partnerships, and Subchapter S

corporations exist in the economy. This represented a 57.4

percent increase in the number of such businesses from 1982 to

1987, a rate of growth more than four times the rate for all

businesses. In that five year period, total receipts for women-

owned businesses nearly tripled — rising to $278.1 billion by

1987. More recently, a 1992 study conducted by the National

Foundation for Women Business Ownership (NFWBO) estimates that

there are now 6.5 million women-owned businesses, a count

reflecting both the inclusion of women-owned C-corporations (a
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group previously not identified in census data) and growth in

this sector since the 1987 census. That same study estimates

that these women-owned businesses employ more workers than the

Fortune 500. We are anxiously awaiting the tabulations of the

1992 census which should support the trends identified by the

Foundation.

These numbers do not tell the whole story. Despite impressive

growth, women-business owners are not living up to their

potential and still face tremendous barriers in their struggle

for success. The Council is determined to increase the awareness

of the contributions that women-owned business do make to the

stability and growth of the economy so that policy makers, like

yourself, will continue to invest in their development.

As you know, the Council is one of ONLY two programs in this

entire federal system specifically designed to promote women's

business entrepreneurship. The first program established in

1978, was the SBA's Office of Women's Business Ownership. This

office provides outreach to small women business owners promoting

the programs and services of the Small Business Administration.

The Office also administers the successful Women's Demonstration

Projects, negotiates procurement goals with the various federal

Departments and agencies and oversees the popular Women's Network

Entrepreneurial Training program.
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The National Women's Business Council is the other office within

the Federal government that serves as both a watchdog for the

interests of ALL women's business owners, LARGE AND SMALL, and as

an advisor to the President and Congress on ways to create

opportunities in the public and private marketplaces. This is

our unique role. There is no other entity within the Federal

government that serves this purpose. I am pleased to say that at

least two state legislatures, California and Colorado [we expect

several more this year] have followed your example and created

women's business councils to promote women's entrepreneurship

within their states.

Think of the increased job creation and tax base that can result

from increased opportunities for women business owners. U.S.

Small Business Administrator Erskine Bowles' own assessment of

women business owners is that they are the high octane that

drives the engine of this economy. There is great potential in

the women's business sector and the National Women's Business

Council is working together with our Federal government partners

and women's business advocates make sure women have the

opportunities to achieve great successes.

MEASURABLE GOALS AND INITIATIVES

In 1993, the National Women's Business Council brought together

prominent women business owners and advocates to develop a

strategic plan to target the Council's efforts to those
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initiatives of greatest importance to women entrepreneurs. It

was determined that policy and statutory changes needed to be

addressed in three critical areas:

* increase access to public and private procurement

opportunities ;

* improve the ability of women business owners to access

essential financial resources to successfully start and grow

their businesses; and

* to collect more timely and useful data.

Although I would be happy to discuss the accomplishments and

projects initiated by the Council in 1993, I thought I would

highlight some of the programs we have initiated already this

year to address these issues. A more complete discussion of the

Council's 1993 recommendations is included in our Annual Report

which I have attached for the record.

INCREASING PROCUREMENT OPPORTUNITIES

In the area of Federal government procurement, the Council

developed a three point plan to dramatically increase procurement

opportunities for women and announced the details in testimony

before this committee's Procurement, Taxation and Tourism

subcommittee. The Council recommended:
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* the enactment of separate five percent statutory goals for

women-owned small businesses for all federal government

funded prime and sub-contracts, without reducing existing

statutory goals or those negotiated by the SBA which are

higher than 5%;

* requiring SBA to promulgate a government-wide definition of

women-owned business and single certification process; and

* developing an aggressive outreach program to bring women-

owned businesses to the federal government bidding table.

We are working closely with the SBA and various federal Agencies

to implement these proposals which we believe will dramatically

increase the numbers of contract awards to women-owned businesses

that wish to do business with the federal government.

ACCESS TO CAPITAL

The Council has also tackled one of the most critical elements of

success for all small businesses — access to capital — by

sponsoring several policy workshops in conjunction with our

partners at the Federal Reserve Board. The next workshop, which

will be held in Chicago on June 3, will examine the sources and

uses of equity capital with emphasis on encouraging investments

in women-owned business. We will be working closely with a

newly formed network of leading investment experts and private
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Invastors, the Capital Circle, who have set out to significantly

Increase the flow of capital to women-owned business, you are

cordially invited to join us for what we know will be a important

policy forum on a subject of such keen interest to this

committee.

In March, the Council prepared comments on a regulatory proposal

to make changes in the Community Reinvestment Act and called for

creative new lending criteria targeted at women entrepreneurs. [A

copy of these comments are included with this statement.

]

DATA COLLECTION

Perhaps, the ultimate challenge for the Council is the task of

developing a profile of the fastest growing sector of this

economy using official data that is over seven years old. The

next census survey is still a year away from completion and the

analysis of those tabulations will not be available until late

1995 at the earliest. Policy makers and businesses interested in

working with and Investing in women entrepreneurs should not have

to wait to learn what they have been missing. To assist in the

interim, the Council has begun to compile — in one document —
all the statistics we have about women business ownership. I

have with me a draft document which reveals much about what we

know and a lot about what we do not know. As soon as we have

finished reviewing and revising, I will be glad to make it

available to the Committee.
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We have also received wholehearted support from Conunerce

Secretary Ron Brown and SBA Administrator Erskine Bowles for the

institution of an annual census on women's business ownership.

This survey, together with the more comprehensive 1992 census

statistics, will provide irrefutable and invaluable documentation

of the contributions that women-business owners make to this

economy.

THE PRIVATE/PUBLIC PARTNERSHIP

During the hearings which preceded the passage of HR^050, the

women business owners who testified were unanimous in their

insistence that the Federal Government place women's business

interests as a high priority. In establishing the Council, this

Committee recognized that linking the entrepreneurial spirit of

women business owners with the access and influence of senior

government officials was essential to the success of the

Council's mission. An added virtue was its independent status.

Yot, entrepreneurial spirit and independence were not enough and

the direction of the Council fell pray to the revolving door of

public sector chairs. Today, with a reconstituted council, an

invigorated leadership, and a professional staff committed to

accomplishing our mission, entrepreneurism guides our actions and

we are determined to leverage our resources to the greatest

extent possible.
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We are also infused with the motivation that comes from knowing

we have the strong support from women business owners and

advocates who recognize the importance of having a national

voice.

This support has never been more critical and our role never more

important

.

At our last council meeting and during the strategic planning

session this week, there was a feeling of grave disappointment

and disbelief regarding the drastic cuts recommended for the

women's entrepreneurial programs. It was noted that the SBA's

Office of Women Business Ownership would receive a budget cut of

50%, the Demonstration Project program would lose 75% of its

funding and the National Women's Business Council was zeroed out.

These cuts are much deeper than necessary and should be seriously

reconsidered. As a business woman, I know the value of a strong

voice in Washington to protect and promote my interests. I have

had to put my business on the back burner in order to give this

Council the attention and the direction it deserves. It was a

worthwhile sacrifice but I would like to be able to finish the job.
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As a business woman from Little Rock, I know first hand that this

President is committed to promoting the interests of small and

women-owned businesses and in his support for the Council

.

In a letter from President Clinton dated March 25, 1994, he

stated, "...women-owned finns owe a debt of gratitude to the

members of the National Women's Business Council for all their

hard work and dedication. On behalf of all Americans who have

benefited from the new jobs and opportunities that you have

helped to create, I commend you for your outstanding service."

Allowing the National Women's Business Council to sunset at this

juncture would be contrary to your beliefs, Mr. Chairman, that

the government should encourage and nurture women-owned business

so that they can expand their contributions to the economy

including significant job creation and asset building. We, at

the Council , have docximented through substantive hearings over

the years, that barriers remain and, that in some ways, women

business owners are often invisible to policy makers. The

Council has just begun to shape a structure that can bring about

real change in the areas of procurement, access to capital and

the kind of meaningful data collection which will ensure that the

contributions of these business owners are counted. Together,

these efforts should enable contributions of women business

owners to flourish — benefitting our entrepreneurial businesses,

their owners, their employees and the economy as a whole.
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We have come of age. This is the right moment to support the

over 6 million women business entrepreneurs in the nation by

reauthorizing the National Women's Business Council.

In conclusion, I would like to repeat the mission of the

The National Women's Business Council which was adopted after our

1993 strategic planning session. In the words of the women's

business owners, advocates and Council members who participated,

the NWBC was created to "ensure the full participation of women

business owners in the free enterprise system by identifying and

vigorously promoting their interest in ways that can be

measured." This vision has yet to be realized.

As I conclude my testimony, I want to give credit to the men who

support women entrepreneurs. They fully recognize the power of

partnerships and productive business women. Before I accepted

the chairmanship of this Council, I consulted the most

influential and supportive man in my life, Guy Campbell. He is

here today, not only because he supports me, but because today is

our 2 0th wedding anniversary.

We need the support of men like you, and my husband, now more

than ever.

Thank you Mr. Chairman. I would be glad to answer any questions.
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Mr. Chairman and Members of the Committee:

Good morning. I am Ronald B. Cohen, the 1994 President of National Small

Business United, which I am representing at today's hearing. I am founder and managing

partner of Cohen & Company, a regional CPA firm based in Cleveland, Ohio. I

welcome the chance to be here today and to comment on the reauthorization of the Small

Business Administration (SBA), including specific changes requested by H.R. 4297 and

H.R. 4298. The SBA is a critical institution for the small business community and one

in which National Small Business United has always taken a very active interest.

National Small Business United (NSBU) represents over 65,000 small businesses

in all fifty states. Our association works with elected and administrative officials in

Washington to improve the economic climate for small business growth and expansion.

We have always worked on a bi-partisan and pro-active basis. In addition to individual

small business owners, the membership of our association includes local, state, and

regional small business associations across the country.

To be sure, the SBA has been subject to some criticism over the years. Though

the SBA has shortcomings, it is still the most effective economic development agency for

the small business community and entrepreneurship that we have seen. It has also served
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the nation and its economy through the growth and expansion of small businesses, which

the agency has fostered. An investment in the SBA is an investment in the growth of

small business, an investment that will add many more dollars to the federal treasury than

any narrow program cuts are likely to attain. We also have come to believe that a

revitalization is occurring at the SBA, one that should be recognized and encouraged.

503 PREPAYMENT LEGISLATION

The 503 loan program has not existed since 1987, but its legacy lives on as many

small business owners are stuck paying its very high interest rates (usually in the double

digits), despite today's low rates. 503 loans have very high prepayment penalties, making

them virtually impossible to refinance. Some might (and have) argued that the businesses

that received these loans should have known and accepted their terms. But in reality, the

businesses paying these high rates are often prevented from expanding their businesses

and creating new jobs. It would seem to be in everyone's interest to allow these

businesses to refinance to today's market rates, yet pay a more reasonable penalty.

The solution offered in H.R. 4298 seems reasonable to us. It ties the prepayment

penalty to the one offered by the newer 504 loan program (which essentially replaced the

503 program). Under this scheme, a business would pay a penalty equal to one full

year's interest if the loan is prepaid in the first year; that penalty would be phased down

until, past the midpoint of the loan's maturity, there would be no penalty.
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The bill also foresees utilization of the 504 loan program in another way: as the

refinancing vehicle. Under current law, 504 loans cannot be used for refinancings.

However, this bill makes a specific exception when the refinance is of a 503 loan. Since

there is now longer a 503 loan program to which to turn and since the 504 program is

the successor to the 503 program, this exception makes a great deal of sense. It would

fold small businesses into the new program fi'om the old program relatively smoothly.

One area of potential criticism of the proposal is the way in which prepayments

will be allowed. The Administration has requested $30 million to fund this solution. The

SBA intends to offer prepayment opportunities to those borrowers with the highest

interest rates first, with prepayment opportunities opened successively to borrowers

paying lower rates. This process will be continued until either all borrowers have had

an opportunity to prepay or the money runs out. While this system appears fair on the

face of it, it also creates a system in which some 503 borrowers are allowed to refinance

while others are not.

SMALL BUSINESS ACT AMENDMENTS: H.R. 4297

This bill is the main reauthorization bill for the SBA, and it calls for reasonable

yet strong growth in the SBA's financial assistance and loan programs, including the main

7(a) guaranteed loan program. With the large and continuing credit needs of small

businesses, it is critical that the SBA aggressively move ahead to serve those small

businesses which cannot otherwise be served in today's credit markets. Until federal
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policy finds other creative ways of encouraging private lenders and investors to put their

money into small businesses, the SBA must continue to play a strong and growing role

in financing small business start-up and expansion.

In addition to requesting increased authorization for programs such as the 7(a)

guaranteed loan program, the bill asks for statutory changes to the Micro Loan and export

loan programs. These changes will improve the accessibility of these programs by their

customers. Also, the requested changes respond to the real problems faced both by small

business owners and SBA officials when attempting to make programs fit their actual

situations.

The SBA appears to be moving aggressively forward on the programmatic side.

However, we continue to hear of staffing cut-backs in many areas of the SBA. There

needs to be appropriate staffing on programs, especially those that are changing or

expanding, in order to achieve ultimate success. I am not saying that staffing is

necessarily a problem at the SBA, nor am I suggesting that some staffing reductions in

the agency are not or have not been called for. But we must take a conscious look to

ensure that there is an appropriate match betweens programs and staff in these tight

budget times.

The balance of the bill makes sensible, practical changes to make the SBA work

better and to allow it to serve its customers and constituents better. We applaud the SBA

and its administrator for their obvious hard work and clear analysis of the real and
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practical obstacles facing the agency on a daily basis. Many of these obstacles are

statutory and would be corrected by the passage of H.R. 4297. We hope the Committee

will give the agency the assistance and cooperation it needs to continue to reshape and

improve itself.

I want to thank you for the opportunity to be here and speak about this nation's

most critical programs for the development of entrepreneurs and the small business

community. If there are questions I can answer or other issues I can address, 1 would

be happy to do so.
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DBVBLOPMBHT C0MMI88I0M

Mr. Chairman and members of the committee, thank you for inviting

me to present testimony to you regarding the Central European Small

Business Enterprise Development Commission. My name is Frank Hoy.

I am Dean of the College of Business Administration at the

University of Texas at El Paso. Today I am here in my role as

Chairman of the Central European Commission. I would like to

describe the current status of Commission activities and respond to

any questions you may have.

The Commission was conceived by Congress and established by Public

Law 101-515 in November, 1990. It was created to assist Hungary,

Poland and what was then CzechoslovtOcia in their transition to

market economies by developing self-sustaining programs providing

management and technical assistance to small businesses. The

members of the Commission are Dr. Dan Fogel, representing the

American Association of Universities, Irene Fisher, representing

Small Business Administration, and myself, representing the

Association of Small Business Development Centers.

In Fiscal Year 1991, the Commission was charged with three tasks:
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1. to determine the needs of small businesses in the

designated Central European countries for management and

technical assistance;

2. to evaluate appropriate Small Business Development Center

- programs which might be replicated in order to meet the

needs of each of such countries, and

3. to identify and assess the capability of educational

institutions in each such country to develop a Small

Business Development Center type program.

These tasks were completed and reports submitted to the Commission

by October, 1991. A summary of FY91 accomplishments is attached to

this testimony.

In Fiscal Year 1992, the Commission was required to review the

recommendations of the contractors, then formulate and contract for

the establishment of a three-year management and technical

assistance demonstration program. The Commission followed through

on this mandate, identifying three host institutions for

demonstration programs in Poland and two for progreuns in Hungary.

Due to political instability In Czechoslovakia, the Commission was

unsuccessful in identifying an institution in which we had

sufficient confidence to select for a demonstration program. As

you know, at the end of 1992, Czechoslovakia split into the Czech
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Republic and the Slovak Republic. Directors for the centers in

Hungary and Poland were hired and brought to the United States for

six weeks of intensive training at the South Carolina Small

Business Development Center. A summary of FY92 accomplishments is

attached

.

All five centers were officially opened in November, 1992. Thus,

they have now been serving clients for approximately eighteen

months. Although the centers have been adapted to their respective

countries and cultures, they sufficiently resemble U.S. SBDCs for

the Commission to require our contractors to use reporting

standards mutually devised by the SEA and the ASBDC. Summaries of

selected center activities are attached.

On July 20, 1993, Erskine Bowles, Administrator of the U.S. Small

Business Administration, testified before this Committee in support

of the Commission. An excerpt from his testimony is attached. I

have also attached two letters from individuals who have had direct

contact with the centers in Hungary and Poland as examples of

correspondence the Commission has received.

The Commission was charged with supporting a three year

demonstration progreun in Central Europe. The original legislation

authorized $16 million for this effort. Actual appropriations

total $5 million. At the end of this fiscal year, the centers will

have delivered services for two years. Speaking on behalf of my
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fellow Commissioners, I urge Congress to appropriate funds to the

Commission for one additional year. The funds will both solidify

our efforts, increasing the probability that the programs will

survive the termination of U.S. funding, and will send a message to

the governments of Hungary and Poland that the United States

fulfills its commitments.

Finally, I want to advise you that, although we have not had

sufficient funds to sponsor a program in the Czech Republic,

Masaryk University in Brno has created its own small business

assistance center with our encouragement. Through our contractor

in Hungary, we have provided management and technical advice and

some financial support. We continue to seek support for Masaryk

University and our five centers from numerous sources.

Thank you, Mr. Chairman. I will be pleased to respond to any

questions you or members of the committee may have.
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CENTRAL EUROPEAN SMALL BUSINESS
ENTERPRISE DEVELOPMENT COMMISSION: ANNUAL REPORT

Summary The Commission's Mandate
The Central European Small Business Development Commission was

established to assist Poland, the Czech and Slovak Federal Republic and

Hvmgary in developing self-s\istaining systems to provide management

aiul teclmical assistance to snnall biisiness owners.

Phase One: Research and Evaiuation
During its first phase, in fiscal 1991, the Commission: researched the

management and technical needs of small businesses in Poland, the Czech

and Slovak Republic and Hxmgary; evaluated the programs of Small

Business Development Centers (SBDCs) in the United States that coiUd

be applicable to the needs of each of the three countries; aiKl assessed the

capabilities of institutions in these countries to host and develop

programs based on the Small Business Development Center model. A
budget of one million dollars was appropriated for this flrst phase.

The Commission's reseanrh in each coimtiy gave attention to local political

aiKl economic conditions and the emergence of a private sector iivduding

small businesses. Extensive interviews werehdd with small business owners

and nnanagers, government officials, representatives of educational

institutions, business groups, and development assistance agencies.

Questloniuires administered by the Commission's study teams in each

country also provided valuable insights into the views and needs of

entrepreneurs.

Management And Technical Assistance Needs

The Commission identified a great and growing need for the kinds of

guidance and support that could be made available through an

SBDC-type program in Poland, the Czech and Slovak Republic and

Hxmgary.

As each of the three coimtries shifts from a socialist economy to a

market-oriented economy, progress is being made in restructuring and

privatizing state-owned enterprises and in creating small businesses and
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Central European Small Business Enterprise Development Commission

entrepreneurial activities. To assist the development of small enterprises and,

consequently, to enable job creation and the emergence of an entrepreneurial

middle class, technical and nunagement programs are required.

The Commission is aware of assistance being provided by the U. S. State

Department, U.S. Agency for International Development, and other

government agencies. PHARE (Poland and Hungary—Assistance for

Reconstructing the Economy), The World Bank, European Bank for

Reconstruction and Development, the British Know-How Fund and others

have also recognized the important role ofsmall business in emerging market

economies. However, programs for private sector development in Central

Europe have tended to concentrate on the privatization and business

development of larger companies, and on the provision of financial

assistance. There remains a need for technical assistance for small business,

and this is the major focus of the SBDC concept.

Application Of SBDC Programs

The Commission concluded that the SBDC experience

in the United States will be extremely useful in

devdoping programs to meet the needs of the small

business communities in Poland, the Czech and Slovak

Federal Republic and Hungary.

With a few modifications, someSBDC programs can be replicated for Central

European situations; others can be redesigned to suit the environment and
needs in a particular countiy or region. Small Business Development
Center-type institutions in Polaiul, the Czech aiul Slovak Republic and
Hungary will be called 'Small Business Centers".

Potential Host Sites

After evaluating 16 potential host sites, theCommission

selected Lodz, Warsaw and Gdansk in Poland and
Debrecen and Pecs in Hungary for Small Business

Center demonstration projects. The Commission is

continuing to assess potential sites in the Czech and
Slovak Federal RepubUc
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Annual Report: Summary

The Commission also examined the capabilities of

potential sponsors (governments, regional development

agencies, universities, technical schools and/or business, union and
agricultural organizations) and determined that consortia of organizations

are the best means to institutionalize Small Business Center programs.

Universities in Central European countries typically do not have the tradition

of extension services or practical training for business management required

to sponsor a Small Business Center independently; however, they provide

tremendous resources to consortia.

The Commission's objective is to work with members of various consortia in

each country to develop institutions that will enable the Small Business

Centers to become self-sustaining and locaUy managed.

Phase Two: Implementation
On the basis of the needs assessments and research completed during
fiscal 1991, the Commission is commencing with the second phase: to

establish a management and techiucal assistance program. A budget of

$1.5 million has been appropriated for this phase, enabling Small
Business Centers to be established in Poland and Hungary and permitting

continuing analysis in the Czech and Slovak Federal Republic.
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CENTRAL EUROPEAN SMALL BUSINESS
ENTERPRISE DEVELOPMENT COMMISSION: ANNUAL REPORT 1992

Summary The Commission's Mandate
The Central European Small Business Development Commission was
established in 1990 by Public Law 101-515, in accordance with Section 25

of the Small Business Act. Its mandate is to assist Poland, Hungary and
the Czech and Slovak Federal Republic in developing self-sustaining

systems to provide management and technical assistance to small

business owners. Each of the three countries is shifting from a socialist

economy to a market-oriented economy.

During fiscal year 1991, the Conunission awarded contracts to undertake

research and assess needs in the three countries. In each country, the

contractors conducted extensive interviews with small business owners and

managers, government officials, representatives of educational institutions,

business groups, and development assistance agencies. The contractors

researched the needs of small businesses in each country, evaluated Snudl

Business Development Center (SBDC) programs in the United States to

determine their applicability, and assessed potential host institutions for

Small Business Centers (SBCs) in Poland, Hvmgary and theCzech and Slovak

Federal Republic. The Commission's research identified substantial need for

the kinds of guidance and support provided through Small Business Center

programs.

Implementation in Fiscal Year 1992
During fiscal year 1992, management and technical assistance programs

were established in Poland and Himgary . In theCzech and Slovak Federal

Republic, site evaluations were completed for potential Small Business

Centers. In all three countries, governments expressed strong suppwrt for

the Small Business Center program.

In Poland, Snnall Business Centers were established at the Lodz Polyteclmic,

in Lodz; at the Gdansk Technical University, in Gdansk; and at the Polish

Chamber of Commerce, in Warsaw. SBC staff were selected and trained and

each site was equipped with furnishings, computers aiKl communications

equipment. In each location and in the country as a whole, the Connmission's

contractors worked to ensure a sound, non-partisan base of support.



265

Central European Small Business Enterprise Development Commission

To assist in the operation and overall implementation of the SBC program, a
non-profit Polish Foundation was created. The Foundation ensures
appropriate financial control, encourages greater Polish participation, and
helps build a constituency for the SBC program after U.S. support ends. The
Commission placed a full-time American Coordinator in Poland to work
closely with the Foundation, SBC staff and host institutions.

In Hungary, Small Business Centers were established in Debrecen and Pecs.

In both locations, the SBCs are hosted by a non-profit Foundation and local

government. Initial assistance has focused on creating the formal
organizations to support SBCs and establishing the internal accounting and
management systems. In both cities, Foundatioi« were chartered. Boards of

Directors were established, and SBC staff were selected and trained. A
Hungarian Small Business Center National Advisory Council was formed to

advise the Boards of Directors, maintain relationships with the government,
and provide public relations and fund raising assistance.

In the Czech and Slovak Federal Republic, the Commission's contractor

identified and assessed potential host institutions for Small Business Centers,

using a set of criteria developed to meet SBC needs. On-site evaluations were
conducted of s\x institutions in five different locations. The contractor

recommended potential host institutions for Small Business Centers. The
Commission anticipates that hmding by Congress will allow for the suppwrt
of one center in 1993.

In 1993, the Commission will monitor and strengthen the Small Business

Centers in Poland and Hungary and work towards the establishment of a

Small Business Center in the Czech and Slovak Federal Republic (CSFR).

Through the use of consultants previously involved with SBEXi in the

United States, the Centers in Poland and Hungary will also receive on-site

assistance to support their first year of operations. In the CSFR, assistance

will focus on the definition of SBC program activities, the establishment of

organizational structure, and the recruitment of a director.

Budget
The Commission's budget for its first year of operations was one million
dollars. During fiscal year 1992, the budget for implementation was $1.5

million. For fiscal year 1993, the budget is $1.5 million.
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HOMOARIAM SMALL BUSINESS ADVISORY CEMTERS
PROJECT FACT SHEET

(OCTOBER 1, 1993, THROUGH MARCH 30, 1994)

Clients served: Pecs =170 Debrecen = 135 TOTAL = 305

The client profile has remained relatively constant. About 60% of
the clients have existing businesses while 40% are planning
businesses. The predominant sectors are service and retail
followed by firms engaged in manufacturing, agriculture, and the
wholesale sectors. Two thirds of the clients are men, one third
are women, most range in age from 30 to 50, and most have a
technical school, college, or graduate degree.

In terms of the operations of these businesses, only 50% have any
sort of balance sheet or financial records. Half of the clients
intend to do their own accounting while the other half will hire
either a firm or individual to do their accounting. Nearly two
thirds are organized as sole proprietorships while the remaining
clients are either partnerships or limited liability companies.

The main problems cited by clients often boil down to lack of
capital and lack of information. These problems are followed by
the collapse of traditional markets and difficulty collecting
outstanding debts.

Almost all of the clients operate without any outside capital (90%)
and, thus, access to capital, the analysis of their financial
positions and assets, and credit medce up most of the counseling
provided by the Centers. This is followed by counseling sessions
on business planning, marketing and promotion, complying with
regulations, taxes, and contracts. If clients are in search of
capital, most would use it to purchase inventory and equipment with
others spending it on capital improvements or vehicles.

As far as counseling time spent, the initial visit lasts
approximately one hour, a little less in Pecs and little more in
Debrecen. The average time spent in one-on-one counseling is just
over three hours in Pecs and just over four in Debrecen.
Approximately 65% of staff time is spent counseling clients.

In addition to counseling, both Centers engage in educational or
training seminars sponsored solely by the Centers or in conjunction
with other local organizations. Debrecen, for instance, has
engaged in a series of seminars aimed at the agricultural sector in
their area. Three different seminars were held in March and 100
people attended. Pecs, on the other hand, has cosponsored
management training and business planning sessions with a local
trade association. In addition, they sponsored a seminar on
merchandising and computer skills for business owners and managers.

The success stories related by the Centers range from assisting a
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company get a loan application through the bank to marketing
assistance. For instance, in Pecs, a client sells energy saving
systems. Before coming to the Center he had 400 orders last year.
After consultations with the Center and the preparation of a
marketing plan, his orders rose to 1,000 in February alone. With
the help of the Center, local entrepreneurs have been able to
complete loan applications and teUce advantage of cheaper funds
supplied by Hungarian government progreuns or the micro-loan program
sponsored by the Hungarian-American Enterprise Fund. As a result
of the value added by the center to the applications, approvals
have been translated into an additional 30 new jobs. Debrecen, as
well, has worked out a relationship with the local banks to assist
entrepreneurs with their applications. The Center's assistance
thus far will create around 25 new jobs for the area. One success
story involved the identification of an export buyer for goods
produced in the Debrecen area. Working with the commercial staff in
the Hungarian embassy in London, a buyer was found and contracts
signed.
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POLISH SHALL BDSXNBSS ADYZSORY CEMTERS
PROJBCT FACT SHBBT

Program Overview

• As of March 1994, the Centers have counseled over 1757 small
business owners and entrepreneurs and have had 4302 participants
attend their seminars.

• In July of 1992, our program was chosen by the US Embassy as one of

only nine Polish assistance programs to present to a US

Congressional Delegation.

• Representatives from o\ir program were asked to join USAID task
force on strengthening US funded SME support programs in Poland.

• As a result of the success of the program, the Eurasia Foundation
funded a training course for four Ukrainians. The course, which
was developed, organized and presented by Scientex and the Polish-
American Small Business Advisory Foundation, trained the Ukrainians
on how to establish a small business advisory center in the
Ukraine.

• Scientex has been asked by the Center for International Private
Enterprise (CIPE) and, on a separate occasion, by USAID to provide

a representative to travel to the Ukraine to speeUc about the
program and its applicability to the economic situation there.

Also, our Warsaw and Lodz centers have hosted delegations, from

Lvov, Ukraine and Kyrgystan, respectively. The delegations were
seeking advice on how to establish a small business advisory
program in their country.

Counseling Activities - (figures are based on a recently completed
impact study/survey)

• 75% of the survey respondents felt that the service provided to

them was either "Above Average" or "Excellent".

• Based upon information gathered from the respondents, it is

estimated that the program has directly resulted in the creation of

600-700 full time positions and 450-550 part-time (because of the

high cost (taxes, benefits, etc.) of employing a person full-time,

SMEs often fill personnel needs through short-term contracts)

• Using an estimate of 600 full time and 500 part-time jobs created,

savings to the Polish Government from reduced unemployment benefits

equaled @ $500,000. Additionally, tax revenues increased by §

$500,000 for full time and 6 $9,000 for part-time. In total, the

program had a net positive effect on the Polish Government of over

$1 million. (This figure does not incorporate costs associated
with jobs saved by assisting troubled companies.)

Seminars

88% of the survey respondents stated the calibre of presentations

as being "Very High" or "High".
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Chairman LaFalce and distinguished members of the House Committee on Small Business,

I am Alan Patricof, Chairman of the White House Conference on Small Business Commission. It

is my pleasure to appear before you to report on the progress of The White House Conference on

Small Business and our projected budgets for FY94 and FY95. In less than a month, we will

launch a series of state and regional conferences that will culminate in the national White House

Conference on Small Business to be held in Washington, DC. from June 1 1-15, 1995. These

conferences represent a tremendous opportunity to celebrate the accomplishments of small

business owners and entrepreneurs from across the country and to move forward with new ideas

and plans for the future of small business and entrepreneurship as we enter the 21st century

The small business community has made important strides since the first White House

Conference on Small Business in 1980 and the second one in 1986 These conferences have

increased the awareness of small business' contributions to the global economy, and have led to

the adoption of a variety of federal laws and regulations designed to improve the environment for

small business.

But, much more needs to be done Small businesses are still at a competitive disadvantage

in attracting capital and in dealing with regulations and paperwork. Employee benefit costs and

taxes are constant concerns And, new issues and challenges continue to emerge The small

business community is just beginning to deal with the new opportunities in international trade and

the exploding information revolution.

One way to address these new and emerging issues is to make the conference process as

broad and inclusive as possible. Some of the best solutions to the problems facing the small

business community will come from the men and women across the country who face these

challenges every day. I am confident that we have designed a process that will provide an open

forum for those ideas to be heard and then acted upon promptly by the Executive Branch and

Congress.
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CURRENT STATUS

First, let me update you on the current status ofThe White House Conference on Snudl

Business. As you know, the state conference schedule has been released and our first state

conference is scheduled for Wilmington, Delaware, on June 2nd. The Conference is in its office

space and our staff is nearly at full strength. The Conference staff is conducting an extensive

outreach campaign to small business owners, especially targeting women, minorities, rural

businesses, hi-tech firms, and others who historically have been underrepresented or who have not

participated previously in the process At the same time, the staff has met with dozens of

national, regional, and state small business organizations and trade organizations to promote

conference participation. Altogether, we hope to attract 40,000 attendees throughout the state

conference process.

We have received tremendous support from your Committee, the Senate Committee on

Small Business, The White House, the Small Business Administration, and the General Services

Administration. Your Committee staff, especially Tom Powers and Jennifer Loon, have been

indispensable in offering us guidance as we organize the conferences. The SBA, through

Administrator Bowles' office, its Office of Advocacy, and its regional and district offices, is

providing us with invaluable support. One example of this is, in working with the Office of

Advocacy, we have prepared an Issue Handbook that will help prepare conference participants for

the state conferences.

In addition. President Clinton has issued a directive to the heads of executive departments

and agencies soliciting policy initiatives on small business that they have undertaken in the past

year and identifying one or two potential new initiatives that will improve the economic and

regulatory climate for small businesses. We will be sitting down shortly with Administration

officials to discuss their participation in the Conference process.
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THE BUDGET

The legislation creating the White House Conference on Small Business authorizes

$4 98 million over the course oftwo fiscal years. As you know, since the Commission did not

become operational until FY94, no funds were expended in FY93; thus, $2.49 million was

appropriated for FY94, with an additional $2.49 million to be appropriated for FY95.

This $4.98 million will not cover the entire cost of producing the 59 state conferences, at

least 6 regional meetings, and the national conference Additional funding for certain expenses of

these conferences will come from the charging of modest registration fees. Also, SBA has

determined that it can utilize its agency gift acceptance authority in support of the conferences

where the donation will satisfy the applicable legal criteria. Gifts to SBA have already been

promised or received that will enhance the conferences For example, the cost of an opening

video, an Issue Handbook, and a registration brochure are being provided by SBA as a result of

corporate donations.

It is also worth noting that the cost of a research study — titled, "Prospects for Small

Business and Entrepreneurship in the 21st Century" - will be provided by SBA as a resuh of

foundation and/or corporate donations. That study is one important way this Conference will be

distinguished from the 1980 and 1986 Conferences. The study will be conducted in a macro-

economic fashion toward goals consistent with the purposes of the Conference, as stated in the

enabling legislation The contribution of the study will cover the historic role of small business

and entrepreneurship and will identify and project those factors and forces, in both the private and

public sectors, that will affect the prospects for small business and entrepreneurship in the

immediate future and into the next century.

Let me emphasize that we have developed a very tight operating budget, and are

committed to being fiscally responsible. We refrained from hiring staff until the need was

warranted. We have decided to hold down personnel costs by hiring only thirty full-time staff.
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significantly fewer than the number (55) who worked on the 1986 Conference. We are

relying heavily on technology, detailed federal employees, volunteers, interns, and outside

contractors ~ particularly small, women-owned and minority-owned firms ~ for additional

support Our staff is working diligently to hold the line on all other overhead expenses in order to

stay within budget.

We have been working with your Committee staff, the Senate Committee on Small

Business staff, the Acting Comptroller at SBA, and the General Services Administration on

accounting procedures and financial reporting requirements We have established a financial

reporting system with the Acting Comptroller at SBA that will allow us to provide financial

reports upon request. Our reports will segregate expenditures of appropriated funds, income

from registration fees, and receipt of financial and in-kind contributions to SBA in support of the

conferences.

Following the national conference, we will prepare and submit a final financial report.

This final accounting will be completed by September 30, 1995, the date the Commission ceases

to exist.

As noted above, Congress has appropriated $2.49 million for our aaivities in FY94.

However, due to our compressed conference schedule — starting the state conferences in June of

1994 rather than in April as originally planned, and ending in June of 1995 ~ only one-third of the

state conferences will be held by the end ofFY94 Accordingly, we do not expect to use our

entire appropriation for FY94. However, since two-thirds of the state conferences, the regional

meetings, and national conference will be held in FY95, we fully expect that our expenditures will

exceed the $2.49 million to be appropriated for the next fiscal year.

In light of these projections, we ask for your Committee's, along with the House

Committee on Appropriations', cooperation We respectfully request that the FY94 funds that we

do not spend ~ that otherwise would "lapse" ~ be re-allocated to us in FY95 Please note that
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our request would not in any way affect our bottom-line appropriation - our total two-year

appropriation would remain at $4 98 million. Our staff is prepared to work with you to identify

more exactly how much FY94 money would be returned, and how much FY95 money is required.

Let me also call your attention to the projected FY94 and FY95 budgets attached to my

testimony. These budgets segregate expenditures of appropriated funds, income from registration

fees, and receipt of financial and in-kind contributions to SBA in support of the conferences.

While you will note that those budgets total $9,148,500, we want to avoid any confusion. We are

not here today to request a supplemental appropriation. We simply provide these figures in the

spirit of full disclosure ~ this is what we project to be our total production costs for these

conferences. Naturally, in the event that we do not receive all of the necessary financial and in-

kind contributions fi-om SBA and its donors, we are prepared to scale back the production costs,

accordingly.

roNriJisTON

As a venture capitalist who has been actively involved with small and growing firms most

ofmy professional life, I have personally witnessed many of the great small-business success

stories that have helped transform our economy and nation. My intent, as Chairman of the

Commission, is to provide a forum to celebrate these accomplishments, inspire others to succeed,

and to develop an "action plan" for the new century.

However, without the continued, active support of Congress and the Clinton

Administration, our efforts will be for naught. We trust that both branches ofgovernment will

listen to the delegates and will be veiling to act immediately on their findings and

recommendations.

For our part, we plan to keep you informed ofthe recommendations resulting from the

state conferences. We suspect that some of these recommendations may merit priority attention
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and might be best considered prior to the conclusion of the conference process and the submission

of our final report to the President and to Congress.

We look forward to working with you as the process ensues I hope that we can count on

your offices to promote the conferences and encourage small business people back home to

register Working together, we can make this White House Conference on Small Business an

historic and memorable event

This concludes my testimony I would be happy to respond now to any questions you

might have or later in writing for the hearings record. Thank you for the invitation to testify.
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The White House Conference on Small Business 02-May-94

Budget Summary - budgsum -

Projected Appropriated Budget 4,980,000

Projected Registration Budget 1 ,81 1 ,500

Projected Contributions Budget 2,357,000

Total $9,148,5001
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White House Conference on SmaM Business
Proiccied Aegistfttwn Bud9et

b«s«d on Event Budget 26 April 94

Reverue for tt«te confefences (t b«s«d on S0% pre-fe9t«tr«

Room cH«rges. when ch«r9ed on « slidtng *c«le. «r« b—ed c

Meal costs, when • range is given by • hotel, are based on '

on. 50% oivsite registration

I the lowest bracket of rooms
le highest price.

141 Washington OC ar^ Baltimore are estimates, exact ftgures rwt availab4e.

($1 S 1 22.690 of trw state regrstration lee* will be treed to defray meeting-room related costs

of the state conlerences (Costs (hat would otherwise be underwnnen by appropriated furx

1
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The White House Conference on Small Business

Projected Receipt of Financial and In-kind Contributions

to SBA in support of the Conference

02-May-94
- donbudg -
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Mr. Chairman, Ranking Republican Meyers, and Members of the Committee, my

name is Thomas B. Rumfelt, and I am Chainnan of the National Business Owners

Association. I am accompanied by Mr. J. Drew Hiatt, Executive Vice President and Director

of Government Affairs. We appreciate very much the opportunity to present our views on

key programs and activities at the U.S. Small Business Administration and how they assist

America's nearly 22 million small business men and women. Furthermore, we welcome the

opportunity to offer our comments on legislation, introduced at the request of the Clinton

Administration, to amend the Small Business Act to make changes to various programs and to

permit the prepayment of debentures by certified development companies. Because we have

not formulated positions on all issues addressed in the Administration-sponsored legislation,

we will withhold conmienting on various provisions at this time.

The National Business Owners Association represents nearly 8,000 small business

owners, and has an active and rapidly expanding membership. Its philosophy is based on the

belief that a vibrant and robust private sector and a strong and competitive free enterprise

economy are essential to create and increase economic growth, opportunity, jobs, and

prosperity for all Americans. NBOA vigorously represents the interests of its members before

Congress as well as federal, state, and local government It also works to influence and enact

national policies that promote economic growth and entrepreneurship. As part of its efforts to

advocate the adoption of beneficial laws and regulations, NBOA consistendy communicates

the concerns and legislative priorities of business owners to lawmakers, govenmient officials,

the public, and the med'»
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We commend you, Mr. Chainnan, for convening this hearing today to address ways to

assist small business owners. Even as we speak, U.S. Small Business Week is underway.

Each year we celebrate this observance by paying tribute to the special men and women of

this nation — the small business owners ~ who have helped build and continue to help build

America. As we recognize their achievements and express appreciation for their

contributions, it strikes me tiiat our members and other small business owners across the

country owe you, Mrs. Meyers, and the Members of this Committee their gratitude for the

leadership, support, and assistance you have provided over the years.

We look to you for leadership on the issues that concern and affect our businesses, our

employees, and our families. We depend on you for guidance and assistance in solving

problems that confiront us. And we welcome your help in expanding opportimities that we

can pursue. You have done much to promote and protect our interests. I commend you for

all have done for small business owners and all you will do for them.

You recognize that American entrepreneurs and small business owners are the moving

force of our economy today. They are the source of its vitality, its dynamism, and its growth.

And they are a major contributor of new jobs and prosperity for Americans. Many rightfully

attribute our continued economic success and good fortune to the faith, determination,

ingenuity, and hard work of the small business men and women of America. But as small

business owners will tell you it is also because of the American spirit of free enterprise that is

alive and at work in them. As an entrepreneur, I must agree.
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The spirit of American firee enterprise will not die because it is a spirit that cannot be

destroyed. It embodies all the ambitions and aspirations of a free people who have placed

service to others above the narrow interests of self. It is the eagerness of those who want to

do good for their customers, their Mends, their families. It is the belief that people can go as

far and as high as their God-given talents and hard work will take them. It is the desire to

create something better and contribute something of value to the economy, the commimity,

and the country. It is the freedom to dream and the courage to dare -- to live and do as one

dreams. It is toughness in the face of adversity and resilience in the wake of disappointment.

And it is the belief that even the smallest contribution can make a huge and lasting difference

for good in the lives of many.

There can be no question about the contributions of small business owners and their

importance to the country. And there can be no question about the difference they make in

the small towns and big cities that dot this country. As an entrepreneur, I have seen that

difference at work and the power it has to bring about positive change. And that is why,

together, we must do everything we can to ensure that small business ~ and the spirit of firee

enterprise ~ which has done so much for this country over the last two centuries will

continue to do just as much over the next two. That is why this Committee is so important

and will remain so.

I believe smaU business owners not only need, but deserve, to have a strong voice in

Washington. Our members look to the National Business Owners Association as their strong

voice in the nation's capital. They want to be beard on the issues that concern them and have
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a say in the fonnulation of policies that can affect their businesses and their bottom lines.

They are concerned about higher taxes and federal spending, increased government regulation,

mounting paperwork, and new employer mandates. Thanks to this Committee, they have a

strong voice in Congress. And thanks to the U.S. Small Business Administration, they have

that same voice in government

We support a strong and independent SBA as the sole federal agency whose single

mission it is to assist small business owners. The effectiveness of its programs and activities

must be judged on the merits of whether they truly serve small business owners in furthering

their business objectives, helping solve problems, and creating opportunities. It is within this

context that we would like to comment on some of the proposals recommended in the

legislation requested by the Administration.

H.R. 4297: Small Business Administration Amendments of 1994

Microloan Program

Capital is the lifeblood of commerce. Small business owners and aspiring

entrepreneurs know that capital is in high demand but often in seemingly short supply when it

comes to providing financing for small firms. That is why access to capital remains a top

concern of small business owners. In a recent survey by Entrepreneur Magazine, small

business owners ranked access to capital as the top obstacle facing them today.
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Since its inception in 1992, the SBA Microloan Program has been an effective vehicle

for meeting the growing demand for small-business startup capital. This program was

developed for those times when a small loan can make a difference. Under this program,

loans range from less than $100 to a maximum of $25,000 but average about $10,000. SBA

has made funds available to non-profit organizations for the purpose of lending to small

businesses. These organizations can also provide management and technical assistance.

Virtually all types of businesses are eligible for a microloan. To be eligible, a

business must be operated for profit and fall within size standards set by the SBA (most

businesses are well within the standards). Money borrowed under this program can be used

for the purchase of machinery and equipment, furniture and fixtures, inventory, supplies or

used as v/ar^ng capital. Loan funds cannot be used to pay existing debt A microloan must

be repaid on the shortest term possible - no longer than six years - depending on the earnings

of the business. The interest rates on these loans are competitive and based on the cost of

money to the intermediary lender. A loan applicant must demonstrate good character, enough

management expertise and commitment for a successful operation, and show that there is a

reasonable assurance that the loan will be repaid. Each non-profit lending organization has its

own collateral requirements. In most cases, the personal guarantee of the business owner is

also required.

The Clinton Administration has requested additional authority to expand the Microloan

Program to increase the participation of other eligible lenders. Specifically, it would like to

guarantee up to 100 percent of individual loans made by participating lenders in ten urban
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areas and by ten rural Microloan intermediary lenders who participate in the Micioloan

Program. Participating lenders may be private sector for-profit corporations, non-profit

organizations, including, but not limited to, regulated lenders, insurance companies, pension

funds, trusts, and foundations as well as other entities deemed acceptable to the SBA. This

will enable the SBA to evaluate whether the expansion of this program as contemplated will

boost lending activity.

The SBA also seeks increased authority to urge participating lenders to form lending

alliances for the purpose of creating loan fund pools to make individual loans to intermediary

lenders approved imder SBA's authority. It would like to raise from 1 10 to 200 the ceiling

on the number of Micro lenders to ensure better access to capital in underserved areas, and to

grant authority to the SBA Administrator to authorize new lenders. Under current authority,

the SBA can approve up to $1,250,000 in loan assistance per state. The Administration

would like to increase that amount to $1,750,000 to accommodate new loan demand in

various states. Finally, SBA would like to delete the current limitation on the number of

intermediaries per state. Instead, it would impose a limitation of $5 million in SBA-backed

loans to be made in any given state.

Mr. Chairman, we have no objection to these proposed changes and support their

adoption.
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Export Loan Program

If we are to succeed economically at home, we must compete and win abroad.

America must look beyond its borders for new customers and new markets. Selling abroad is

no longer a luxury, it is an economic necessity because 95 percent of the world's population

lives outside the United States. Each year, the U.S. population increases by two million, but

the rest of the world adds 100 million. That is why we must ensure that American small

business owners are positioned to take advantage of the trade opportunities this growth offers.

Our economy already depends on trade. As Treasury Secretary Lloyd Bentsen has

pointed out, one in 13 American jobs depends on exports, and those are typically higher

paying jobs. Exports create jobs. In fact, the U.S. Department of Conmierce estimates that

every $1 billion in U.S. exports creates or supports about 20,000 American jobs.

Today, small business owners are global traders. The U.S. Small Business

Administration estimates that small firms account for more than three-quarters of all firms

that export According to John Naisbitt, author of Megatrends, companies widi 19 or fewer

employees account for half of all U.S. exports. Conversely, only 7 percent of U.S. exports

are generated by companies with more employees.

More of the worid's nations are opening their doors for business, and small firms will

have increased business opportunities to pursue. The North American Free Trade Agreement

will provide new economic opportunities for the United States as a whole. The trade paa
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will bring Mexico into the &ee trade zone that already links the U.S. and Canada, creating the

world's largest market ~ a $6.5 trillion market with nearly 370 million people. And the

recendy concluded world trade - or GATT - agreement is expected to spur increased trade

by reducing or eliminating trade barriers that shut out American goods and services. To seize

these new opportuniues, small business must not only be prepared, they must be capable of

financing export sales.

The Clinton Administration is requesting authority to raise the maximum loan

guarantee amount on an Export Revolving Line of Credit to make it consistent with other

federal and state export finance programs. It is also seeking to encourage International Trade

Loans of $155,000 or less by removing unnecessary prohibidons on such loans. SBA would

like to guarantee standby letters of credit and have greater flexibility in making working

capital loans under the International Trade Loan program.

Mr. Chainnan, we have no objection to these requested modifications and urge their

adoption.

Procurement Automated Source System (PASS)

The SBA's Procurement Automated Source System (PASS) is a directory of small

suppliers of goods and services. Government procurement officers as well as corporate

purchase agents use PASS to identify small businesses that can perform woik or provide
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needed services. This is an e£Fective way for a small firm seeking a government or private

sector prime- or subcontract to expand its marketing efforts -- at no additional cost

For many small businesses, PASS is their gateway to the lucrative federal market

The federal government buys $200 billion in goods and services each year, 75 percent by the

Pentagon alone. It awards 20 million contracts annually. There are more than 300,000

vendors currently doing business with the federal government, but there is room for more.

That is where PASS can help small business owners and does.

The Ointon Administration would like to expand the authority of SBA's Procurement

Automated Source System to permit the capture and storage of information on large

corporations. Under current authority, only the records of small businesses can be maintained

in the system. Adding large corporations (on the some 4,000 or more that can do business

with the federal government) to the database, according to SBA, would assist federal agencies

and prime contractors who want to use PASS as a primary vendor file. Furthermore, the

Administration states, this change would allow PASS to play a more significant role in the

government-wide electronic conmierce and electronic data interchange initiatives.

Mr. Chairman, we have some reservations with regard to this proposal. First, PASS

was intended for the exclusive use and assistance of small business and was appropriately

placed under the authority of the U.S. Small Business Administration. Now, the

Administration would like to add large businesses so that PASS can be used as the chief

vendor file. The recommendation does not tqipear to make any provision for the additional



291

cost burden associated with such a change. Is the SBA to cover all costs for adding large

businesses (i.e. data entry and maintenance, etc.) or can these expenses be provided for on a

cost-sharing basis or dirough the imposition of fees that can be assessed for work performed

for other federal agencies as it relates to large businesses? Until these and other concerns are

addressed, we will withhold our support for this change.

Women's Business Ownership Program

There are roughly 6.5 million small enterprises with fewer than SOO employees that are

owned or controlled by women in the United States. Today, women are forming small

businesses at nearly twice the rate of men. The U.S. Small Business Administration

anticipates that women will own half of all businesses in America in the 21st century.

Women small business owners are creating new jobs as they contribute to a stronger and

more prosperous economy.

For aU their remarkable gains, women small business owners still face obstacles.

Although there has been some progress on obtaining needed capital, many still have trouble

raising money. For example, according to one survey, more than half of all women business

owners used credit cards for short-term financing during 1992. Women have also lagged in

obtaining their share of business. Data fit)m 1987, the latest available, show women-owned

businesses, which then accounted for 27 percent of all companies, with only 4.5 percent of all

business receipts. Women also gamer only 1.5 percent of the $200 billion the federal

government spends on goods and services.



292

Since 1979, the Office of V/omen's Business Ownership within the U.S. Small

Business Administration has been a strong champion of women-owned small finns and has

done much to promote their interests and development through its programs and activities.

The Clinton Administration seeks authority to establish a permanent Office of

Women's Business Ownership within the SBA. We support this request.

Cosponsorships with For-profit Companies

Public-private sector parmerships are a cost-effective means of leveraging the

resources of government and business to achieve worthwhile and mutual objectives. Over the

years, the U.S. Small Business Administration has cosponsored several events and activities

with private companies designed to assist small business owners. These have included

training seminars and publications on a wide range of topics of use to small business.

At present, the SBA is operating under authority to participate in cosponsorships that

will expire soon. The Clinton Administration would like to permanenUy authorize the SBA to

conduct cosponsorships with private companies.

Mr. Chairman, we suppoit this request
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Authority to Sell SBA Products and Publications

The U.S. Small Business Administratioii offers a storehouse of useful products and

publicadons that are intended to advise and assist small business owners. Lacking specific

funding authority to offset the cost of business development publications and products, SBA

relies on voluntary contributions fiom small business owners who receive these items. About

one-third of the orders for these products are imaccompanied by contributions. The Clinton

Administration is seeking authority to allow the SBA to sell the publicadons and producu it

develops. Making this change, according to the SBA, would shift the cost to those who

receive the products and publications.

Mr. Chairman, as you know, this issue has come before the Conmiittee already. In

my view, I do not believe that most small business owners would object to paying a nominal

fee for many of the products and publications produced by the SBA. However, when they

consider they are already supporting the development of those products and publications with

their tax dollars, they have difficulty comprehending why they must pay for the same product

or publication twice. We have some reservaticms about this proposal, and would ask the

Committee to examine it more closely before granting authority of any kind.

Financial Assistance Programs

The SBA's financial assistance programs are the flagship of agency programs. They

are an important source of startup and expansion capital for individuals who encounter
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difficulty in obtaining loan funds. In many cases, SBA loans with a government-backed

guarantee have been helpful in overcoming lenders' reluctance to provide loan assistance to

small business owners and would-be entrepreneurs.

Each year more than 700,000 new small businesses are launched. With adequate

financing and assistance, many of these companies will not only survive but thrive. That is

why SBA's small-business financing programs are so critical as they can help meet the

growing demand for capital.

The Administration has requested additional loan guarantee authority to meet rising

demand for its loan assistance programs. In addition, it has undertaken several new initiatives

to increase access to its lending program for borrowers, especially minorities and women.

For example, the GreenLine is a revolving-loan guarantee program to help small

business owners. This new program, according to the SBA, is expected to generate $1 billion

in financing to small businesses in its first year alone. GreenLine is quite different fix)m

programs that the SBA has established over the years. Its aim is to satisfy the "true credit

needs" of a small business. SBA has traditionally offered a series of intermediate to long-

range fixed term loans in the past The new initiative is more risky ~ guaranteeing revolving

loan credit lines of as much as $750,000 covering 75 percent of the loan for as many as five

years, bearing an interest rate of nearly 2.75 percentage points above the prime rate.
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"Low Doc" is a low documentation loan program. As its name implies, its purpose is

to reduce the paperwork required on loan requests up to $100,000. The Women's Pre-

Qualification Pilot Loan Program would allow women small business owners to submit their

loan applications to the SBA for review and comment prior to turning them in to a lender.

The Small Loan Express Program would enable lenders to use their own application forms for

loans guaranteed by the SBA.

Mr. Chairman, based on the information presented about these new loan programs, I

believe we could support the Administration's request With respect to the overall

authorization levels for SBA loan programs, we will withhold comment until we can review

some of the assumptions underlying the request for additional authority.

H.R. 4298: 503 Debenture Prepayments

Since its inception in 1981, the Certified Development Company Program has been

one of the most effective of all SBA programs. We commend you, Mr. Chairman, for

sponsoring the legislation that created this important program. The CDC program has been a

source of long-term, fixed rate "bricks and mortar" capital enabling small businesses to invest

in industrial and conmieicial buildings and to buy machinery and equipment This program

has helped many small firms expand and grow. Over the years, certified development

compaiues have arranged billions of fixed-asset financing for thousands of small business. -

These investments have created or helped retain thousands of American jobs.
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In 1987, the 503 program was replaced with the 504 program. As a result of this

substitution, several 503 loans remain that carry interest rates as high as 15.7 percent. Many

borrowers would like to prepay their loans and take advantage of the current low interest

rates. However, the prepayment penalty is so high that they must continue to carry these

loans on the books. This penalty is a huge obstacle for those borrowers who want to expand

their businesses and create more jobs.

The Clinton Administration would like to relieve small business borrowers of this high

prepayment burden by allowing them to repay under the more favorable terms available under

the 504 program. Its request would also make other necessary changes to the existing

program to ease prepayment terms. We would recommend the elimination of all prepayment

penalties as they relate to loans made under the 503 and 504 programs.

Mr. Chairman, we have no objection to the Administration's request and believe that

its adoption would bring needed relief to thousands of small business borrowers who are

tr^jped in higher loans.

We appreciate this opportunity to offer our views on important programs and activities

at the U.S. Small Business Administration. In particular, we welcome the opportunity to

comment on legislation, introduced at the request of the Clinton Administration, to amend the

Small Business Act to make changes to various programs and to permit the prepayment of

debentures by certified development companies. We will continue to carefully evaluate

recommended modifications and to determine whether other changes in SBA programs are
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necessary to improve service and assistance to the nation's nearly 22 million small business

owners. Mr. Chairman, we look forward to working with you, Mrs. Meyers, and the

Members of this Committee over the coming months to strengthen the U.S. Small Business

Administration and its programs.

Thank you. I will be pleased to respond to any questions or comments you may have

at this time.
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Good morning, Mr. Chairman and Members of this Committee. I appreciate your

invitation to testify this morning about two ongoing programs related to the work of the Small

Business Administration.

My statement will highlight some of the goals and recent accomplishments of both the

Central European Small Business Enterprise Development Commission and the National

Women's Business Council. SBA recognizes the significant contribution that these

commissions have made to assisting small enterprises owned by women in the United States

and m developing an entrepreneurial culture and infrastructure in the emerging market

economies of Eastern Europe. However, SBA is faced with a number of very difficult budget

decisions and choices for fiscal year 1995, and in many program areas we have had to

eliminate all or part of valued programs and activities. Given these budgetary constraints,

SBA was unable to request funding for all of the current programs which have merit. We do

feel that our FY 1995 budget request responds to the needs of women-owned small businesses

and those who need assistance in international trade.

CENTRAL EUROPEAN COMMISSION

As you know, the Central European Small Business Enterprise Development

Commission was established in November, 1990 as an independent Commission reporting

directly to Congress under Public Law 101-515. The Commission's mandate is to assist

Poland, Hungary, and the Czech and Slovak Federal Republic (now the Czech Republic and
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the Slovak Republic) in the development of self-sustaining small business development

centers. These development centers would be designed to provide management and technical

assistance to small business owners during the initial years of transition from socialist

economies to market-oriented economies.

More specifically, the Commission was given two primary responsibilities. First, it

was directed to contract for studies in these areas to determine the needs of small businesses,

to evaluate Small Business Development Center (SBDC) programs in the United States which

could be replicated, and to identify prospective host institutions within the three target

countries. Second, the Commission was to establish a three-year management and technical

assistance demonstration program.

To date, the results of the Commission's work have been impressive. A brief

overview of the Commission's key accomplishments since 1990 includes the following:

During fiscal year 1991, the Commission awarded contracts to undertake research and

assess the management and technical needs of small businesses in the three countries. The

contractors evaluated the applicability of the American small business development model to

these countries. This research indicated a substantial need for the types of programs provided

by our Small Business Development Centers in the United States.
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Also during fiscal year 1991, the Commission idenlified potential locations for Small

Business Centers (SBC) in Poland, Hungary, and the Czech and Slovak Federal Republic, and

evaluated local institutions that could host the SBC program. Sites were selected that showed

promise of responding quickly to small business needs and being able to support the work of

the Small Business Center (SBC) program after the U.S. program ended.

During fiscal year 1992, the Commission established management and technical

assistance programs at three SBCs in Poland and two SBCs in Hungary. The Commission

selected and trained staff at each location, and equipped each site with furnishings,

computers, and communications equipment. Although the Commission evaluated potential

SBC locations in the Czech and Slovak Federal Republic, it postponed final site selection until

fiscal year 1993 because of the fluidity of the country's political situation.

In fiscal year 1993, the Commission focused on monitoring and strengthening the

Small Business Centers in Poland and Hungary, while working toward the establishment of a

Small Business Center in the Czech Republic.

With the Commission's assistance over the past three years, the importance of small

business and the need to support small business politically and financially is a message that

has reached decision makers in all three countries, thus fulfilling the Commission's original

mandate.
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Since its inception in 1990, the Commission has received its funding through the

SBA's annual appropriations bill. Beyond this, the SBA has no formal (i.e. official)

relationship with the Commission, although the enacting legislation provides for the

appointment by the SBA Administrator of one member of the three member Commission.

The Commission's budget for fiscal 1991, its first year of operation, was $1 million. For

fiscal years 1992 and 1993, the budget for implementation was $1.5 million per year. In

fiscal year 1994, the Commission received $1,091 million dollars.

As you are aware. SBA did not request funding for the Commission in its fiscal year

1995 budget. SBA certainly acknowledges that there are many good reasons which argue in

favor of funding the Commission in FY 1995. However, in putting together its FY 1995

budget, SBA faced a number of very difficult budget challenges, and in many instances had to

eliminate all or part of a valued program or activity. Despite the proposed cut in the

Commission, 1 want to assure you that SBA has a very ambitious international trade agenda,

much of which is outlined in the President's Export Strategy, developed by the interagency

Trade Promotion Coordinating Committee (TPCC), and reflected in our proposed

authorization package, which you have introduced, Mr. Chairman, as H.R. 4297. By not

requesting funds for the Commission, the SBA is not backing off from its international focus.

Rather, the Agency's proposed budget reflects our belief that our primary duty is to the

domestic small companies which need trade assistance and financing in order to pursue

international markets.
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NATIONAL WOMEN'S BUSINESS COUNCIL

The second topic of this hearing is the National Women's Business Council.

In 1988, this Committee, under your leadership, held hearings on barriers faced by

women owned businesses. As a result of those hearings, the National Women's Business

Council was established with the passage of the Women's Business Ownership Act of 1988,

Public Law 100-533. The Council was created to "ensure the full participation of women

business owners in the free enterprise system by identifying and vigorously promoting their

interest in ways that can be measured."

Like the Central European Commission, the National Women's Business Council is an

independent entity. The Council reports directly to Congress and receives funding through

the SBA's appropriations bill. Even though the Council is independent of the SBA, we have

always participated with the Council. At times the SBA Administrator has chaired the

Council and the SBA's Office of Women's Business Ownership has worked with the Council

on many of its initiatives to increase opportunities for women business owners.

Currently, these initiatives include increasing access to capital, improving

opportunities for women in government procurement programs, and developing a better

profile of women business owners through sophisticated data collection. Groundwork to

implement these initiatives has been started.
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The establishment of a procurement pilot program has begun. This program will

target, initially, three agencies for identification of procurement opportunities for women-

owned companies wishing to do business with the U.S. government. With women-owned

businesses currently receiving only 1.5 percent of government procurement contracts, the

Council feels that this program has excellent potential. Under this pilot program, the targeted

agency, the SBA's Office of Women's Business Ownership, and the Office of Management

and Budget's Office of Federal Procurement Policy will work together to plan, execute, and

evaluate an aggressive outreach program designed to increase opportunities for interested

women-owned businesses.

A proposal has been made for an annual survey of all women-owned firms, both with

and without employees. An annual census is needed to document the growth so that policy

makers and private sector interests have the best and most reliable information available on

which they can base their decisions. Only through such a study can comprehensive data be

obtained to replace the 1987 statistics currently being used.

Since 1990, the Council has received appropriations totaling approximately

$2,469,000. for an average annual budget of $494,000. In fiscal year 1994, $500,000 was

appropriated to the Council. As previously mentioned, the SBA had to make many difficult

choices in the FY 1995 budget submission, and the decision not to request funding is

illustrative of one of those tough choices.



305

We at the SBA are trying hard to address the issues facing women business owners.

We recently initiated a loan prequalification pilot program in 1 1 cities - an effort which we

hope will yield positive results for women business owners. We are also pushing hard to

expand nationwide the "Low Doc" pilot program which makes 7(a) loans of under $100,000

using a one page application in order to streamline the paperwork associated with the loan

approval process. Preliminary results from this pilot look very promising for women

business owners -- 1 8 percent of loans made under Lx)w Doc have been to women business

owners. In addition, women comprise 45 percent of the borrowers under our Microloan

Program, which provides financing of $25,000 or less to smaller, often start-up business

owners. Finally, Administrator Bowles is negotiating aggressive overall goals for loans to

women with each District Director.

In closing, let me reiterate our commitment to serving both women business owners

and those small businesses who need assistance in foreign markets. While acknowledging the

constraints of the Agency's very limited budget, we remain no less committed to these small

business owners. Thank you again for the opportunity to present SBA's views on these

important matters.
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Addendum to statement of Mary Jean Ryan

before the
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May 4, 1994

You have also asked me to address legislation which you

recently introduced, H.R. 4 322, which would raise the FY 1994

authorized level for SBA's Certified Development Company Loan

(502 and 504) program from $1.2 billion to $1.5 billion. We

fully support this proposal. Our FY 1994 appropriated level for

504 is $1.0 billion, and at the current rate of loan approvals

that level will not be sufficient to meet the needs of our

borrowers through the end of this fiscal year. In fact, we are

predicting that our current 504 loan authority will be depleted

by mid-July. The current authority for 502 loans is $40 million,

and we have exhausted these funds early in each quarter this

year.

The 504 Program provides permanent fixed rate financing for

businesses needing to acquire industrial or commercial buildings,

and for those wishing to buy machinery and equipment. Under this

program a bank or other private lender provides 50 percent of

project cost, and takes a first lien position. Forty percent of

the project is financed by an SBA guaranteed debenture and has a

second lien position. The small business itself finances the

remaining 10 percent.
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A network of 400 Certified Development Companies (CDCs)

serves as the program's foundation. They are for the most part

non-profit organizations sponsored by private interests and by

state or local governments. These CDCs organize the financial

package and process, close and service the loans.

This program provides small businesses with the equivalent

of long-term corporate bond financing. Long-term fixed rate

financing benefits small businesses by removing uncertainty about

the availability and cost of capital for the term of the credit.

The low interest rates available in today's environment will

reduce the cost of capital to small businesses for years to come.

With a subsidy rate of 0.5 percent, the 504 program is an

excellent value to the taxpayer. Moreover, under the 50-40-10

financing structure, each 504 dollar leverages one and one-half

private sector dollars.

Another important factor regarding the 504 program is that

it creates jobs. The SBA has a regulatory requirement that in

most cases at least one job must be created for each $3 5,000 of

loan guaranty. The program actually succeeds in creating one job

for each $8,900 in guaranty dollars. Because of the low subsidy

rate of 0.5 percent, the cost in actual federal outlays per job

is only $44.50.
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The 504 program represents an area where demand has

dramatically increased over the past few years. Approvals were

$457 million in FY 1991, $622 million in FY 1992, and $814

million in FY 1993. Through April of this fiscal year, approvals

total $664 million, a 66 percent increase over the first seven

months of last year.

The 504 program leverages $1.63 in private sector dollars

for each 504 guaranty dollar, so we get the most bang for the

buck. A $1.5 billion guaranty level in 1994 will result in total

financing of $3.95 billion. This program is becoming

increasingly popular and important for cities and towns working

on economic recovery because it provides long-term loans for

business facilities and equipment and has proven itself to be a

great vehicle to stimulate job creation.

In H.R. 4297, SBA is requesting authorization of the 502 and

504 programs at $2.3 billion in FY 1995, $3.8 billion in FY 1996

and $5.7 billion in FY 1997. Mr. Chairman, we appreciate your

continued support for the 504 program and we look forward to

working with this committee to pass H.R. 4322. Thank you.
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'The National women's Business Council

shall ensure the full jjarticijiation of women

business owners in theffee enterprise sjstem

Ij ikntiffin^ ani vigorously j^romotin^

their interests in ways that can k

measured'

Mission Statement

National Women's Business Council
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THE WHITE HOUSE
WASHINGTON

March 25, 1994

Since its inception in 1988, the National
Women's Business Council has been instrumental
in promoting the interests of our nation's female
entrepreneurs . Now the fastest growing sector of
America's small business community, women-owned
firms owe a debt of gratitude to the members of
the NWBC for their hard work and dedication. On
behalf of all Americans who have benefited from
the new jobs and opportunities that you have helped
to create, I commend you for your outstanding
service

.

li^AA C^^^JLu^^CUx——

»



312

National

WOMEN'S
BUSINESS
Council

***

1993 Annual Report

to

The President

and

Congress



313



314

NWBC
National Women's Business Council

409 3RD STREET, S.W.

SUITE 5850

WASHINGTON, D.C. 20024

PHONE (202) 205-3850 - FAX (202) 205-6825

MR. PRESIDENTAND MEMBERS OF CONGRESS:

1993 was a year oftransition in Washington. New leadership moved into the White House, and with

the new Administration came a commitment for change. The year also saw a renewed commitment

from the Clinton Administration to enact policy and regulatory changes to increase opportunity for

small business.

The National Women's Business Council moved quickly to ensure that the unique needs ofwomen

business owners were considered as key public policy issues such as health care reform, reinventing

government, reform of the Community Reinvestment Act, economic stimulus legislation, and

passage of the North American Free Trade Agreement (NAFTA) were debated.

A series of hearings on international trade early in the year became an opportimity to demonstrate

the importance of the global marketplace to the success of women-owned businesses and a forum

for discussion on the role of NAFTA in opening up that marketplace. By the time of the

Congressional vote on NAFTA at year's end, a poll indicated that 84 percent of women business

owners supported the agreement; the Council is pleased that it was able to contribute to the

successful outcome of this debate.

1993 was also a year of transition for the National Women's Business Council. President Bill

Clinton appointed Mary Ann Campbell, CFP, President of Money Magic, Inc., of Little Rock,

Arkansas, Council Chair and Secretary of Commerce Ronald H. Brown as Vice-Chair. With

Congressional reauthorization of the Council late in the year. Congress and the Administration

reaffirmed their commitment to the work of the NWBC. According to Commerce Secretary Brown:

"The Administration's support that led to reauthorization of the National Women's

Business Council keenly demonstrates our firm commitment to the issues facing

women business owners. I look forward to working with the Council as we address

barriers confronting entrepreneurial women, particularly access to capital and

procurement."
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Throughout 1994, theNWBC will increase its participation in deliberations on these and other public

policy issues ofimportance to women business owners. In addition to the series ofrecommendations

that we include with this report, we will look for opportunities to make additional recommendations

to you in the coming year.

To prepare for the challenges of 1994 and beyond, and to ensure that scarce resources are directed

to the most urgent issues, the Council in 1993 prepared a strategic plan. The result of input from a

broad circle of experts and women entrepreneurs, the plan established priorities, goals and strategies

for the Council, and identified two priority issues on which the NWBC could have maximum
impact: increased opjxirtunities for federal and private contracting (procurement) and financing

(access to capital) for women business owners.

As the growth in women-owned businesses continues to exceed the growth of small business in

general, a great deal of work remains to be done. One of the major barriers that still confronts the

Council as it works to fulfill its mission is the lack oftimely and reliable data on women and their

businesses. For the first time, the 1992 census includes data on this rapidly growing sector of the

small business community. Unfortunately, even these data will not be available imtil 1995, and the

critical analysis of the data will not be completed until the following year, so we must redouble our

efforts to develop an accurate profile ofwomen business ownership as we move into the twenty-first

century.

We believe that the Council, in its role as advisor to the President and to Congress, is in a unique

position to identify and promote private sector programs that have been successful in encouraging

women entrepreneurs. In 1994, we will work actively to identify and nurture coalition relationships

with other women's groups, and to develop collaborative relationships with advocacy organizations

that represent, support and study women business ownership.

We would like to express our appreciation to President Clinton, to Conunerce Secretary Brown, to

the U.S. Small Business Administration, and to the Board of Governors of the Federal Reserve for

their enthusiastic support of and participation in our programs, and to the many individuals and

organizations from state and local government and the private sector who have helped us in our

efforts to date.

This year of transition has been valuable as it has empowered us to reaffirm our mission and to

redirect our efforts toward the Administration's agenda to embrace change. In fact, women business

owners' capacity to embrace growth and change is part of the reason they are becoming an economic

force in asset building and in jobs creation. We are committed to meeting the goals and

implementing the plans we have set for ourselves in 1994.

National Women 's Business Council

December 1993
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1993 RECOMMENDATIONS

TO

THE PRESIDENT

AND TO CONGRESS

'IB the last 20 years Amcrlctm women hive rejuveruitd the U.S. economy }j dmhlln^ the

siie of Hs))ool of Udentei entrejirenms and wrkrs. This natms women m Its single most

Important e^e over Its major Industrial rtvak

Mary Ann Campbell, CFP
Chair, National Women's Business Council

President, Money Magic, Inc.
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PROCUREMENT

To Preserve and Increase Access to Procurement Opportunities for Women Business Owners

from the Federal Government andAll Grantees that Receive Federal Money:

1. Expand access to all federal government-funded contracts and subcontracts for all

small businesses, including women-owned businesses which have been under-utilized

in the past, by eliminating burdensome requirements that have the effect of

discriminating against small and women-owned businesses.

2. Establish mandatory prime and subcontracting goals for women for all federal

government-funded contracts and for all recipients of federal funding. These goals

would not compete with or reduce minority set-asides or goals.

3. Establish a pilot program that would target specific civilian agencies for aggressive

outreach/contract award initiatives to identify women contractors to bid on contracts.

Adopt a single uniform definition of a woman-owned business for procurement

purposes. In its 1992 Annual Report, the Council recommended the following

definition:

A woman-owned business is a business concern with at least 51 percent unconditional

ownership and control by a woman or women. Such unconditional ownership must be

reflected in the concern's ownership agreement; and the woman, or women, must

manage and operate the business on a daily basis.

Joint Venture Agreements

A woman-owned business must control the performance ofthe contract awarded to the

joint venture for the venture to qualify as a woman-owned business.

Subcontracting

A business concern shall not be qualified as a woman-owned business unless it meets

the criteria mentioned above and it controls a significant portion of its contract with

its own facilities and personneL
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Control and Management

An applicant concern's management and daily business operations must be controlled

by a woman or women. An applicant concern must be managed on a full-time basis by

one or more women. The U.S. Small Business Administration will consider, on a case-

by-case basis, the actual management involvement ofwomen in the applicant concern.

A woman must hold the highest ranking in the organization.

The woman or women shall control the Board of Directors of the applicant concern,

either in actual numbers of voting directors or through weighted voting. Men may be

involved in the management of an applicant concern, and may be stockholders,

partners, officers, and/or directors of such concern. However, these men may not

exercise actual control or have the power to control the applicant concern.

Franchise and License Agreements

In determining whether the franchisor controls, or has the power to control, the

restraints relating to standardized qualit>', advertising, accounting format snd other

provisions imposed on a franchisee by its franchise agreement shall generally not be

considered, provided that the franchisee has the right to profit from its efforts and

bears the risk of loss commensurate with ownership. Even though a franchisee may not

be controlled by the franchisor by virtue of such provisions in the franchise agreement,

control could arise through other means, such as common ownership, common
management or excessive restrictions upon the sale of the franchise interest.

Rationale:

It has been Congress' intent, as evidenced in the many bills it has passed in the last five years, to

direct the government to balance the need for streamlined procurement with an important socio-

economic concern: insuring that small businesses, minority-owned businesses and women-owned

businesses are not shut out of the market. The stakes for federal small business contractors are high,

since studies have shown that winning federal government contracts greatly increases the chances

for a firm's survival.

Many, but not all, women-owned businesses qualify as small businesses. Thus, efforts to assist

small business in the procurement process - through increasing the number of contracts targeted for

small business, streamlining the procurement process and institutionalizing the use of electronic

contracting — also will assist small women-owned businesses. The NWBC is particularly excited

about the Electronic Data Interchange program and recommends that this program include both

electronic notice and electronic bidding . We also believe that the data base must be compatible from

agency to agency and from procurement center to procurement center.
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A recent pilot program undertaken within the Department of Defense showed a dramatic increase

in awards to small business and, most notably, a sharp increase in the number of contracts awarded

to women-owned businesses.

The Council believes that the time has come for Congressionally mandated contracting and

subcontracting goals for women-owned businesses because, after more than a decade of voluntary

Executive Branch goal-setting, a recent study prepared for the Small Business Administration

showed that only where there have been legislated preferences have women-owned businesses made
substantial gains.

We know that there are sufficient numbers ofwomen business owners eager to do business with the

federal government. But the system is not accommodating them. In fiscal year 1992, only 1.6

percent of all federal procurement dollars were awarded to women-owned businesses. Preliminary

data for FY 1 993 show little improvement.

Increasing access ofwomen business owners to federal procurement is good not only for the women
business owners, it is good also for the economy. In its landmark hearings that led to enactment of

the legislation that established the Council, the House Committee on Small Business concluded:

"It is impossible to overestimate the social and economic importance of this new
economic reality .... Women-owned businesses may provide the cutting edge — and

. the American advantage — in the worldwide economic competitiveness fast upon us.

The loss to the Nation would be incalculable were public policy makers not to foster

this development to the fullest extent possible."

However, goals alone are not enough. They are merely the beginning of the process. Evidence

compiled by the Small Business Administration's Office of Women's Business Ownership suggests

that agencies with a commitment from the top and a person dedicated to outreach to women-owned
businesses produce significant increases in actual contract awards. Thus, the Council recommends

an intensive outreach and contract award initiative that really works to bring women-owned
businesses to the bidding table.

In its 1992 Annual Report to the President and Congress, the Council recommended adoption of a

single uniform definition of women-owned businesses for procurement purposes. We repeat that

recommendation this year. Women business owners have told us of their frustration in identifying

and qualifying for government set-asides and incentives to small and disadvantaged businesses.

Even federal agencies are not consistent in their definitions, and each state develops its own
guidelines. We believe the federal government must set the standard for procurement purposes, and

that this standard also should apply to federal data collection efforts.

Procurement reform legislation introduced in the first session of the 103rd Congress included a

number of additional proposals that the Council endorses:
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-k Designate women-in-business specialists in all agencies to work closely with the Office of

Women's Business Ownership in the Small Business Administration.

* Require all procurement officials to engage in affirmative action to identify and solicit offers

from small businesses owned and controlled by women or by socially and economically

disadvantaged individuals.

* Congressionally mandate establishment ofthe Office ofWomen's Business Ownership in the

SBA.

* Require the Director of Federal Procurement Policy to develop policies to ensure that small

businesses owned and controlled by women or by socially and economically disadvantaged

individuals be provided with "maximum practicable opportunities" to contract and

subcontract.

* Require a study and report by the Director of Federal Procurement Policy, the Government

Accounting Office, or the Comptroller General on progress to ensure that the number of

small businesses owned and controlled by women or by socially and economically

diseidvantaged individuals receiving federal contracts and subcontracts increases

significantly.

•k Make effectiveness in outreach to small businesses owned and controlled by women or by

socially and economically disadvantaged individuals one of the elements of the performance

evaluation of government contracting officers.
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ACCESS TO CAPITAL

To Increase Accessto Capital:

1. Create a Smll Business Investment Company (SBIC) which would target investments

to mwaaen'a business enterprises.

2. DteKWitep an «ducafiBB and awareness program for policy makers on the range of

options available toaMress the capital and creiit needs of women-owned burinesses,

aw£*proffram to edncate

c

onwrations, banks, lenders and other investors on the value

of and aeedfor busians dcttdopment pregrams for wonen.

X Enact gwidelines or incentives that will encourage banks and other institutional

inveaton to make investments in intermediary oi^anizations that target low- and

moderate-income women and minorities for entrepreneurial training, technical

assistance and financial services.

4. Expand current data collection requirements for large and small banks to include race,

gender and income levels of borrowers, as currently is required of 9,000 banks and
mortgage lenders under the Home Mortgage Disclosure Act (HMDA). Collect

information on patterns of lending and investment activity benefiting women-owned
businesses.

5. Creation of new instruments to be sold in secondary market for small business loans

as a way to boost the flow of capital to women entrepreneurs and all small businesses.

Rationale:

Concerns ofwomen business owners have changed in the last several years. For many years these

women and their advocates worked to remove discriminatory barriers that blocked access to credit.

While not forgetting the importance of fighting gender discrimination, today women business

owners are working proactively to promote new approaches to ensuring access to credit for all types

of women-owned businesses, and to ensure that this information reaches the women business

owners who need it, the financial industry that is in a position to provide it, and the policy makers

who can work to expand it.

The economic boom of the 1980s spawned a series of innovations in business capital and credit

formation. Bank mergers and acquisitions supplanted the traditional community-based lending

network. The 1980s also saw the creation of non-bank financing opportunities designed to meet

entrepreneurial needs that banks were unable or unwilling to service. Venture capital emerged as

a significfint tool, expanding beyond its traditional niche in high-tech industries into other emerging

business areas.
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Financing programs and products exist for women entrepreneurs, whether tliey are starting new

enterprises, trying to grow their business, or planning for major expansion. What do not exist,

however, are data that show women business owners as consistent users of lender services, or clear

information on how well women business owners are being served by lenders.

The majority ofwomen-owned businesses are in the service industry. And traditional ways in which

banks measure credit worthiness do not apply to this sector because banks have traditionally required

collateral as security for a business loan. Service-related businesses have little or no assets to be

used as collateral. To overcome this barrier, banks will have to restructure the methods by which

they qualify applicants for a loan, or new sources of capital must be identified to meet this growing

demand.

Given the fundamental structural barriers that impede the flow of capital to small businesses,

facilitating the development of a secondary market for small-business loans would free up more

capital as banks pooled their loans while providing investors with attractive new opportunities aimed

at fueling economic growth.

Small Business Investment Companies (SBICs), which exist to supply equity capital, long-term

loans and management assistance to qualifying small businesses, may be one source of capital for

women-owned businesses. The privately owned and operated SBICs use their own capital and funds

borrowed from the U.S. Small Business Administration to provide financing to small businesses in

the form of equity securities and long-term loans.

And as additional options for access to capital are identified, another challenge emerges:

disseminating information to a variety of audiences about the range of financing options available,

specifically noting those that might be appropriate for particular types ofwomen business owners.

Initiatives that would further this education process include:

* Awareness and information programs to help financial institutions understand specific

characteristics of women-owned businesses, which often are incorrectly viewed as riskier

than other business ventures. Also, information programs on the viability of character-based

lending, enterprise development experience and innovative financing programs. Financial

institutions need to become aware that lending to women-owned businesses can be

profitable, and that it is their responsibility to open new routes of credit for these businesses.

k Education and awareness programs for policy makers on the range of options available to

address the capital and credit needs ofwomen-owned businesses. Also, programs to leverage

public and private sector resources to ensure that women business owners have access to the

best options throughout the country.

if Programs to educate corporations and private and public foundations on the value of and

need for business development programs such as SBA's Office of Women's Business

Ownership's Demonstration Programs.



324

DATA COLLECTION

To Improve the Quality and Quantity ofData Collected on Women-Owned Businesses:

1. Require the Census Bureau to conduct an annual study to document the growth trends

ofwomen-owned businesses, including characteristic information such as revenues and

number ofjobs provided.

2. Require the inclusion of gender as a variable in ail federal surveys, studies and

censuses.

Rationale:

Throughout this report, virtually all of the barriers to success ofwomen-owned businesses and the

recommendations to remove those barriers reference the dearth of consistent and reliable data on

women-owned businesses. John Dodds and Donna McCutcheon of the Enterprise Statistics Branch

of the U.S. Bureau of the Census told a work session on "Statistics of Women" that:

"Sources of data on women-owned firms are generally limited in coverage, scope, or

timeliness. Comparability among existing data programs is limited and combining

data from various sources obtains only an imperfect picture of the overall women-

owned business population."

A report released in 1 992 by the National Foundation for Women Business Owners estimated that

women-owned firms provide more jobs to the American economy thsin all the Fortune 500 firms

combined. However, there currently are no official data showing the important contributions aijd

economic trends ofwomen business owners.

For the first time, the 1992 census of business includes data on this rapidly growing segment of the

American economy. However, that tabulation will not be available until 1995, and the critical

analysis of the data will not be completed until the following year. Only by directing the Census

Bureau to institute more accurate and timely data collection, and by requiring that all federal surveys,

studies and censuses include gender identification as a variable will we begin to get a consistent

understanding of the scope and nature ofwomen-owned businesses in the United States.

This information will help us make projections and develop policy recommendations that will be

needed for decision-making in the years 2000 and beyond.
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THE COUNCIL IN 1993:

A YEAR OF TRANSITION
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NWBCADOPTSA STRATEGICPLAN

Action Agenda Callsfor Focus on Key Issues

When Bill Clinton took the oath of office as President of the United States on January 20, 1993, he

committed his Administration to changing the way government works, to ensuring that it works for

the people who elected him. With the change in Administration came change at the National

Women's Business Council.

Two months after President Clinton was sworn in, he appointed Council member Mary Ann
Campbell, CFP, of Little Rock, Arkansas, as Council Chair. Shortly thereafter. Secretary of

Commerce Ronald H. Brown was appointed Vice-Chair.

Ann Campbell met with U.S. Small Business

Bowles to review the Council's agenda for the

Soon after her appointment as NWBC Chair, Mary

Administrator and NWBC Council member Erskine

103rd Congress. From that meeting came a

recommendation that the Council identify

"measurable goals" that could be accomplished

within a limited time frame and with scarce

resources ~ a task entrepreneurs are faced with

every day of their lives.

With input fi-om a broad circle of experts and

women entrepreneurs, the Council developed a

strategic action plan. Twenty-seven women
representing women's business organizations

nationwide convened in Washington, D.C., in

late August to brainstorm priorities, goals and

strategies for the next two years, and to identify

programs on which the NWBC could have

maximum impact.

NWBC members returned to Washington in

September to refine fiirther the ideas developed

at the August meeting. The strategic plan that resulted from that meeting was approved formally by

the NWBC at its September 29 public meeting. The plan recommended that in the limited time

available to the Council, and in light of its limited resources, the NWBC focus its attention on two

key areas: increased opportunities for federal and private contracting (procurement) and access to

capital specifically targeted to women business owners.

'We how hw critml

wmcn hsincss owners are

to the economic strength

mi stability of our comtrj'

Erskine Bowles

SBA Administrator
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New Mission

The Strategic Plan incorporated a new mission statement for the Coimcil:

"The National Women's Business Council shall ensure the full participation of

women business owners in the free enterprise system by identifying and vigorously

promoting their interests in ways that can be measured."

To fulfill this new mission, the Council agreed to take on a variety of responsibilities:

• To collect, review and analyze data and information on barriers to full economic

participation by women business owners.

• To develop recommendations for increased business opportunities in both the public and

private sectors.

• To actively promote these recommendations and monitor their status.

The plan recognized the Council's unique role as an advisor to the President and to Congress on

issues of woman-business-ownership and proposed to take advantage of that role to bring together

public and private constituents to develop and implement programs designed to increase the

contributions ofwomen business owners to the nation's economy.

An Action Agenda

The plan proposed to develop measurable action plans, identify key issues affecting women-owned

businesses, and to present women business owners' positions on key initiatives to open up the public

and private sectors to include women-owned businesses and to create new opportimities for such

businesses in these sectors. To carry out this agenda, the Council will focus on implementing many

of the findings and recommendations that have emerged from hearings, workshops and other policy

discussions sponsored by the NWBC in the first years of its existence.

Major issues for the NWBC to address include:

• Procurement. The Council will work to implement recommendations to increase access for

women to procurement opportunities in the public and private sectors. Many of these

recommendations were developed in the first five years of the Council's existence, when the

NWBC aggressively sought input from women business owners and organizations

representing them.

12
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* Financing. The Council will complete the series of workshops on access to capital that

began in 1993. These policy workshops will focus not only on obstacles confronted by

women entrepreneurs seeking financing to launch or expand their businesses, but also on

opportunities to overcome these obstacles and examples of how women are seizing those

opportunities.

• Reinventing government. Recognizing the opportunities that the Administration's proposals

to "reinvent government" present for women business owners, the Coimcil will focus its

attention on ensuring that these proposals respond to emerging trends in new business

creation among women entrepreneurs, so that the system is opened up to include underserved

populations — small business owners who also are women.

Findings and results from these efforts will be published as a major report from the Council, for

dissemination not only to the President and to Members of Congress, but also to private sector

businesses and the press.

NWBC as a Representative of Women Business Owners

In addition to assuming the role of catalyst on the issues of procurement and access to capital, the

Council's 1993-94 Strategic Plan also called for it to play a pro-active role in identifying and

speaking out on other issues ofconcern to women business owners, and to position itself as a source

of information on the impact of legislative and regulatory decisions on women-owned businesses.

The plan called for the Council to develop and maintain strong relationships with other women's

groups, and to develop collaborative ties with organizations that represent, study and support women
business owners.

Finally, the plan recognized the importance of communications to the success of the Council, and

calls for implementation of a comprehensive, ongoing strategic communications plan to:

* Increase awareness of women-owned businesses and their issues among policy

makers at all levels, with financial institutions and with corporate leaders;

ie Raise awareness among women business owners about the Council and its activities,

so women may benefit fit>m the Council's programs and support its actions; and

k Foster the development of an advocacy network for women business owners.

13
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PROCUREMENT

Small Business Administration Study Finds Substantial Gains Only with Mandated Preferences

After more than a decade of voluntary Executive Branch goal-setting, a study released by the U.S.

Small Business Administration in 1993 concluded that only where there have been legislated

preferences have women-owned businesses made substantial gains. According to the study,

"It is likely that large numbers of minority- and women-owned fums would be able

to provide goods and services to the federal government given additional outreach

or incentive programs."

Anecdotal information collected by the NWBC and the National Association of Women Business

Owners ring with stories of women-owned businesses having to hire male contracting officers to

negotiate with contracting officials of the federal government. In fiscal year 1992, only 1.6 percent

of all prime federal procurement dollars were awarded to women-owned businesses. Preliminary

data for FY 1993 show little improvement.

Several bills have been introduced in Congress to streamline the federal procurement process. Each

of these represents an opportunity for the NWBC to ensure implementation of its recommendation

for a standard definition of a woman-owned business, and for reform of federal procurement

standards to open the system to women entrepreneurs. Proposed legislation includes:

• H.R. 2357. the "Women's Business Procurement Assistance Act of 1993." Introduced by

Rep. John LaFalce, Chairman of the House Committee on Small Business, this bill would

codify "good faith efforts" for all U.S. government agencies to contract with small business

concerns owned and controlled by women. It would designate a Women-ln-Business

specialist in each agency to implement programs to assist women-owned businesses; it

would institutionalize the Small Business Administration's Office of Women's Business

Ownership; it would require the General Accounting Office to report to Congress on the

number of women-owned businesses awarded federal contracts over the next three years.

• H.R. 2238. the "Federal Acquisition Improvement Act of 1993.

"

Introduced by Rep. John

Conyers, Chairman of the House Committee on Government Operations, this legislation

would implement procedures to reduce impediments in agency procurement policies and

practices. It would revise the Federal Acquisition Regulation to include simplified uniform

contracts for the acquisition by federal agencies of commercial items. It also would raise the

simplified acquisition threshold from $25,000 to $100,000.
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* S. 1587. the "Federal Acquisition Streamlining Act of 1999." Introduced by Sen. John Glenn
of the Senate Committee on Government Affairs, this comprehensive procurement reform
bill incorporates recommendations from the National Performance Review. It would
strengthen the competition process by increasing the use of streamlined acquisition

procedures. Federal agencies would be encouraged to purchase commercial items wherever
possible, thus avoiding detailed design specifications and product testing. The small

purchase threshold would be raised to $100,000 to simplify the procurement process.

Each of these bills, as well as other efforts by the Clinton Administration and by Congress to

"reinvent government," present opportunities to increase access ofwomen business owners to federal

procurement contracts and ftmding, and to streamline current burdensome requirements that have
the effect of discriminating against small and women-owned businesses.
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ACCESS TO CAPITAL

A RoundtabU Policy Discussion

Richmond, Virginia

September 28, 1993

The National Women's Business Council sponsored its first policy discussion on Access to Capital

in Washington, D.C., in 1992, in conjunction with the U.S. Small Business Administration and the

Federal Reserve Board. Symposium participants - experts in banking, investment and women's

business enterprise, along with government officials -- examined the current environment for

financing women-owned businesses and explored financing options. Among the recommendations

to emerge fixjm the symposium was that direct interaction between women business owners, lenders,

the government and private sector advocates continue.

As a result of this recommendation, the Board of Governors of the Federal Reserve Board agreed

to cosponsor additional workshops on Access to Capital in 1993-94. The first of this series took

place September 28 in Richmond, Va. More than 70 participants, drawn from the region served by

the Federal Reserve Bank of Richmond - Virginia, West Virginia, North Carolina, South Carolina,

Maryland and Washington, D.C. — participated in six roundtable discussions.

Agreement on Priorities

Issues addressed during the roundtable discussions included continuing education and training, the

fi-ustration of government loan program applications and regulatory requirements, limitations on and

responsibilities of traditional lenders, use of public-private financing ventures to fill the gj^s, and

the need for a comprehensive look at ftmding options outside traditional sources.

Following the discussions, participants convened for a summary session and agieed on two

priorities:

1 . Women business owners need specific feedback about why their loans are being denied.

They need to know why they do not fit the profile used by bankers to evaluate credit

worthiness. Lenders, on the other hand, feel they are restricted by law from providing this

information.

Certain statutes regulating the banking industry may in fact make a bank liable for the failure

of a business to which it has loaned money, or may put the bank at risk of having to defend

a lawsuit if the applicant, having been turned down once, reapplies after making

recommended changes and is rejected a second time.
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2. Banks and boirowers both complained about the overwhebning amount of paperwork

required for the Small Business Administration loan guarantee application process. Banks

indicated that the paperwork burden has discouraged most of them from participating in the

program; borrowers say it has deterred many of them from applying.

Streamlining paperwork requirements and pre-certifying borrowers, perhaps through an

electronic screening process, could increase the popularity and success of this and other

government loan programs for small businesses.

Additional Workshops Scheduledfor 1994

This first of a series of workshops on Access to Capital succeeded in fostering an understanding

among women business owners and bankers the opportunities and limitations of the traditional

sources of lending. Participants also acknowledged an increased respect for and appreciation of the

others' needs and goals.

Findings from this workshop, along with those from additional workshops to be held in 1994, will

be incorporated into a report to the President and to Congress on "Building a Financial Ladder for

Women-Owned Businesses."

••••••••••••••••

Despite Improvements,

NFWBO Survey Finds

Significant Barriers Remain

As 1993 began, the National Foundation for Women Business Owners (NFWBO) estimated that

the more than 6.5 million women-owned businesses in the United States employed more people

than all of the Fortune 500 companies combined.

Despite the significant growth in recent years among

women-owned businesses, owners continue to face

significant barriers in identifying and obtaining the

financing they need to operate and expand their

businesses.

Nearly 40 percent ofNFWBO members responding to

the biennial survey cited availability of capital as the

most significant barrier to growth. Survey results,

released in 1993, indicated that two-thirds of women

business owners had difficulty working with their

financial institutions. The Foundation noted that

women-owned businesses are 22 percent more likely to

report problems dealing with their bank than businesses

at large.

FmHj om-\kir^ ofwmm

hisimss ovmersymcive some

k^tt of^enkr-hasei

(liscrimimtlon in oliam}^

cf^lidtofimncc ora^anA

thir hsiness
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Specific problems that women business owners reported in working with their banks to obtain

financing included:

• need for more assets (28%)

•k need for greater collateral (23%)

• limited track record (22%)

• banks' limited experience dealing with service businesses (2 1%)

Women also reported significant problems dealing with loan officers. One-fifth of survey

respondents - 20 percent - reported that their loan officer insisted on a spouse's signature to obtain

a loan. Fourteen percent said they thought the mere fact that their business was woman-owned was

an impediment to obtaining financing. In other words, one-third ofwomen business owners perceive

some degree of gender-based discrimination as they seek capital to finance or expand their

businesses, according to the hfFWBO survey.

Three-fourths of all women-owned businesses have sought short-term financing within the last year.

The most popular type of short-term financing used by women business owners is credit cards. In

fact, women-owned firms, at 52 percent, are much heavier credit card users than other small firms

(at 18 percent), most ofwhom rely on bank loans and vendor credit.

The NFWBO survey noted that women-owned businesses are growing at a faster rate than the

national average, despite these barriers to obtaining capital. Continued efibrts to remove the barriers,

NFWBO concluded, "would encourage even stronger growth in this important sector, and would

result in much greater economic growth throughout the economy."
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DATA COLLECTION

Women continue to go into business in unprecedented numbers; they are starting businesses at least

one-and-one-half times the rate of men. In 1992, the National Foundation for Women Business

Owners released the results of economic research it commissioned from Cognetics, Inc., an

economic research firm. That research indicated that women-owned firms provide more jobs to the

U.S. economy than all the Fortune 500 firms do worldwide.

The NFWBO/Cognetics research - which the NFWBO pledges is just the first step in an ongoing

initiative to collect and disseminate statistical information on women-business owners ~ represents

an important step in quantifying this increasingly important segment of the American economy.

According to a fact sheet released by the Foundation:

• The 6.5 million women-owned businesses in 1992 provided jobs for more than 1 1 million

people. Their stability is reflected in the fact that these businesses are less likely than all

businesses either to grow rapidly or to decline.

•k More than 40 percent of these businesses had been operating for 12 years or more, and in

every industrial sector including manufacturing, agribusiness, retail, as well as high-growth

industries such as health, business and professional services.

• These businesses continue to expand. Over the last several years, as the largest corporations

in the nation were reducing their workforces in record numbers, 25 percent ofwomen-owned

businesses were adding employees.

The NFWBO research, released in 1992, was the first true measure of the extent of women-owned

businesses in the U.S. economy. It is notable that also in 1992, a Presidential initiative to improve

the country's economic statistics omitted any mention ofwomen business owners.

While the ongoing research conducted by the National Federation for Women Business Owners is

a key component to any comprehensive analysis ofthe economic contributions ofwomen businesses,

the federal economic statistics are the numbers that move the economy nationally and

internationally. For the first time, the 1992 census of business will include data on women-business

owners. Unfortunately, this tabulation will not be available until late 1995; critical analysis of the

data will not be completed until 1996.

Policy makers, researchers and the business community must have access to the highest quality and

most comprehensive statistics possible if they are to make informed decisions about this country's

future. Only by directing the Census Bureau to institute more accurate and timely data collection,

and by requiring that all federal surveys, studies and censuses include gender identification as a

variable will we begin to get a consistent understanding of the scope and nature ofwomen-owned

businesses in the U.S.
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^ hearingson womenininternational trade:

lahnamemicaand the pacificrim

Smm Oiego, Calffomia

and

Tijmmia, Uexico

March 24 - Umaih 26, 1993

Recogniring the importance of inlematioiHD teade ©pportiniities in the growth and success of

women-owned businesses, the Council in MsEdi convened iflnBe days of hearings to idanUfy

sucoessfid strategies to encourage and suppontwoman £ntrepreirairs in the global marketplace, Jind

especially in Mexico and other Ladn Amerion countries, as ^welU as the Pacific Rim.

Experts fixMn industry, academic and goveramcn* trade promotion agencies joined with wo

business owners for the symposia. The Tijuana Cfaanbex of Commerce, CANACO, hosted the first

day, which featured a panel on the North American Free Trade Agreement and the emergence ofa

trade triang^ between the United States, Latin America and the Pacific Rim. The final two days of

hearings were held at Ifae University of California at San Diego.

Finding Answers

Obstacles and solutions to key issues were identified, developed and reviewed during the sessions.

Among the issues confronted:

The importance ofconsidering foreign

goverrmients and foreign banks as

possible sources of financing.

Joining with other women-owned

businesses to create alternative

financing by pooling funds.

Using networking relationship skills

that are often uniquely a woman's to

one's advantage so long as the technical

skills and language abilities exist to

deal effectively with the needs of

international consumer markets and

clients.

AS the yfisdom of U.S. a^ortfor

NAFTA was khtdjfubUdy and

motiomJly tkrov^hut tk comtrf,

wmcn hsincss ovmcrs mcr^d as

,_
some of NAFTA's strongest

sujfjfortcrs
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•k Taking advantage of the cultural (^vecsity in the U.S. by developing resource centers with

expatriates or immigrants from otiirarcountries.

As a result of these hearings, the CoonetE became a leading resource and trader in diemonstrating to

women business owners nationwide die benefits of paitidipatiiig in trac&ig blocs to> increase share

in the global marketplace:

A Force in theNAFM Debate

At year's end, as the wisdom ofUnited Stales support for the Noitfa American Free Trade Agreement

(NAFTA) was debalied publicly and emotionally throughout the country, women business owners

emerged as some ofNAFTA's strongest siqiporters. A poll conducted for the Natiraial Association

of Women Business Owners shortly before Congress voted on the agreement indicated that 84

percent ofwomen business owners st^ported NAFTA.

In drawing attention to the importance of international trade in the success of women-owned
businesses through programs such as the San Diego/Tijuana conference, the NWBC made a major

contribution to the historic developments affecting the way America does business.
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^ OTHER ADVANCES FOR WOMEN
BUSINESS OWNERS

In the Private Sector

Creation of the Capital Circle. Possibly the most promising advance for women entrepreneurs in

1993 was the announcement late in the year that a group of leading investors has formed a national

organization to increase dramatically the flow of capital to women-led businesses. That

organization, the Cjqiital Circle, held its first membership conference in Washington, D.C., in

October.

"By bringing together the key influencers in various areas of finance, we will design initiatives

which break through the obstacles which now prevent women-led business from obtaining capital,"

said Judy Mello, co-chair of the Circle and Managing Director of Cambridge International Partners

ofNew York.

Included among the Capital Circle's initial membership are private investors, representatives of

institutional investment and venture capital companies, and members from family offices,

investment advisory firms, government programs, women's organizations, banking, accounting and

law firms.

The Circle's goal is to begin channeling capital to women-led businesses by the first quarter of 1 995.

It plans to stimulate investment in women-led businesses in every stage of development, including

start-ups, initial public offerings, businesses needing private capital placements and women-led

companies that are publicly traded.

Illinois Women's Economic Development Summit. On July 28, 1993, nearly 1 50 people convened

in Chicago to create an agenda of public, private and fiscal policies to advance women's business

development and employment opportunities. Participants developed strategies to:

• Increase the number ofwomen in policy and decision-making roles;

• Expand women business owners' access to capital;

• Remove barriers to home-based businesses;

• Develop women's business opportunities with the public and private sectors;

•* Provide access to and resources for women business owners interested in growing

their businesses;
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* Increase the availability of and women's access to quality training;

* Increase non-traditional employment opportunities for women; and

k Expand career mobility and ensure employment rights.

A summary of the economic development summit recommendations, together with a directory of

organizations working on women's economic issues, is being developed and will be promoted

through the press, in briefings with public officials and in testimony.

In the Public Sector

Councils organized by state legislatures in California and Colorado to promote business ownership

by women pushed forward with aggressive agendas of their own.

The California Council to Promote Business Ownership by Women held its first meeting in

September. The 1 1 -member Council was organized to review and recommend policy on:

* The status ofwomen-owned businesses in the state, including barriers that hinder the

entry of those businesses into the mainstream of the California economy.

* The role of state and local governments in assisting and promoting women-owned

businesses.

* Data collected by public and private sector entities relating to women-owned

businesses.

•k Other government initiatives that may exist relating to women-owned businesses,

including, but not limited to, those relating to state and local procurement.

The Colorado Women's Economic Development Council, appointed by the governor to advance the

economic status of women in the state, committed to:

* Marketing a new capital program statewide to enhance the access ofwomen business

owners to capital for business start-up and expansion.

* Developing baseline data about women-owned businesses in Colorado.

* Supporting the creation of a full-time, statewide Women's Business Office.

* Sponsoring a statewide summit to create an action plan for the Council, to increase

its visibility as a source of information, advocacy and resource coordination for

women-owned businesses.
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•k Disseminating information on technology training available to women business

owners, and woricing with lead agencies to develop appropriate training programs.

Legislatures in other states also have demonstrated a heightened awareness of the importance of

women's business development. In 1994, we smticipate that initiatives will be proposed in other

states to promote entrepreneurial efforts by women.

Ih the Public Policy Arena

To ensure that the concerns of women-business owners are considered before major public policy

initiatives are aimounced, the women's business community in 1993 provided input fix>m the

perspective ofwomen-owned businesses on:

Health Care Reform. As the White House Task Force on Health Care Reform crafted the

Administration's overhaul of the nation's health care system, Council members and staff met

with White House staff to ensure that the new system would be tolerant and sensitive to the

needs of small businesses. As the debate moves to Congress for 1994, the NWBC will offer

comment on reform initiatives, focusing on the unique perspective women business owners

bring to this issue. The Council also will encourage other organizations in the women's

business conununity to provide comments.

• Reform ofthe Communitv Reinvestment Act. The Administration sponsored a series of field

hearings in 1 993 to obtain comment on the Community Reinvestment Act (CRA), which is

designed to ensure that financial institutions meet the needs of the communities in \^ch
they serve. The women's business conmiunity weighed in on the importance of making

changes in this and other banking regulations to increase investment to under-served small,

women- and minority-owned businesses. Toward the end of the year, the Clinton

Administration proposed revisions to the CRA; the National Women's Business Council will

review the proposed revisions and consult with appropriate regulatory agencies to determine

how the changes will affect the interests ofwomen business owners.
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LOOKING TO THE FUTURE

The Council looks to 1994 as a year of enormous challenge, as it works to implement the ambitious

goals set forth in its strategic plan. The year also presents great opportunities:

Improving Opportunities in Federal and Private Contracting (Procurement)

•k The Council will develop and promote action plans to increase women-owned business

participation in government contracting. Our goal is at least to double federal procurement

to women-owned businesses by FY 1 996.

k The Council will develop model legislation to preserve and increase women-owned

businesses' share of federal procurement and access to procurement opportunities. Using this

model as a guide, we will offer testimony and written comment on proposals for procurement

reform and identify opportunities to incorporate language from the model legislation in these

proposals.

•k The Council will work to encourage increased participation by women-owned businesses in

corporate procurement. By the end of 1994, we will obtain written commitments from at

least 50 Fortune 500 corporations to increase procurement to women-owned businesses.

Removing Barriers to Access to Capital

k The NWBC will complete the series of workshops on Access to Capital that began in

Richmond in September 1993. The Federal Reserve Bank in Chicago already has agreed to

host one of the remaining workshops, concentrating on equity funding.

• We will compile the results and recommendations from these workshops, and, with other

public and private sector data and research, develop a compendium of financing options

available to women business owners. The repwrt also will detail current public and private

initiatives to provide financing for women business owners, showcasing the most effective

ones, identifying gaps and offering recommendations on how to encourage iimovators.

• The Council will make specific recommendations to the Federal Financing Institutions

Examination Council to increase the number of loans provided to small business owners and

to make changes in bank examiner practices regarding loans.
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•k The Council will develop and strengthen relationships with the network of organizations that

provide support to women-owned businesses. One of our first efforts in 1994 will be to

establish an ongoing collaboration with the Capital Circle, non-profit membership network

of investors from across the United States organized to increase dramatically the flow of

capital to women-led businesses.

Through relationships such as these the Council can become a conduit of information between the

public sector, private sector organizations that support women-owned businesses, and the businesses

themselves.

Speaking Out on Public Policy Issues

In addition to its priority focus on procurement and financing issues, the Council actively will seek

opportunities to speak out, testify and file conunents on the range of issues affecting women-owned

businesses. These issues include:

•*• Health Care Reform. The NWBC will work to ensure that those considering health care

reform legislation recognize that small business owners want to provide health benefits for

their employees, and design a system that will be tolerant and sensitive to the concerns of

small business owners.

•k Welfare Reform. As the debate progresses on proposals to reform the nation's welfare

system, the Council will work to open up the system to include training and development for

entrepreneurial activity, so that low-income women are encouraged to consider not only

working for someone else, but also working for themselves.

if Reform of the Conmiunity Reinvestment Act (CRAV The Council will submit comments

on proposed changes in the CRA. Council comments will focus on the importance of

revising lending criteria to encourage greater investment in small, minority- and women-

owned businesses.

As comments on these and other issues are submitted, the Council will work to ensure that they are

distributed to other groups representing women business owners, so that they, too, can consider

offering input.
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APPENDIX

The National Women's Business Council, established by the Women's Business Ownership Act of

1988, reviews the status ofwomen business owners and makes annual policy recommendations to

the President and to Congress.

President Clinton appointed Mary Aim Campbell, CFP, of Little Rock, Arkansas, Chair of the

Council on March 13, 1993. Secretary of Commerce Ronald Brown was appointed Vice-Chair on

April 19, 1993. Of the Council's nine members, six are appointed by Congressional leadership fix)m

the private sector and three are public sector representatives who are designated by statute: the

Secretary ofCommerce, the Administrator of the Small Business Administration and the Chairman

of the Federal Reserve Board.

Council Members

MARY ANN CAMPBELL, CFP, CHAIR
President

Money Magic, Inc.

Little Rock, Arkansas

Mary Ann Campbell is a certified financial planner and president of Money Magic, Inc., in Little

Rock, Arkansas. Her company provides financial education seminars as a corporate employee

benefit. She is a professional speaker who uses magic to deliver her messages. Mary Ann serves

on the Arkansas Business and Education Alliance and was a member of Southwestern Bell's Small

Business Advisory Panel. Listed as one of America's 200 best Certified Financial Planners, she has

won national awards for her Money Magic ETV series. She has been a financial reporter for an NBC
affiliate, has hosted a local Money Talk radio program and wrote a Money Magic column for a local

newspaper. In 1991 Mrs. Campbell was awarded the SBA Women in Business Advocate for

Arkansas. She was Adjunct Assistant Professor in the Economics department of the University of

Arkansas at Little Rock for seven years. Mary Ann holds a master's degree fi'om Texas Woman's

University, and is an honor graduate of Ouachita University.

RONALD H. BROWN, VICE-CHAIR
Secretary

U.S. Department of Commerce
Washington, D.C.

Ronald H. Brown is Secretary ofCommerce. He also serves on the President's National Economic

Council and the Domestic Policy Council. He is chairman of the Trade Promotion Coordinating

Conunittee, the co-chair of the U.S. Russia Business Development Conunittee and the U.S.-Israel
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Science and Technology Commission, and leads President Clinton's initiative on the revitalization

of the California economy. He also serves on the Board of Trustees for Middlebury College and is

chair of the Senior Advisory Committee of the Institute of Politics at the John F. Kennedy School

of Government at Harvard University. He also is an elected member of the Council on Foreign

Relations.

ERSKINE B. BOWLES
Administrator

U.S. Small Business Administration

Washington, D.C.

As chief executive officer of the U.S. Small Business Administration (SBA), Erskine Bowles directs

a comprehensive array ofprograms and services to promote and expand U.S. small businesses. Prior

to his nomination to head the SBA in March 1993 and his confirmation by the U.S. Senate in May

1993, Mr. Bowles served for 18 years as chairman and chief executive officer of Bowles HoUowell

Conner & Company, a Charlotte, N.C., investment banking firm. He also has served as president

of the Juvenile Diabetes Foundation and a member ofthe board of visitors of the University ofNorth

Carolina, Davidson College and Johnson C. Smith University, as well as a number of private

corporations.

DR. SUSAN M. PHILLIPS
Member, Board of Governors

Federal Reserve System

Washington, D.C.

Dr. Susan M. Phillips was sworn in December 2, 1991, as a member of the Board of Governors of

the Federal Reserve System, to fill an unexpired term ending January 31,1 998. Prior to becoming

a member of the Board, Dr. Phillips served as Vice President for Finance and University Services

and Professor of Finance at the College of Business Administration at the University of Iowa.

Previously, she served on the faculty at Louisiana State University. She also has been a Brookings

Economic Policy Fellow and an Economic Fellow with the Securities and Exchange Commission.

In 1981, Dr. Phillips was appointed to the Commodity Futures Trading Commission and became its

Chairman in 1983, serving until her resignation in 1987 to return to the University of Iowa. Her

areas of specialization include options and commodity fiitures, financial management and economic

theory of regulation.
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BARBARA AIELLO
President

Aiello & Company
Kennebunkport, Maine

Barbara Aiello, owner of Aiello & Company Real Estate, is the 1993 President of the Maine

Association of Realtors, chairman of its Executive Committee and a member of its Government and

Political Affairs and Political Action committees. She also serves on the board of directors of Ocean

National Bank and the Kennebunic Rotary Club, and is an advisory board member of the Institute

for Real Estate Research and Education at the University of Southern Maine. She is a member of

the Kennebunk/Kennebunkport Chamber of Commerce, Kennebunk Downtown Revitalization

Committee and Kennebunkport Business Association.

PASTORA SAN JUAN CAFFERTY
Professor

University of Chicago

Chicago, Illinois

Dr. Pastora San Juan Cafferty joined the Council on May 22, 1992. She is a professor at the

University of Chicago in the School of Social Service Administration and the School of Public

Policy Studies. She has extensive background in public policy and has served on a number of public

and private boards, including the Kimberley-Clark Corporation and the Lyric Opera Association in

Chicago.

SAUNDRA R. HERRE
President

Herrewood Associates

Racine, Wisconsin

Saundra Herre is president ofHerrewood Associates in Racine, Wisconsin. Her company provides

management consulting services to small business owners and non-profit organizations in the areas

of advertising, marketing and management practices. Ms. Herre is a board member of Wisconsin

TCP Financial and was appointed by the Governor as a member of the Wisconsin Jobs Council. She

also serves on the board of Big Brothers/Big Sisters and the Center for Community Concerns, and

is an advisor and guest lecturer to the business schools of several universities.
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BARBARA L. LAUGHLIN
Executive Vice President

Manufacturers and Traders Trust Company
Buffalo, New York

Barbara Laughlin was appointed to the Council on May 22, 1992. She is an Executive Vice

President of the Manufacturers and Traders Trust Company in Buffalo, New York. As Director of

Technology and Banking Operations, she is responsible for the provision of data processing,

teleconununications and centralized services to support the $10 million First Empire State

Corporation.

MARILU BARTHOLOMEW MEYER
President and Owner
Castle Construction Company
Chicago, Illinois

Marilu Meyer is the president and owner of Castle Construction Corporation in Chicago, Illinois.

Castle Construction is a generJ contractor that self-performs concrete, masonry, carpentry and

decorating services. MBB Construction Group, a Castle subsidiary, serves the industry in the

construction management field. The company has performed extensive work for the City of

Chicago, O'Hare development projects, Illinois Department of Transportation and Washington

Metropolitan Area Transit Authority.

••••••••••••••••

NWBC Staff:

Amy J. Millman, Executive Director (1993-1994)

Kay McClanahan, Acting Deputy Director (1993)

Juliette Tracey, Deputy Director (1994)

Karen Mahurin, Special Assistant (1993-1994)

Nathaniel Parker, Administrative Officer (1993)
r

Gilda Washington, Administrative Officer (1994)
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NWBC
5 Business Council

WOMEN-OWNED BUSINESSES IN THE U.S.

A STATISTICAL COMPENDIUM

The National Women's Business Council has begun the process of

compiling for the first time in a single document, all of the major statistical

information known to date about women-owned businesses. , Not only will

this compendium put all of the important data concerning women business

owners into one publication, it will analyze and integrate the data to

highlight important trends in women's entrepreneurship, identify the major

gaps that exist in these data, and recommend improvements in data

collection activities that can significantly enhance what we know about this

important sector of the economy.

The information that exists today with respect to women business owners

and their firms forms a framework within which there are important gaps to

fill and further work to be done. Among the basic knowledge of women-
owned businesses that has been uncovered to date:

• Women are starting business at over twice the rate of men. (u s. smaii

Buttncu Adminutmion)

* Women-owned businesses are currently estimated to number 6.5

million. (National Foufuialion of Women Busine&s Owners)

Women-owned firms employ more people in the U.S. than the

Fortune 500 companies employ worldwide. (Nukmi Poondaion of women sgsm

Women-owned businesses increased their economic power nearly

four-fold over the past decade: sales growth of 183% from 1982 to

1 70 / . (Bureau of (he Cemtui

Women are moving into many "non-traditional" industrial sectors.

The largest growth areas for women-owned firms during the 1980's

were in wholesale trade, agriculture, and manufacturing. (Bureau of the

I Rodney Parham - Sur
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We also know that women business owners still face barriers with respect to

access to capital to start and grow their business and access to government
procurement opportunities. Women-owned business:

• Continue to encounter barriers with respect to access to capital: two-

thirds of women business owners report problems in working with

their financial institutions, compared to 55% of all small firms, (nmio™]

Foundalion for Women Business Owners)

• Are relying to a much greater extent on credit cards to fulfill their

short term capital needs: 52% vs. only 18% among all small firms.
(National Foundjuion tor Women Business Owners)

* Still receive less than 1% of all prime federal contract awards (over

$25,000), 1.8% of prime awards under $25,000, 2.4% of subcontract

awards under $25,000 and only 1.1% of all federal contract actions.

lU S Small Business Adminisimionl

There is not only much that we don't know about women-owned businesses,

but much that remains to be done about the increasing the opportunities for

women business owners. Some of the issues that need to be addressed with

respect to data collection and that the NWBC is working hard on to achieve,

include:

A complete accounting of the full number of women-owned

businesses in the country, one that includes C corporations. This is

expected from the Bureau of Census in early 1995. The NWBC was

a part of the design of this newly expanded Census, and will continue

to work to improve it in future years.

More timely information on trends in this fast-growing sector. Census

data are gathered only every five years, and released with a 3 to 4

year lag. A top priority of the NWBC is to explore avenues through

which more timely and more frequently gathered information on

women-owned may be obtained, i.e. an annual business census of

women business ownership.

Timely information that goes beyond the numbers, explores the issues

affecting women business owners, the barriers they face, and the

unique contributions they are making to society. This is an area in

which the NWBC hopes to make a valuable contribution.
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STATEMENT

OF

AMY J. MILLMAN

NATIONAL WOMEN'S BUSINESS COUNCIL

before

Subcommittee on Procurement, Taxation and Tourism

Committee on Small Business
United States House of Representatives

Hearings on Procurement Reform

February 2, 1994

My name is Amy J. Millman. I am the Executive Director of

the National Women's Business Council. The Council is delighted

to be invited to comment on the bills before you, H.R. 2238 and

H.R. 3586, the leading House proposals on comprehensive

procurement reform. We would also like to comment on another

bill, H.R. 2357, the Women's Business Procurement Assistance Act

of 1993, introduced by Chairman LaFalce, along with members of

this committee and other House colleagues. We fully support the

objectives of comprehensive reform of the federal procurement

system and wish to share with you our views on these bills. In

the spirit with which the Chairman's bill, HR 2357, was

introduced last year, we would also like to offer recommendations

regarding certain improvements and clarifications which should be

incorporated into the language of any procurement reform bill.
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In early 1993, Mary Ann Campbell, a certified financial planner

from Little Rock, Arkansas and President Clinton's choice as

Chair of our Council, met with SBA Administrator and NWBC Council

member Erskine Bowles to discuss the Council's agenda for this

Congress. It was recommended that the Council identify

"measurable goals" which could be accomplished within a limited

time frame and with scarce resources - a task entrepreneurs are

faced with every day of their lives. With input from a broad

circle of experts and women entrepreneurs, the Council developed

its strategic action plan. What emerged as a top priority was

increased access to business opportunities both in the public and

private sectors.

Another priority identified in this plan was to get the word out

about the unprecedented growth in the sheer numbers of women-

owned businesses being established in the last decade. Once the

demographics were recognized by policy makers, the Council was

confident that efforts to improve access to business

opportunities would result.

The 1987 Census reported that 4.1 million women-owned businesses

operating as sole proprietorships, partnerships, and Sub S

corporations exist in the economy.' This represented a 57.4

' A December 1990 SBA Report, A Status Report to Congress:
Statistical Information on Women in Business , estimates that
approximately 95 % of the women-owned businesses fall in this
category which excludes C corporations, but account for only
58.3% of sales. This, of course, confirms that government data
which excludes the C corporations greatly understates the
contributions to the economy of the women-owned business sector,
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percent increase in the number of such businesses from 1982 to

1987, a rate of growth more than four times the rate for all

businesses. In that five year period, total receipts for women-

owned businesses nearly tripled -- rising to $278.1 billion by

1987. More recently, a 1992 study conducted by the National

Foundation for Women Business Ownership (NFWBO) estimates that

there are now 6.5 million women-owned businesses , a count

reflecting both the inclusion of women-owned C-corporations (a

group previously not identified in census data) and growth in

this sector since the 1987 census. That same study estimates

that these women-owned businesses employ more workers than the

Fortune 500. We are anxiously awaiting the tabulations of the

1992 census which should be available in early 1995. It is

already clear to us that the data will support the trends

identified by the Foundation.

Congress has directed the National Women's Business Council to

report to Congress and the President with recommendations on what

changes are necessary to assure the success of women's business

enterprise in this country. We have a simple message to deliver

today. As evidenced in the many bills passed by Congress in the

last five or so years, it has been the intent of this body to

direct the government to balance its need for streamlined

procurement with an important socio-economic concern--insuring

that small businesses, minority-owned businesses and women-owned

businesses are not shut out of the market. That balance must not
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be lost in this current rush to reform. Recent studies have

shown that winning federal government contracts greatly increases

the chances for a firm's survival. The stakes for federal small

business contractors, specifically women-owned businesses are

high

.

COUNCIL RECOMMENDATIONS

The Council believes that the current reform proposals should

contain the following:

* the expansion of small business access to federal
procurement contracts and subcontracts, including increases
in the small purchase threshold to $100,000 and linked to
electronic contracting and reserved for small businesses.

* mandatory prime and subcontracting goals for women (which do
not reduce or compete with minority set-asides or goals) for
federal contracting and for all recipients of federal
funding.

* effective measures, built into the system to increase real
access for women business owners to federal contracts and
subcontracts, including a pilot program involving an
aggressive outreach effort to identify women contractors to
bid on contracts in certain targeted agencies.

SMALL BUSINESS INITIATIVES

Many, but not all women-owned businesses, qualify as small

businesses. Efforts to assist small business generally, of

course, assist small women-owned businesses as well. It is for

this reason that we support the provisions in the pending bills

to increase the small purchase threshold, streamline the

procurement process, and institutionalize the use of electronic
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commerce. We are particularly excited about the Electronic Data

Interchange program and believe that it is very important that

this Interchange include both electronic notice and electronic

bidding. It is also very important that the data base be

compatible from agency to agency and from procurement center to

procurement center. The recent pilot program undertaken at

Wright-Patterson Air Force base has shown a dramatic success in

increasing awards to small business and, most notably, a sharp

increase in the contracts awarded to women-owned businesses. The

Wright-Patterson system has enabled that base to exceed the DoD

small business goals and at the same time save the government

money. These results prove to us that an open and streamlined

system of contracting frees up procurement officials to spend

time generating bids and promoting competition.

PRIME AND SUBCONTRACTING GOALS

The Council believes that this round of procurement reform should

include Congressionally-mandated contracting and subcontracting

goals for women-owned businesses. After more than a decade of

voluntary Executive Branch goal-setting, a recent study prepared

for the SBA concludes that only where there have been legislated

preferences have women-owned businesses made substantial gains.

This reality and the knowledge of the growth in the numbers of

women-owned businesses as a percentage of the small business

community, lead one to conclude that the barriers to access for

this sector are structurally ingrained in the current system.
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In May 1979, President Carter signed Executive Order 12138,

mandating affirmative action by federal departments and agencies

"to facilitate, preserve and strengthen women's business

enterprise and to ensure full participation by women in the free

enterprise system." In the years since that original executive

order was signed, the Small Business Administration has worked to

increase the participation of women-owned business in federal

contracting by negotiating contacting and, most recently,

subcontracting goals with government agencies. The efforts to

date, with a few exceptions, have produced some, but not

substantial, change. And today, more than a decade later, the

numbers of contract awards to women are uninspiring. Anecdotal

data collected both by the National Association of Women Business

Owners and the National Women's Business Council still ring with

stories of women-owned businesses having to hire male contracting

officers to negotiate with contracting officials of the federal

government

.

We know that there are sufficient numbers of women business

owners eager to do business with the federal government but are

frustrated at every turn. This system is not accommodating them,

a fact clearly exhibited in the procurement goals and award data

which Congress directed the Executive branch to collect. Women-

owned businesses continue to be under-represented in the federal

market. In fiscal year 1992, only 1.6 percent of all federal
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procurement dollars are awarded to women-owned businesses.

Preliminary data on FY 1993 awards show little improvement.

Any improvement in the women's share of contract dollars has come

as a result of deliberate Congressional intervention. Since

1987, Congress has expressed itself repeatedly on this issue.

The following statutes direct certain agency programs to target

women-owned businesses for contracting opportunities.

* The Surface Transportation and Uniform Relocation Assistance
Act of 1987 and the Airport and Airway Safety and Capacity
Expansion Act of 1987. These acts required that not less
than 10 percent of federal assistance grant dollars provided
to state and local agencies to finance highway, urban mass
transit, and airport projects must be disbursed to
disadvantaged business enterprises. Women are included in
the definition.

* The appropriations for the Department of Energy and the
Agency for International Development for fiscal years 1991
and 1992 contained 10 percent goals contracting with groups,
including socially and economically disadvantaged groups.
Here too, the definitions expressly include women.

* The Environmental Protection Agency has two legislatively
mandated procurement requirements that include women-owned
small businesses among the targeted groups.

The 1990 Amendments to the Clean Air Act require the
EPA to the extent practicable, to see that not less
than 10 percent of total federal funding be made
available to concerns owned by socially and
economically disadvantaged individuals, including
women

.

The EPA's 1991 appropriation act required EPA to ensure
that at least 8 percent of federal funding for prime
contracts and subcontracts awarded in support of
authorized programs go to similar groups, again
including women.

* P. L. 101-144 tasked the National Aeronautics and Space
Agency with a goal of 8 percent of the total value of prime
contracts and subcontracts to be awarded to socially and
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economically disadvantaged firms, which includes women-owned
businesses

.

* P. L. 102-233 obligated the Resolution Trust Corporation
(RTC) to provide additional incentives to minority- or
women-owned firms by awarding any such business an
additional 10 percent of the total technical points and an
additional 5 percent of the total cost preference points
achievable in the rating process.

* In P. L. 100-656, Congress has also mandated that data be
collected on prime contracting and subcontracting to women-
owned businesses. Tables showing that data are attached to
this testimony.

Much of the stimulus for these legislative proposals

occurred because of the efforts of the Small Business Committee

which conducted extensive hearings in the spring of 1988 on

women-owned businesses' contributions to the economy. As a result

of the hearings, the Committee issued a comprehensive report. New

Economic Realities: The Rise of Women Entrepreneurs , and led the

effort to pass H.R. 5050, the Women's Business Ownership Act of

1988, the same act which established this Council. Through the

leadership of the House Small Business Committee, the Congress

has focused attention on the potential of women-owned businesses

to make significant contributions to the economy, as a whole, and

to the efficient workings of the federal government. The recent

legislation actions clearly demonstrate Congress' recognition

that removing barriers to the participation of women-owned

businesses in the procurement arena is an important socio-

economic policy for our country.

One of the catalysts for overall reform of the procurement

system has been the Report of the Acquisition Law Advisory Panel

(the "Section 800" Panel). The Final Report of the Section 800
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Panel contains a clear commitment to maintaining the balance

"between an efficient process and socio-economic policies." The

Panel Report urged that each socio-economic program created by-

Congress should be implemented to the greatest extent consistent

with reasonably efficient procurement procedures.

However, despite this Congressional action to establish

goals for contracting with women-owned business and despite the

Panel report recommending that such socio-economic programs and

policies should continue, the current major proposals on

procurement reform appear to neglect women-owned businesses

almost entirely. We believe that the current legislation fails

to acknowledge adequately Congress' commitment to women-owned

businesses. The bills do not directly refer to women-owned

businesses in their discussion of the socio-economic programs to

be continued and expanded across the government. It is not clear

whether this is deliberate, an oversight or an assumption that

women-owned businesses are included. Whatever, the reason,

before the process goes any further, the Council believes that

the legislation must be clarified to make it crystal clear that

women-owned businesses are included. Specifically, the Council

recommends the following provisions, many of which are drawn from

H. R. 2357:

* Congressional creation of a separate numerical goal for
contracting and subcontracting to women-owned businesses, to
be added (1) to Section 39004 of the November 16, 1993
proposed Amendment to H.R. 3400, (2) Section 15 (g) of the
Small Business Act, and (3) to Section 1207 of P.L. 99-661
which should be expanded to cover civilian as well as
defense agencies.
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* As it does for socially and disadvantaged businesses, the
legislation should clarify that it is not intended to amend,
modify, or supersede the current statutes which do
specifically cover women in the setting of goals.

* The current requirements for prime contractors to have
subcontracting plans, including Section 8(d) of the Small
Business Act, should be retained and expanded to include
women-owned businesses

.

* The RTC requirement which designates that when reviewing and
evaluating proposals for the award of contracts, additional
incentives must be provided for minority- or women-owned
businesses should be extended to all civilian and defense
procurement

.

* Continue strong support for the 8(a) program which is
benefitting minority women-owned businesses.

Increasing the access of women-business owners to federal

procurement is not only good for the women-business owners; it is

good for the economy. In its landmark hearings that led to the

enactment of H.R. 5050, this Committee concluded that it was not

only good socio-economic policy to have the government act in

ways which increase access for women-owned businesses to federal

procurement, but it was good economic policy. Transmitting its

report, this Committee concluded:

It is impossible to overestimate the social and economic
importance of this new economic reality ... .Women -owned
businesses may provide the cutting edge--and the American
advantage--in the worldwide economic competitiveness fast
upon us. The loss to the Nation would be incalculable were
public policy makers not to foster this development to the
fullest extent possible.

The National Women's Business Council is concerned that none of

the proposals before you today -- not H.R. 2238, not H.R. 3586,

not the National Procurement Review paper, --go far enough to

really improve the opportunities for women-owned businesses in

the federal market place. While the future holds great promise
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once the reforms are fully implemented, without changes to the

status quo during the transition period, no federal agency or

prime contractor will have reason to change the way they do

business and seek out women-owned businesses.

ADDITIONAL MEASURES TO CHANGE THE STATUS QUO

Pilot Project: Goals alone are not enough. They are the

beginning of the process. The evidence compiled by the SBA's

Office of Women's Business Ownership suggests that agencies that

have a commitment from the top and a person dedicated to outreach

to women-owned businesses have produced significant increases in

actual contract awards.

For this reason, the Council recommends that a pilot study be

included in any procurement reform legislation. This pilot study

would target three agencies, HHS, EPA, and GSA, for

identification of intensive outreach/contract award initiatives

which really work to reach women-owned businesses. One aspect of

the study would be the affirmative designation of women-in-

business specialists in the targeted agencies to work with the

SBA's Office of Women Business Ownership to develop, administer

and evaluate pilot program initiatives. These agencies were

selected because of their level of contract dollars and the

commitment of senior officials in these agencies to promote

access of women-owned businesses.

Standard Definition: The Council recommends that the government

use a single uniform definition of women-owned business for
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procurement purposes and continue efforts begun in the Department

of Transportation to effect a single definition for use by states

and localities receiving DOT funds. Attached to our testimony is

a definition developed by the Council.

In hearings conducted by the Council in Denver, Colorado and

Arlington, Texas on women-owned businesses' experiences in high

technology, women business owners talked of their frustration in

identifying and qualifying for government set-asides and

incentives to small and disadvantaged businesses. Even federal

agencies are not consistent in their definitions, and each state

develops its own guidelines. We believe that the federal

government must set a standard for procurement purposes. The

standard developed should also apply to federal data collection

efforts. As you are undoubtedly aware, for example. Census

information is collected using one definition and procurement

statutes and procedures use another.

The Council also endorses several proposals which appear in the

procurement bills before you.

* Designate women-in-business specialists in all agencies
(H.R. 2357) to work closely with the SBA Office of Women's
Business Ownership.

* Impose obligation on all procurement officials to engage in
affirmative action to identify and solicit offers from small
businesses owned and controlled by women or by socially and
economically disadvantaged individuals. (H.R. 2357).

* Congressionally mandate establishment of the Office of
Women's Business Ownership in the SBA (H.R. 2357).

* Obligate the Director of Federal Procurement Policy to
develop policies to ensure that small businesses owned and
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controlled by women or by socially and economically
disadvantaged individuals are provided with "Maximum
practicable opportunities" to contract and subcontract.
(Section 503(d) of H.R. 2238 and Section 34001 of the
Amendments to H.R. 3400).

Require a study and report by the Director for Federal
Procurement Policy, the GAO or the Comptroller General on
progress to insure that the number of small businesses owned
and controlled by women or by socially and economically
disadvantaged individuals receiving federal contracts and
subcontracts increases significantly. (H.R. 2357 and Section
34001 and 39003 of the Amendments to H.R. 3400) .

Make effectiveness in outreach to small businesses owned and
controlled by women or by socially and economically
disadvantaged individuals one of the elements of the
performance evaluation of government contracting officers
(Section 39004 of the Amendments to H.R. 3400).

In closing we might note that a review of the current

comprehensive procurement reform bills reveals but a single place

where women-owned businesses are mentioned, in Section 39005 of

the Amendments to H.R. 3400 which establishes education and

training programs to increase the participation of women-owned

businesses, as well as businesses owned by socially and

economically disadvantaged individuals and other minorities.

While we appreciate the gesture, that simple provision does

nothing to bring about the change we seek.

We appreciate the opportunity to appear here today and look

forward to working with you and the members of the other

Committees of the House and Senate as these bills progress

through Congress

.
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RECOMMENDATION 01

A Standard Definition cf
'Woman-Owned' Business

There is currently no standard definition of "woman-owned' business for federal government

usage. The NWBC recommends the following wording for all federal government purposes.

(Please note that the SBA is currently promulgating regulations along these lines.)

DEnhonoN

A woman-owned business is business concern whh at least 51 percent uncondit-

ional ownership and control by a woman or women. Such unconditional ownership

must be reflected In the concern's ownership agreement; and the woman, or women,

must manage and operate the business on a dally basb.

Joint Venture Agreemexts

A woman-owned business must control the performance of the contract awarded to

the Joint venture for the venture to qualify as a woman-owned business.

SUBCONTRACnNG

A business concern shall not be qualified as a woaun-owned business unless it meets

the criteria mentioned above and it controls a signlfkant portion of its contract with

its own facilities and personneL

COKIKOL AND MANAGEMENT

An applicant concern's management and dally business operations must be

controlled by a woman or women. An applicant concern must be managed oo a fuD-

time basis by one or more women. The U.S. Small Business Admloistratloo will

consider, on a case-by-case basis, the actual management Involvement of women in

the applicant concern. A woman must hold the highest ranking In the organization.

The woman or women shall control the Board of Directors of the applicant conccra*

cither In actual numbers of voting directors or through weighted voting. Men may

be bvolved in the management of an applicant concern, and may be itockholden,

partners, officers, and/or directors of such concern. However, these men may not

cxcrebe actual control or have the power to control the applicant coooen.
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ntANCBISK AND LiCXNSB AGREEMETOS

In detennlnlng whether the fnuKhbor controb, or has the power to control, the

restraints relatinf to standardized quality, advertlstnc, accountlnf format and other

provisions, Imposed on a franchisee by Its franchise agreement shall generally not

be considered, provided that the franchisee has the right to profit from Hs efforts

and bears the risk of loss cominensurate with ownership. Even though a franchisee

may not be controlled by the franchisor by virtue of such provisions In the franchise

agreement, control could arise through other means, such as common ownership,

common management or excessive restrictions upon the sale of the franchise Interest.

RATIONALE

The late Gillian Rudd, in introducing the National Foundation for Women Business

Owners/Cognetics study of women owned businesses, stated

'The 1992 Presidential initiative to improve this country's economic statistics omits any
mention of one of the fastest growing segments of the economy, women business ownera.

Federal economic statistics are numben that move the economy nationally and internation-

ally. It is vital to policy maken, the business community and researchen that these

statistics be of the highest quality and provide a true reflection of today's economy. To
ignore women-owned businesses is to neglect one of the decade's major social and economic
changes.'

Current data from a variety of sources indicates that an astounding growth is taking place in

women-owned businesses—that they are a far larger factor in our economy than is generally

realized, anywhere from thirty to forty per cent of all businesses in this country. Yet there

cannot be an accurate count without a generally accepted definition of what constitutes a
woman-owned business.

At both the Denver hearing on telecommunications and the Arlington, Texas hearing on high

technology, women business owners talked of their frustration in identifying and qualifying for

govemntent set-asides and incentives to small and disadvantaged businesses. Even fedend

agencies are not consistent in their definitions, and each state developi its own guidelines. The
federal government can and must set a standard for both data collection and procurement

purposes.

The Missouri Pilot Study which the Council commissioned was designed to assess the possibility

of complete and accurate data collection regarding women-owned businesses. This study did

indeed provide a useful model for such studies which can produce accurate data on a national

level, data eagerly sought by both government and private entides. In order to complete this

study, a ^>ecific definidon of 'woman-owned* had to be devised. Thai definidon is reflected

in this recommendation, and in the regulations cunendy being promulgated by die U.S. Small

Business Administiation.



369

COMMENTS ON THE PROPOSED REGULATIONS ON THE
COMMUNITY REINVESTMENT ACT

PREPARED BY THE NATIONAL WOMEN'S BUSINESS COUNCIL

The National Women's Business Council has noted the proposed new regulations for the

Community Reinvestment Act (CRA) as published in the Fe'^-'ral Register on December 21,

1993. We are pleased to submit our comments on them.

The Council, created by Congress in the Women's Business Ownership Act of 1988 (P.L.

100-533), is charged with reviewing the status of women business owners nationwide,

including progress made and barriers that remain in order to assist such businesses to enter

the mainstream of the American economy. Included in our mandate is review of "ways to

promote greater access to public and private sector financing..." for women business owners.

On this and other women's enterprise issues, the Council makes annual policy

recommendations to the President and Congress.

The Council has six bipartisan private sector members appointed by Congress and tliree

public sector members: the Secretary of Commerce, the Administrator of the Small Business

Administration, and the Chairman of the Federal Reserve or his designee. Our comments are

the consensus view of the members of the Council, except for the member representing the

Federal Reserve, who has recused herself.

Our comments are primarily concerned with how the regulations affect the interests of women
business owners, including minority women business owners. They reflect what we have

learned since 1988 in our review of access to credit issues in hearings and meetings around

the country and in discussions with women business owners and representatives of community

groups that provide technical assistance, training, or financing to women's businesses. We
have had discussions with bankers and banking regulators and have reviewed studies on

women's access to credit, several analyses of the proposed regulations, and the records of past

Congressional hearings on the CRA as administered under the existing regulations and on

issues raised by other fair lending legislation. Our review has been conscientious but not

exhaustive, and we do not claim that our comments address all the technical issues or speak

for all women business owners.

To help insure that you hear from others who are immediately concerned with the proposed

regulations as they affect women, we have sent a summary of our comments to a substantial

sample of organizations across the nation that serve or represent women business owners. We
hope they will express their views, differing or agreeing, to you.

The Council applauds, overall, the new emphasis on actual bank performance over the old

process tests, the attempt to bring greater clarity into what is required, the new enforcement

provisions to put teeth into those requirements, and the effort to reduce the administrative

burden of compliance on the banks. Our comments and suggestions are intended to promote
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those objectives while at the same time making the regulations help bankers be more

responsive to the needs of women entrepreneurs.

We support the threefold rating of banks on their lending, service, and investment

performance. On the other hand, we feel that the rating system and the data collection

requirements that underpin it need both fine-tuning and some larger changes. In our

comments, we have flagged issues and, in some cases, proposed ways of dealing with them.

In doing so, we have tried to work within the proposed framework. We do have some doubt,

however, about the general soundness of the market share approach to evaluating lending

perfonnance. A different approach may be needed, and we comment briefly on one

alternative possibility below.

The market share approach to rating lending performance

We have two major concerns about the market share approach to rating lending performance.

The first is that we doubt it can promote more direct lending by banks to the largest group of

women entrepreneurs, those who have small scale, start-up or new businesses, with early

credit needs under $50,000. The second is that we think the market share approach will be

difficult to apply predictably, fairly, and objectively to bank lending performance in general.

Serving Small, Early Stage Women's Businesses

Banks, by and large, consider this market to be too risky and unprofitable and do not do such

lending. The gender of the owners may or may not be a factor in this judgment. The issues,

in any case, go beyond that. Banks could make more loans to this market without

jeopardizing bank soundness or profitability, especially long-term profitability, and the CRA
should help promote this. The market share test, unfortunately, fails to do that.

Instead, the proposed regulations offer the banks a chance to help alternative lenders serve

this market. By offering banks credit for investments in the activities of community business

development organizations or their loan funds, or for indirect bank lending made through

suchlenders, the regulations implicitly recognize that banks will mostly not serve this market

directly.

Encouragement of this kind of bank investment is valuable, and we support it. We have

some reservations about overbroad upgrading of lending ratings because of high investment

ratings, and we discuss them below. In general, however, we favor investment incentives and

some degree of such upgrading. In fact, we think the regulations should specify more than

they do that investments in organizations which serve women entrepreneurs are looked on

with favor. Women business owners and others need alternative business development and

lending organizations, and the organizations themselves need more resources. However,

community development lenders are not substitutes for banks.
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Banks continue to be the major source of small business lending in the economy. Bank credit

and other banking relationships are important to any business attempting to succeed in the

mainstream. There needs to be great care about taking steps that might lead to segregating

credit availability for the majority of the nation's small businesses in non-bank, non-regulated,

thinly capitalized, less widely available and generally less stable, alternative credit channels.

Strengthening community development lending to small businesses should be done, but in

conjunction with strengthening bank lending to small businesses and building bridges between

community lending and bank lending.

There is now a considerable gap between them. Loan funds typically report that several years

of good business and credit repayment performance by their small business clients does not

lead to bank credit. Banks continue to set traditional high minimum dollar levels for

commercial lending, demand large amounts of collateral, and require substantial owner equity

in the business. In general, these requirements are fairly rigid, and loan officers have no

incentive, and, often, insufficient expertise or training, to structure loans in ways that help

businesses with non-traditional borrower profiles, even those with excellent records as

alternative borrowers. This institutionalized aversion to more flexible small business lending

is reinforced by the way safety and soundness is judged by bank examiners.

We do not see how the market share test addresses or provides a counterincentive to the bank

and regulatory policies which support current practices. These policies and practices amount

to systemic disincentives to the kind of lending most needed by the majority of women

entrepreneurs. Since this kind of lending is usually considered to be unsound and is not

generally done by banks, either in high income or low and moderate income areas, the

proposed market share test, based on area comparisons of loans considered to be sound, will

have nothing to compare. The small business loans that the banks make will be those that

meet traditional credit standards, and neither the requirement for a good mix of mortgage,

consumer and small business loans nor comparisons among census tracts or bank competitors'

lending patterns can realistically be expected to change this.

This is economically counterproductive. Small scale women's businesses are the most

dramatically expanding share of the small business renaissance the country has been

experiencing since the early 1970's. Women are entering business at much higher rates than

men. From 1979 to 1989, women-owned sole proprietorships increased at an annual rate of

12.6 percent, more than twice the rate of increase for men-owned sole proprietorships.

Between 1982 and 1987, the number of women owned businesses increased by 57.4 percent,

more than four times the rate of entry of all businesses. In 1989, women owned 31.3 percent

of all non-farm sole proprietorships - nearly five million businesses. This does not include

well over a million women-owned corporations and partnerships which have also expanded

greatly in number and size.

Avenijie receipts for non-farm sole proprietorships owned by women in 1987, however, were

$17,889 as compared with $54,594 for those owned by men. The great majority begin and

remain very small. They are predominantly retail and service businesses with low costs of
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entry but with much need for working capital. By their very numbers, they are important

sources of employment and job creation. Their stabilization and expansion could provide

many benefits to the economy and the communities they serve. A shortage of credit for

working capital is a major cause of their persistent economic marginalization. The CRA
should be promoting more direct lending by banks to the many among these women-owned
businesses which have growth potential and good management but do not meet conventional

credit tests. The market share approach to rating lending performance, as proposed, does not

do this.

This problem might be alleviated, and the market share approach to most lending left in

place, by adding a new requirement. This would call for both large and small banks to

establish a "CRA loan zone" for small business loans below $50,000 to non-traditional

borrowers. The credit standards used would be less narrowly defined than for the banks

standard porfolio, but banks would still look for businesses likely to be able to repay their

loans. The zone could be a designated percentage of a bank's risk capital, not so small as to

be insignificant and not so large as to materially affect a bank's soundness even if every zone

loan were to default or prove unprofitable.

Examiners could judge the safety and soundness of the zone loans not on the risk profile and

performance of each loan, but on the performance of the entire zone portfolio of loans. This

could allow banks to balance risks and returns more creatively without materially threatening

the depositors* (or examiners') concern for safety and soundness.

No loans that would be made under the banks' standard credit rules and ordinary business

strategy would be counted within this zone. Loans to women or minorities would not

automatically be put in the zone. Only loans to women or minorities that did not meet the

usual, more narrowly defined standards would be zoned, and examiners would penalize bank

attempts to get a high zone rating by putting loans in the zone that should have been made in

the regular course of business. Examiners would also look for evidence that start-up and

expanding businesses owned by women and minorities were getting loans outside the zone.

Every business loan officer would be encouraged to make some zone loans and given a boost

in his or her performance rating for making good loans in the zone. Without such a

requirement, or something like it, we see little hope that banks will tend to this market

directly in their mainstream of lending, and their capacity to serve it will continue to dwindle.

In judging small business lending performance, we suggest that business loans be considered

to be located either in the census tract within a bank's service area where the business's

principal activities occur, or in the census tract within the service area where the owner lives.

We believe there are potential local economic and social multiplier effects both from a

business' presence in the community and from the local economic transactions and role

modelling presence of a business owner. Business opportunities for low and moderate income

people living in low and moderate income areas should be encouraged outside their area of

residence as well as within them. Where a bank chooses to credit the business loan to where

the owner resides, the principal place of the owner's business could be outside the bank's
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service area. If so, it would have to be near enough to the bank's service area to be

reasonably convenient to bank oversight

The Workability of the Market Share Approach

We think the market share approach to measuring bank lending performance will be difficult

to apply fairly and will be subject to much argument This may prove to be a substantial

burden on both banks and the regulatory system.

Problems are likely to arise in applying market share comparisons where there is only one

bank in a service area, where service areas of competing banks only partially overlap, or

where differing branch locations and other factors like a bank's past history and image make

the playing field decidedly not level. Since the lending ratings call for such examiner

judgments as whether or not a bank's market share in one area "significantly exceeds" its

share in another, or is only "roughly comparable" or comprises a "substantial" percentage of a

certain type of lending and then further complicates such judgnKnt calls by asking examiners

to weigh each type of lending as it relates to the other types in terms of several factors each

of which is subject to different interpretations, the ratings are likely to be occasions for much

dispute. They are rebuttable, in any case, and only time and the development of regulatory

precedents ceiUld bring clarity to such a system. These ambiguities in the rating system may

be necessary^o allow room for flexibility and fairness, but they also invite community and

bank protest.

Perhaps a more fundamental objection is that a bank cannot know how well it is doing on

lending as it proceeds with its strategy. Ratings will depend on an "after the fact" assessment

of the performance of competitors when it is too late to adjust strategy. It seems possible that

a bank with the best intentions and an active pursuit of lending opportunities in all paru of its

service area might still fail to gain market share in low and moderate income areas or

compare well to competitors in those areas. This could be due to a short supply of sound

lending oppportunities or because of hard to detect competitive advanuges possessed by other

banks. To protect their lending rating, banks, paradoxically, could very well deemphasize

lending and concentrate on getting a high investment rating which they can control. Under

the proposed rules, an outstanding investment rating can upgrade a lending rating by two

levels, and a high satisfactory investment rating can upgrade a lending rating by one level.

While this upgrading possibility could have positive effects on investment, its effects on

lending could be negative.

If the market share test cannot provide clearer rating guidelines for performance in the

varying competitive and community conditions which can reasonably be anticipated, another

type of performance rating system ought to be considered. New York State has recently

proposed a different approach to performance ratings under its state CRA. The Sute's

approach is also untested, but it suggests how a system could have clear objectives and be

simple to administer once a broad consensus existed on which aspects of performance should

be measured.

I
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The New York approach gives banks weighted dollar credit for each dollar loaned or invested

in the community in specified types of loans and investments. For example, each dollar in

loans to small businesses is counted as $1.50 and each dollar in loans to low and moderate

income consumers is counted as $2.00 while a dollar lent to other types of consumers gets

no premium. The dollar credits for each specified type of loan or investment are added

together to provide a weighted total of "community investments." A bank gets a preliminary

rating based on the ratio of its total community deposits to its weighted total of community

investments. This would be calculated as a percentage. The preliminary rating is subject to

adjustment for other factors such as branch openings and closings and special efforts by a

bank to comply with the law. The New York scheme sets four rating levels, with the lowest

"substantial non-compliance" rating set at a ratio of less than 15 percent of community

deposits used for community investment and the highest "outstanding" rating set at a ratio of

more than 30 percent

Such a system appears to set more clearly targeted reinvestment incentives, provide enough

flexibility among target lending and investment categories to avoid credit allocation, and

create much less occasion for subjective judgments, time consuming and costly rebuttals, or

negotiation over adverse ratings than the proposed market share approach. We point to this

not necessarily to recommend this particular approach, but to indicate that other clearer

performance tests may exist that could be adapted and used for the Federal CRA. It seems

important to get the revamping of CRA regulation right the first time and not to rush ahead

with the presently proposed scheme if it does not clearly meet the President's objectives. We
do not want to see the momentum of change stopped. Hopefully, momentum can be

maintained while adjustments are made. The emphasis on performance in lending, service,

and investment ought to be kept, but there may be better, simpler ways of rating performance

in these areas.

The investment upgrade for lending ratings

The proposal to allow an upgrade of a bank's lending rating by two levels if it earns an

outstanding investment rating or by one level if it earns a high satisfactory investment rating

has a good and a bad side. The bad side is that it could easily undercut direct lending of all

types by banks. They could well be tempted to buy their way out of any market with which

they were mostly unfamiliar and uncomfortable by giving money away. The good side from

a women's enterprise point of view is that investments by banks in alternative small business

lending organizations or small business development groups serving women could bring these

valuable efforts much needed resources. This could increase credit availability to the start-up

and emerging small scale woman entrepreneurs who are currently underserved.

We suggest that this upgrading device be more sharply defined to minimize bad possibilities

and strengthen good ones. One possible approach would require some changes in the

proposed investment rating to distinguish investments that relate directly to lending from

those that are more general community investments. Only investments that directly promote

expanded access to credit might count toward a lending upgrade, and a two step upgrade

might only be allowed where a bank's investments directly promoted access to the types of
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lending in which it is deficient Finding or designing such investments might usefully focus a

bank's attention on the credit needs it does not meet. A ranking in the general investment

category should be a factor only in the overall investment rating and should not affect lending

upgrades. An outstanding overall investment performance rating ideally should require an

outstanding rating in both the lending investment and general investment categories.

Where programs to promote non-bank lending to markets not served by a bank do not operate

in a bank's service area, banks should be offered regulatory incentives to creaie and support

them, either alone or with ethers. The existing or start-up programs in which banks invest

should not focus narrowly on providing loans. Experience shows that access to credit for

non-traditional entrepreneurs requires programs that help create well planned businesses and

confident, qualified borrowers as well as making loans available. A proliferation of such

programs will eventually bring new customers to bank doors.

It will take time and patient investment to cultivate this new market for banks. It took years

of investment in community

development organizations to develop their capacity to build and rehabilitate low income

housing on anything like a major scale. It will undoubtedly take years to develop the

capacity of community based organizations to help early stage, small scale enterprises survive

and grow in rapidly changing market conditions. It is not easy work, and the field is in the

eariy part of the learning curve. Still, a sense of "best practice" is rapidly developing and

spreading in response to pilot programs funded mainly by government and foundations. One

lesson already is that women-mn programs specifically targeted to low and moderate income

women entrepreneurs are particularly effective with this population. The proposed CRA
regulations on investment should steer banks into investing in such women-serving programs

with greater emphasis than they do now.

The investment rating for retail banks

Though we support an investment rating as part of a retail bank's overall performance rating,

we find the standards for total investment performance unclear. We urge that the regulations

provide better guidelines to banks and examiners for determining what ratio of total

investment dollars to a bank's risk-ba.sed capital will be considered outstanding, high

satisfactory, low satisfactory, in need of improvement, and in substantial non-compliance.

The use of words like "substantial" or "very significant" as applied to such ratios to detennine

performance ratings is too vague.

Qualified investments as defined in the regulations should include mention of benefit to

women and minorities. In addition, examples should include women's business development

organizations and organizations that provide child and dependent care.

k
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The strategic plan option

We support giving banks the option of operating under an approved two year CRA strategic

plan instead of having to submit to the lending, service, and investment tests. We support it,

however, only for certain banks. A strategic plan conceived by a bank without early and

continuing consultation on its design and implementation with community groups could all

too easily fail to serve the real needs of the community. No bank should be given the

strategic plan option if it cannot provide satisfactory evidence of initial and on-going

collaboration with credible, local, independent, community based organizations with

development experience and a record of serving the economic development interests of

women and minorities in the community.

This requirement probably will severely limit the reach of the option, since in many bank

service areas no such organizations operate. Hopefully, it will act as an incentive to banks to

help others in the community create such groups. In rural areas where there may be only one

bank and only one development organization operating in a bank's service area, it is probably

better to hold the bank to the objective lending, service, and investment tests. Rural banks

have much local power, and pressure on them is probably best applied impersonally from the

outside. Collaboration with local development activists may then be productive and not

contentious.

The regulations also need to include published guidelines on how such plans will be initially

assessed and approved. While the requirement of measurable performance goals and having

to meet a preponderance of these goals to avoid submission to the three performance tests

seems to guarantee that the plans will lead to action, guidelines on plan elements are needed.

One such guideline is a requirement that the plan have adequate performance goals for

addressing the credit needs of the full spectrum of existing and potential women and minority

business owners either directly or indirectly.

Loan data: collection, reporting, and disclosure

The Council urges strongly that the data collection requirements on loans made by both large

and small retail banks as defined in the regulations be expanded. We are aware of past bank

protests that data collection is burdensome and costly and takes away from resources which

could be used directly for community reinvestment We are not persuaded by these protests.

Studies have shown that both time and cost burdens are modest and with advancing computer

techniques growing ever more manageable. The data collection we propose is consistent with

and appropriate to bank responsibilities.

Borrower and loan denial data are needed to determine lending patterns, identify any

disparities in service to groups such as minorities and women which have alleged

discriminatory practices in the past, evaluate why any persistent disparities occur, and design

better products or special programs to eliminate unjustified disparities. While the CRA is
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addressed to communities as geographically defined, it is also addressed to groups of people

living in them, a focus evident from the proposed regulations themselves. The regulations

currently rely on undifferentiated census tract population and income data as indicators of

who banks are serving. This is simply too crude for adequate accountability.

We are convinced that data collection under CRA should include the race, gender, and

income levels of the borrrowers, as is currently required of more than 9,000 banks and

mortgage lenders under the Home Mortgage Disclosure Act (HMDA). In addition, a common

checklist of reasons for the denial of business loans should be developed by the four bank

regulatory agencies, possibly in consultation with representative community groups and

bankers. This checklist should address the key factors entering into such denials. Bankers

making loan decisions should be required to check off the relevant factors and to indicate the

relative importance of these factors in the denial decision. A simple circling of numbers on a

scale of one to five next to the check-off space, or something similar, could accomplish this.

Scoring sheets could be coded and computerized and should be able to be transmitted

electronically to Federal regulators for automatic data processing. We feel this level of detail

is necessary to minimize the need for extensive follow-up studies.

Further, the four tier levels of small business juinual gross sales proposed for demarcating

groups of small businesses which apply for or receive loans should be adjusted. As currently

constructed, the lowest size tier is too high to provide information about the loan response to

the smaller small businesses which low and moderate income people, including women,

typically start or own. It should be reduced from $250,000 to no higher than $100,000 in

annual gross sales, and preferably no higher than $50,000. The need for this is evident given

the average receipt figures cited previously for sole proprietorships owned by women and

men.

Small bank assessment standards

The Council notes studies showing that most small business lending is done by small banks

and that more than half of the "Needs Improvement" and "Substantial Noncompliance" ratings

given out between July 1, 1990 and December 31, 1991 went to banks with assets under $250

million. Of those low ratings, 83 percent went to banks with under $100 million in assets.

This does not make a good case for allowing banks with under $250 million in assets ("small

banks" as defined in the proposed regulations) to have the privilege of less stringent,

performance assessment standards as proposed.

We believe small banks should be subject to the same performance standards as the large

banks and that the expanded data collection requirements we advocate should extend to them

as well. To avoid a disproportionate regulatory burden on small banks, special care may need

to be taken in other areas, such as reducing the duplication of bank examinations or

streamlining the examination process. The different performance assessment methods

proposed for the very section of banking that dominates small business lending would, in our

opinion, undercut the implementation of the CRA in the small business lending area and make
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useful performance comparisons between large and small banks more difficult. As banking

continues to become a more consolidated and centralized industry, such performance

comparisons become ever more critical to informed legislative and regulatory banking policy.

General concerns

We believe it is unfair to require banks to be solely responsible for community reinvestment

when other financial institutions which compete with them for business and have taken

substantial market share from them are not subject to the CRA. We suggest that the bank

regulatory agencies consider recommending to Congress and the President an extension of at

least some reinvestment obligation to financial institutions that compete with banks. While

non-banks do not have direct access to the Federal Reserve's discount window and do not

have Federal deposit insurance, they depend to a significant extent, directly or indirectly, on

the existence of a healthy and stable banking system. Such an extension of community

reinvestment responsibility would not only be fairer, it would also greatiy expand the

resources available for such reinvestment. This is an outcome we strongly support.

Finally, we want to register our concern about the uneven quality, consistency, and

independence of bank examiner judgments, and the burdensome practice of holding

examinations of banks at different times by more than one regulatory agency. Bank

examiners need much better training in what community development lending and investing is

about and clearer guidelines for judging bank performance. Perhaps a special cadre of CRA
examiners needs to be developed to work alongside safety and soundness examiners.

Examiners need to know that women business owners in general have excellent loan

repayment records and are an important and growing segment of the small business credit

market. They should be familiar with Congressional testimony about sex discrimination in

lending and related studies. They should be on the lookout for low rates of lending to

women, for collateral requirements that are higher for women-owned businesses than for

comparable businesses owned by men, for unwarranted bank resistance to making loans to

women-owned service businesses, for failures to market to women and for discriminatory

attitudes and practices that discourage women from applying for loans.
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Opening Statement
OF

THE Honorable Jay Dickey
Fourth District - Arkansas

Before the Small business Committee

Regarding a Hearing on
Small Business administration reauthorization Legislation

May 11, 1994

Mr. Chairman, thank you for holding this, third in a series of hearings,

regarding the reauthorization of the Small Business Administration (SBA), and

implementing a number of changes as proposed by this committee and the SBA

itself.

As the committee continues to hear testimony regarding the refoim efforts

of the SBA and its Administrator, Erskine Bowles, I wanted to reiterate my

general support for the proposals to leverage a greater number of funds by

reducing the subsidy rate, and by shifting all programs from direct to guarantee

programs. Additionally, 503 pre-payment penalty reforms, SBIC streamlining,

and other issues assure me that SBA is genuine in its efforts to reevaluate the

needs of its customers - Small Businesses.

I look forward to the testimony provided by the panel of witnesses before

us today. Thank you.
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COMMITTEE ON SMALL BUSINESS

JOHN J. LaFALCE, CHAIRMAN

HEARING ON SBA AUTHORIZATIONS

MAY 11, 1994

The Committee will come to order.

Today's hearing is the third in the current series on re-
authorization of programs administered by the Small Business
Administration, and related independent bodies.

The administration has proposed two bills which I have
introduced by request. The first, H.R. 4297 would authorize
specific program levels at which the major financial programs
would be permitted to operate over the next three years, and make
improvements in the terms and conditions of the assistance they
provide; and the second, H.R. 4298, would reduce the onerous pre-
payment penalty inflicted on small businesses which received
financing under the old section 503 program which was funded by
the Treasury Department

.

In addition, last week Mrs. Meyers joined me in introducing
legislation to fine-tune the authorization for the development
company guarantee program. This program, which creates jobs by
providing long term capital for plant and equipment, is expected
to exhaust its available resources this summer unless it is
increased. H.R. 4322 would provide another $300 million in
guarantee authority at a cost of approximately $1.5 million,
money which would be shifted from other SBA programs.

This morning we are pleased to have a panel of witnesses
representing the financial institutions which participate in
programs administered by the SBA. I look forward to receiving
their input, particularly since this is the first time these
associations have appeared before us to testify on an
administration budget request to more than double the amount of
guarantees. In the past, other administrations have sought
freezes or cuts, rather than increases. This should dramatically
improve the tenor of the testimony.

Do other Members have remarks?
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STATEMENT OF REPRESENTATIVE JAN MEYERS
"SBA REAUTHORIZATION PROPOSAL"
COMMITTEE ON SMALL BUSINESS
U.S. HOUSE OF REPRESENTATIVES

MAY 11, 1994

Mr. Chairman, thank you for convening our third hearing to

date on the SBA's reauthorization proposal. Obviously, from the

composition of our panel of witnesses, we are focusing on SBA
loan programs, most notably 7(a) and 504 development company

loans, and some new lending initiatives put forward by the SBA.

In addition, I believe we will also receive testimony on H.R. 4298,

the SBA's prepayment debenture proposal for 503 loans.

The SBA has proposed substantial increases for the 7(a)

guaranteed loan program, and for 504 development company

loans, for fiscal years 1995 through 1997. Not surprisingly, the

groups represented today strongly favor these increases. While I

have supported these SBA lending programs, which have provided

many small businesses much-needed access to capital, I must raise

my long-standing concerns about the reliance many banks have

developed on SBA lending programs.

Unfortunately, some banks have all but stopped lending to

small business unless a large government guarantee is attached to

the loan. SBA lending programs should, and do, play a critical

role in increasing credit availability to small business. However,

these programs do have funding limitations. Therefore, I would

ask our witnesses to comment on why lending institutions are

continuing their reluctance to lend to small business and what,

short of guaranteeing every loan made to a small business, needs

to be done to improve that lending climate for this important

segment of our economy.

Mr. Chairman, thank you for calling these important

witnesses before the Committee. I look forward to their testimony.
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STATEMENT BY CONGRESSMAN JIM RAMSTAD
BEFORE THE HOUSE SMALL BUSINESS COMMITTEE

May 11, 1994

REAUTHORIZING THE SBA

Mr. Chairman, thank you for holding yet another hearing on the reauthorization bill for the

Small Business Administration (SBA).

I certainly hope that as we continue to examine the SBA's legislative proposal this year, the

recurring problems we've seen can be avoided and the SBA can do what it was designed to

do.

Mr. Chairman, I look forward to reviewing the reauthorization proposal with today's

witness.
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Statement

by

The Honorable Lucille Roybal-AUard

Committee on Small Business

Hearing on the Small Business Administration Reauthorization

May 11, 1994

Thank you, Mr. Chairman.

It is, as always, a pleasure to be here and a pleasure to welcome our

distinguished guests. I look forward to your testimony.

As the President has said and as Chairman LaFalce has said, small business

is and must be a top priority in this Congress and in the country.

Administrator Bowles has brought a new emphasis on efficient and effective

customer service to the Small Business Administration. I applaud his efforts

and the new spirit at the SBA.

In the SBA budget request, I support the almost $9 biUion dollars in 7(a)

loan guarantees, the empowerment zone funding, and the prepayment

penalty relief, although limited, for the old 503 loan program.

I am concerned, however, about the elimination of funding for the National

Women's Business Council and cuts in the Women's Demonstration

Program.

I know that we will have the opportunity to discuss those cuts and to

analyze SBA priorities as the legislative process goes forward.

I look forward to working with Administrator Bowles, with Chairman

LaFalce and with members of this committee to make sure that small

businesses and the jobs they create remain our top priority.

Thank you.
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OPENING STATEMENT OF CONGRESSMAN BILL ZELIFF (R-NH)

Small Business Committee

May 10, 1994

Mr. Chairman, thank you for convening this hearing to
continue our study of the Small Business Administration
(SBA) reauthorization. I am sure the witnesses today will
provide valuable insight into the strengths and weaknesses
of this package.

These hearings have demonstrated that SBA programs are
very effective in helping small businesses survive the many
challenges they encounter while allowing them to grow and
create jobs for Americans.

However, these hearings also have demonstrated the
potential pitfalls of not using proper constraints and
oversight

.

One of the key players in these programs is the
lending associations, and I am very interested to hear their
perspective on how well the federal government is doing
monitoring these programs. I am concerned about whether
unfunded mandates and paperwork requirements have imposed an
unnecessary hardship on these lenders. I am concerned about
whether they see mismanagement and waste— lost taxpayer
dollars--as a problem in the industry and the bureaucracy
which is not being addressed.

I am concerned we are asking the programs to
accomplish too much in the way of social reform, instead of
concentrating on making good loans to quality businesses
which will create jobs.

Again, thank you, Mr. Chairman. I look forward to
finding the answers to some of these questions.



385

STATEMENT OF

DENNIS J. JONES

PRESIDENT

HINSDALE BANK AND TRUST

HINSDALE, ILLINOIS

FOR

THE AMERICAN BANKERS ASSOCIATION

ON

THE SMALL BUSINESS ADMINISTRATION'S

REAUTHORIZATION

BEFORE THE

COMMITTEE ON SMALL BUSINESS

U.S. HOUSE OF REPRESENTATIVES

MAY 11, 1994
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Mr Chairman and members of the Committee, I am Dennis Jones, President of

Hinsdale Bank and Trust, in Hinsdale, Illinois. I have been directly involved with the

Small Business Administration (SBA) guaranteed lending programs for 15 years and I am

presently a member of the American Bankers Association's (ABA) Small Business

Executive Committee. I am here to testify on behalf of the ABA and to voice strong

banking industry support for the Small Business Administration's guaranteed lending

programs.

The ABA is the national trade and professional association for America's

commercial banks, from the smallest to the largest. ABA members represent 90 percent

of the industry's total assets. Approximately 94 percent of our members are community

banks with assets of less than $500 million. I welcome the opportunity to present ABA's

views on H.R. 4297, the Small Business Administration Amendments of 1994, and H.R.

4298, which allows for the prepayment of debentures issued by state and local

development companies. Specifically, I will be focusing my remarks on the SBA's

guaranteed lending programs, including those programs designed to complement the

successful SBA section 7(a) program in an effort to increase lending to a more diverse

group of potential small business borrowers.

Mr. Chairman, let mc begin by thanking you for your sustained support for the

SBA, and its vital guaranteed lending programs. You are to be commended for your
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continued efforts in ensuring that adequate funding for the 7(a) guaranteed lending

program is maintained - particularly in recent years when funding has been scarce, and

supplemental appropriations became necessary to meet the program's increasing demand.

As I understand it, there are adequate funds under the 7(a) program to meet the current

fiscal year demand, as well as SBA authorization language to ensure that the program is

fully funded for fiscal year 1995 and beyond. It is our hope that this authorization, as

well as its necessary appropriations, will move through the Congress in a timely fashion.

The ABA not only supports fully funded SBA programs, we also support the

lending initiatives outlined in H.R. 4297 which seek to provide both the small business

borrowers and the lenders, alike, with additional flexible lending tools designed to assist a

variety of small businesses not financially situated in a manner which would allow them to

obtain either traditional bank credit or the current 7(a) guarantee. These new SBA

initiatives which merit banker support include a low document loan program for loans up

to $100,000, a small loan express program enabling lenders to use their own forms, a

new "Greenline" program providing borrowers with a modified line of credit financing,

and a number of pilot projects designed to target specialized sectors of the small business

market.

Mr. Chairman, the banking industry has been a major participant in various SBA

programs for years. Approximately 10,000 banks have been involved in the SBA loan

programs over the past 10 years. A primary reason for widespread bank participation has
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been the workable nature of the public/private partnership provide by SBA guaranteed

lending program, which was authorized under Section 7(a) of the Small Business Act of

1953. This program benefits the national economy and individual communities through

the jobs created and revenues produced by small businesses involved in the program.

As you are well aware, small businesses employ approximately 60 percent of the

private work force in this country and, in recent years, have accounted for nearly all of the

economy's net job growth -- with most of the new jobs being created by firms with fewer

then twenty employees. Because small businesses in general have limited access to capital

markets and other alternative sources of credit, they are likely to be more dependent on

banks to ftind their operations. The SBA loan guarantee program is an extremely

important tool which enables banks to assist many eligible start-up companies and

expanding companies that desperately need financing but are unable to qualify for

traditional bank credit.

It is important to understand why the SBA guaranteed loan programs are so

important to the commercial banking industry. Like other businesses, banks must be able

to meet their customers' needs if they are to survive. Equally important, however, is the

fact that bankers must continue to be carefiil to evaluate the quality of loans they make

rather than to simply push money out the door. Banks must continue to lend on the

basis of what can be reasonably foreseen based on cash flow projections. While there

continues to be an abundance of capital available to lend today, and while banks arc
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prepared to make all the loans creditworthy small businesses need, banks cannot forego

responsible lending policies. Put another way, while bankers are committed to the

economic vitality of their communities, particularly small businesses, their banks must

continue to operate within the parameters of safety and soundness laid out by the

regulators. Consequently, one way for banks to participate effectively in sound small

business projects that lack the resources and credit history to qualify for traditional bank

loans is to work with government programs such as the SBA 7(a) program.

To better understand why a banker must utilize a government guarantee to make a

variety of small business loans, one must first understand the banker's role in determining

the creditworthiness of a potential small business borrower. A commercial banker's job is

to assess the credit risk of a borrower by closely examining the borrower's business,

management ability, and financial needs in an effort to determine reasonable cash flow

projections necessary not only to service its debt but to show a realistic chance at turning

a profit. The bank's methods of assessing this risk are closely examined by the regulators,

not only to protert insured depositors but to ensure an overall safe and sound banking

industry. Consequently, loans lacking proper collateral, adequate sources of repayment,

and an established business history are often classified as substandard by the regulators

unless they are accompanied by sufficient government guarantees.

In order to extend credit to these financially marginal and start-up small businesses

while satisfying regulatory scrutiny, the banking industry turns to the SBA for a
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guarantee. Moreover, given periods of economic uncertainty in most regions of the

country over the last several years, it is not surprising that the interest throughout the

lending community in the SBA guarantee program has grown appreciably. In fact, as

more lenders have experience with the SBA, their confidence in the workability of its

guaranteed programs has increased. As a result, since there is confidence in the agency,

since the program runs relatively smoothly and the administrative burden is reduced,

participation has increased. We have certainly seen the impact of this increased

participation in recent years, and all projections suggest that the trend will continue into

the fiature. One can certainly see how this positive prognosis would bode well for the

small business community in the foreseeable future. However, even with the many small

business success stories which were made possible under the current section 7(a)

structure, the program is far fi-om a panacea.

For example, although last year's changes to SBA's preferred lenders program

(PLP) were instituted for budgetary reasons to increase the level of 7(a) funding available,

the practical impart of those changes is affecting the delivery of guarantees to small

business. Specifically, program changes adopted last summer reduced the percentage of

loans covered by a guarantee under PLP fi-om 80 percent to 70 percent. While this

program change was intended to reduce the SBA's portfolio average fi-om 81 percent to

75 percent, the result is that fewer loans are being submitted under PLP. Many preferred

lenders are finding themselves unable to accept the credit risk and the capital

requirements necessary at the lower guarantee level, particularly for otarginal small
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business owners -- those most in need of the SBA guarantee. As a result, these seasoned

SBA lenders are forced to submit a number of their loan applications directly to the SBA

to be processed for the higher guarantee. This process not only delays guaranteed loan

approval, it forces unnecessary and costly administrative burdens on SBA field personnel.

Consequently, the ABA recommends that consideration be given to increasing the

guarantee percentage on loans made under the preferred lenders program to the

previously-autiiorized 80 percent level. This increase would place the credit decision back

with the bank, where it belongs.

Mr. Chairman, this brings me to the provisions of H.R. 4297 designed to

augment the successful 7(a) program. Even with its success, the 7(a) program in its

current form does not always provide enough flexibihty to enable lenders to efficiently

and effectively make small business loans to very small start-up operations seeking limited

amounts of working capital. The ABA feels that the low-document program and the loan

express programs outlined under the bill will help dramatically cut through the

burdensome paperwork and enable lenders to make guaranteed loans more workable for

those businesses looking for less that $100,000 in credit. Moreover, the ABA supports

the notion of moving SBA's current direa Micro Loan Program to a guarantee. While

the proposal is limited under the bill to ten urban and ten rural communities, the bankers

would be pleased to work closely with the SBA to ensure a successful program which

could then be implemented nationwide.
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Further, I would like to comment on Title IV of H.R. 4297, which establishes

within SBA a permanent Office of Women's Business Ownership. The banking

community has long believed that an extremely important service governmental agencies

like the SBA have to offer is that of advocacy and education. Creating offices within the

SBA which focus on specialized seaors of the market have an important role to play in

assisting potential small business borrowers in developing not only workable business

plans but realistic marketing plans that will increase the likelihood of longterm success.

The Office of Women's Business Ownership is an excellent example in that it works with

potential women business owners to develop business plans that can be taken directly to

potential lenders for credit consideration. This is the type of public/private partnership

that works the most efficiently and most effectively. The ABA supports and commends

SBA in its effort to broaden its outreach, not only for women, but for all sectors of the

small business marketplace.

Mr. Chairman, let me summarize by stating that the ABA supports those

provisions in H.R. 4297 that will better assist bankers looking for additional ways to

make loans to struggling small business borrowers. In addition to the low-

documentation program, the Loan Express program, and the Micro Loan program, a

number of bankers have expressed a positive interest in changes requested for SBA's

Export Revolving Line of Credit as a means of assisting the special needs of U.S. small

businesses attempting to enter the global marketplace.
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Together with the successful section 7(a) program, the SBA has crafted programs

that show great potential, and is looking for ways to enhance those programs that are

working today. The ABA supports this effort. In the end, the SBA loan guarantee

programs' return on investment in terms of creating jobs and establishing long-standing

productive businesses has been more than cost effective throughout the years. Ultimately,

it is the government programs like the SBA that enable lenders to help the marginal

borrower. The SBA has been a blessing for rural communities, for inner city

entrepreneurs trying to redevelop neighborhoods, and for small businesses all over

America.

Before I conclude my statement, allow me to comment on H.R, 4298 which will

allow state and local development companies to prepay longterm debentures held by the

Federal Financing Bank (FFB). The ABA supports this bill. The SBA 503 program, as

well as today's 504 program, have been invaluable tools for lenders looking for ways to

assist those community development initiatives, which, like some small businesses, lack the

resources necessary to obtain traditional bank credit. The fact that these local

development companies must pay an unreasonable prepayment penalty in order to

refinance debt as high as 15.7 percent is contrary to the original purpose of these

programs. The ABA believes that the penalties oudined under the bill reflect the market-

type penalties commonly levied on private sector refinancings today. H.R. 4298 offers a

reasonable alternative to the FFB current prohibitive prepayment structure and it should

be supported.
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In conclusion, the SBA guaranteed lending programs are imporunt to banks

because they permit the industry to assist this fragile, yet imporunt segment of our

society while still satisfying bank regulators that the safety and soundness of the financial

institutions are protected. With the guarantee programs, credit is provided to small

businesses that could not otherwise secure credit. For expanding businesses, bankers have

used the SBA loan programs to help eligible small businesses purchase needed equipment,

relocate operations, and fund working capital. In addition, the guarantees permit longer-

term amortization of loan repayments, thus reducing cash flow pressure and contributing

to business growth and job creation which would not happen without the guarantee

programs because the regulators would not approve the long repayment period.

As always, this Conunittee's continued support for the SBA programs is certainly

appreciated by the banking community. We look forward to continuing to work with

this Committee and the SBA in a combined effort to assist our nation's small businesses.

I appreciate the opportunity to testify this morning and I will be pleased to answer

any questions.
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Mr. Chairman, I am John Shivers, Chairman, President, and
CEO of the Southwest Bank in Fort Worth, Texas. I am also
President of the Independent Bankers Association of America
(IBAA) . The IBAA is the only national trade association that
exclusively represents the interests of community banks.

We appreciate this opportunity to testify on the
Administration's proposed SBA reauthorization. The IBAA
represents many active SBA lenders, including my own bank. We
have consistently supported the SBA's lending programs because
they provide our banks with good opportunities to help small
businesses which are the economic engines of our communities.
IBAA strongly supports the Administration's proposal. We also
appreciate the close contact that the new SBA Administrator,
Erskine Bowles, maintains with the private sector and are pleased
with his commitment to revitalize the agency.

Reauthorization Proposal

We strongly support increasing the overall guarantee amounts
available for SBA guarantee programs. We hope that the
Administration's recommendations are adequate to allow our banks
that participate in SBA programs to serve the new applicants that
will come to us as the economy continues to recover.

We also support the Administration's recommendation that the

SBA's programs be reauthorized for three years, rather than just

one as has been the practice in the past. This demonstrates a

strong commitment to the program that we find reassuring. This
is a welcome contrast to proposals to abolish the agency made in

earlier years. The Administration's long-term commitment, if

joined in by Congress, will encourage additional lenders to

become more actively involved in SBA loan programs.

This commitment and the increased guarantee amounts are

particularly important against the backdrop of last year's budget
shortfall which led to a cutoff of SBA lending. We understand
that the SBA's guarantee activity level is currently on track and

the agency does not anticipate a similar problem this year.

However, we are aware of estimates that the proposed funding for

fiscal years 1995 and 1996 may be inadequate, considering the

increases in SBA volume over the past two years. Congress should

provide a contingency fund to avoid lending cutoffs.

SBA Staffing

We urge the Administration to recognize that the SBA will

need adequate staff to implement the proposed guarantee
increases. Staff will also be needed to carry out the many
initiatives that the SBA has announced. This may run counter to

the Administration's goal to reduce the total federal work force.

However, inadequate SBA staffing could slow down loan approvals

and lead to higher loan losses that would undermine the program.
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As a community banker I must run a lean organization. But
if we plan to increase our lending in a particular area we
realize it must be adequately staffed. It is a false economy to
run a lending operation with inadequate staff if the relatively
small payroll savings are overwhelmed by large loan losses.

Low Documentation Pilot Program

When I testified before this committee in March regarding
lending trends in the banking industry, I highlighted a new pilot
program that permits us to submit far less documentation to the
SBA when we make a loan under $100,000. This program allows us
to make loans that would not have been made under the regular
program because of its burdensome documentation requirements. It
should do much to increase lending to women- and minority owned
businesses — which I know is a priority for the Administration.
I am please to report that this program is working well in my
bank.

Mr. Chairman, I understand that the SBA's new low-doc
guarantee program implements a directive to decrease paperwork
that you initiated several years ago. Under the new program, our
bank submits far less paperwork to the SBA than before, so that
approvals are often made in a few days, rather than in six to
eight weeks. This permits us to service borrowers whose
businesses simply can't wait for many weeks. Eventually, it
could also decrease the SBA's staffing needs, helping to
alleviate the potential problems in that area.

I want to emphasize that even though we submit less paper to
the SBA, the bank must be sure that the loan is sound. We still
require borrowers to submit the traditional documentation for the
loan. The bank is responsible for reviewing the information and
applying its underwriting judgment. Since the bank has such a

large role in the process, it is also important that it be
knowledgeable about SBA procedures.

We think that this program appropriately distinguishes
between smaller loans which the SBA can safely approve with less
documentation, and larger loans. Based on our experience, we
believe that the loan level could be increased above $100,000, to
perhaps $200,000. This would make credit more accessible to
small businesses without significantly increasing risk.

Microloans

The Administration's bill, H.R. 4297, would increase the
authority for the Microloan program, increase the number of
eligible lenders, and increase the state-by-state flexibility.
We support these changes and also believe that this program
should be further opened up to bank participation. This would
provide another way for banks to meet their Community
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Reinvestment Act obligations and help introduce new businesses to
the banking system at the start of their operations. Once these
businesses have grown to the point where they can be conventional
borrowers they will have already developed a good relationship
with a bank.

Greenline Program

While we support the concept behind the Greenline Program —
intended to fund short-term working capital needs — it is not
workable as currently designed. To make meaningful use of the
program, most banks would have to add two staff members to meet
its monitoring and documentation requirements. The program is
now designed like a factoring operation with rigid day-by-day
controls over inventory. Factoring arrangements typically cost 7

to 8 percentage points more than a normal commercial bank line of
credit to offset these costs. We recommend that the SBA consult
more closely with the banks in redesigning the Greenline Program
with an eye towards making it function along the lines of a
regular commercial line of credit.

In addition, SBA loan officers may need additional training
to deal with this type of program. They are now oriented to
term/cash flow lending which is very different from extending a
line of credit secured by assets. Bank lending officers could
participate in this same training so they and SBA staff are
working from the same information base.

Women-Owned Businesses

We support the aims of the Women's Pre-Qualification Pilot
Loan Program, but are concerned that it would require an
especially heavy level of SBA staffing. We think that the low
documentation program could help SBA reach the goals of the pre-
qualification program without imposing an additional burden on
the agency.

We also recommend that in general SBA should consider a
business woman-owned or minority owned if women or minorities own
50% or more of the business and are active in its day-to-day
operation. To say that a woman who owns half of a business with
another person is not "woman owned" discounts her role as an
equal partner in the venture. Even though she owns only half of
the assets, she is jointly and severally liable for the entire
debt.

Significantly, under the 7(a) program, the SBA requires
personal guarantees from every owner with at least 20% ownership.
Thus, the SBA considers even a 20% stake significant in that
context. In addition, SBA considers 50% ownership a "controlling
interest. Finally, the Equal Credit Opportunity Act requires
banks to report credit information to credit reporting agencies
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on a spouse in a joint credit transaction as if the obligation
was the spouse's alone. These requirements suggest that it is
appropriate to define a 50% woman-owned business as woman-owned.

In light of the increasing significance of women-owned
businesses in our economy, it makes sense to upgrade the SBA's
Office of Women's Business Ownership to statutory status. It
would also help give focus to issues such as the definitional
question we have raised in our testimony.

Proposed SEA Fee-Setting Authority

We are concerned about the provisions in H.R. 4297 which
would permit the SEA to impose new or increased guaranty fees,
management assistance, or user fees. Last year we opposed fee
increases and reductions in the amount of each loan that the SEA
would guarantee. While these changes stretched the SEA's budget
over a larger number of loans, it also made it more difficult for
lenders to reach out to somewhat more marginal borrowers.

This was the kind of significant policy choice that
Congress, not the SEA, should make. Lenders could adjust to the
increased risk by screening out borrowers that might have
qualified in the past. Unfortunately, some deserving borrowers
with a good idea lose out in the process. Though we opposed the
result, increasing fees and changing the guarantee percentages at
least required Congressional action.

Turning fee-setting power over to the agency could be very
harmful in the hands of an Administration that, unlike the
current one, was hostile to the SEA program. Therefore, we
recommend that Congress carefully limit the power it gives to the
SEA. It may well make sense to give it discretion to charge fees
for publications and some services. Eut Congress should reserve
to itself the critical decisions about the basic shape of the
lending programs.

Bank and Non-Eank Participation in SEA Programs

As in many other areas, banks face stiff competition from
non-banks in SBA lending programs. Recent legislation such as
FIRREA (1989) and FDICIA (1991) imposed heavy new requirements on
banks that do not apply to non-bank lenders. For example, FIRREA
requires banks, but not other lenders, to obtain appraisals from
certified or licensed appraisers. This directly increased costs
to borrowers who often responded by seeking a loan from a non-
bank lender.

The regulatory agencies are moving to reduce the burden of
this regulation by increasing the de minimis exemption. They
have certified that this increase raises no safety and soundness
concerns. Despite this, we understand that some Members of



400

Congress are planning to offer legislation to reverse the
agencies. IBAA strongly opposes this legislation, since It will
be costly to borrowers and offer no additional protection to the
financial system.

Those who borrow from banks must also pay indirectly the
other costs of overregulation and excessive paperwork. A study
by the Grant-Thornton accounting firm that IBAA sponsored found
that community banks spend $1 billion per year complying with
just 13 pre-FDICIA regulations. Though these costs are not as
visible to the borrower as those imposed by the appraisal
regulation, they must be absorbed, at least in part, by
borrowers. Like the appraisal requirement, this does put banks
at a competitive disadvantage.

Fortunately, Congress is taking some steps to reduce this
regulatory burden. The conference on H.R. 3474 and S. 1275, the
community development financial institutions legislation, will be
considering both House and Senate provisions designed to reduce
the burden. We have urged the conferees to act quickly so that
the economy can begin to enjoy the advantages that will flow from
these provisions.

SBA regulations also contribute to the Inequity between bank
and non-bank SBA lenders. Non-bank lenders may sell all of the
non-guaranteed portion of SBA loans into the secondary market,
while SBA regulations require banks to retain some of the non-
guaranteed portion. This Imposes a marked financial disadvantage
on banks. We recommend that this inequity be eliminated.

SBA and Rural America

Many of our member banks are located in small towns —
three-quarters are located in rural communities of fewer than
10,000 people — and are heavily Involved in agricultural
lending. According to Department of Agriculture guidelines, 45
percent are agricultural lenders.

In our testimony last year we made these same points, and
said that the SBA programs can play an Important role in creating
jobs and revitalizing the rural economy. It is becoming
increasingly clear that rural America's economic future will be
based on non-farm activity.

Rural population, income, and employment have not kept pace
with the rest of the country. There are sound social, economic,
and environmental reasons why policy makers should attempt to
redress this balance. Population would tend to remain in rural
areas rather than moving to urban and suburban areas that are
already feeling the stresses of rapid growth. Incentives like
the SBA guaranteed loan program can help provide capital and
create job opportunities for rural America. We urge the
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Administration to tailor its SBA initiatives with this in mind.

cpnclusion

IBAA appreciates the opportunity to testify on these

important issues. We urge the committee to support the

Administration's proposed increases in SBA funding and its three-

year authorization plan. In doing so, it should also address the

staffing and program design issues that this expansion and recent

SBA initiatives has raised.
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Good moming, Mr. Chairman and Members of the Committee. I am Barbara Vohryzek,

Vice President for Government Affairs for the National Association of Envelopment

Companies (NADCO), and also executive director of the California Statewide Certified

Development Company, of Davis, California. Mr. Chairman, it is well known that you are

recognized as the father of this successful economic development program. I want to thank the

Chairman and the Committee for your longstanding and generous support for the S03/S04

programs over the past thirteen years. I also want to thank you for this opportunity to

comment on the FY 1995 budget, as well as other issues pertinent to this important economic

development program.

For those who might not be so familiar with the 504 program, its sole objective is to

provide growth capital to deserving and creditworthy small businesses in order to create or

retain jobs in both rural and urban communities. This innovative program combines the

guaranty authority of the U. S. Small Business Administration with the capital formation

abilities of both commercial banks and the nation's public finance markets.

Under the program, growing and profitable small businesses borrow long term fiinds for

investment in new commercial construction, plant expansion or equipment acquisition. Every

project financed with the SBA 504 program must create a minimum of one job for each

$35,000 of 504 loan authority used, or meet other recognized SBA economic development

goals.

Overall project financing sources are typically split between 50% bank lending, 40%
SBA-guaranteed 10 or 20 year bonds sold to private investors, and a minimum of 10% new
owner equity. The maximum amount of the guaranteed 504 bond for a single project is $1

million.

To deliver the 504 program to small businesses, the SBA has authorized the certification

of approximately 300 Certified Development Companies covering every urban and most rural

areas in the country. Except for about ten of these companies which are for profit, CDCs are

"not-for-profit" community-based corporations, focusing on economic development and job

creation programs.

FISCAL YEAR 1994 BUDGET

First, I'd like to address the current status and expected needs of the program for the

remainder of FY 94. The authorization level for this year is $1.2 billion for 502 and 504

combined. The af^ropifiated funds are $40 million for 502 and $1 billion for 504, for a total

of $1.04 billion. The expanding economy has placed substantial pressure on the 502 and 504

programs. In order to meet the critical capital needs of small businesses across the country,

CDCs have worked extremely hard to package, close and service a record number of loans this

year. These efforts have resulted in a record number of jobs being created or retained in

growing small and medium sized businesses.
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Based on 504 approvals for FY 94 to date and historical lending patterns, we forecast a

fiscal year-end requirement of between $1.4 and $1.5 billion in 504 loans. Without an

increase in the program's authorization and appropriation amounts, CDCs and the SBA will

face a serious funding shortfall by July of this fiscal year. NADCO urges the Committee to

increase the authorization for FY 94 to $1.5 billion, as well as to support an increase in 504

program funding through reprogramming of available and appropriated SBA funds from other

sources. These actions will enable CDCs to continue working towards the Administration's

and Congress' goal of economic recovery through small business job creation.

Mr. Chairman and Members of the Committee, while the recovery is well underway,

jobs are being created primarily by small to medium sized businesses. These are the segments

of industry which continue to require new capital for plant and equipment financing to keep

adding those new jobs. The 504 program is targeted directly at satisfying these credit needs.

FISCAL YEAR 1995 - 1997 504 BUDGETS

The 504 program has shown an accelerating growth rate since inception, but in the past

three years has grown at an annual rate of over 30%, due primarily to the substantial reduction

in commercial bank lending to creditworthy small businesses. During the recent economic

crisis which caused massive job cutbacks by Fortune 500 companies, and huge financial losses

from the resulting shrinkage of business, the 504 program continued to provide capital to small

businesses which created tens of thousands of new jobs. At the same time, the loan losses

suffered by SBA (and ultimately the U. S. taxpayer) from the 504 program loans continued at

an extremely low rate.

Additionally, this program has continued to attract new private capital for the small

business borrower. Three years ago, in addition to 504 loans, this program leveraged about

$730 million in conventional, non-SBA guaranteed funding for 504 projects. This year, it will

attract over $2 billion in conventional loans. This will occur during a time when commercial

banks continue to be reluctant to provide small business loans.

At the same time the program is growing, the cost to the small business borrower

continues to be below those interest rates offered by many commercial lenders. Over the past

six and one-half years, private investors nationwide have become familiar and comfortable

with the 504 debentures that we sell in the market. A large measure of this comfort comes

from the quality of the program which has resulted in a very low rate of defaults and

prepayments. The result has been a steady decline in the interest rate spread we pay over a

comparable Treasury maturity from 150 basis points at the start of the program to 60 basis

points today. As a result, our current low rates of less than 8% for our twenty year issues,

have enabled us to provide capital hungry small businesses with inexpensive funds for

expansion while they conserve precious cash for debt service, operating expenses and

particularly for further business growth.
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Mr. Chairman, for all of these reasons, we believe it is imperative that Congress

continue to support this highly effective SBA job creation program. The Administration's

requested program funding is:

FY 1995 - $2.3 billion

FY 1996 - $3.8 billloa

FY 1997 - $5.7 billion

We strongly support the Administration's funding request. The program's performance

over the past seven years has shown it to be one of the Federal government's most efficient

and effective job creation tools available, with well over 350,000 jobs created or retained to

date in local communities. This has been achieved at a subsidy cost to the U. S. taxpayer of

barely 'tisnpprjnh We believe that the 504 program has a track record unparalleled by any

other Federal program. We urge that this committee support the Administration through

approval of this budget request.

ADMINISTRATOR'S AGENCY INITIATIVES

The Administrator has initiated a number of new or pilot programs for the Small

Business Administration. We support his efforts to provide improved financial assistance to

the nation's many small businesses while promoting cost effectiveness in the delivery of SBA's

services. We would like to comment on some of his new initiatives.

Our industry is very concerned about the impact of increasing workloads on the loan

approval and servicing staffs of district offices. The SBA is implementing a centralized

servicing program now in its Fresno, CA, office in order to gain efficiencies through

consolidation of similar functions. Feedback from our member CDCs in the affected SBA

regions show that this program is increasing the service level to both borrowers and CDCs.

We applaud and support this effort, and endorse the extension of such innovation to other SBA

regions as the process is refined.

SBA has also recently created a "Re-inventing 504" effort to develop new and innovative

procedures for directly improving the delivery of this loan program to small businesses. In

support of this initiative, NADCO (the CDC national trade association) has solicited input

from its members and formed a task force of experienced CDC personnel to assist SBA in

defining and implementing new policies and procedures. The first report of that task force has

been delivered to the SBA program office for its consideration.

SBA and NADCO have worked together for the last two years on a pilot program to

speed up the application and approval process for 504 loans. This program, know as the

Accredited Lender Program, is modeled after the very successful 7(a) CLP and PLP programs

now used by many large commercial lenders. The goal of the pilot is to identify the most

experienced CDCs, and to create procedures which enable SBA loan and servicing officials to

rely on CDC expertise in processing loans rapidly, without changes in loan underwriting

standards.

L
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The ALP pilot has been shown to be effective in the small number of CDCs and SBA
field offices where it has been implemented. NADCO has recommended to the SBA Re-

inventing 504 committee that ALP be expanded to an increased number of experienced CDCs
across the country. As part of this initiative, we have also recommended a number of

substantial technical changes to the 504 program which will further streamline SBA loan

processing, increase consistent program delivery to businesses nationwide, and result in real

cost savings when fully implemented. The industry task force will continue to work in support

of the Administrator's efforts to identify efficiencies and to eliminate redundant processing

steps that create roadblocks and add unnecessary expenses for small business borrowers, and

we will keep you informed of our progress in these areas.

As calculated by the Administration, a subsidy rate of approximately one-half percent

has historically been assigned to this program for budgeting purposes. Our industry is

committed to high quality loan underwriting. We are currently working with the

Administration and with Colson Services Corporation to produce a study on our portfolio

quality. This study is expected to be completed within several months and should provide

additional independent information on the continuing quality of our portfolio.

503 PREPAYMENT PREMIUM

When NADCO testified last year, and in previous years, we requested that the Federal

government address the issue of the onerous rates of interest paid by small business borrowers

under the old 503 program. We recognize that the Chairman, in two previous sessions of

Congress, attempted to rectify this injustice, only to have the proposals rejected.

Congress and the Administration again are seeking a solution to this continuing problem.

We applaud the Committee's leadership and Congress's and the Administration's efforts. We
strongly support your efforts to structure an equitable solution to this issue.

However, Mr. Chairman, we are strongly opposed to one facet of this legislation. That

is the proposal to eliminate the statutory prohibition against Treasury and the Federal

Financing Bank providing financing through the purchase of 504 debentures. We have several

reasons for taking this position.

First, as the Administration's own Statement of Need and Purpose for H. R. 4298

indicated, there is only one major problem with the 503 program: the prepayment penalty.

Mr. Chairman, that penalty is there because the Federal Financing Bank (FFB), a facility

within the U. S. Treasury, demanded it of the SBA when the 503 program was created. This

issue, more than any other, reveals the major difference between the FFB and other Federal

government units that are charged with administering Congressionally-mandated programs.

The FFB is a funding mechanism for the Federal government; other agencies and

departments, such as the SBA, serve the American people through the implementation of

policies set by the Congress and the Administration. The FFB's goal is to minimize funding

cost and maximize interest income, regardless of the impact on individual programs such as
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small business lending. The 503 prepayment issue that this Committee is now gn^ling with

is the result of the FFB's focus on these funding goals, rather than economic development

needs through service to communities and private businesses. NADCO does not believe that

the FFB's policies have changed since the 503 program was created. We do not believe FEB

can be supportive of SBA efforts to provide efficient, yet flexible financing for small

businesses needs. However, we do believe that it is the history of the FFB and the nature of

bureaucracy that, if this prohibition is removed, cause will soon be found to return the 504

program financing to the FFB.

Second, through your foresight, Mr. Chairman, the 504 program has developed into a

cost effective financing vehicle which is a small business's "window to Wall Street". As you

know, over the last year every major investment manager has begun focusing on small

business credit securitization. This is currently one of the most intensely studied investment

areas in the markets today. Yet asset securitization has been with us through the 504 program

since December 1986. Today, both investors and underwriters vie for our pools of small

business loans. In fact, the market is so strong that the cost of borrowing for the small

business has dropped even more dramatically than market rates during the past few years.

Included with my testimony is a chart that compares the spreads of the 504 debentures

and the GNMA security with a 10-year Treasury Bond. The present spread is currently

equivalent to the standard 1/8 of 1% that the FFB charges, plus the market's 1/2% valuation

of our call feature. We assume the FFB's valuation would be similar to the market's. As you

can see, the spread that our program Fiscal Agent, Development Company Funding

Corporation, negotiates with Wall Street is far below that of GNMA, an agency with

fmancings hundreds of times the size of the 504 issues.

It is clear that the private investment community has responded to the 504 program

funding needs as Congress intended. Our underwriters and our investors assure us that the

reason the 504 debentures now sell at sixty basis points above the Treasury security is the

design of our program, from the Trust arrangement to the fiscal agency, and more

importantly, the quality and stability of the loans in our pools. Conversely, we are also

assured that investors do not like uncertainty or disinvestment at inappropriate times. If our

default rates increase, our spreads and the cost to the small business borrowers will soar. That

is our market test, our discipline, and our incentive to maintain our strong underwriting

standards and portfolio quality. It is therefore surprising and of concern to NADCO that the

Administration would contemplate tearing down this cost-effective private sector financing

program, in favor of a return to an old government-funded program which has since generated

so many headaches for borrowers, the SBA, the Congress, and ultimately the American

taxpayer.

Third, a return to financing by the Federal Financing Bank is tantamount to creating a

direct lending program, since the Congress would need to fully appropriate the entire loan

authority rather than only the guaranty cost (currently well under 1 %). Ms. Cassandra Pulley,

SBA Deputy Administrator, testified before this Committee on April 28, 1994. In her

statement, she reviewed the reasons for the SBA recommending that Congress change the
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Administration's reasons are that SBA will "realize a significant cost savings from the

reduction of our administrative role" and "demand for the program will outstrip any future

direct loan appropriations that could be generated given the budget deficits. Moving to a

guaranty program will allow the SBA to meet expanded needs without exacting a

proportionally expanded administrative requirement on the budget.

"

Mr. Chairman, we ask why the Administration would seek to shift a $60 million direct

loan program to a guaranty funding mechanism in order to gain efficiencies, while reverting a

$2 billion program to a direct loan funding vehicle within the Federal Financing Bank. We
can only imagine the extraordinary administrative and cost burdens which would be placed

upon the SBA staff were it to assume responsibility for a 504 direct loan program. We believe

this shift would make the 504 program less efficient at a time when SBA staff is barely able to

keep up with demand. This could result in higher loan losses as underwriting standards

slackened without the private sector "market test" of credit quality for the loan pools.

This Congress, the staff at SBA, NADCO, and our Wall Street underwriters have

worked very hard to gain acceptance from the private sector for the 504 debenture. Our

success is shown by the cost of borrowing for this program. The program provides very

attractive long term rates for the borrower, is inexpensive to administer by SBA, and is

flexible and responsive to changing market conditions. We urge this Committee to reject the

Administration's proposal to put the Federal Financing Bank in the 504 funding business. We
believe it will lead to an inflexible, bureaucratic, and costly program which will not serve the

small business community well.

NADCO supports the efforts of the Congress and the Administration to identify an

acceptable and fiscally viable alternative to the existing 503 prepayment penalty mandated by

the Federal Financing Bank. As the Chairman stated in his opening comments during his

Committee's hearing on April 28, we are in the midst of a major effort to reduce the deficit.

NADCO is especially appreciative of the Administration's and the Congress' effort on behalf

of the 503 borrowers under such circumstances. We recognize that it will be difficult to obtain

funding for 503 borrower relief

In addressing an appropriate structure for 503 prepayment relief, NADCO focused on

two basic precepts: First, we are concerned that the proposed $30 million authorization

provide relief to as many affected small business concerns as possible. Second, we believe

every 503 borrower should bear some burden of penalty for the early payoff of their

government-guaranteed loan, especially since many might not have obtained any credit without

the assistance of the SBA. Although the prepayment penalties on these loans are often onerous

and the size of the penalties was unanticipated, they were nonetheless business agreements

under which most borrowers enjoyed below market rates for at least some portion of their loan

period.

Therefore, we propose that, instead of using the set timetable and formula of the 504

program, the Congress consider a flat percentage penalty for each borrower who wishes to
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prepay. We recommend that every prepaying borrower be assessed a fixed prepayment

penalty of a specified percentage of the remaining loan balance, with this penalty going

towards extending the pool of funds available to pay for this prepayment program. We
suggest a range of 5 to 10% for this fixed rate penalty. Our industry seriously considered 7%

as our recommended rate, which our research shows is about the average balance in each

borrower's loan reserve account.

Such a method of calculating the prepayment penalty can be easily computed by field

offices. It is certainly less onerous than the penalty created by the Federal Financing Bank for

the 503 program and would provide meaningful relief to the majority of borrowers.

We support the Administration's proposal to allow 503 borrowers to refinance their

existing debt using the 504 program. As indicated in this testimony, we continue to see large

commercial lenders reluctant to provide credit to small businesses. Over the last decade, many

commercial buildings financed by the 503 program have failed to appreciate in value, many

actually depreciating. Additionally, the loan balances on these long term 503 loans remain

relatively high. As a result, without the ability to replace 503 loans with 504 financing, the

most severely impacted companies will not be able to take advantage of 503 prepayment relief

To offset some of the sacrifice we've proposed that the 503 borrowers make through this

prepayment penalty, the CDC industry is prepared to assist borrowers who need to refinance

through use of the 504 program. We propose that the industry reduce its 504 origination fee

paid to CDCs from the normal one and one-half percent to one-half percent for loans which

shift from 503 to new 504 loans. V/e believe this fee reduction will enable more borrowers to

take advantage of the Administration's prepayment offer.

In closing, we deeply appreciate the strong leadership and continued commitment

demonstrated by you and the Committee. We support the Administrator's renewed focus on

the business "customer" by SBA staff, and hope that the agency will continue to aggressively

expand its role in the nation's economic recovery. America's new jobs will come from small

business during the next decade, and the Small Business Administration should be the agency

to lead the Federal government's efforts to facilitate and support this job growth. Our

membership stands ready to assist the Congress and the Administrator in our combined efforts

to bring the 504 economic development program benefits to more small businesses across the

country.

Mr. Chairman, this concludes my prepared remarks. I would be pleased to answer any

questions you or the Members might have.
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Mr. Chairman and distinguished members of this Committee, it is

again a pleasure for me to appear before you to discuss the Small Business

Administration's 7(a) guaranteed loan program. 1 am here today in my

capacity as the President of the National Association of Government

Guaranteed Lenders (NAGGL), the trade association representing the SBA 7(a)

lending industry. Our 600 member institutions account for approximately

70% of all the SBA 7(a) loans that are approved Einnually.

Let me begin by saying that this is an exciting time to be involved with

the SBA and its loan programs. Over the past several years, the SBA and the

lending community have provided record cimounts of capital to the small

business community. The SBA has done an excellent job in bridging the

capital gap for small businesses; but there is still much to do.

For the first time in several years, I am here today, not to complain

about the shortcomings of a budget request, but to applaud the

Administration for its recognition that small businesses are an important

part of the oversdl effort to create and sustain a pattern of steady economic

growth and job creation. Without the success of small business, this country

will not have a sustained and widespread economic recovery.

Without capital, small businesses cannot start, grow and prosper, emd

create jobs. I thank SBA Administrator Bowles and the Administration for

understanding that it Is vitsdly important that the 7(a) and other SBA losin
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programs be fully funded so that the credit needs of small businesses in this

country can be met. I hope that through the appropriation process, Congress

will show its support for these vital small business loan programs and fully

fund the President's budget request SBA business lending.

In my letter of invitation, I was specifically asked to comment on H.R.

4297, the Small Business Administration Amendments of 1994. Except for a

few items that I will discuss in a moment, NAGGL supports the legislative

package that has been proposed by the Administration. The proposed

business loan program levels for fiscal years 1995-1997 should be sufficient to

meet borrower demands.

First of all, NAGGL supports the SBA 7 (a) locin program initiatives; the

GreenLine program which provides a revolving line of credit; a low

documentation loan program or "Low Doc"; The Women's pre-Qualification

Pilot Loan Program; Small Loan Express; harmonizing of the Export

Revolving Line of Credit with EximBank"s Working Capital Guarantee

Program, as well as the export finance programs of most states; and making

the International Trade Loan program more flexible, and allowing smaller

loans to be eligible under the program provisions.

And while we are covering SBA loan program initiatives, NAGGL also

supports Senator Feinstein's effort to create the Small Business Defense

Conversion Guaranteed Loan Program. We agree with the Senator's
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assessment that the best way to minimize the economic disruption caused by

base closures and defense downsizing is to create jobs in those communities

by supporting the expansion of small businesses. It is during difficult times

that borrowers need capital the most, but often find that lenders are

constrained from making needed loans, thereby further restricting access to

capital for small business. Best of all. the loan program created in S. 1830

will require no new bureaucracy to administer as it would operate as a part of

the SBA's 7(a) loan program.

Many sectors of the small business market remain starved for capital,

and these initiatives address many specific areas of need. And the SBA is

addressing these needs in an entrepreneurial fashion. For instance, the Low-

Doc program reduces the paperwork required for a loan application of

$100,000 or less. The credit review then focuses on the applicant's character

and willingness to repay debts as evidenced by credit history. In exchange for

a 90% guaranty and a simpler loan application process, the lender must be

willing to accept the responsibility for and pay the costs of any liquidations.

Through April. 975 loans had been approved for $52.9 million for an average

loan of about $54,000.

While NAGGL is supportive of all these initiatives, we must realize that

SBA cannot be expected to continue to deliver more services without some

realignment of resources. Many SBA field offices are already overwhelmed by

their current responsibilities. SBA field offices must have the resources and
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delivery systems to meet their current and expanding needs. Of the initiatives

above, the Womens Pre-Qualification Program seems to head in the opposite

direction of SBA's efforts to put more of the workload burden on the private

sector. While we are supportive of the purpose, we question whether the SBA

is in a staffing position to accept loan requests directly from the borrower.

To address the resource problem. SBA is proposing several

organizational initiatives. First, SBA's reorganization plan will reduce the

number of employees in the central and regional offices and allocate those

positions to field offices. NAGGL supports the concept of moving staff to the

field offices. This will allow SBA to improve the delivery of service to small

businesses, and at the same time, put SBA in a better position to handle its

expanding workload.

Second, NAGGL supports SBA's efforts to streamline its operations

through the use of centralized business loan service centers and a centralized

preferred lender loan processing center. These efforts should create economies

of scale, while at the same time improving consistency and improving the

service to small businesses.

Third. NAGGL recommends that the preferred lender guaranty

percentage levels be reviewed. Since the legislative changes last August. PLP

loans, as a percentage of loan approvals, have dropped dramatically. This

means more loans are being physically processed by the SBA, placing a
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further drain on the existing limited SBA personnel. SBA's transaction costs

increase because of the greater amount of handling required on each

application. And, most importantly, the small business borrowers suffer as

loans backlog at the SBA, reducing response times to loan applications.

One reason that lenders are shying away from the preferred loan

program is the amount of capital a lender is required to put in each

transaction. Bank lenders simply cannot make long term loans, the kind

most needed by small businesses, when their funding source is short term

deposits. In other words, you do not borrow short to lend long. It is that

simple. Lenders will opt for the highest guaranty percentage possible, not

only as a hedge against credit risk, but as a way to limit their term or

maturity risk.

One concept that NAGGL is reviewing is the possibility of securitizing

the unguaranteed portions of SBA loems. Perhaps there is a way to match an

investment source seeking the longer maturities offered by SBA loans.

Lenders would make and service loans just as they do today, but securitizing

the unguaranteed portion would help reduce a lenders maturity risk. Since

the review process has just begvm, I sun not here to offer a proposal. But the

SBA 7(a) program is the natural place to begin the discussion of small

business loan securitization. The SBA has many years of historical

information on the performance of the loan program plus a nationwide

delivery system and a standard losui application process already in place. If
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lenders had t±ie ability to securitize the unguaranteed portion today, 1 believe

preferred lender usage would not have dropped off as dramatically as it has.

The Money Store Investment Corp., an SBA non-bank lender, has

already been successful in securitizing the unguaranteed portions of SBA

loans in their portfolio. This provides evidence that the concept is workable,

albeit, it will be more difficult when multiple loan originators will be involved.

One issue that needs to be discussed is that The Money Store Investment

Corp. was able to complete this transaction because, from an accounting

perspective, they were able to follow, as they should, generally accepted

accounting principles. Bank lenders would not be able to take part in this

type of transaction because federal bank regulatory agencies ignore GAAP in

favor of a much more conservative regulatory accounting treatment. While

this is another issue for another day, I wanted to begin to lay the groundwork

that for bank lenders to participate in any small business securitization

transaction, legislation will be required instructing the banking agencies to

account for the transactigns using generally accepted accounting principles.

Our major concern in the legislative package are the proposed changes

in sections 508 and 509 of the bill which would remove the prohibition of

SBA "imposing any new or increased loan guaranty fees or debenture guaranty

fees or any new or increased user fee..." NAGGL does not object to SBA

charging a "reasonable and customary" fee for any of its services. For

instance, it is reasonable and customary for lenders to charge a fee for a loan
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assumption, and we believe SBA should be jillowed to do so as well. But for

those of us who remember a prior Administration's attempt to dismEintle the

SBA from the inside out, we recommend that a limit be set on the maximum

amount of any new or increased fees, and that loan guaranty fees not be

subject to the change.

The SBA loan programs are well managed. These programs level out the

playing field for smaller companies by providing them the same access to

affordable, long-term credit enjoyed by larger corporations. This is done at a

minimum of federal cost and at a minimimi of interference in the free market

system. NAGGL commends the Committee for its past support of the SBA

and its loan programs, and we urge increased support now as the small

business sector plays a most importamt role in these economic times. We

must find ways to encourage the entrepreneurial spirit, encourage people to

go into business and create jobs, develop technology, employ people and

generate tax revenues. One way is to continue your support of the SBA and

fight for full funding of its loan programs.

On behalf of all the members of NAGGL. I thank you for this

opportunity to again come before this Committee. Mr. Chairman. NAGGL

pledges its active cooperation in working with you and the Committee on

small business financing issues.
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COMMITTEE ON SMALL BUSINESS

JOHN J. LaFALCE, CHAIRMAN

HEARING ON SBA AUTHORIZATIONS

MAY 17, 1994

The Committee will come to order. Today the Committee
resumes its current series of hearings on proposals to re-

authorize programs administered by the Small Business
Administration, and to modify some of their terms and conditions.

This morning we will be covering two topics: venture
capital and surety bond guarantees. Thus we will have two
separate panels.

The first panel will present testimony on the Small Business
Investment Company, or SBIC, Program, and the Specialized Small
Business Investment Company, or SSBIC, Program.

The SBIC program has entered a new era. Legislation I

authored and which was signed into law two years ago, is now
being implemented: the new participating securities funding
provisions. Regulations finally have been issued and SBA has
license applications pending from 48 new SBICs. Over the next
three years SBA expects the new program to provide funding of
over $3.3 billion, plus another $770 million in debenture
guarantees.

On the SSBIC side, the agency is finally moving forward with
another Congressional initiative: the buy-back of preferred
stock. When originally issued, the preferred stock from SSBICs
constituted an indefinite investment by the SBA. Stock issued in
the past five years, however, has a mandatory 15-year buy-back
provision, but older stock is still outstanding. We are
attempting to phase it out by selling it back to the issuers, and
I am looking forward to hearing of SBA's progress from the
industry' s perspective

.

The second panel will deal with the surety bond guarantee
program and the current pilot program establishing a preferred
surety bond guarantees program.

SBA is convinced that the preferred program is such a
success that it has proposed the elimination of the regular
program and exclusive reliance on the preferred program which is

less costly and has a lower administrative burden.

This is certainly an interesting proposal, but the Committee
is concerned that elimination of the regular program may result
in some contractors being unable to get bonding under the
preferred program. Since many contracts require bonds, closing
the SBA bond window to small businesses would essentially put
them out of the running for such contracts. To such firms, the
results would be devastating.

Before beginning with the venture capital panel, do other
Members have opening remarks?
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STATEMENT OF REPRESENTATIVE JAN MEYERS
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MAY 17, 1994

Mr. Chairman, I will not make a lengthy opening statement,

as I am sure we are all anxious to hear from our witnesses today.

However, I would like to comment briefly on my concerns about

our venture capital programs so that the witnesses can perhaps

address these issues during their remarks.

As we know, from the SBA's own admission, and from a

recent GAO report, there are significant problems with the SBIC
and SSBIC programs, in terms of projected losses and eligibility

criteria. I am not comfortable with the dramatic increases

proposed by the SBA for these programs. Even though there are

new regulations in place, and a new Associate Administrator,

Robert Stilman, with vast investment experience, I do not feel we
should push ahead with increased authorization levels until the

program is cleaned up. Once the insolvent entities have been

closed out, the losses accounted for, and any bad actors expunged

from the SBIC/SSBIC programs, then we can talk about increases.

Until that time, I feel it is this Committee's responsibility to

protect the taxpayer money that has been invested in this

program, not throw more good money after bad.

As representatives of the SBIC and SSBICs are with us

today, I hope they will address my concerns, and tell the

Committee what these associations are doing to "police" their own
membership and ensure the quality of these programs.

Thank you, Mr. Chairman.
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STATEMENT BY CONGRESSMAN JIM RAMSTAD
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May 17, 1994

HEARING ON THE SMALL BUSINESS ADMINISTRATION AMENDMENTS

Mr. Chairman, I am pleased to welcome our panelists here this morning to discuss the Small

Business Administration (SBA) Amendments and legislation to modify the prepayment

penalty for SBA-guaranteed debentures issued by state and local development companies.

I certainly look forward to hearing our witnesses' testimony on the value of the SBA's Small

Business Investment Company (SBIC) program. 1 am also interested in their thoughts about

the existing prepayment penalty.

Mr. Chairman, I certainly look forward to reviewing these issues with today's witnesses.
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UNITED STATES FIDELITY & GUARANTY COMPANY HAS BEEN

INVOLVED WITH THE US SMALL BUSINESS ADMINISTRATION'S SURETY

GUARANTEE PROGRAM SINCE ITS INCEPTION AS A PRIOR APPROVAL

PROGRAM. WE HAVE BEEN A PARTICIPANT IN THE PREFERRED

SURETY BOND GUARANTEE ROGRAM SINCE MARCH 1991 AND

STRONGLY BELIEVE THAT OUR ACriVlTlES IN THE PSB PROGRAM

HAVE BEEN MUTUALLY BENEFICIAL TO THE CONTRACTORS TO

WHICH WE HAVE PROVIDED BONDING, THE SBA AND OUR COMPANY.

FROM THE TIME WE WROTE OUR FIRST BOND IN THE PSB PROGRAM

TWO YEARS AGO THROUGH APRIL OF THIS YEAR WE HAVE ISSUED A

TOTAL OF 525 FINAL BONDS GUARANTEEING PROJECTS FOR 255

CONTRACTOR ACCOUNTS. OUR WRITTEN PREMIUM GENERATED

FROM THESE BONDS HAS GROWN FROM ONLY $16,000 IN 1991, WHICH

WAS GENERATED IN THE PREVIOUS PRIOR APPROVAL PROGRAM, TO

OVER $400,000 IN 1992 AND IN EXCESS OF $700,000 IN 1993. WE ARE

TARGETING THE $1,000,000 LEVEL FOR 1994.

A KEY MEASURE OF WHETHER OR NOT WE ARE BEING SUCCESSFUL IN

THIS PROGRAM IS THE NUMBER OF CONTRACTORS THAT WE

GRADUATED AND BEGAN BONDING WITHOUT A GUARANTEE. AS OF

LAST FEBRUARY, WE ARE NOW BONDING WITHOUT A GUARANTEE 19

CONTRACTORS THAT WE INITIALLY BONDED WITH THE SBA SUPPORT.

WHILE THIS MAY NOT SEEM LIKE A LARGE PERCENTAGE

CONSIDERING THE NUMBER OF CONTRACTORS THAT WE CURRENTLY

HANDLE IN THE PSB PROGRAM, IT MUST BE REMEMBERED THAT WE

DIDN'T ACTUALLY START WRITING BONDS IN THIS PROGRAM UNTIL

EARLY 1992 WHEN WE WERE ABLE TO MATCH UP OUR SYSTEMS WITH
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THOSE OF THE SBA. CONSDERING THAT THE CONTRACTORS WE ARE

NOW BONDING WERE ACQUHIED AT VARIOUS TIMES OVER THE PAST

TWO YEARS I THINK THE GRADUATION NUMBERS ARE SIGNmCANT

AND DEMONSTRATE THAT THE SYSTEM IS WORKING.

USF&G STRONGLY FEELS THAT THE EXISTENCE OF THE PREFERRED

SURETY BOND PROGRAM HAS ENABLED US AND THE OTHER

COMPANIES PARTICIPATING TO PROVIDE BONDING CREDIT TO SMALL

AND EMERGING CONTRACTING BUSINESSES WHO HAVE THE KNOW-

HOW, DESIRE AND POTENTIAL TO MAKE IT IN THE CONSTRUCTION

FIELD AND GROW INTO VLVBLE CONTRACTING BUSINESSES. THESE

FIRMS WOULD NOT HAVE HAD THE OPPORTUNTTY TO ACQUIRE BONDS

IN THE STANDARD SURETY MARKETPLACE WITHOUT THE PRESENCE

OF THIS PROGRAM.

ON THE OTHER HAND WE HAVE SOME CONCERN WITH THE CONCEPT

OF ELIMINATING THE PRIOR APPROVAL PROGRAM. WE BELIEVE THAT

THE SMALL CONTRACTOR MARKETPLACE CONTAINS FIRMS WITH

SIGNIFICANTLY VARYING LEVELS OF EXPERTISE, EXPERIENCE AND

POTENTL\L FOR GROWTH. NOT ALL OF THESE ARE QUALIFIED FOR

BONDING UNDER THE UNDERWRITING APPROACH THAT WE USE IN

CONNECTION WITH BUSINESS THAT WE PLACE IN THE PREFERRED

SURETY BOND PROGRAM. OUR UNDERWRITING CRITERIA ARE

GEARED TO THE SELECTION OF CONTRACTORS WHOSE INABILITY TO

OBTAIN BONDING IS DUE TO THE UNDERCAPITALIZED POSITION

NORMAL IN A START-UP OR EMERGING BUSINESS. THE OTHER

UNDERWRITING CRITERIA APPLICABLE TO SMALL CONTRACTORS ARE
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THEN EMPLOYED TO EVALUATE THE ABH^ITY OF THE CONTRACTOR

TO COMPLETE THE PROJECT AND HIS LKELfflOOD TO DEVELOP

PROFTTABmiTY AND GROWTH.

WE BELIEVE THAT OTHER SURETY MARKETS, SOME OFWHOM

PARTICIPATE IN THE SBA'S PRIOR APPROVAL PROGRAM, HAVE

DEVELOPED THE EXPERTISE AND SERVICE NETWORKS TO PROVIDE

BONDING TO THE SMALL CONTRACTOR MARKETS THAT MIGHT NOT

MEET THE UNDERWRITING CRITERIA OF THE SO-CALLED STANDARD

SURETY MARKETPLACE. ELIMINATING THE PRIOR APPROVAL

PROGRAM WOULD, WE BELIEVE, SEVERELY DIMINISH THE

AVAILABILITY OF BONDING TO THIS SEGMENT OF THE MARKET.

THE SMALL CONTRACTOR MARKETPLACE IS BEST SERVED IN ITS

VARIETY OF CONTRACTOR TYPES AND ABILITIES BY CONTINUING

WITH BOTH THE PRIOR APPROVAL AND PREFERRED SURETY BOND

PROGRAMS.
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Thank you Mr. Chairman:

My name is Michael Jankowsl<i and I am here to testify before this Committee on

behalf of Amwest Surety Insurance Company. My position with the company is

Assistant Vice President and Manager of our Claims Department.

First, I vi«)uld like to thank each of you for the opportunity to testify before this

Committee. It is both a privilege and an honor.

Amwest Surety Insurance Company is the nation's largest underwriter of

specialty surety bonds and we have been one of the largest participants in the SBA

Surety Bond Guaranty Program for the past 1 5 years.

Our company was founded in 1970 and for the past 24 years our primary

business has been providing surety bonds for small, emerging and minority contractors.

We have 31 branch offices located strategically aaoss the country and we are licensed

to do business in all 50 states, as well as in Guam, Puerto Rico and the District of

Columbia.

Our commitment to meeting the bonding needs of small, emerging and minority

contractors has been expanded over the past year to include our participation in two

innovative public/private partnerships.

Recently, Amwest entered into a national agreement with the U.S. Department of

Commerce to provide $30 million in surety bond credit to qualified minority contractors

throughout the United States. Each of our branch offices will participate in the

Program, providing local assistance to Minority Business Development Centers, Native

American Business Development Centers and MEGA Centers located throughout the

country.

In addition, we have committed up to $50 million in surety bond credit for the

Regional Alliance for Small Contractors in New York and New Jersey. By our

involvement in these programs, Amwest will help to provide hundreds of small
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emerging and minority contractors with greater opportunities to qualify for bonding for

Federal and private construction projects.

While not all bonds written through these two programs will be SBA guaranteed

bonds, it significantly increases our comfort level to know that the SBA program is

available if we need it.

Although I wanted to provide you with a brief background on Amwest and our

participation in the SBA program, that is not the primary purpose of my testimony

before this Committee.

The question before the Committee is whether or not the SBA Prior Approval

Program should continue to be funded. To answer this question, it is necessary to

review the purpose behind the program. The primary purpose of this program was, and

continues to be, providing small, emerging and minority contractors a vehicle with

which they can obtain bonds required to bid on federal and private construction

projects. The contractors bonded through this program do not have the required

combination of experience and financial net worth to obtain bonds from standard

market sureties. Furthermore, these contractors often are unable to pledge the

collateral necessary to obtain bonds from specialty surety markets.

By writing these bonds, the government and the participating sureties are

providing these contractors with an opportunity to expand their business, create jobs

and add to the American economy. The goal of the SBA is to graduate these

contractors to the standard surety markets after they have shown an ability to

successfully complete their bonded work. Simply stated, the government, through the

SBA Program is allowing many contractors to participate in the American dream!

As I Indicated earlier, Amwest has been one of the largest participants in the

SBA Program for many years. However, our participation has declined over the last

few years. The primary reason for this decline is that some of our underwriters have

been reluctant to deal with that they consider to be a very cumbersome paperwork
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process. It is our belief that the paper flow within the SBA structure, both at the

urKlerwriter stage and the claims reimbursement stage, could be improved if the SBA

were provided with proper systems.

The SBA must be adequately equipped with systems to reduce and simplify its

processing procedures. Furthermore, the SBA must also be supported in its field office

operations. Any staff shortages in the field cause delay in processing bonds in a timely

fashion which can be disastrous for a contractor. For example, if a contractor does not

receive a bid bond in time to meet the bid date, he or she loses the opportunity to bid

on the job.

With these suggested improvements, the SBA will be able to provide qualified

sureties with much more incentive to enter the program, or expand their existing

participation, which will result in the utilization of all available underwriting authonty

appropriated to the SBA each year.

In our opinion, the staffing cuts currently being considered would seriously

impair the SBA's ability to achieve its primary goals of providing avenues for emerging

and minonty contractors to enter the marketplace and obtain more competitive bids on

federally funded and private projects.

So, the real issue is not whether the Surety Bond Program should continue to be

funded. We believe the answer "yes." The real issue is ensuring that the SBA has the

proper staff and tools required in today's business world to allow it to transact business

in an economic and efficient manner.

On behalf of Amwest, I strongly urge Congress to provide for the continuance of

the SBA Program at the current levels, and to seriously review what additional staff and

equipment is necessary in order to increase the SBA's productivity. Doing so will

encourage a much greater participation in the program by Amwest and other quality

sureties.
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Thank you once again for this opportunity and privilege to testify before this

Committee.
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Good morning ladies and gentlemen. Thank you for providing us the

opportunity to testify before this committee regarding the Small Business

Administration's Surety Bond Guarantee Program. As one of the largest surety

companies participating in the prior approval program, we are concerned over your

consideration of eliminating the funding for that program. We strongly urge you to

fund the program at the appropriate levels for its success.

TIG Premier Insurance Company, formerly Transamerica Premier Insurance

Company, has worked with the Prior Approval Program since 1984. In that 10 year

time period, we have been solely responsible for writing $55,314,533 of gross

premium on SBA guaranteed bonds. This represents contracts totaling more than

$2.7 billion. Our contribution to the nation's economy through the use of the prior

approval program has indeed been significant. In fact, in calendar years 1992 and

1993, TIG issued 6.067 final bonds through the SBA program at a gross written

premium of $14,476,582 representing over $720 million in contracts.

It is important to understand that the Prior Approval Program appeals to a

special surety market which is different than the standard surety markets which

access the SBG program through the Plan B program. TIG is a specialty surety

serving an entirely different market than those companies serving in Plan B. We focus

on a market that consists of small, emerging, minority and start-up companies who

are unable to secure bonding through regular commercial channels or who do not fit

the niche carved out by the standard markets.
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Companies such as TIG write bonds for contractors in situations traditionally

not fulfilled by the standard surety companies. For example, we write bonds for

contractors outside their immediate territory, for contractors with jobs larger than

completed in the past but certainly within their capability, for tank removal and soil

remediation contracts. Generally, it is the specialty surety company that offers bonds

for unique or otherwise "special" contracts. This area would be left without access

to the contracting market should the prior approval program not be funded.

TIG, like other specialty surety companies working with the prior approval

program, operates differently from standard surety companies working through Plan

B. Our distribution system is different. We work with a pool of general agents and

their subagents located throughout the United States. Many of these individuals work

in territories where SBA maintains a regional office. Additionally, underwriting

authority is granted to the general agent who has intimate knowledge of the business

and economic climate of the area. This decentralized approach enables underwriting

agents to personally assist contractors in their development. Furthermore, it is this

approach that enables us to provide bonds to qualified contractors who in other

circumstances would be denied bonding. It is through the prior approval program that

we are able to work so successfully in this way.

The proposal to move all SBG activities through Plan B would have a

devastating negative effect on my company, our general agents and our contractors.
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The current statutory guidelines prevent TIG from participating in the SBG

program through Plan B. In order for us to write the same volume of bonds per year

in Plan B as we currently write in the prior approval program, we would be required

to restructure our entire operations which would be ultimately cost prohibitive for us.

With only a 70% guarantee under Plan B, there are many bonds that TIG would not

write, bonds that are currently written under the prior approval program. We have

long been a strong supporter of the SBA SBG program and eliminating the prior

approval program would effectively eradicate our ability to write bonds for the very

group of contractors for whom the program was designed.

TIG'S general agents would also suffer serious effects without the prior

approval program. Without the underwriting authority they currently are allowed,

agents could not effectively service their accounts resulting in a loss of clients.

Further, the loss of the prior approval program could mean losing a book of business

to another agent. If clients aren't available and/or are going elsewhere, it is only a

matter of time before those agents lose business and eventually become unemployed

themselves.

Most importantly, the loss of the prior approval program would result in our

inability to bond contractors, ultimately harming this group of small, minority and

emerging businesses. The prior approval program provides the "level playing field" in

the surety market ensuring competitiveness and fairness. This results in the best

possible prices for jobs for the taxpayer. Without the prior approval program,

contractors currently bonded through the prior approval program would not have

access to the market.
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It is likely that the Plan B sureties are either unwilling or unable to write bond

for a large number of the contractors served through the prior approval program. It

is very clear that the social benefits of maintaining the prior approval program far

outweigh any nominal cost of continuing the program.

TIG has reviewed SBA testimony regarding statistics of the prior approval

program as compared to Plan B. As a surety company involved in the industry, we

must note that the presentations previously provided are flawed. Plan B is a pilot

program which has been in existence for only three years. It does not carry sufficient

credible experience to be able to compute loss ratios effectively. Most surety losses

occur after 18 to 24 months. The initial writings in Plan B were low, consequently,

true losses may not be known for several more years, after further production.

Additionally, the loss ratios presented must be viewed relative to production.

Plan B accounted for 10% of the SBA bonds written and 5% of the losses. The prior

approval program accounted for 90% of the SBA bond written and 95% of the losses.

Clearly, the ranges are to be expected given the respective levels of production.

TIG urges this committee to ensure that the funding necessary for the success

of the prior approval program is available. We believe that the prior approval program

and Plan B can successfully co-exist as was intended. The design of the pilot

program. Plan B, was not to replace the prior approval program, but rather to

complement it. The prior approval program is designed to address the problems

experienced by small, emerging, minority and start-up businesses unable to secure

bonds in the standard market.
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As Plan B sureties do not actively pursue "specialty contractors", the prior

approval program is the key to providing the majority of bonds to small, emerging,

minority and start-up companies. Precisely those businesses which are the backbone

of our economy. Further, the prior approval program embodies the true spirit of the

surety bond guarantee program: it provides access to those who otherwise would not

be able to compete in a very aggressive market. It is the ability of the contractors to

meet bonding requirement and therefore be competitive through the prior approval

program that assures the taxpayer the greatest value for his dollar.

Thank you for your consideration.
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Introduction

Good morning, Mr. Chairman and members of tlie House Small Business

CJommittee. I am JoAnn Price, president of the National Association of Investment

Companies (NAIC). NAIC is the trade association representing the venture capital

industry, including Specialized Small Business Investment Companies (SSBICs),

specializing in investments in minority-owned small businesses.

I am pleased to have the opportunity to appear before you today to discuss H.R.

4297, the Small Business Administration Amendments of 1994, and H.R. 4298, to permit

prepayment of debentures on certain SBA financings.

A copy of my formal remarks has been submitted for the record. Today, I will

briefly highlight the success of the Specialized SBIC industry as a public policy program

achieving one of the major goals of this Administration, and our frustration at their

apparent lack of support for the industry given our success.

SSBIC Track Record

Let me begin by commending you and each committee member for the long-

standing commitment and dedication to the Specialized SBIC industry. Your support

enabled us to invest over $1 billion in approximately 12,000 during the years from 1982

to 1992. As the chart attached to my written statement demonstrates, these investments

have helped to create or maintain over 156,000 jobs, chiefly in the minority community.

They have also helped to generate over $47 billion in various tax revenues. Most

importantly from the perspective of our program's goals, however, they have helped to

create wealth and business expertise in the minority community.
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The Specialized SBIC industry has been a success by any standard. From the

perspective of minority businesses, we have helped to create a significant number of

growing enterprises. From the perspective of the general minority community, we have

created hundreds of thousands of jobs. From the governments perspective, we have

generated significant tax revenues. And from our venture capitalists' perspective, we

have developed a cadre of investment professionals who have proven their ability to

identify investment opportunities in the minority business community arid to structure

investments to realize their significant potential.

Increasing Interest In Minortty Business Finance

This final point is important because it means that the minority venture capital

industry is finally attracting the interest of large institutional investors. This is an

unprecedented development for us. To illustrate this, I would note that after close to 25

years, the Specialized SBIC industry currently has private capital of a little under $200

million. During the past two years alone, pension funds have invested more than this in

minority venture capital fimns outside of the Specialized SBIC Industry.

This development poses two important questions. First, given the successful track

record of the SSBIC program, why does the Administration want to eliminate the major

incentive for the private sector to invest in the industry? And second, now that

institutional investors are taking an interest in minority finance opportunities, why are they

avokjing SSBICs?
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Question 1: Why Does the Administration Want to Eliminate the Malor Incentive

for the Private Sector to Invest in the Industry?

The Administration is not providing sufficient support to SSBICs. Although H.R.

4297 provides authorizations for SSBIC preferred stock, the Administration's budget

proposal provided no appropriations for that purpose.

Without question, it is the availability of preferred stock leverage, more than

anything else, which attracts private sector investors to the Specialized SBIC program.

By providing patient, equity-type capital, the government offers private investors the

necessary leverage to make venture capital investments in the minority community. The

importance of equity-type leverage to venture capital investors was recently recognized

by Congress and the Administration when they passed the Small Business Equity

Enhancement Act of 1992, which created equity leverage for the regular SBIC industry.

Yet at the same time the Administration is creating new equity vehicles for regular

SBICs to facilitate the growth of that sector of the industry, it is proposing to eliminate this

important funding vehicle for Specialized SBICs.

By eliminating preferred stock leverage for SSBICs, the Administration is

eliminating the incentive for the private sector to invest in the industry. SBA preferred

stock purchases from SSBICs represent 15 year investments in a partnership with private

sector venture capitalists to target investments in the minority business community. This

partnership is essential to the continued viability of the Specialized SBIC industry and the

minority businesses in which we invest. Absent preferred stock leverage, the private

sector will not invest in this industry.
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The continued availability of preferred stocl< leverage is particularly critical given

the recent passage of important legislation to spur capital to the SSBIC industry. This

committee passed the Small Business Equity Enhancement Act of 1992 to drive more

capital into our industry. And Congressmen Mfume. Rangel, Jefferson and others

spearheaded the passage of tax legislation last year which provides capital gains

incentives for investors in the Specialized SBIC industry. With this increased private

sector interest in the program, it is vital to have the continued strong commitment of the

public sector.

Question 2: Now that Institutional Investors are Taking an Interest in Minority

Finance Opportunities, Why are They Avoiding SSBICs?

During the past two years, pension funds and other major sources of venture

capital have begun to venture Into minority finance opportunities. In fact, during this short

time period, they have invested more private capital than is currently held by the 24 year

old SSBIC industry. Yet, although a significant portion of these funds are being managed

by SSBIC executives as the widely acknowledged experts in minority business finance,

none of the investment vehicles receiving the funds are SSBICs. Why?

The SBA is an Unstable Partner

The most obvious answer is that the SBA is an unstable partner in the purported

public/private sector partnership of the SSBIC program. Their support of this side of the

industry, particularly in view of the significant emphasis they have placed on the regular

SBIC industry, is highly questionable.
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Five years ago this committee worked to pass legislation to allow SSBICs to

repurchase their preferred stock from the SBA. This was an important opportunity for

SSBICs to restructure their balance sheets in order to attract additional private capital.

After five years and numerous delays, the SBA is finally preparing to launch this important

recapitalization program. Conversely, the much more complicated recapitalization

program for regular SBICs was accomplished in less than two years.

Numerous other examples can be given of instances in which the SBA has

developed burdensome, unnecessary policies, i.e., setting new minimum capital standards

which greatly exceed the capitalization of 91% of the SSBIC industry and of extremely

subjective interpretation and application of SBA regulations.

Future Funding of the SSBIC Program is Questionable

Since the early 1980's, NAIC has worked with this Committee to overcome the

budget proposals of many Administrations which have attempted to eliminate funding for

the SSBIC program. When the new Administration came into office with their emphasis

on minority business development, we anticipated a new, more supportive partner. Yet,

we are once again before you fighting for our continued survival.

When SBA Administrator Erskine Bowles testified before this Committee earlier this

year on the Administration's budget proposal. Congressman Mfume questioned him

regarding the proposal to provide substantial equity leverage to regular SBICs while

eliminating funding for SSBIC preferred stock leverage. Administrator Bowles replied that

he was putting his limited resources where he believed they would do the most good.

His message was clear, and one can hardly fault outside investors for questioning the

future availability of preferred stock leverage.
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Current SSBIC Executives are Hesitant to Recommend Program

Given the unstable regulatory environment and the uncertainty of future funding

availability, it is not surprising that our current executives are hesitant in recommending

the SSBIC program to outside parties. In the words of one of our executives, "Why would

we want to give the SBA the ability to confiscate our capital?"

Clearly, this should not be the case. The SBA should take pride in its

accomplishments of helping to develop a cadre of investment professionals who are the

recognized experts in minority business finance, helping to create wealth in the minority

community and jobs where they are most needed. Given a strong public/private sector

partnership in the SSBIC program, we could leverage the funds coming into the

community from institutional investors and achieve significant accomplishments which

would dwarf the already-impressive achievements of the SSBIC industry. This is our

goal.

And this is why we are flying in our executives and their portfolio entrepreneurs

from around the country tomorrow to meet with many of you and other members of

Congress who can help us to achieve this goal. In addition to our meetings, we will be

in the House Government Operations Committee Hearing Room in 2157 Rayburn

throughout the day so members and their staffs who are interested in speaking directly

with our executives and their portfolio entrepreneurs will have that opportunity. I

encourage each of you to take the time to learn more about our industry and its work.

Debenture Prepayments

Finally, with regard to H.R. 4298, 1 would like to express our support of legislation

which allows prepayment of debentures which carry high interest rates. Although most

consumer and other business loans provide this opportunity, many SBA program
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financings, including certain SSBIC debentures, do not. This legislation would help to

relieve the small business community from this unnecessary burden.

H.R. 4298, as currently written, provides for debenture prepayments only in the 503

program. We would argue that the ability to prepay debentures is equally important in

the Specialized SBIC program, where many companies must still make high interest

payments on debentures they sold in the early-to-mid-1980's.

We ask the Committee's support for an amendment to the bill which would allow

Specialized SBICs to prepay debentures which they sold directly to the SBA. It is our

understanding that this would have very little budget impact.

Conclusion

In conclusion, the Specialized SBIC industry has proven it can successfully invest

in specialized markets and make a return on investment. We have assisted in creating

wealth and witnessed the positive impact many of these companies have had on

indivkJual communities. We have developed the venture capital talent, the national

network, the deal flow, and the institutional and entrepreneurial relationships.

Our ability to continue to attract capital to the industry is critically dependent upon

a stable and reliable public/private partnership. The responsibility for creating and

maintaining a balanced environment must be shared by the government and private

sector, both of whom have invested resources, talent and time.

Mr. Chairman and members of the Committee, your leadership and support for the

Specialized SBIC program is greatly appreciated. Thank you once again for this

opportunity to testify.
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1982-1992 SSBIC Investment Statistics

SBA Leverage SSBIC Investments Est Total Financing

$356.6 million SI .2 billion $3.5 billion

$1.2 bil.

SSBICs

$2.3 bil.

other

private 3

Total Number of SSBIC Financings 11,711

Estimated Revenues of SSBIC Portfolio Companies $11.7 billion

Estimated Total Employees 156,410

Estimated Portfolio Company Employees Payroll:

Federal Taxes $469,230,000

State and Local Taxes $162,666,400

$631,896,400

Estimated Portfolio Company Taxes Paid:

Federal $105,034,586

State/Local $52,517.293

$157,551,879

Estimated Payroll Taxes Collected:

nCA: Employees $234,615,000

Company $234.615.000

Total $469,230,000

Unemployment Taxes:

Federal $8,758,960

State $37,538.400

Total $46,297,360

Total Governmental Collections $47.6 billion
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Good morning ladies and gentleman. Thank you for the
ODportumty to testify before you regarding the Small Business
Administration's Surety Bond Guarantee Program. I am here
representing The American Surety Association as well as my
company, Western States Bond Agency, Inc. I am a past president
of TASA and owner of my own agency.

The American Surety Association (TASA) is a professional
trade association comprised of over 100 businesses participating
in the specialty surety industry. The organization began in 1980

as a way to improve the information available both from and to

companies participating in the SBA's Surety Bond Guarantee ( SBG

)

Prior Approval Program. Our membership represents the most
active participants in the SBG Prior Approval Program.

As you may recall, back in 1986 the SBA-SBG Program ran out

of funding in Mid-August. TASA directed its contractors to
contact their Representatives stating their concerns over the
lack of funding and we were told the response was impressive. We

congratulate this committee for its determination in maintaining
adequate funding levels since that time. The proposal submitted
by the administration for budget levels of two billion in gross
guarantees per year should be adequate and we recommend this
committee's approval of the same.

We are, however, concerned and distressed over your
committee's consideration of eliminating the Surety Bond
Guarantee Prior Approval Program while maintaining the Preferred
Surety Bond Program (commonly referred to as Plan B). We expect
such a move to be disastrous for the small business and minority
contractor, the specialty surety market and the general public.

The SBG Prior Approval Program was established over 20 years
ago to assist small and minority contractors. It has effectively
met its mission by providing small and emerging businesses with
the resources to qualify for surety bonds and compete for

contracts. Many small and fledgling contractors are unable to

obtain surety bonds without an SBA guarantee because their
resources are too modest and their size represents too great a

risk to the larger surety companies.
To get a surety bond, a contractor must pay a licensed

surety company to issue a bond stating that the surety company
assumes the risk of meeting the contract terms if the contractor
defaults. Under the Prior Approval program, SBA guarantees a

percentage of the surety company's risk. SBA agrees to assume a

predetermined percentage of the loss in the event the contractor
breaches the terms of the contract. Any contractor that meets
SBA's size standard requirements as a small business can apply
for an SBA surety bond guarantee.

Under Plan B, selected surety companies are authorized by

SBA to issue, monitor and service bonds without SBA prior
approval. In order to participate in Plan B, however, the surety
company must meet certain regulatory requirements.
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It should be noted that these same sureties active in this
pilot Plan B Program were initially involved with the prior
approval program (in the 70's and early 80 ' s ) , however, due to
their reluctance to participate fully with the SBA-SBG Program,
specialty surety companies came in to fill the void and have
since become leaders in servicing the market sector the SBG
program intended.

The Prior Approval Program has proven to be successful over
a 20 year period. To analyze the success of this program against
the pilot Plan B program, in effect for only four years, is
premature. It has been noted in previous testimony presented to
the committee that the loss ratios for the Prior Approval Program
are more than twice that for Plan B. There are basically two
primary factors for this. Under the Prior Approval Program, the
SBA's guarantee portion is between 10-20% higher than under Plan
B, so clearly, SBA's obligation is higher thus inflating the loss
ratio. As important as this, though, is the fact that the bulk
of Plan B business has been written in the past 18 months and
unquestionably too short of a time frame to develop any accurate
information as it relates to a loss ratio. Because of the added
SBA guarantee portion, under the Prior Approval Program, TASA
members have historically undertaken writing accounts which are a

greater risk than Plan B surety companies.
This is further validated through the GAO-RCED-94-1 34

Report. The March 1994 Report regarding participation in SBA's
Bonding activities states: "SBA officials believe that the lower
loss ratio for the Plan B Program reflects the sureties
reluctance, with a 70% guarantee, to underwrite higher risk
bonds. Surety officials also explained that they concentrate on
firms with growth potential."

Additionally, Plan B has not yet proven it can or will meet
the mission of assisting small and emerging businesses. With
only a four year history, it is impossible to determine if this
program can meet with the same success as the Prior Approval
Program has enjoyed. In fact, during this time this pilot
program has been active it has captured only 10% of the market.

The belief that the elimination of the Prior Approval
Program would result in a cost savings to the SBA is erroneous.
Historically, either the staff would be terminated, causing
additional unemployment and greater cost subsidy by unemployment
insurance, or the staff would be reassigned, which is the most
probable result. With the reassignment of the personnel who have
been trained to work in this market, you would be losing a cost
effectiveness with a program of such a successful nature. It has
long been known that the SBA staff have provided access for the
small and emerging contractor both through hands-on work and
through its repository of information on the bonding process.
Since the Plan B program is not operated from the SBA field
offices, it is likely that knowledgeable bonding resources would
be greatly diminished within the SBA.
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Cassandra Pulley's testimony is also taken out of context.

In her testimony she refers to 18.8 million paid out for losses

under the prior approval program during the period FY 1991-1993.

She fails however to mention that the .6* contractor's processing

fee and the 20X guarantee fee paid by sureties for bonds written

through the prior approval program generated approximately $20

million in revenue during that period. We contend that the net

effect to the taxpayer for the funding of this program is

nominal

.

The Prior Approval Program and Plan B appeal to different

contractor markets in terms of their assistance. The elimination

of the Prior Approval Program would result in foreclosure of

contract access to the Prior Approval Program's market.

The Prior Approval Program participants are companies

designed to assist the small and emerging contractor. Their

target market is not limited to contractors showing significant

growth potential. It is very often the case that the smaller

contractor is satisfied remaining small as the company can build

a strong company without growing larger in their environment.
Plan B, however, seeks to guarantee only those smaller

companies with significant growth potential. The expectation
from Plan B participants is that these contractors will

eventually move into the standard surety market. Without the

Prior Approval Program, a large number of contractors would then

no longer have access to the surety market place resulting from

Plan B's marketing strategy.
Even if Plan B participants were willing and able to shift

their emphasis to include the Prior Approval Program's contractor

market, Plan B participants would be unable to fulfill the

complete 100% of the market seeking SBA guarantees .

It has been asserted that Plan B could fill the business

currently being processed through the Prior Approval Program.

This assertion is without substantiation when you consider that

only 10% of the guarantees made by the SBA come through Plan B.

It is unlikely that the Plan B participants could fulfill the 90*

of the market currently being served by the Prior Approval

Program. This is yet another way in which the contractor would

lose his/her ability to contend effectively in a very competitive

envi ronment

.

Elimination of the Prior Approval Program may also result in

less minorities having access to the surety bond guarantees
available through SBA. Currently, the SBG Prior Approval Program

has 24X minority contractor participation versus only 16% working

through Plan B. There is no proof that the 24« guaranteed
through the Prior Approval Program would be able to obtain
guarantees through Plan B. Therefore, minorities could be at a

distinct disadvantage in contracting with Plan B only.
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It IS important to understand that the Prior Approval
Program has successfully qualified small and emerging companies
for SBA bond guarantees enabling them to work in a very
competitive environment. Most of the surety companies
participating in the Prior Approval Program do not qualify to
participate in Plan B of the program.

Eliminating the Prior Approval Program would cause
unnecessary unemployment not only among contractors, but also
among the surety companies which have dedicated their business to
working with the SBA and the Prior Approval Program.

The small specialty surety companies participating in the
Prior Approval Program are subject to the same regulations as
those that govern the large standard market companies. Surety
companies must decide how much risk they are individually able to
accept based on the allowable price. However, since the small
contractor market is the market for the small specialty surety
companies, they have filed their rates to cover a higher risk and
to pay for the process of qualifying the small contractor for
bondi ng

.

The Plan B participants, or the larger companies, have not
been willing or have not expended the necessary resources to
become a participant in an SBG program which would encompass
servicing the complete small contractor arena. This is verified
by the fact that of the 13 companies who have signed the Plan B
participation agreement, only seven have executed SBA guaranteed
bonds. This is largely due to the fact that it is difficult for
the large companies to participate due to the involvement
required in the underwriting process of qualifying the small
contractor for the bond. On the other hand, the small surety
companies have dedicated their time and resources to specifically
manage these contractors.

Further, it is precisely the companies involved in the Prior
Approval Program that have structured their businesses to be in a
position to work with the small, minority and emerging
contractor. Their business has been built on working with the
smaller and riskier contractor, the type of business Plan B
participants have declined. To expect that Plan B would assume
the role of the Prior Approval Program participants is
fallacious. Therefore, it is likely that many small and emerging
contractors would not have access to the surety bonds enabling
them to win contracts, many smaller surety companies would be
denied participation in the SBG program, reducing both segments
of the industry's ability to employ individuals and contribute to
the national economy.
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Independent agents working with the Prior Approval Program
also stand to suffer with the elimination of this important
program. Many independent agents who currently represent
contractors in the Prior Approval Program would be unable to

represent their client in the Plan B program because they are not

appointed agents with sureties participating in the Plan B

program. The remarketing of contractors into the Plan B Program
would allow the participating sureties unfair advantage to

solicit insurance packages for contractors currently obtaining
insurance with the independent agent. This would ultimately
result in a loss of competitiveness within the surety industry.

Concentration on Plan B exclusively would result in less
competitiveness in contracting ultimately harming the taxpayer.
It is competitiveness in contracting that ensures fair prices for

projects to the taxpayer. By excluding small, minority and
emerging businesses from competing for contracts, the contractors
working through Plan B would have an exclusive ability to gain
work. It is precisely the small, minority and emerging business
that is the backbone of our economy. It is this type of

ent repreneurshi p that should be afforded the ability to play on a

level playing field. In fact, this was the rationale for the
establishment of the Small Business Administration so long ago.
To eliminate the one successful program that these small and
emerging companies have used to provide them access to a

competitive market is socially irresponsible and counter to SBA's
mi ssion.

My personal experience with the SBA-SBG program
substantiates the information I have provided. I have personally
be involved with the program since 1977 and I have worked very
hard to promote the benefits of using the SBA to many small,
minority and emerging and distressed contractors during that
time. In fact, I was given the opportunity to start a business
dedicated to exclusively provide SBA guaranteed bonds. It is

important to note that my company currently works with the SBA
Prior Approval program and this work constitutes the bulk of my

agency's premium volume and commission income. My territory is

limited to the SBA Region VIII and this region has historically
been a very significant user of this program.

My agency has underwritten numerous small town, rural

contractors who have a single or sporadic bond needs. Since Plan

B sureties are not geared to handle the one shot deals or those
accounts with no growth potential, as they currently are not,

eliminating the prior approval program will cause this class of

contractor to either slip through the cracks of surety credit
altogether or seek alternative surety markets that will be either
credit or cost prohibitive. Ultimately those contractors will

fail .
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It is important to note that surety is not different than
other businesses as it relates to business cycles. Presently, we
are in a very soft market where access to surety credit is fairly
easy for all contractors. Back in 1986-1990 when the surety
market was tight, my agency wrote many contractors who were
denied further surety credit by those sureties now participating
in the Plan B program because of the distressed nature of their
financial statements. Because of the prior approval program,
however, we were able to successfully provide bond credit to
contractors which eventually were able to survive and turn
themselves around. Eliminating the prior approval program would
eliminate the chance to give these companies ah opportunity to
weather poor economic conditions.

My company has also written numerous construction accounts
which have either been start up companies or in the business for
a very limited period of time. Most of the surety companies
involved with the Plan B have requirements wherein the contractor
must be in business for at least three years. Through the prior
approval program, however, my agency has been able to develop the
attitude that we want to give every contractor a chance to
succeed and because of the prior approval program, they have
access to decent and fair surety credit. Without this program,
these contractors would not have access to viable surety credit.

My agency has written numerous contractors through the prior
approval program who couldn't obtain surety credit from those
sureties involved in Plan B because of their territorial
restrictions or because of the nature of their work being so
unique that Plan B sureties could not undertake the risk. The
prior approval program provides these unique contractors with
access, without which the market would be significantly less
compet i t i ve

.

Finally, my company deals with local insurance agents and
brokers who don't have appointment with Plan B companies.
Because of my capacity as a general agent, we are able to
accommodate the needs of these agents so that they may maintain
the construction company as an account. Without the Prior
Approval Program, only insurance agents appointed with Plan B
companies could participate in the S8G program.

Ultimately, my personal experience with the SBG program has
been tremendous. The SBA officials involved have been
cooperative and sensitive to the contractors' needs and the
elimination of the prior approval program would have deleterious
ramifications for contractors, the surety industry, insurance
agents and most importantly, the general public.
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CONCLUSION
In summary, the enmination of the SBG Prior Approval

Program would have a devastating effect for the small, minority
and emerging contractor, the specialty surety company, surety
agents and ultimately, the general public. The majority of all
SBA guarantees were provided through the Prior Approval Program.
To presume that the Plan B participants could fulfill this role
is without substantiation and very unlikely. Participants in the
Prior Approval Program have been successfully providing access
for small, minority and emerging businesses for over 20 years.

Additionally, Prior Approval Program participants, those
sureties geared to specifically work with the riskier company,
are statutorily prevented from working within the Plan B program.
This prohibition would result in losses for not only the
contractor servea by this surety sector, but for the surety
company and agents as well.

The companies working with these smaller contractors would
be forced to redirect their efforts and/or go out of business.
Likewise, the agents working with the Prior Approval Program
could be eliminated from the market.

Without the Prior Approval Program, small, minority and
emerging contractors will not have access to bond guarantees
backed by the SBA necessary for operation. These small, minority
and emerging contractors would be ultimately fail without access
to the Prior Approval Program. Most significantly, it is these
small contractors that ensure competitiveness in the marketplace
thereby assuring the taxpayer the greatest bang for his buck.

The rationale for the establishment of the SBA was to assist
the smaller businessmen and make the playing field level for
small, minority and emerging companies. Eradicating the Prior
Approval Program would result in a loss of competitiveness that
ultimately would harm the taxpayer. The economic losses
resulting from focus on Plan B exclusively are expected to be
extensive.

Thank you for your time and attention in this matter. We
are urging you to appropriate the necessary funding for
supporting SBA ' s SBG Prior Approval Program.
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Mr. Chairman and Members of the Committee:

I very much appreciate the opportunity to testify today on H.R. 4297 and

H.R. 4298 - two bills you have introduced at the request of the

Administration.

I am testifying today in my capacity as the volunteer Chairman of the

National Association of Small Business Investment Companies (NASBIC),

which is the national trade association for the SBIC industry.

In my real life, I am President of Fundex Capital Corporation, a privately-

owned SBIC located on Long Island, in Great Neck, New York. Fundex

Capital, which was licensed in 1978, has had a profitable track record

over the past 16 years, has successfully financed some 230 small

businesses, and currently has over $ 10.0 million under management.

I might add that as a result of the newly published SBIC regulations and

related management improvements within SBA, we have expanded our

commitment to the SBIC program and expect to double in size over the

next two years.

My testimony on H.R. 4297 will focus exclusively on those portions of

Title VI which propose new authorization levels for the SBIC program in

fiscal years 1995, 1996 and 1997. I do not intend to discuss the various

proposed technical amendments affecting SBA's role under the Small

Business Act contained in that bill.

In addition, I will also comment on H.R. 4298 which, in its present form,

would permit a modified form of prepayment for SBA-guaranteed

debentures issued by State and local development companies.
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Status of the New and Revised SBiC Program

Mr. Chairman, let me repeat once again the SBIC industry's appreciation

and thanks for your personal leadership, and the leadership of this

Committee, in securing passage of the landmark legislation which

completely restructured and improved the SBIC program.

In our testimony to this Committee last year, we said that the new

program will only be successful if it attracts top quality financial

managers and a meaningful level of private capital investment. To achieve

those objectives, we said that two essential ingredients had to be in

place.

We felt, as a first prerequisite, that the new regulations implementing

the program had to establish a new, positive regulatory environment for

the program. That is, the new regulations had to be realistic, workable

and market-related. I'd like to take a moment to bring you up to date on

the progress that has been made in this area.

As you know, the SBIC legislation was signed into law in September, 1992.

Following the change of Administrations, which understandably caused

some delay in the process, proposed regulations were published for public

comment in August of 1993. Extensive comments were submitted by the

SBIC industry and other interested parties. After a very comprehensive

and detailed analysis of the comments by SBA, a revised set of regulations

was cleared by 0MB and published as final rules on April 8, 1994, with an

effective date of April 25, 1994. SBA also determined that the April 25th

effective date of the new regulations would also be the first day that SBA
would accept license applications from groups forming SBICs that

intended to use the new Participating Securities.

We are absolutely delighted this milestone has been reached - and we can

now move fon^^ard to implement the changes and rebuild the industry.

Certainly, there has been some frustration over how long it has taken to

put the revised program in place. However, that concern has been vastly
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overshadowed by several positive developments in the process that are

crucial to the long-term success of the program. For example:

• There has been a significant upgrade in SBA's capability to manage

the SBIC program. SBA Administrator Erskine Bowles' personal

involvement in reshaping the program, based on his knowledge of the

investment business, is certainly a plus that doesn't require

elaboration. And, Associate Administrator for Investment, Robert

Stillman, with his vast experience in venture capital, is proving to

be the perfect choice as the hands-on manager of the Investment

Division.

• There is now a "user friendly" environment at SBA for the program.

Instead of the old adversarial attitude. Administrator Bowles, Bob

Stillman and their team are truly working to establish an effective

partnership with the industry. In addition to fulfilling its public

policy and regulatory responsibilities, SBA is now interested in

providing services to SBICs which will help assure they are

successful in their mission to finance small business.

Moreover, we now have a new set of comprehensive regulations that

should generally prove attractive to the venture and investment

communities. These new regulations will correct many of the systemic

problems in the old program, significantly increase the flow of long-term

capital to small business, and enhance SBIC profit opportunities.

The industry does believe that several additional regulatory changes still

need to be made and there will continue to be a need for refinements of

the new regulations. We intend to pursue those modifications in concert

with the SBA.

Looking at the big picture, however, we are very pleased to tell you that

several years of hard work, and a very intensive cooperative effort

between SBA and the industry, have been productive. Fundamental changes

in the regulatory structure have been made, and the statutory and

regulatory foundation to rebuild the SBIC industry is now in place.
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Authorized Program Levels for Fiscal Yeara 1995. 1996 and

1997

The second prerequisite we said was necessary to assure success of the

the program was that investors must have confidence that the government

is committed to providing adequate funding for the program, i can assure

you that one of the most frequent questions asked by private investors is

whether the government will really provide sufficient funding to meet

demand as the program grows. These investors are considering long-term,

10-year commitments of their funds, and they want to know if the

government will be a reliable financial partner.

Which brings me to H.R. 4297 and the SBIC authorization levels for fiscal

years 1995, 1996 and 1997 proposed by SBA.

All the evidence we have from the financial marketplace makes it very

clear that the level of interest in the newly restructured SBIC program is

far beyond our initial expectations. This is true for both forms of SBICs -

straight equity-type SBICs that will use the new Participating Securities,

and debt-type SBICs that will use the old form of current-pay Debentures.

One of the surprising side-effects of our efforts to make the financial

markets aware of the new Participating Securities program was a

"discovery" of, and intense interest in, the concept of SBICs that use

Debentures.

SBIC licensing activity levels have picked up substantially. For SBICs

using Debentures, SBA has licensed 9 new SBICs in the first four months

of this year, and 22 additional license applications are being processed.

In addition, 26 groups have filed license applications for SBICs that will

use Participating Securities, and we are aware of over 50 other

experienced, top quality investment groups that are actively considering

or actually taking steps to form new SBICs.
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Based on the recent rate of license applications and our assessment of

interest from the financial markets, we estimate the program will

generate the following cumulative level of activity over the period which

includes fiscal years 1994-1997:

For SBICs using the new Participating Securities:

• Over 200 new SBICs will be licensed, with an average private

capital of $15 million.

• These SBICs will bring in excess of $3.0 billion of new private

capital into the program.

• They will deploy $1.8 billion of their private capital.

• They will use $3.5 billion of leverage through Participating

Securities

• Their investments in small business will total $5.3 billion.

For SBICs using current-pay Debentures, we estimate that:

• 60 new lender-oriented SBICs will be licensed, with an average

private capital of $7.5 million.

• These SBICs will bring $600 million of new private capital into the

program.

• They will invest $330 million of their private capital.

• Leverage takedowns of these SBICs, combined with additional

leverage used by existing SBICs, will total $1.2 billion.

• Combined investments in small firms by existing and new SBICs

using Debentures will total $1.5 billion.
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Participatinn Securities

In H.R. 4297, SBA has proposed the following new authorization levels for

Participating Securities:

. $550 million in FY 1995,

• $1.1 billion in FY 1996, and

• $1.7 billion in FY 1997.

Our estimates closely parallel SBA's, and we fully support the proposed

authorization levels for the new Participating Securities and strongly

urge the Committee to adopt them.

Debentures

SBA's has proposed new authorization levels for Debentures of:

• $210 million for FY 1995,

• $250 million in FY 1996, and

• $310 million in FY 1997.

We have a fairly substantial disagreement with SBA here, with our

projected need for Debenture leverage in the out-years significantly

higher than SBA's. Our estimates for SBIC Debenture leverage are:

• $230 million in FY 1995,

• $350 million in FY 1996, and

• $500 million in FY 1997.

On an aggregate basis over the 3-year period our estimate for Debentures

is $310 million higher than SBA's. Our projections are higher because of

differences in two basic assumptions used in making the projections.

1. SBA assumed an average private capital of $15 million for new

SBICs using Debentures. With a minimum capitalization requirement
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for these SBICs of $5.0 million, we believe SBA's figure is too high.

Instead, we have used an average private capital base of $7.5 million

for these new SBICs.

2. Although our assumption of a lower average private capital would

suggest less debenture use. SBA has also assumed a 2:1 leverage

ratio in making its projections, based on the historical use of

Debenture leverage under the old program, which we believe is

unrealistically low. The historical 2:1 leverage ratio was

superficially dampened by a significant number of equity-oriented

SBICs that only used low levels of leverage because of the risk of

incurring substantial debt service requirements they could not meet.

As such, in our opinion, it is not a valid indicator on a going-forward

basis. We are convinced that this equity-risk dampening effect has

been removed from the new program, and that the newly licensed

lender-type SBICs using Debentures on a going-forward basis will

maximize leverage at a ratio of 3:1.

We would urge the Committee to adopt these higher authorization levels

for SBIC Debentures.

The Committee's action on SBIC authorization levels for both types of

leverage will send an important signal to the private investment

community. Establishing authorized funding authority at these

recommended levels is critical to give potential investors solid evidence

that the government's commitment to the new SBIC program is real.

Expectations and Benefits

What can the government expect from its increased investment in the

restructured SBIC program? We believe the benefits will be quite

significant.
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• We know that small growth firms are the primary engine of job

creation in the U.S. economy. In normal business cycles, small

business creates 65% of all the new jobs created in the economy.

• But, we also know that in today's market small businesses face a

severe problem in obtaining the patient, long-term capital they need

for growth and expansion.

• Between 1989 and 1992, sources of venture capital literally dried

up, and while the level of dollars going into venture funds has

rebounded, the bulk of that money is concentrated in a small number

of very big venture funds that invest primarily in larger companies.

• The net result is a severe shortage of long-term patient capital that

new start-up companies and small emerging businesses need for

growth and survival.

• The revitalized SBIC program can, and will, be a major force in

solving this problem by addressing a significant segment of the

risk-capital needs of small business.

As our projections indicate, over the next four years, we believe the

restructured SBIC program will produce 280 new SBICs, new private

capital committed to the program of over $3.5 billion, deployment of $4.5

billion of leverage, and total new investments in small business in excess

of over $6.5 billion.

Relief From Excessive Prepayment Penalties

Now let me quickly summarize our position on H.R. 4298, which provides

relief from very high prepayment penalties for State and local

development companies that have issued long-term Debentures guaranteed

by SBA and held by the Federal Financing Bank (FFB) under SBA's 503 loan

program.
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I should first acknowledge that this is not a new issue for the Chairman.

You have been waging a battle for several years to provide relief from

excessive prepayment penalties for both development companies and

SBICs. despite strong opposition from the Treasury Department in prior

Administrations. We appreciate those previous efforts, and we thank you

for the opportunity to recommend the Inclusion of SBICs in this bill.

We would strongly urge the Committee to expand H.R. 4298 to include

similar relief for SBICs that have outstanding Debentures held by the FFB.

While the same excessive penalty exists in both programs, there is an

important distinction in the case of SBICs.

In the 503 program, it's the borrower who's loan secures the debenture

hekJ by the FFB who bears the burden of the high prepayment penalty.

In the SBIC program, the SBICs ox is gored directly by the prepayment

penalty. There is no underlying loan which secures individual debentures

of SBICs. In fact, under SBA's regulations borrowers from SBICs have

absolute discretion to prepay a loan at any time. While SBICs are

authorized to charge a reasonable prepayment penalty, it's far less than

what they would have to pay to prepay their debenture hekJ by FFB. As a

result, SBICs that have issued these debentures have suffered a

continually worsening negative spread on their loans as market interest

rates have continued to drop. In fact, we are convinced that this has been

a contributing factor to several SBICs going into liquidation over the past

five years.

FFB's data shows that they currently hold some 76 SBIC debentures which

are subject to this excessive prepayment penalty feature. Furthermore,

FFB's analysis of this portfolio indicates that the cost of the premium to

provkje the type of relief prescribed by H.R. 4298 for these SBIC

debentures would be slightly over $1.0 million.

In light of these facts, we strongly urge the Committee to amend H.R.

4298 to include SBICs facing this stiff prepayment penalty problem, with



464

appropriate modifications to the bill to account for the structural

distinctions between the SBIC and development company programs.

Let me address one additional concern with H.R. 4298. The last proviso in

the bill, Section 2 (a) on page 5, would repeal the statutory prohibition

against Treasury financing the 503 program through the Federal Financing

Bank. The Administration's background statement on this provision

suggests this would simply "give the Administration the flexibility to

decide which is the best source of financing to use for the program."

Presumably, if the bill was modified to include SBICs the Administration

would also want to repeal the statutory prohibition against Treasury

financing the SBIC program through the Federal Financing Bank, and it

would claim the same desire for simple "flexibility."

We strongly oppose this provision in the bill, or the inclusion of anything

like it if SBICs are included in H.R. 4298. The prohibition in question

became effective in 1986, and since that time both the SBIC and

Development Company programs have put in place a very effective,

market-based system to provide leverage financing for their programs.

While this system involves a modest cost for leverage, it has also

eliminated the very problem of excessive prepayment penalties inherent in

FFB financing which H.R. 4298 is designed to relieve.

Treasury vehemently opposed moving the financing system for these

programs out of the FFB in 1986, and we have no doubt about what action

Treasury would take if this provision were enacted - they would

immediately force both programs back into the FFB system.

In our view, this proposal is counterproductive and antithetical to our

interests as the users of these financing programs. We strongly urge the

Committee to kill this provision of the bill.
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Conclusion

Thank you for the opportunity to testify today. Obviously, these subjects

are of vital importance to the future of the SBIC industry and its

continued ability to provide patient, long-term capital to small growing

companies. We look forward to this Committee's continued oversight and

support in meeting this goal.
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DEPARTMENT OF THE TREASURY
WASHINGTON

UNDERSECRETARY May 9, 1994

The Honorable John J. LaFalce
Chairman
Committee on Small Business
U.S. House of Representatives
Washington, DC 2 0515

Dear Mr. Chairman:

Thank you again for according me the opportunity to appear
before you on March 17 to discuss the results of the President's
Credit Availability Program.

During the hearing, you requested state-by-state data on
commercial and industrial (C&I) lending for 1993, which is the
most recent data available. In response, I have enclosed a
summary table, more detailed state-by-state analyses, and
regional analyses, as compiled by the Federal Deposit Insurance
Corporation. As the data indicate, C&I lending appears to be
trending upward, after three years of decline. Commercial and
industrial lending even picked up overall in New England during
1993, although Connecticut and New Hampshire posted declining
rates. Note that the data are for total C&l lending, and are not
broken out between large and small businesses. Therefore, we
cannot be certain that small business lending reflects the
overall trend.

If we can be of any further assistance, please let me know.

Sincerely,

U^<-( A4i
Frank N. Newman

Under Secretary of the Treasury

Enclosure
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Commercial and Industrial Loan Growth Rates
0«c«mb«r 31, 1992 - 0«c«mb«r 31, 1993

Less ttian 0%a Betwear and 5%H Greater than S%

FDIC Quarterly Banking Profile

Fourth Quarter 1993 FDIC-lnsured Commercial Banks

I
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Commercial and Industrial Loan Growth Rates

December 31, 1993
(dollar figuras In mllllona)
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Northeast Region

Aggregate Condition and Income Data, FD<C-<nsufed Commercial Banks
(dollar tigunt In millions)

Number ol msmulions reporting

Total employees (full-time equivalent)

CONDITION DATA
Total assets

Loans secured by real estate

Commeraal & mdustnal loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Tolal loans & leases

Less Reserve tor losses

Net loans & leases

InvestmenI securities

Ottier real estate owned

Goodwill and other intangibles

All other assets

Total liabilities and capilal

Noninterest -bearing deposits .

lnterest-t)eanng deposits

Other borrowed lunds

Subordinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due..

Noncurrent loans and leases

Restnjclured loans and leases

Direct and indirect investments in real ej

1-4 Family residential mortgages

Mortgage -backed securities

Earning assets

Long-term assets (5» years)

Volatile liabilities

Foreign office deposits

Unused loan commitmenis

On-balance-sheel deflvalives

Preliminary
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Southeast Region

Aggregate Condition and Income Data
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Central Region

, FOIC-lnsurad ComnwrcialBanks

(doilMf tiguna in mUHona)
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Midwest Region

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollar figurea in milllona)
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Southwest Region

Aggregate Condition and Income Data, FDIC-<nsufed Commrcial Banks

(dollar nguras in mllllont)

Number of instilutions reporting

Total employees < full-time equivalent)

CONDITION DATA
Tola! assets

Loans secured by real estate

Commeraal & industnaJ loans

Laans (o individuals

Fa/m loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve tot losses

Net loans & leases

Inveslmeni securities

Other real estate owned >

Goodwill and other iniangMos

All other assets

Total liabilities and capital

Nonnterest-beafmg deposits

Interest beanng deposits

Other borrowed funds

Subordinated debt

All other liabilibes..

Equity capital

Loans and leases 30-89 days past due

NorKurreni loans and leas«s

Restructured loans and leases

Direct and indirect investments in real estate

1-4 Family residential mortgages

Mortgage-backed securtias

Earning assets

Long-lemi assets (S« ynn)
Volalile liabilities

Foreign office deposits

Unused loan commlments

Ott-tMUance-sheel derivaliy**

Preliminary
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West Region

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks

(dollar figures in millions)

Number o! inslilulions reporting

Total employees (hjlllime equivalent)-

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industrial loans

Loans to individuals

Farm loans

Other loans & leases

Less: Unearned inconne

Total loans & leases

Less. Reserve tor losses

Net loans & leases

Investment securities

Other real estate owned

Goodwill and other intangibles

All other assets

Total liabilities and capital

NoninteresI -bearing deposits..

Interest-bearing deposits

Other borrowed funds

Subordinated debt

All other liabilities

Equity capital

Preliminary
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Quarterly Banking Profile

December 31, 1993

Alabama

Aggregate Conditton and Income Data, FDIC-lnsured Commercial

(dolltr tlgum In mllllonM) Pre(im«iary

Banks

Number 0) instnulions reponing

Total employees (lull-time equlvaieni)..

CONOmONDATA
Total assets -

Loans secured by real estate

Commercial & industrial loans

Loans to individuaJs

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securVies

Other real estate owned

Goodwill and other ntangtiles

A> other assets

Total labililies and capital

Nomnterast-bearmg deposits..

Interest-t>eanng deposits

Other borrowed funds

Silwrdinated debt

Al other iabilllns

Equity capital

Loans and leases 30-89 days past due..

^4oncunBnt loans and leases

Restnjctured loare and leases

Direct and indirect investments In real ai

1-4 Family residential mongaga*

Mortgage-backed securities

Earning assets

Long-term assets (5» years)

Volatile liabililies

Foreign office deposits

Unused toan commitmer^s

Olf-t>aiance-sheei denvativee

4th Qtr

1993

214

26.727

S4e.896

15.984

6.782

5323
289

1.620

237

30,262

454

29.808

11.500

87

159

5.342

46.896

6.687

30.666

4.904

51

624

3.944

336

205

29

9243
4,509

42.754

6.486

9.437

255

9.970

9.175

3rd Qtr

1993

214

24.892

t46.057

15.186

6.566

5.745

336

1.587

250

29.169

447

28.722

11.788

100

152

5296

46.057

6297
29.968

5.319

51

588

3J13

214

25

8.710

5.125

42.169

6.936

9.637

331

9.486

8.744

4th ar
1992

217

24096

t43.845

13.431

6.345

5.587

263

1.687

281

27.032

393

26.639

11.903

127

143

5.035

43.845

6.088

29.275

4419
26

535

3.503

313

255
14

7.385

5.482

39.832

7.509

8.798

291

7.501

5.569

SChange
924-934

-157

12

155
11 9

-3 4

-31 8

11 7

110
956
167
126

75
-196

101 8

-96 9

253
•180

73
-137

7 3

•123

329
64 7

mCOMBDATA
Total interest income

Total interest expense

Net ntereet income

Provision for loan losses

Total nondterest income

Total nonlnterest expense

Sectfities gains (losses)

Applicable income taxes

Extraordinary gams ml
Net (Kome

Net charge-Otis

Cash dividends

^4et operating meortie

$3,151

1245
1.906

134

636

1.549

26

274

Full Yew
1992

Preimrary

4th Qtr

SCttange 1993

»3.207

1.405

1.802

191

568

1 452

525

123

217

302
120
6 8

432
24 5

988 7

175
•360

220
157

»795

313

482

4th Qtr

1992

$793

317

476

%Change
92 4-934

-49 4

146
57

1653
23 5

121 2

21 2

-338

149
18 7
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Quarterly Banking Profile

December 31, 1993

Alaska

Aggregate Condition and Income Data, FDIC-ln«ured Commercial Banks
(dollar figuns In million*) Prelimnary

4th Qtr

1993

3rd Qtr

1993

Number ol instHutions raporting

Total etDployees (full-time equivalani)..

CLNDITION DATA
Tjtal assets

Loans secured t^ real estate

Commeroal & industnal loans

Loans to individuaJs

Farm loans

Other loans & leases

Less Unearned income

Total loans 4 leases

Less Reserve tor losses

Ne\ loans & leases

Investment securities

Other real estate owned
Goodwill and other intangibles

All other assets

Total liabilities and capital

Nonmterast-beanng deposits..

Interest -beanng deposits

Other bon-owed funds

Sitwrdinated debt....

All other liabilities

Equity capital

Loans and leases 30-69 days past due

Nonojrrent loans and leases

Restructured loans and leases

Direct and indirect investments vt real BGlate..

1-4 Family residential mongages
Mortgage-backed securities

Earning assets

Long-letm assets (5* yeafs)

Volatile kabiWies

Foreign office deposits

Umjsed loan commitments

Off-baJance-sheet demratlves

4lhQtr

1992

^Change
92 4-934

8
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Quarterly Banking Profile

December 31, 1993

Arizona

Aggregate Condition end Income Date. FDIC-lnsufed Commercle! Banks

(doUar HgurmM In mlllloia)
""'

NuiTit>e< <A insIilulDns reporting

Total enployees (lull-tme equivalani)

CX)NDITK3N DATA
Total assets

Loans secured by real eaale

Commercal & industrial loans

Loans to individuals

Farm loans

Other loans & leases ~

Less Ur^earned vKome
Total loans & leases ~

Less Reserve lor losses

Net loans A leases

Investmeni securtlies

Other real estate owned
Goodwil and ottier mtansMM
All other assets

Total liatnlilies and capital

Nonrterest-beamg depoatti

Inleresl-beanng deposits

Other borrowed lunds

S»l)ordinated debt

All other labilities

Equity capital

Loans and leases 30-89 days pas) due

hloncurrent loans and leases

Restructured loans and leases

Direct and ndrect nvestirwnts n real aeuta.

1-4 Family residertal moitgaoee

Mortgage-backed securtie*

Earmrig assets

Long-term assets (S^ yean)

Volatile kabiities

Foreign otiice deposits

Unused loan commitments

Off-balance-sheet defivativas

Pretmriary
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Quarterly Banking Profile

December 31. 1993

Arkansas

Aggregate Condition and Income Data, FDIC-lneured Commercial Banks
(dollmr figuma In mlllfonm)

Number o< insiaulions raponing

Total employees (tull-lnie aquivalefil)

CCJNOmON DATA
Toul assets

Loans secuied by real estate

Commercial & industnal loans

Loans to tndiVNJuals

Farm loans

Other loans & leases

Less: Unearned income

Total loans & leases

Less Reserve lor losses

Net loans i leases

Investment secunlies

Other real estate owned
Goodwill and other ntangUes
Al other assets

Pre*mina«y
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Quarterly Banking Profile

Dec«mb«r 31, 1993

California

Aggregate Condition and Income Data. FDIC-ln«ured Commefclal Banks
(dollMf Hgum* In mlUlon*)

Number ol insiaulions reponing

Total employees (lull-lme equivalent)

.

CONOmON DATA
Total assets

Loans secured by real eslale

ComiTwrcial & industrial loans

Loans to indrviduals

Farm loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securties

Other real estate owned
Goodwill and other inungMat
All other assets

Total liabilities and capital

Nonmlerest-beanng deposMt.,

Interest -beanng deposits

Other bonowed lunds

Stiwrdinated debt

AH other kabililies

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and ndirec) nvestments in real estate..

1-4 Famly resjdenial mortgages

Mongage-backed secuniies

Earning assets

Long-term assets (5-^ years)

Volatile liabilities

Foreign oHice deposits

Unused loan commitments

Oil-balance-sheet denvativas

Pretnwiary

4th Qlr

1993

42S

154.753

$328,533

114.943

54.422

24.406

3210
23.776

426

220.330

7.206

213.124

49.963

2.4S4

3.568

59.425

328.533

69.132

197.907

18.280

6.520

8.801

27.884

3.090

7.647

2.829

231

64.143

25.284

288.602

53.019

64,577

28.017

1 1 1 .938

943.363

3njQ(r

1993

430

156.042

$328,611

114,708

53.855

24.359

3.006

22.151

450

217,630

7.300

210.329

46.857

3.746

3 665
64.014

328.61

1

69.448

197.824

16.533

6.502

10,445

27,859

3,520

8.387

2.887

301

62.695

24,568

284,728

52,236

62.059

26.127

108.259

984.629

4th Qlr

1992

455

160.937

$329,683

120.091

57.495

29.414

3.080

19.480

509

229.051

7.583

221.468

38.512

4.846

3.778

61,079

329.683

69,744

201 ,480

16,245

6,492

9,776

25.946

4.556

10,517

2,701

436

65.317

18.493

282.620

53.536

61,415

22,183

121.903

838.865

%Change
924-93:4

22.1

-163

29 7

-494

-100

7.5

322
273

INCOME DATA
Total interest income

Total interest expense

f4et interest income

Provision lor loan losses

Total nonmterest Income....

Total nonnlerest enpense..

Secumies gains (bsses)

Applicable income taxes

Extraor<knary gains, net

Net ncome
Net charge^ofls

Cash dividends

1^1 operating «KOine

Preimmaiy

Full Veer

1993

$21,337

6.725

14,612

2.399

6.759

14,380

129

2.019

95

2.798

2.587

1.047

2.615

Preliminary

Full Year 4th Qtr

1992 %Change 1993

4th Qtr %Change
1992 92:4-934

$23,835

9.098

14.737

3.677

6.307

14.188

277

1.592

(7)

1.858

3,457

484

1.680

105
26 1

72
1.4

•534

270
14771

50.7

252
116 1

55.7

$5,251

1.612

3.639

616

1.743

3.691

22

480

623

677

602

$5,854

1.915

3.939

1.022

1.575

3.787

36

380

7

368

1.283

103
15 8

76
398
loe
2 6

•393

269
544
69.0

515
338 4

808
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Quarterly Banking Profile

December 31, 1993

Colorado

Aggregate Condition and Income Data. FDIC-lntured Commercial Banks
(dollar Hgum In million*)

Nunnber ol instllulions reporting

Total enployees (lull-tinw equivaleni)

CONDITION DATA
Total assets

Loans secured by real estate

Commefoal & industnal loans

Loans to indrviduais

Farm loans

Other loans & leases

Preliminary

4th Qlr

1993

3rdQtr

1993

4th Qtr

1992

%Change
924-934

322
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Quarterly Banking Profile

December 31, 1993

Connecticut

Aggregate Condition and Income Data. FDIC-lngufed Commercial Banks
(dotar Hguima In mlUloif)

Number o( inslilijlions reporting

Total errployees (tull-iime equivalefil)

CONDITION DAIA
Total assets

Loans secured by real estate

Commercial & industnaJ loans

Loans to individuals

Farm loans

Other loans A leases

Less Unearned ncome
Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and other ntangUes
All other assets

Total liatalHies and capital

Nonmierest-beanrig depoals

Interest -beanng deposits

Otfier borrowed lurKls

Siixirdinated debt

Al other kabilllies

Equity capital

Loans and leases 30-89 days past due.

Noncurrent loans ar>d leases

Restructured loans and leases

Oired and ndred mveslments n real e

1-4 Family residential modgages
Mortgage-backed securities

Earning assets

Long-term assets (5« yMIS)

Volatile hidsikties

Foreign oHice deposits

Unused loan commitmentt

Oil-balance-sheet defrvativas.
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Quarterly Banking Profile

December 31 , 1993

Delaware

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollar ngumt In million*)

Number o< inslMutions reportlno

Total employees (lull-lime equivalent)..

coNorrioN data
Total assets

Loans secured by real estate

Commercial & industnal loans

Loans to individuals

Farm loans ..

Other loans & leases

Lass Unearned ncomo
Totai loans & leases

Less. Resen/e for losses

Net loans & leases

Investment secunlies

Other real estate owned
Goodwil and other MangUes
AB ottwr assets

Total liabilities and capital

Noninterest-beanng deposits

Interest -beanng deposits

Other borrowed tunds

Subordinated debt

A> other liabilities

Equity capital

Loans and leases 30-89 days past due
Noncurrenl loans and leases

Restmctured loans arvj leases

Direci and rdrect nvestments n real estate

1 '4 Family residential mortgages

Mortgage-backed secunties

Earning assets

Long-term assets (S« years)

Volatile liabilities

Foreign ottice deposits

Unused loan commitments

Ott-balance-sheet denvativas

Preliminaiy

4th Qtr

1993

3rd Qtr

1993

4th Qtr

1992

%Change
92 4-934

26^970

$8S.84a

4.538

4,066

52,736

51

2.858

51

65,098

2,015

63,083

11,057

63

476

11,168

85,848

2.779

32.093

38.215

1.253

3234
8.274

1.222

998

2.623

2.898

77.636

4.617

55.319

4.386

295.509

71.218

26.092

$80,321

4.579

3.708

48.680

49

1.792

44

58.763

2.149

56.614

12.621

70

493

10,523

80.321

2.719

30.648

34.704

1253

2.856

8.141

1.191

2.630

2.998

73.01

1

5.023

51.002

3.734

283.104

88.815

22.191

$76,990

4.896

5.168

46.864

53

2.040

46

58.976

2,174

56.802

9.530

84

548

10.026

76.990

2.794

30,808

31.464

1.112

2.906

7.906

1246
1.033

17

2.866

2235
69.702

4.300

48,421

3,532

256,142

39.108

-39

125

104
-7 3

111

160
-250
•131

114

21.5

12.6

11.3

29 7

114
7 4

143
242
154
82 1

INCOME DATA
Total interest income

Total interest expense

Net interest income

Provision lor loan losses

Total noninterest income

Total noninterest expense

Secunties gains (losses)

Applicabte income taxes

Extraordinary gaits net

Net ncome
Net charge-oHs...

Cash dividends ..

Net operating »icome

Preliminary

Full Year

1993

$8,026

2.529

5.497

2.059

5.637

5.405

71

1.300

3

2.444

1.804

2.378

2.394

Preliminaiy

Full Year 4th Qtr

1992 SChange 1993

$8,029
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December 31, 1993

District Of Columbia

Aggregate Condition and Income Data, FDIC-lnaured Commercial Bank»
(dollar Hgum In million*)

Number ot inslAutions reponing

Total employees (lull-lime equivaleni)

CONDITION DATA
Total assels

Loans secured by real estate

Commercial & induslnaJ loans

Loans to tndividuaJs

Farm loans

Other loans A leases

Less: Unearned income

Total loans & leases

Less Reserve tor losses

Net loans & leases..

Investment sscunlies

Other real estate owned
Goodwill and other IntangMes

All other assets ..

Preliminary

4th Qlr

1993

$13,293

3.648

1.135

500

13

S,5S1

429

5.162

4517
203
166

3,246

3rdQlr

1993

3.996

$13,300

3.36S

1.168

333

514

10

5.391

418

4.972

4.797

216

91

3222

4th Qtr

1992

4.279

$13,662

3.380

1.423

375

704

13

5.869

446

5.423

4.023

398

35

3.783

%Change
92 4-934

-2 7

7 9

-202

145
2400

29
-4 9
4 7

-3 8

-4.8

123
-490

368 6

142

Total liabilities and capital

Noninlerest-beanng deposits

Interest-beanng deposits

Other borrowed funds

Si±>ordinated debt...

Another liabilities ...

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and indifed investments n real m
1 -4 Family residential mortgages

Mongage-tsacfced secunties

Earning assets

Long-term assets (5-> years)

Volatile Nabilities

Foreign oHice deposits

Unused loan commttmems
dl-balance-sheet denvatives

13.293

2.527

7.275

1.960

10

205

1295

102

344

1.957

2.646

11.567

3233
3.116

571

1.494

1.402

13,300

2,348

7.636

2.003

12

197

1.103

63

1.572

2.996

11.745

2.630

3.402

655

1.591

1.637

13.662

2.434

8.580

1.312

12

298

1.025

16

1.338

2.049

11,795

2.413

3.330

896

1.767

1.596

2.7

3.8

-15.2

509
-142

312
26 3

39 2

-38 4

•626

NA
467
292

•36 4

•155

•12 1

INCOME DATA
Total interest income

Total interest expens«

Net interest income

ProvKion tor loan losses

Total nonmterest income

Total nonmterest expense

Secunties gains (losses)

Applicable income taxes

Extraordinary gams net

Net income

Net charge-otls

Cash dividends

Net operating mcome

Preliminary

Full Year

1993

$540

208

332

Pretmmary

Full Year 4lh Qlr

1992 NChange 1993

(862
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December 31, 1993

Florida

Aggregate Condition and Income Data, FDIC-lntured Commercial I

(dollar fgum* In mllllona) Preliminary

Number ol instnutions reporting

Toiai employees (full-tvne equivalent)

CONDITION DATA
Tolal assets

Loans secured by real estate

Commercial & irxkjstnat loans

Loans to indivKjuaJs

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securities

Other real estate owned

Goodwill and other intangibles.

All other assets

Total liatMlrties and capital

Noninteresl-beanng deposits.

Interest -beanng deposits

Other Ixinowod funds

Siixirdinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due

NoncurrenI loans and leases

Restructured loans and leases

Direct and indirect investments w\ real estate..

t-4 Family residential mortgages

Mortgage-backed securities

Earning assets

Long-term assets (5* years)

Volaiile liabilities

Foreign office deposits

Unused loan commitments

Off-balance-sheet derivatives

4th Qtr

1993

375

56,769

t150.192

56.692

12.739

17.466

408

3.889

181

91.012

1.759

89.253

36.004

811

919

23.205

150.192

24.237

99.192

13.790

153

1.468

11.353

1.040

1.542

108

30

33.067

13.538

134.289

22.503

24.020

513

29.151

15.315

3rdQlr

1993

396

56.338

tl4S.917

55.421

12.237

16.935

335

3.695

202

88.420

1,753

86,668

36,138

981

857

21.273

145.917

22.704

96.960

13.340

154

1.523

11.237

1.137

1.900

115

23

31.975

14.449

130,343

22,335

23.475

303

25.515

16.848

4th Qtr

1992

407

60.585

$147,434

52.993

11.667

15.683

355

3.923

553

84.068

1 661

82,407

34.888

1.346

901

27,891

147.434

23.562

100.831

11.054

150

1.293

10.544

1.094

1.881

117

38

30.175

12,359

129.784

22.223

22.113

265

22.633

11.892

%Change
92 4-93 4

114
15 1

93 1

28 8

288

INCOME DATA
Total interest income

Total interest expense

f^t interest income

Provision tor loan losses

Total noninterest income

Total noninterest expense..

Securities gains (losses)

Applicable income taxes

Extraordinary gams, net

Net income

Net charge-Otis

Cash dividends

Net operating income

Preliminary

Full Year

1993

$9,423

3.304

6,120

461

2.081

5.284

65

873

(1)

1.648

404

1223
1.603

Preliminaty

Full Year 4lh Qtr

1992 %Change 1993

$9,961

4.120

5.841

714

1.997

5.492

108
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D«c«mb«r31, 1993

Georgia

Aggregate Condition and Income Data. FD»C-ln«ured Comiwrclal
(dollar tigum* In million*) Pretminaiy

Banks

Number ol insttmnns reporting

Total errployees (tull-t»Tie equivalent)..

CONDITION DATA
Total assets .'

Loans secured by real estate

Comnwroal & industiiaJ loans

Loans to individuals

Farm loans

Other loans & leases

Less. Unearned rtcome

Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securities

Ottier real estate owned

Goodwill and ottier intangiUes

Al other assets

Total liatjililies and capital

Nonnlerestbeanng deposits..

Interest-beanng deposits

Other borrowed lunds

Subordinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due..

Noncurrent loans and leases

Restructured loans and leasee

Direct and mdrecl investments n real ee

1-4 Family residential mortgagee

Mongage-lMcked securiliet

Earning assets

Long-term assets (5* yeais)

Volatile liabilities

Foreign ollice deposits

LJnused loan commitments

Oflbaiance-stieei derrvatives

4th Qlr

1993

389

36.071

«g0.074

24.810

14.835

13.911

416

3.381

122

57.230

1.066

56,164

18.359

235
334

14.962

90.074

13.741

49.532

14.713

564

3.068

8.455

725

629

79

12.744

6.041

80.507

10.097

20.855

883

54.632

13.762

3rd on
1993

405

36.273

$88,127

24.935

14.752

13.088

479

3^57
too

56.413

1.038

55.375

17.990

289

263

14.211

88.127

12.659

48.897

15.518

387

2.687

7.980

672

797

75

1

12.918

5.791

78.770

10.313

21.627

702

50.143

14.236

4lhQtr

1992

403

36.930

$77,613

20.520

13.342

11.450

375

4.035

161

49.561

907

48.655

15.410

332

218

12.999

77.613

13.131

44.025

10.866

338

2.273

6.982

790

706

31

9.787

5.935

68.724

11.227

16.350

340

35.719

13.195

SChange
92:4-934

161
20.9

112
215
10.9

-162

-239

15.5

17 6

154
19 1

292
53 4

153

125
354
669
35

21 1

8 2

109
1531
7 7

294
20
172
101
27 6

1597
530
43

INCOME 0474
Total interest income

Total interest expense

Net interest income

Provision lor loan losses

Total noninterest income

Total nonintefest expense

Securities gains (losses)

Applicable income taxes

Extraordinary gans net

IM income

Net charge^oHs

Cash dividends

Net operating incoine

Preliminary

Full Year

1993

$5,688

2.168

3.520

424

1.554

3^51
24

442

11

992

329

445

963

Preliminary

Full Year 4lh Qtr

1992 %ChanBe 1993

$5,654



Quarterly Banking Profile

December 31, 1993

Hawaii

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollar Hgum* In mllllona)

Number of institutions reporting

Total enployees (lult-tune equivalerU)..

CONDfTION DATA
Total assets

Loans secured l3y real estate

Commercial & industnal loans

Loans to individuals

Farm loans

Other loans & leases

Less: Unearned income

Total loans 4 leases

Less Reserve lor losses

Net loans & leases

Investment securities

Ott>er real estate owned
Goodwill and other mtangibtos

All other assets

Total liabilities arxj capital

Nonmterest-tieanrig deposits..

Interest -beanng deposits

Other borrowed funds

Sitxirdinated debt

AH other fiabiMies

Equity capital

Loans and leases 30-89 days past due
hJoncurrent loans and leases

Restructured loans and leases

Direct and indirect investments in real adale..

t-4 Family resKJerAial mortgages

Mortgage-backed securities

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign office deposits

Unused loan commitments
,

Ofl-balance-stieet denvatives

Preliminary
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Quarterly Banking Profile

D«c*mb«r31, 1993

Idaho

Aggregate Condition and Income Data, FDIC-ln«ured CommefcUH B«nk>
(dollar tigum* In mlUlons)

Number ol instiulions reporting

Total errployees (lull-lme equivaJenI)..

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industrial loans

Loans to indrvKtuals

Farm loans

Other loans & leases

Less Unearned rtcome

Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and ottter intar»

An other assets
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Quarterly Banking Profile

December 31, 1993

Illinois

Aggregate Condition and Income Dati, FDIC-insured Commercial Banks
(dollmr Hguimm In mllllonm)

Number ot institudons raporling

Tola! employees (lult-time equivaieni)

CONDITION DATA
Tola! assets

Loans secured by real esiaie

Commercal & induslnal loans

Loans lo Individuals

Farm loans

Oirier loans & leases

Less Unearned •Kome
Total loans & leases

Less Reserve lor losses

h4el loans & leases

Investment securities

Other real estate owned
Goodwill and oltier niangMes
All other assets

Total liabilities and capital

Noninterest-beanng deposits

Interesi-beanng deposits

Other borrowed fur>ds

Subordinated debt

All other liabililies

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and iidlrecl nvestments n real estate

t -4 Family residential mortgages

Mongage-backed secunlies

Earning assets

Long-lemi assets (5* years)

Volatile liabilities.

.

Foreign oltice deposits

Unused loan commitments

Olt-lMlance-sheet derivatives

Pretmnary

4th Qlr

1993

211.968

34.548

126.664

25.401

2.284

5.406

17.574

1,563

1.611

156

3

23.646

15.313

186.196

24.868

60.733

17.798

74,517

624.389

3rdQtr

1993

209.868

33.316

126.942

24,317

2,309

5,727

17,257

1,532

2,023

141

3

23,535

15.284

182,494

24,432

62,133

19.994

71,759

645,511

4th Qtr

1992

958
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December 31, 1993

Indiana

Aggregate Condition and Income Data, FDIC-lntured Commercial Banks

(dollar Hgun* In million*)

Number of insKulions reporting

Total enployaes (luH-lme equtvaleni)

CONDITION DATA
Total assets.

Loans secured by real esiate

Commercial A industnal loans

Loans to individuaJs

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve tor losses

Net loans & leases

iTwestment securities

Other real esiate owned
Goodwill and other nlangMes
ARother assets. ..

Total liabililies and capital

Nonmterest-beanng depoals

Interest-beanng deposits

Other borrowed funds

Silwrdinated debt

All other liabillliet.

Equity capital

Loans and leases 30-89 days past due

NoncurrenI loans and leases

Restructured loans and leases

Direct and indirect investments m real esiate

1 -4 Fainly residential mongages

Mortgage-backed secunlies

Earning assets .

Long-term assets (5* years)

Volatile liabilities

Foreign oltice deposits

Unused loan commrtmenls

Oti-balance-sheet derwativas

Preimnary

4th Qlt

1993

3rdQtr

1993

29.521

$61,500

19.183

7.437

9.222

878

1.864

80

38.505

743

37.761

14,800

102

205

8.632

61.500

e.71S

40.830

5,532

7

999

5.413

575

492

64

11.297

6,899

55.140

10.718

8M8
193

12.557

7,869

240

29.285

$59,614

18445
7.426

8.849

965

2.016

86

37.616

745

36.871

14.732

129

165

7.717

59.614

8.024

39.694

5.543

8

972

5.372

622

615

52

1

10.620

6.800

53.596

9.309

6.934

32

10.959

8.390

4th Qtr

1992

270

29.659

$59,808

17,897

7.508

8,567

897

1,986

114

36.741

692

36.049

14.056

205
149

9.349

59.808

8.365

40.848

4.493

11

1,058

5,035

618

556

62

1

10.249

5.857

53.276

9.461

8.189

64

12.019

4,330

%Change
92 4-93 4

-50

37 8

23.1

•332

-59 5

103
178

INCOME DATA
Total interest income

Total interest expense

Net mteresl income

Provision lor loan losses...

Total noninterest income ..

Total nonnterest expense.

Securities gains (losses)...

Applicable income taxes...

Extraordinary gans. net ...

Net income

Net charge-olts

Cash dividends

Net operating mcome

Preliminary

Full Year

1993

$4,139

1,635

2.504

217

701

1.966

496

660

Full Year

1992

$4,404

1,980

2,424

333

664

1,918

25

285

269

560

Prstmiiury

4th Qtr

%Change 1993

-35 1

56
2 5

-143

292
4805
180
•43 1

84 5

179

184

512

238

169

4th Qtr
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Quarterly Banking Profile

December 31, 1993

Iowa

Aggregate Condition and Income Data, FDIC-ln«ured Commercial Bank«
(dollar Hgun* In mHllont)

Nufnbef o\ institutions reporting

Total employees (tull-ttfne equivalent)..

CONDITION DATA
Total assets

Loans secured by real eaale

Commercial i industrial loans

Loans to individuais

Farm loans

Other loans & leases

Less Uneartted income

Total loans & leases

Less: Reserve lor losses

Net loans & leases

Investment securities

Other real estate owned
QoodwHI and other rtangibtes

AN other assets

Total liabilities and capital

Noninlerest'beanng deposits..

Interest -beanng deposits

Other borrowed tunds
,

Siix)rdinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and indirect rvestments m real estate

1 '4 Family residential mortgages

Mongage-backed secunties

Earning assets

Long-term assets (S* years)

.

Volatile liabilities

Foreign oltice deposits

Unused loan commitments

Oil-balance-sheet denvatives

Pretimmaiy
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Quarterly Banking Profile

December 31, 1993

Kansas

Aggregate Condltton and Income Data. FDiC-lniured Commercial Bank*

(dollar tigum* In mlUlona)

Number of instKutions reporting

Total enployees (lull-lfne equivaJanl)..

CONDITION DATA
Total assets

Loans secured by real estate

Commercal i industnai loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less Reserve lor losses

^4et loans & leases

Investment securities

Otr)er real estate owned

Goodwill and other titangibles

AH oilier assets

Total liabilities and capital

Noninlerest-beanng deposits .

Interest -beanng deposits

Other borrowed funds

Siiwrdlnated debt

All other babililies

Equity capital

Loans and leases 30-89 days past due..

Noncurrent loans and leases

Restmctured loans and leases

Direct and mdrect nvestments fi real si

1-4 Family residential mortgages

Mortgage-backed securties

Earning assets

Long-term assets (5* years)

Volatile kabtlities

Foreign ottice deposits

Unused loan commitments

Otl-balanee-sheet derivatives

Pretmnary

4lhQtr

1993

490

14.334

$30,333

6.820

3.071

2.663

2252
456

8

15.254

339

14,915

11.467

171

isa

3 623

30 333

3.795

21.684

1.852

2

208

2.792

16S

266

106

2

3.042

3.119

27.831

4.032

3.660

4.017

264

3rdQtr

1993

14.209

t29.675

6.681

2.946

2.588

2.046

467

9

14.719

347

14.372

11.475

179

161

3.488

29.675

3.505

21.558

1.646

2

224

2.740

189

271

109

1

2.968

3.296

27.125

4.202

3.490

3.838

254

4th Qlr

1992

508

14.373

$30,142

6.505

3.089

2.493

2.150

551

10

14.779

337

14.442

11.229

277

68

4.125

30.142

3.840

22,175

1,331

2

248

2.545

220

217

126

1

2.788

3.252

27 265

4.042

3.247

3.464

NChange
92 4-934

3,5
•0,3

-17 1

18.2

3.2

-38 6

131

122

9.7

25 1

225
-16 7

119 5

85
-4 1

160
35163

Preimtnary

INCOME DATA
Total interest income

Total interest expense

Net interest income

Provsion lor loan losses

Total noninterest income

Total noninteresi expense

Securities gams (losses)

Applicable income taxes

Extraordinary gans nal

Net Income

Net charge-otIs

Cash dividends

Net operating ncome

Full Year
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Quarterly Banking Profile

December 31, 1993

Kentucky

Aggregate Condition and Income Data, FDIC-insured Commercial Banks
(dollar Hgun» In millions)

Number ol inslilutions reporting

Total entployees (fult-iifne equrvaJerU)

CONDITION DATA
Total assets

Loans secured t>y real estate

Commercial & industrial loans

Loans to individuals

Farm loans

Oilier loans & teases

Lees Unearned ncome
Total loans & leases

Less Reserve tor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and other intangibles

At other assets

Preliminary
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Quarterly Banking Profile

December 31, 1993

Louisiana

Aggregate Condition and Income Pitt. FDIC-ln»ured Commercial Bank«
(dollar figumt In millions)

Number ol cnsiaulions repomng

Total enployees (tuli-tvne equivaMm)..

CONDITION DATA
Total assets . .

,

Loans secured by real estate

Commercial i industrial loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans A leases

Less Reserve tor losses

Net loans & leases

Investment securities

Other real estate owned.

Goodwill and other mangiUes
AH ottier assets

Total liatxlities and capital

Noninteresl-twanng deposits..

Interest -beanng deposits

Other borrowed funds

Siixirdinated debt

All other balxlities

Equity capital

Loans and leases 30-89 days put due..

Noncunent loans and leases

Restructured loans and leases

Orect and indirect investments in real ei

1-4 Family residential mortgages

Mortgage-backed secuhties

Earning assets

Long-term assets (5* yeais)

Volatile liabilities

Foreign ollioe deposits

Unused loan commitments

Ott-balarKe-sheet derivatives

Preliminary

4th Qtr

1993

217

21.906

t40.l}62

8.495

3.490

4.586

317

820

122

17,590

564

17.026

16.859

175

89

5.913

40.062

7.161

26.878

2.084

1

430

3.S06

238

300

46

4.139

6.506

36.173

6.115

5.871

138

4.799

2.081

3rd Qtr

1993

4th Qtr

1992

%Change
92 4-93 4

218

21.796

$39,131

8.245

3.417

4.366

494

696

136

17.0*3

610

16.474

16.819

213

80

5.545

39.131

6.670

26.442

1.967

3

601

231

340

50

4.031

6.576

35.310

6.407

5.607

63

4.754

21.383

$39,264

7.973

3.624

4.132

291

840

181

16.680

689

15.991

15.916

367

92

6.897

39.264

6.907

27.183

1.710

10

467

2.986

268

488

66

1

3.801

5.804

35.052

6.175

5.402

32

4.140

599

21 9

•870

-11 4

-38 6

30 6

333 1

15 9

247 4
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Quarterly Banking Profile

December 31, 1993

Maine

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollMr Hgum* In mlllloim)
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Maryland

Quarterly Banking Profile

D«cember31, 1993

, FDIC-lnsured Commercial Banks
(dolltr »gum* In mttllona)
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Quarterly Banking Profile

Decemb«r31, 1993

Massacliusetts

Aggregate Condition and Income Data, FDIC-ln«ufe<i Commercial Banks
(dollar Hguima In mllllont)

Number of instiliJIions reporting

Total eirployees (lull-time equivaleni)..

CONDITION DATA
Total assets

Loans secured by real estate

Commerc4al & industrial loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reeer/e lor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and other intangliles

AK other assets

Preliminary

4th Qlr

1993

3rdQlr

1993

Total liabilities and capital

Nonmteresl-bearing deposits..

Interfisl-beahng deposits

Other twrrowed funds

Sil>ordinaled debt

All other habilHies

Equity capital

Loans and leases 30-89 days past due

Noncurrenl loans and leases

Reslnjclured loans and leases

Dreci and indirect mvestmenls in real estate..

1-4 Family residenlial mortgages

Mongage-backed securities

Earning assets

Long-term assets (5* yeais)

Volatile liabilities

Foreign ollice deposits

Unused loan commitments

Ott-balance-sheet dertvalives

4th Qlr

1992

V.Change

92:4-934

$97,718
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December 31, 1993

Michigan

Aggregate Condition and Income DaU, FDIC-lnsured Commercial

(doIlT Hgum* In mttUont) Prstmlnary

Banks

Number ol instnutions repofling

Total eirployees ((ulUime equivalenl)..

CONDITION DATA
Tolal assets

Loans secured by real estate -

Commercial & industnal loans

Loans to individuaJs

Fami loans

Other loans & leases

Less Unearned cncome

Tolal loans & leases

Less Reserve for losses

Net loans & leases

Investment securities

Other real estate owned

Goodwill and other miangWes
All other assets

Total liabtlities and capital ..

Noninterest-beanng deposits..

Interest -bearing cieposits

Other borrowed funds

Sitiordinaled debt

All other liabilities

Equity capital

Loans and leases 30-89 days pasi due.

Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments n real ea

1-4 Family residential mortgages

Mortgage-backed secunties

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign office deposits

Unused loan commitments

Olf-balance-sheet denvatives

<lhQtr

1993

208

42.S15

$105,957

28907
20 162

12.132

389

4.585

33

66.141

1 089

65.053

25.876

236

254

14.538

105.957

15.851

65.708

14.274

885

1.493

7.746

598

823

37

15.502

14.345

96.884

18.172

24.099

4.028

34.643

16.258

3rdQlr

1993

214

: 2,51

4

$103,701

28.608

19.824

11.816

411

4.532

33

65.158

1.091

64.067

25.657

274

263

13.440

103.701

14.781

65.371

13.700

740

1.459

7.650

659

866

127

15.354

14.136

94.618

17,819

23.471

3.522

32.502

16.342

4th Qtr

1992

44,351

$100,288

28.470

18665
11,153

421

4,698

47

63,359

1,036

62.323

23,910

288

373

13,394

100.288

14.689

66.018

10.346

539

1 420

7275

828

913

130

15,475

12.716

90 945

16.282

19.578

3237
28,301

11.719

%Change
924-934

-180

-31 9

38

64 2

116

23 1

24 4

22 4

38 7

INCOME DATA
Total interest income ,,

Total interest expense

Net merest income

Provision for loan tosses

Total nonmferest income ,,,

Tolal nonmterest expense,.

Securities gains (bsses)

Applicable income taxes

Extraordinary gams, net .,.

Net income

Net charge-otts

Cash dividends

Net operating income

Preliminary

Full Year

1993

$6,807

2,709

4.096

307

1,501

3.595

30

511

6

1221

255

800

1.193

Full Year

1992

Preliminary

4lhQlr

%Change 1993

$7,287
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December 31, 1993

Minnesota

Aggregate Condition and Income Data, FDIC-lnaured Commercial Banka
(dollar tlguiuM In million*)

Number of institutions reporting

Total errployees (lull-lime equivaleni)

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & )n<hjstnal loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve tor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and otiisr mtangibtos

All other assets

Total liatstlities and capital

Noninterest-beanng deposits

Inlerest-beahng deposits

Other borrowed lur>ds

Subordiruled debt

All other liatxlilies

Equity capital

Loans and leases 30-89 days past due

Noncurrent loans and leases

Restmctured loans and leases

Direct and indirect investments in real estate.

1-4 Family residential mortgages

Mortgage-backed securities

Earning assets

Long-term assets (S« years)

Volatile liabilities

Foreign office deposits

Unused loan commitments

Off-balance-sheet denvatives

Preliminary

4th Qtr

1993

3rd Qtr

1993

4th Otr

1992

/.Change

92:4-934

573

24.305

$62,292

18.473

9.105

5.455

2.062

4,443

56

38,482

725

38,757

13,329

105

393

9,708

62,292

13,262

34,651

7.603

401

1,148

5,227

393

335

34

1

13,157

5,661

56,422

7,935

11,008

974

15.824

19.938

582

24.269

t62.384

18.385

8.645

4.598

2.198

4.871

64

38.634

738

37,896

14.211

138

278

9.862

62.384

12.049

34.361

9509
428

1503
5.134

342

413

39

1

13.136

6.633

56.370

8.649

12.868

1.152

12.555

12.340

593

23.711

$59,838

17.418

8.407

4.530

2.041

4.144

92

36.448

716

35.732

14.497

180

291

9.138

59.838

10.759

35.482

7.383

333

1.070

4.812

493

475

107

12.329

6.725

53.601

7.753

10.399

320

11.228

11.088

-41.6

34.9

-19.0

-29.4

203.9

409
798

INCOME DATA
Total interest income

Total interest expense

Net mterest income

Provsion for loan losses

Total noninterest income

Total noninterest expense..

Securities gains (losses)

Applicable income taxes

Extraordinary gans. net

Net income

Net charge-offs

Cash dividends

Net operating income

Preliminary

Full Year

1993

$3,688

1.420

2.468

131

1.164

2550

Preliminary

Full Year 4th Qtr

1992 %Change 1993

$3,957
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December 31, 1993

Mississippi

Aggregate Condition and Income Pitt, FDIC-lntured Commercial Bank*
(dollar Hgun* In million*)

Number of instaulions reporting

Total erriptoyees {luH-twne equivalani)..

COHOmON DATA
Tolal assets

Loans secured by real estate

Commercal A industnal loans

Loans to individuals

Farm loans

Other loans & leases

Less. Unearned income

Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securities

Other resl estate owned

QoodwHI and other ^tangibles

AN other assets

Total liabdHies and capital

Noninteresl-beanng deposits..

Interest-beanng deposits

Other t>orrowed lunds

SUxirdinated debt

AH other babililies

Equity capital

Loans and leases 30-89 days past due..

Noncurrent loans and leases

Restructured loans and leases

Oirecl and ndred nvestments n real ai

1.4 Family residential mortgages

Mongage-backed secunlies

Earning assets

Long-term assets (S-* yMiS)

Volatile liabilities

Foreign ollice deposits

Unused loan commitments

OtI-balarKe-sheet derivatives

Preftminary

4th Qtr

1993

13.413

t24.420

6.855

2.288

3.155

458

538

IX
13.165

266

12.899

8.587

43

73

2.818

24.420

3.566

16.928

1.616

2

176

3rdQlr

1993

119

13.328

$24237
6.694

2256
3.065

548

52B
132

12.961

261

12.699

8,576

2.831

24.237

3.380

16.997

1.561

2

185

4th Qtr

1992

12.796

$23,094

5.806

2.366

2.795

406

685
131

11.927

236

11,691

8.006

83

59

3255

23,094

3289
16.411

1.305

2

184

%Change
92 4-93:4

129
130
214

-484

228
134

3.586
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Decemb«r 31, 1993

Missouri

Aggregate Condition and Income Data, FDIC-ln«ure<i Commercial Banks
(dollar tlgumi In millions)

Number of institutions reporting

Total errployees (full-time equivalent)

CONOmON DATA
Total assets

Loans secured b/ real estate

Commeroal & industnaJ loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less: Reserve for losses

Net loans & leases

Inveslmeni secunties

Other real estate owned
Goodwill and other ntangMes
AH other assets

Total liabilities and capital

tMonmtereslbeanng deposits

Interest-beanng deposits

Other borrowed funds

Si<>ordinaled debt

AH other tabilHies

Equity capital

Loans and leases 30-89 days past due..

Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments n real ae

1-4 Family residential mongages
Mortgage-backed secunties

Earning assets

Prelminary
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December 31, 1993

Montana

Aggregate Condition and Income Datt. FDIC-ln«ured Commercial Banke
(doUmr Hguna In mllllona)

Number ol inslilulons reporting

Total errployees (tuU-l>ne equivaleni)

.

CONOmONOATA
Total assets

Loans secured t>y reel ealals

Cominercial & industrial loans

Loans to individuals

Farm loans

Other loans & leases

Lass Unearned incoma

Total loans & leases

Less Reserve lor losses

Net loans i leases

Investment securities

Other real estate owned
Goodwill and other intangibles

Al other assets

Total liabilities and capital

Noninteresl'beanng deposits..

Interest -beanng deposits

Other txxTowed tunds

Siiwrdinated debt

Al other tabilHies

Equity capital

Loans and leases 30-89 days past due

Noncurrent loans and leases

Restructured loans ar>d leasee

Dred and ndirect investments in real ecttfa..

1-4 Family residential mortgagee

Mortgage-backed secunlies

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign office deposits

Unused loan commitments

Off-balance-sheet derivatives
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Quarterly Banking Profile

Decamb«r31, 1993

Nebraska

Aggregate Condition and Income Data, FDIC-lnsurxl Commefclal B«nk«
(dollar tigum* In million*)

Number ol inslilutions reporting

Total employees (lull-time equivaleni)

CONDITION DATA
Total assets. .

Loans secured by real estate

Commercial A industnaJ loans

Loans to indiviOuals

Farm loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less: Reserve lor losses

Net loans & leases

Investment secunlies

Other real estate owned

Goodwill and other mtangibtes

All other assets

Total liabilities and capital

Noninterest'beanng deposits

Interest-bearing deposits

Other borrowed funds

Subordinated debt

All other babilmes

Equity capital

Loans and lea!>es 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments m real a
1-4 Family residential mongages

Mortgage-bad! ed secunlies

Earning assets

Long-term assets (5* years)

Volatile kabiMies

Foreign otiice deposits

Unused loan cammitmems
Oft balance-sheet derivatives

Preliminary
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Quarterly Banking Profile

December 31, 1993

Nevada

Aggregate Condition and Income Dm, FDIC-ln«ured Coirwnefclil Banka
(dollar Hgum* In millions)

Number ol instKulions reporting

Total errployees (fulktvne equivalent)

CONOrriON DATA
Total assets

Loans secured by real estate

Commercial & industnaJ loans

Loans to individuiJs

Farm loans

Other loans i leases

Less Unearned income

Total loans & lease;>

Less Reserve for losses

^4el loans & leases

InveelmenI securities

Ottier real estate owned

Goodwill and other intangMes

AH oltwr assets

Total latalities and capital

Noninlerest'beanng deposits

Interest -beanng deposits

Other borrowed funds

Subordinated debt ...

All other habllltes

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and ndrec) investments n real ai

1 '4 Family residential mortgages

Mortgage-lMckad securities

Earning assets

Long-term assets (S> years)

Volatile liabilities

Foreign oHice deposits

Unused loan commitments

Off'balance-sheel denvaiivae

Preim»>ary
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Quarterly Banking Profile

December 31, 1993

New Hampshire

Aggregate Condition end Income Data, FDIC-lneured Commercial Banks
(dollar Hgum In millions)

Number ol instilulions repomng

Total employaes (tull-lme equivalani)

CONOmON DATA
Total assets

Loans secured by real estate

Commercal & industnai loans

Loans 10 individuals

Farm loans

Other loans & leases

Less: Unearned ncoma
Total loans & leases

Less Reserve tor losses

Net loans & leases

Investment secunties

Other real estate owned

Goodwill and other mangMes
AH other assets

Tola! liabilities and capital

Nonintersst'beanng deposAS

Interest-bearing deposits

Other borrowed funds

Silwrdinated debt

Al other liabUiies

Equity capital..

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and ndirecl investments n real at

1-4 Family residential mortgages

Mortgage-badted secunties

Earning assets.

Long-term assets {5* yean)

Volatile liabilities

Foreign odice deposits

Unused loan commitments

OH-balance-sheet denvatives

Preliminaty

4th Qtr

1993

3rdQlr

1993

4th Qtr

1992

%Change
92:4-934

$7,366
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New Jersey

Aggregate Condition and Income Data,

(dollar tiguni In mllllont)

Quarterly Banking Profile

December 31, 1993

FDIC-lnsured Commercial Banks

Number of institutions reporling

Total enrployees (lull-iime equivalenl)

CONDfTIONDATA
Total assets

Loans secured by real estate

Commercial & industnal loans

Loans to individuals

Farni loans

Other loans & leases

Less* Unearned income

Total loans & leases

Less Reserve tor losses

Net loans & leases

Investment secunties

Otiier real estate owned

Goodwill and other ntangMes
All other assets

Total Itabtlities and capital

Noninterest bearing deposits

Interest -beanng deposits

Other borrowed tunds

SiiMrdinated debt

Ail other liabilities

Equity capital

Loans and leases 30-69 days past due

Noncurrent loans and leases

Restructured loans and leases

Dred and mdved investments m real e(

1 -4 Family residential mortgages

Mortgage-badted secunties

Earmng assets

Long-term assets (5^ years)

Volatile liabiliiies

Foreign otiice deposits

Unused loan commitments

Oil-balance-sheet denvatives

Prelimnary

4th Qtr

1993

34.91

1

$100,286

33.988

12.100

6.120

49

4.037

205

56 089

1.679

54.410

28.882

768

418

15.809

100.286

18.216

66.209

6.638

435

i^as
7.504

1.467

1,946

310

9

19.189

12.210

90.900

19.488

11.522

36

15.460

14.008

3rd Qtr

1993

$98,727

33 550

6.091

66

3.996

214

55.370

1.848

53,522

28.359

949

411

15.485

98.727

17.394

66.249

6.190

435

1.233

7.226

1.579

2.375

273

9

18.627

12.194

88.735

18.928

11.251

36

14.626

13.049

4th Qtr

1992

105

36.531

199.402

33.926

12.472

5.937

40

4.594

262

56.707

2.104

54.603

24.978

1.380

407

18.034

99.402

18.037

67.806

5483
390

1.080

6.606

1,831

2 869

330

4

18.647

10.624

88.210

18.189

10.953

51

14.821

10.952

%Change
92 4-93 4

23 5

-12 1

-21 5

156
-444

21 1

115
189
136

-199

-32 2

INCOME DATA
Total interest income

Total interest expense

Net interest income

Provision lor loan losses .

Total noninterest income

Total nonnterest expense

Secunties gains (losses)

Applicable income taxes.

Extraordinary gams, net

Net income

Net charge-oils

Cash dividends

Net operating incoiiie

Preiminary Preliminary

Full Year Full Year 4th Qtr

1993 1 992 SChange 1993

(6.070

2.157

3.913

447

1.154

3.520

112

215

28

1.024

876

306

906

$6,476
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Quarterly Banking Profile

December 31, 1993

New Mexico

Aggregate Condition and Income DaU, FDIC-lnsured Commercial Banks

(dollar ngum* In million*)

Number ol institmions reporting

Total errployees (lull-time equivaleiH)..

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industrial loans

Loans to individuaJs

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reserve tor losses

Net loaris & leases

Investment securities

Other real estate owned

Goodwill and other ntangibles

All ottter assets

PreNminary

4th Qlr

1993

Total liabilities and capital

r4oninterest-bearing deposits..

Interest^bearing deposits

Other borrowed funds

Subordinated debt

AH other liabilHies

Equity capital

Loans and leases 30-89 days past due

Noncurreni loans and leases

Restructured loans and leases

Direct and indirect Investments in real estate

.

1-4 Family residential iDortgages

Mortgage-backed securities

Earning assets

Long-term assets (5'> yeare)

Volatile liabilities

Foreign ottice deposits

Unused loan commitments

Otf-balance- sheet dervatives

7,780

$12,788

3,584

1.045

1,321

231

191

54

6,316

156

6,160

4,284

57

23

2,264

12.788

2.120

S,033

557

79

13

1,859

1.822

11,411

1,789

1.582

1.420

165

SrdOtr

1993

7.775

$12,529

3.575

1.071

1577
247

172

62

6.2B0

159

6.121

4^13

2.089

12.529

2.057

8.891

507

76

14

1.892

1.854

11.257

1.472

1.507

1.423

166

4th QTr

1992

7.839

$12,420

3.581

1.066

1^64
218

190

68

6.094

4.056

2.115

12.420

1.872

9.058

464

1

75

23

1.978

1.697

11.092

1.250

1.551

1.350

227

%Change
924-934

19.9

-1000
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Quarterly Banking Profile

December 31, 1993

New York

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollar figuns In mllltons)

Number of institutions reporting

Total employees (tull-time equivalent)-.

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industnal loans

Loans to individuaJs

Farm loans

Other loans & leases

Less Unearned mcome
Total loans & leases

Less Reserve tor tosses

Net loans & leases

lnvestrT>ent securities

Other real estate owned
Goodwill and other intangiUes

All other assets

Preliminary

4th Qtr

1993

203.859

»770.463

104,831

130,264

56,733

543

102,292

1.901

392,761

12.491

380,270

114.962

5,907

1.656

267.668

3rdar
1993

202,368

$765,989

103.082

133,456

55.142

521

103.113

2.125

393.188

13.113

380.075

110.100

6,741

1,471

267,603

4th Qlr

1992

203.067

J700.055
104,335

139,273

52.975

550

87.934

2.608

382,460

13,348

369,112

105.739

7,391

1.211

216.602

V.Change

92 4-93 4

16 3

-27 1

-201

36 8

236

Total liabtllties and caprtal

Noninlerest-beanng deposits..

Interesl-beanng deposits

Other borrowed funds

Sil)ordinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments in i«al estate.,

1-4 Family residential mortgages

Mortgage-backed securities

Earning assets

Long-term assets (5-* years)

Volatile liabilities

Foreign otiice deposits

Unused loan commrtments

Ott-balarKe-sheet derivatives

770,463

97,259

396,661

140,710

16,940

64,908

53.985

5,023

13,042

4.616

225

50.347

52.575

661 ,334

77.036

398.575

235.646

244.324

9.408.409

765.989

92.499

394.111

142.010

16.806

69.589

50.973

4.560

16.180

5.753

2

47.140

53.163

645.580

75.053

399,232

233,848

229,375

9.511.528

700.055

91,123

378.274

120.259

15.886

49.380

45.134

6.471

22.136

5.537

13

44.282

47,369

603.311

72,372

357.415

211.372

216.861

6.780.554

31 5

196

22 4

-41 1

-166

1628 6

12 4

11

9.6

64
11 5

11 5

127

388

INCOME DATA
Total interest income

Total interesl expense

Net interest income

Provision tor loan losses

Total noninterest income.....

Total noninterest expense..

Securities gairts (losses)

Applicable income taxes

Extraordinary gams, net

Net income

Net charge-otts

Cash dividends

Net operating mcome

Preliminary

Full Year

1993

(53.503

31.937

21.566

4.496

20.948

29.341

1.003

3.017

1.020

7.684

5.158

1.720

5.952

Full Year

1992 %Change
J54.187 -13

33.513 -4 7

20.674 43
6.74S

17.111

25.544

955

1.817

120

4.753

6.829

1.863

3.903

-334

22 4

149
5 1

66.0

753 1

61.7

-245

-7 7

52.5

Preliminary

4th Qtr

1993

$13,784

8.291

5.492

1.046

5.682

7,526

113

769

60

2.006

1.662

668

1.840

4th Qtr

1992

$13,574

8.058

5,516

1,713

4,131

6,433

147

412

23

1,260

1,697

VeChange

92 4-93 4

1 5

29
-0 4

39

376
170
-23 1

87

157 5

59 2

-2 1

-11 1

65.2
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Quarterly Banking Profile

December 31, 1993

North Carolina

I Banks

(dolUir Hgumt In millions)
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Quarterly Banking Profile

December 31, 1993

North Dakota

Aggregate Condltton and Income Data, FDIC-lnsured Commercial Banks
(dollar flgurwa In million*)

Number ol instrtulions reporting

Tola) errployees (tull-time equrvalem)

CONOmONDATA
Total assets

Loans secured by real eslaie

Commercial & in<JustnaJ loans

Loans to indfviduaJs

Fami loans

Olher loans & leases

Less Unearned income

ToiaJ loans & leases

Less Reserve tor losses. . .

Net loans i leases

Investment secunties

Other real estate owT>ed

Goodwill and other intangibles

All olher assets a.\.

Totalliabtltties andcaprtal

Noninterest-bearvig deposits.

Interesl-beanng iteposus
.

Other borrowed funds

Sil)ordif«ted debt

All other liabilities

Equity capital

Loans and leases 30-69 days past due
Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments m real eslaie

1-4 Family residential mortgages

Mortgage-backed sectjnties

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign office deposits....

Unused loan commitments

Ott-balance-sheet derivatives

Prehminary
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Quarterly Banking Profile

December 31 , 1993

Ohio

Aggregate Condition and Income Dato, FDIC-ln»ure<l Commercial Bank«
(dollar tigun* In mllllona)

Number of insmulions reporting

Total enployees (luH-time equivalwil)

CONDITION DATA
Total assets

Loans secured ^ real estate

Commercial & industnal loans

Loans to individuals

Farm loans

Other loans & leases

Less. Unearned income

Total loans & leases

Less Reseore tor losses

Net loans & leases

Investment securities

Other real estate owned

Goodwill and other mlangibles

All other assets

Total liabilities and capital

Nonmlerest -bearing deposits

Interest -beanng deposits

Other borrowed funds

Sdxirdinaled debt

All other bataiMies

Equity capital

Loans and leases 30-89 days past due

Noncurrent loans and leases

Restructured loans and leases

Direct and indirect investments in real estate..

1-4 Family residential mortgages

Mongage-bacKed securities

Eamirig assets

Longtemi assets (5« yean)

Volatile liabilities

Foreign office deposits

Unused loan commitments

Oll-balance-sheel derivatives

Preliminary

4th Qlr

1993

263

56.607

$132,919

35.537

19.008

28.359

530

6.705

80

90.058

1.897

88.162

26.573

204

691

17.290

132.919

17.558

78.988

22.427

1.635

2.031

10.280

1.106

887

94

1

21.413

12.671

121.039

17.846

31.350

3,945

92.415

65.188

3rdQtr

1993

264

55.929

$128,962

34.342

18.670

27.133

592

6.319

85

86.971

1.920

85.051

26.267

285

630

16,729

128.962

15.679

76.591

22.915

1.632

1.878

10.266

1.126

971

96

1

20.360

12.290

117.601

17.551

31.015

2.827

85.502

64.016

4th Qtr

1992

270

54.558

$124,662

31.891

18.123

25.256

509

6.031

116

81.693

1.752

79.941

26.481

436

716

17,088

124.662

16.735

77.437

18.013

905

1.838

9.733

1.236

1.229

132

1

18.530

11.336

112.493

16,430

25.784

2.354

78,410

44.401

%Change
92 4-93 4

11 2

•31 1

102

24 5

80 8

105

105
-278

•29 1

348
159
11.8

21 6

676
179
468

INCOME DATA
Total interest income..

Total interest expense

Net interest income

Provision tor loan losses

Total nonmlerest income

Total nonmterest expense

Securities gains (bsses)

Applicable income taxes

Extraordinary gains, net

Net income

Net charge-oils

Cash dividends

Net operating income

Preiminary

Full Year

1993

$9,502

3.304

6,198

776

2.535

5,097

78

935

8

2.008

588

1.705

1.949

Preliminary

Full Year 4lh Qtr

1992 %Change 1993

$9,739

3.907

5.832

1.053

2.197

4.624

84

747

3

1.692

904

747

1.632

-26.2

154
10.2

72
252

201.0

18.8

-35.0

128.2

19.4

$2,389

824

1.566

656

495

4th Qtr

1992

$2,404

890

1.514

254

580

1.209

4

198

2

439

213

399

434

%Change
92 4-934

•24.1

225
124
-47 4

16 2

-298

13.3

252
645
139
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Quarterly Banking Profile

December 31, 1993

Oklahoma

Aggregate Condition and Income Data. FDIC-lnsured Commercial Banks
(dollar figums In millions)

Number of instilulions reQoning

Total employees (tull-time equivaJenl)..

CONDITION DATA
Total assets .'

Loans secured tTy real eslale

Commercial & industnal loans

Loans to individuals

Fami loans

Ottief loans & leases

Less. Uneamed income

Total loans & leases

Less Reserve lor losses

Net loans & leases...

InvestfTwnl securities

Other real estate owned
Goodwill and other intangiUes

All other assets

Prelimnary

4th Qlr

1993

16.952

J31.039

6.655

3.473

3.099

1.481

434

72

15.070

278

14.792

11.919

130

180

4.018

3rdQtr

1993

16.865

$30,564

6.387

3.327

3.043

1.290

440

79

14.407

2S6

14.122

12.154

152

163

3.973

4th Qlr

1992

394

16.542

S30.432

5.946

3.124

2.8S8

1.319

484

97

13.634

291

13.342

11.773

250

156

4.910

%Change
924-93:4

12.3

101
-26.0

105

-480

154
-181

Total liatxlities and capital

Noninlerest-beanng deposits

Interest-bearing deposits .

Other borrowed funds

Subordinated debt

All other liabilities

Equity caprtal

Loans and leases 30-89 days past due
Noncurrent loans and leases ,

Restructured loans and leases

Direct and indirect investments w\ real estate..

1-4 Family residential mortgages

Mortgage-backed securities

Eaming assets

Long-lerm assets (5* yeais)

Volatile liabilities

Foreign oMice deposits

Unused loan commitments ,

Ott-balance-sheet derivatives

31.039

5.066

21.903

975

24

229

2.844

51

3.220

4.382

28.039

4.732

3.810

25

3.321

30.564

4.809

21.590

1.089

24

228

2.823

51

3.0SS

4.854

27.683

5.076

3.982

44

3.235

30.432

4.971

21.663

755

24

63

2.873

4.284

26.979

4.600

3.569

42

2.638

-483

104

126
-194

91 3

130

-398

259
-16.2

INCOME DATA
Total interest income

Total interest expense

Net interest lrx»me..

Provision tor loan losses...

Total nonmteresl income...

Total nonmteresl expense.

Securrties gatns (losses)...

Applicable income taxes...

Extraordirery gams, net ...

Net income

Net charge-olfs

Cash dividends

Net operating income

Preliminaty
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Quarterly Banking Profile

December 31, 1993

Oregon

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
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Quarterly Banking Profile

December 31, 1993

Pennsylvania

Aggregate Condition and Income Data. FDIC-lnsured Commercial Banks
(Oollir figum* In millions)
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Quarterly Banking Profile

December 31, 1993

Rhode Island

Aggregate Condition and Income Data, FDIC-lntured Commercial Bank«
(dollar tigunt In mllllont)
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Quarterly Banking Profile

December 31, 1993

South Carolina

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(doltsr tlgurss In millions)

Number ol instrtultons reporting

Total employees (tull-time equivalent)

CONDfTION DATA
Total assets

Loans secured by real estate

Commeraal 4 industrial loais

Loans to individuals

Fami loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less Reserve tor losses

Net loans & leases

Investment secunt«s

Other real estate owned
Goo<}wili and other mtan^feles

All other assets

Total liabilities and caprtal

Noninteresl-beanng deposrts

Interesl-beanng deposits

Other borrowed funds

Subordinated debt

All other liabilrttes

Equfty capital

Loans arxi leases 30-89 days past due

Noncurrent loans and leases

Reslnx:tured loans and leases ,

Direct and indirect investments in real estate..

1-4 Family residential mortgages

Mortgage-backed securities

Earning assets

Long-term assets (5* years)

Volatile liabilrties

Foreign ottice deposits..

Unused loan commitments

Oft-balance-sheet derivatives

41hQtr
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Quarterly Banking Profile

December 31, 1993

South Dakota

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollMr flgana In millions)

Number of instrtuttons reporting

Total errployees {tull-time equivalent)

CONDITION DATA
Totalassets

Loans secured by real estate

Commercial & industnaJ loans

Loans to irvjrviduais

Farm loans

Other loans & leases

Less Unearned income

TotaJ loans & leases

Less Reserve for losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and other intangibles

All other assets

Total liabiltties and capital

Noninteresl -bearing deposits

Interest -beanng deposits

Other borrowed tunds

Subordinated debt

All other liabilities

Equity capital

Loans and leases 30-89 days past due
Noncurrent loans and leases

Restructured loars and leases

Direct and indued investments in real estate

1-4 Family residerrtial mortgages

Mortgage-bad) ed securities

Earning assets

Long-term assets {5* years)

Volatile liabtllties

Foreign office deposits

UrHJsed loan commitments

Of1-balance-sheet derivatives

Preliminary
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Quarterly Banking Profile

December 31, 1993

Tennessee

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
(dollur figures In millions)

Number o( instrtutwns reporting

Total employees (tull-time equrvaJent)
,

COND/TION DATA
Total assets

Loans secured by real estale

Commercial & induslnal loans

Loans to individuals

Farm loans

Other loans* leases

Less Unearned income..

Total loans 4 leases

Less: Reserve tor losses. .

Net loans & leases

Investment securities

Other real estale owned
Goodwill and other intangibles

All other assets

Total liabilriies and capital

Noninterest-beanng deposits..

Inlerest'beanng deposits

Other borrowed funds

Subordinated debt

All other liabilities

Equity caprtal

Loans and leases 30-89 days past due
Noncun^nt loans and leases

Restructured loans and leases

Direct and indirect investments n real estate

1-4 Family resideniial mortgages

Mortgage-backed secunttes

Earning assets

Long-term assets (5* years).

Volatile liabilities

Foreign otiice deposits

Unused loan commitments

Oft balance-sheet derrvattves

Preliminary



518

Quarterly Banking Profile

December 31, 1993

Texas

Aggregate Condition and Income Data. FDIC-ln»ured Commercial Banla
(dollMr tlgufM In million*)

Number ot instilulions reporting

Total errployees (tult-time equn/aleni}..

CONDITION DATA
Total assets

Loans secured by real estate

Commercial A industnal loans

Loans to individuals

Farm loans

Ottier loans & leases

Less Unearned income

Total loans & leases

Less Reserve torlosses

h4et loans & leases

Investment securities

Ottier real estate owned
Qoodwill and other MangMes
All ottier assets

Preliminary

4ttiQtr

1993

3rdQlr

1993

4tt>Qtr

1992

%Ctiange

92 4-93 4

Total liabilities and capital

Noninleresl-beanng deposits..

Interest -beanng deposits

Other twrrowed lunds

Silxirdinaled debt

Al other iabilHies

Equity capital

Loans and leases 30-89 days past diM

Noncurrent loans and leases

Restmctured loans and leases

Direct and indreci investments in real estate..

1-4 Family residential mortgages

Mortgage-tiacked securities

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign ollice deposits

Unused loan commitments

Ott-balance-sheet denvatives

1.011

90,303

$183,958

37.999

25.866

16.687

2.967

7.045

538

90.027

1.405

88.622

60.890

628

1.342

32.476

183.958

35.366

115.813

15.834

654

1.733

14.558

957

907

337

1

22,015

25,697

163^74
26.492

32,341

1,482

34,219

30,618

1.028

89.230

$183,203

37,404

24.921

16.816

2.840

6.824

557

88,247

1,457

86,790

60.098

721

1.342

34.251

183.203

33.078

115.010

17.709

657

2.146

14,602

950

1,121

385

8

21,976

25,102

163,328

27.113

34.854

1.789

34,336

30.554

1,089

84.939

$175,487

31,960

24.908

15,042

2,638

6,688

556

80,680

1.631

79.049

55,172

1,030

624

39,613

175.487

33,260

114,976

13.059

541

1,681

11,969

995

1,340

392

7

16,999

22,839

154,454

26,912

31,125

1,362

31,470

27,059

109
125
53
3 2

11 6

•138

12 1

104
•39

115 2

•180

48

21 3

208

323
•140

-86 8

286
125

INCOME DATA
Total interest income

Total interest expense

Net interest income

Provision lor loan losses

Total rHHiinlerest income

Total noninterest expense

Securities gains (losses)

Applicable income taxes

Extraordinary ga*is net

Net charge-oils

Cash dividends

Net operating income

Preliminary

Full Year

1993

3,954

6,602

155

3,002

6,774

Preliminary

Full Year 4th Qlr

1992 %Change 1993

4,612

6,048

369

2,693

6516

57.9

115

S2.656

970

1.686

52

707

1.730

132
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Quarterly Banking Profile

December 31, 1993

Utah

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks

(dollMr figuma fn mHllons)

Number ot institutions reporting

Total employees (tulHime equivalerrt)

CONOmON DATA
Total assets

Loans secured by real estate

Commercial & industnal loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans & teases

Less Reserve lor losses

Net loans & keases

Investment securities

Other real estate owned

Goodwill and olher intangibles

All other assets

Total liabtlfttes and capital

Noninlerest-beanng deposits

Inleresl-beanng deposits

Other borrowed funds

Subordinated debt

All other liabiltttes

Equity capital

Loans and leases 30-89 days past due

Ncncurrent loans and leases...

Restructured loans and leases.

Direct and indirect investments in real estate

1 -4 Family restdential mortgages

Mortgage-backed secunttes

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign ollice deposits

Unused loan commitments

Ofl-balance-sheet derivatives

Preliminary

4lh ar
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Quarterly Banking Profile

December 31, 1993

Vermont

Aggregate Condition and Income Dati, FDIC-lntured Commercial Banl<t

(dollar Hgums In million*)

Number ol insOulions reporting

Total errployees (full-t>ne equivaleni)

CONOmONDATA
Total assets

Loarts secured by real estate

Commercial & irxjustnaJ loans

Loans to individuals

Farm loans

Other loans & leases

Less: Unearned ncome
Total loans & leases

Less Reserve lor losses

Net loans & leases

Investment securNies

Other reel estate owned
Qoo<twlll and other ntangibtes

AD ottier assets

PreKmnary

Total liatMlities and capital

Noninlerest tManng deposits

Interesl-beanng deposits

Other borrowed funds

Siixirdinated debt

All other liabilllies

Equity capital

Loans and leases 30-89 days past due
Noncunent loans and leases

Restructuied loans and leases

Direct and indirect investments w\ real estate

1 -4 Family residential mortgages

Mortgage-backed secunties

Earning assets

Long-term assets (5* years)

Volatile liabilities

Foreign otiice deposits

Unused loan commitmerns

Ot1-baiarx.e-sheet denvalives

4th Qtr
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Quarterly Banking Profile

December 31, 1993

Virginia

Aggregate Condition and Income Data. FDIC-lnsured Commercial Banks

(dollar tigumt In mllllonM)

Number o( institutions reporting

Total employees (full-time equivalent)

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industnal loans

Loans to individuals

Farm loans

Other loans & leases.

.

Less Unearned income

Total loans & leases

Less: Reserve tor losses

Net loans & leases

Investment secunties -

Other real estate owned
Goodwill and other intangibles

Another assets

Total liabilities and capital

Nonintersst-bearing deposits .

Interest-beanng deposits

Other borrowed lunds

Subordinated debt

AH other liabilities

Equity capital

Loans and leases 30-89 days past due

Noncurrenl loans and leases

Restructured loans and leases

Direct and indirect investments in real estate

1-4 Family residential mortgages

Mortgage-backed securities

Earning assets

Long-term assets (S* years'

Volatile liabilities

Foreign ollice deposits

Unused loan commitments

Oil-balance-sheet derrvativas .^^^^^^^^^^^^^^™

Preliminary

4th Qtr

1993

37.172

$74,381

21.043

8.418

10.784

1S9

3.512

384

43.531

1.099

42.432

19.653

354

237

11.706

74.381

10.695

46.803

9.665

461

880

5.876

519

736

32

2

12.195

6.190

66.915

11.643

13.795

209

22.001

20.429

3rd Qtr

1993

35.097

$72,953

20.353

7.926

10.889

176

1.681

397

40.628

1.113

39.514

19.243

437

261

13.498

72.953

10.162

46.239

9.325

475

473

843

25

2

11.582

6.448

65.536

1 1 .532

13.430

177

21.806

19.976

4th Qtr

1992

170

33.506

$71,267

20.320

8.126

9.628

156

2.192

409

40.014

1.153

38.861

18.160

588

178

13.480

71.267

10.310

46,217

8217
418

961

5,145

667

1.077

74

11.349

5.238

63495
10.966

12,568

73

20,018

20,291

'/.Change

92 4-934

-399

33 1

13.2

176
104
-8 4

142

-22.2

-317

-56,7

-32,9

7.2

182

INCOME DATA
Total interest income.

Total interest expense

^iet interest income.

Provision lor loan tosses

Total noninterest income

Total noninterest expense

Securities gains (losses)

Applicable income taxes

Exlraordinary gams, net

Net

Net charge-otls.

Cash dividends

Net operating

Prelimlnaiy Preliminary

Full Year Full Year 4th Qtr

1993 1992 ^Change 1993

$4,772
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Quarterly Banking Profile

Decemb«r 31, 1993

Wasiiington

Aggregate Condition and Income Data, FDIC-lnsured Commercial Banks
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Quarterly Banking Profile

December 31, 1993

West Virginia

Aggregate Condition ind Income Datt, FD<C-ln«ured Commercial Banta

(dollar ngum In mUlona)

Number ol insliultons reponing

Total ernployees (tulhlime aquivaleni)

CONOmCmDATA
Total assets

Loans secured by real estate

Commefcial & industnaJ loaiis

Loans to individuals

Farm loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less Reeenre lor losses

Net loans & leases

investment secunties

Other real estate owned
Goodwill and ether ntangMes
All other assets

Total liabmies and capital

Nonmterest'lManng deposits

Inlerest-beanng deposits

Other borrowed funds

Siix>rdinateddebl ...

All other liabililies

Equity capital

Loans and leases 30-89 days past due

NoncurrenI loans and leases

Restructured loans and leases

Direct and rdved investments n real 61

1-4 Family residential mortgages

Mortoage-t>acked secunties

Earning assets.

Long term assets (5* years)

Volatile liabilities

Foreign otiice deposits

UrHJsed loan commitments

iDtl'balance-sheet denvativee

Preimnary
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Quarterly Banking Profile

December 31 , 1 993

Wisconsin

Aggregate Condition and Income Data. FDIC-lnsured Commercial Banks

(dollir tiguns In mllllont)

Number ol inslitulions reponing

Total ernployees (lull-time equivaleni).

CONOmON DATA
Total assets

Loans secured by real estate

Commercial & industrial loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned income

Total loans & leases

Less Reseree lor losses

Net loans & leases

Investment securities

Other real estate owned
Goodwill and other intangibles

All other assets

Preliminary
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Quarterly Banking Profile

December 31, 1993

Wyoming

Aggregate Condition and Income Pitt. FtHC-ln«ured Commercial Bankt
(dollar tigum* In million*)

Ntfnber o< insttulions reponing

Total einployses (full-lme equivalenc)

CONDITION DATA
Total assets

Loans secured by real estate

Commercial & industnai loans

Loans to individuals

Farm loans

Other loans & leases

Less Unearned ncome
Total loans & leases

Less Reserve lor losses

Nia loans & leases

Investment securities.

Other real estate owned
Goodwill and other xtangMes
Another assets

Total liabilities and capital

Nonmteresl-tseannc deposits

Interest -bearing deposits

Other borrowed lurtds

Subordinated debt

Ai other iabililies

Equity capital

Loans and leases 30-S9 days past due
Noncurrenl loans and leases

Restructured loans ar>d leases

Drect and ndirect nvestments n real ei

1 -4 Family residenlal mortgages

Mortgage-backed secuniies

Earning assets

Long-term assets (S-^ years)

Volatile liabilities

Foreign oltice deposits

Unused loan commitments

Ott-balance-stieet denvativec
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OPENING STATEMENT BEFORE THE COMMITTEE ON SMALL BUSINESS
THE HONORABLE MARJORIE MARGOLIES-MEZVINSKY

MAY 18, 1994

I join the Chairman in welcoming this morning's witnesses. As
we continue the current series of hearings on reauthorization of the
Small Business Administration programs I applaud the Chairman and
his staff for doing an excellent job in providing us with the
opportunity to have a careful look at these programs and their
implications for small business.

As the Chairman knows, I have a particular interest in these
programs because my district has many successful small businesses
that have benefited from the programs of the Small Business
Administration

.

I have a particular interest today in the Management Assistance
programs that we will discuss with the first panel. I have spoken
with the Small Business Development Center that serves my district
and they have expressed their concern with the proposed new fee. I,

too, am concerned with the impact on the SBDC of this new proposed
fee and am looking forward to learning more concerning this issue
and its possible impact on small business.

I commend the Chairman for his efforts today. Thank you.
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STATEMENT OF
U.S. REP. JAN MEYERS

HEARING ON
SBA REAUTHORIZATION

MAY 18, 1994

Mr. Chairman,

Thank you for holding this further hearing on the proposed
reauthorization of the Small Business Administration. Today we
will be hearing from the organizations that provide much of the

"hands on" assistance to small business. SCORE, Small Business

Development Centers and the Small Business Institutes are the

front-line providers of counseling and information for small

businesses. They are a key component in the Small Business

Administration's efforts to provide aid and assistance to small

business.

The current Administration proposal recommends
establishment of "one stop centers" to help small business access

all the help available. This proposal has merit, but I hope the

SBA will give serious thought to the possible negative effects. By
rolling programs together and consolidating too much we may
actually restrict access to small businesses by severely reducing the

outlets for this assistance. I support streamlining government, but
we must remember our mission. The SBA is more than just a

flnancial assistance organization, it has a definite duty to provide

education and counseling to small business.
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Mr. Chairman, I also want to welcome the second panel who
will be testifying on help they have received through the SBA's
disaster loan program. This is a program of great interest and

importance to many of the members on the Committee, myself

included. This past year many of our districts were severely

affected by flooding and earthquakes and we all appreciate the

excellent response from the SBA. I hope the panelists will bear

out our confidence in the disaster program and again I thank

them for coming.
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OPENING STATEMENT OF
CONGRESSMAN BILL ZELIFF (R-NH)

Small Business Committee
May 18, 1994

Mr. Chairman, I want to thank you for calling today's hearing on the
SBA authorization proposals currently before the committee. The deeper
evaluation permitted by this series of hearings has been very beneficial as we
begin to make tough programming decisions.

I am eager today to hear the views of the witnesses on the importance
of the Small Business Development Centers. SBDC's play a vital role in

promoting small business development and entrepreneurship. My
experiences witu the New Ilampshiic 3CDC uavc been extremely positive.

By providing practical business-skills training and counselling, these
Centers have been a lifeline to our communities. Existing businesses
wishing to grow, new businesses, individuals impacted by layoffs, and
businesses involved in defense conversion have all placed demands on
SBDC's — and they have responded.

There are many questions concerning how best to keep our commitment
to SBDC's within a tight budget. One proposal is to impose fees for
counseling services and to reduce the SBDC appropriation. I believe this is

a mistake.

Before we act, we need to examine closely the potential negative effects

of counselling fees. I also believe that rather than cut the SBDC budget, we
should consider seriously raising the funding base from the current level of
$100,000 to perhaps $200,000.

I look forward to hearing the testimony of our witnesses.
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January 17, 1994

Disaster 2697 - A day that changed families and businesses forever in Southern
California. The day of the Northridge Earthquake.

Contained within these pages are accounts of my dealings with the Small
Business Administration and all the trials and tribulations of putting my
business "BACK IN BUSINESS" after the earthquake.

My home suffered damages that were horrible. All the block walls that surround
my property were destroyed. My chimney had extensive damage and needed to

be completely replaced. Patio concrete slabs were cracked and offset from the
ground movement. The wave that was created in my pool left a water mark 20"

up on my garage and house. Many of the walls had plaster and stucco cracks.
All these things can be repaired but most upsetting was the loss of personal
belongings that had significant meaning in our lives.

By the time I had gotten to my busines I saw the devastation by flashlight at

night. Our dealership sits on 66,000 square feet of commercial land. We have
3 buildings on the property and needless to say the damage was much more
than I had anticipated. Our stocking inventory of 300 thousand plus dollars was
in a pile 3 feet thick. There was not one shelf left standing. The City had shut off

water mains but at this point we did not know we had broken water lines. When
the water department turned the water back on the Parts Department had been
flooded destroying 75-95% of my inventory.

The customer's trucks and equipment in the service department had fallen from
the jack stand. Transmissions that were being rebuilt toppled off the work
stations. Landing gear on 64,000 lb trailers had been bent like match sticks from
the continuous hammering of the earth. Our 3 overhead bridge cranes
werepicked up and set back down crooked on their rails, rendering them
inoperative. The roof collapsed in a 13,000 square foot building with concrete
tilt-up slabs that were fractured and leaning way out of place.

The loss of inventory and destruction to the facility was something I had never
seen nor could imagine. I didn't think I could possibly rebuild or overcome in

any way - there was just too much damage. In three years I had built up a 2.5
million dollar a year company and in 45 seconds I lost it all. I WAS OUT OF
BUSINESS.
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On the 18th of January I got the phone numbers for FEMA and the SMALL
BUSINESS ADMINISTRATION. I calledFEMA first and received a control

number from Betty Jamason. This was myfirst contact with an agency that might

be able to assist with my damages. Betty was kind, considerate and

understanding. She informed me that the application for assistance would arrive

in 2 weeks. This was UNACCEPTABLE. I needed help NOW. She told me of a

Disaster Relief Office in Pasadena where I could pick up an application for

FEMA and SBA. Here I met Sebron Humphreys with the SBA. Sebron's

professionalism and knowledge of the SBA was amazing. His briefing on the

application procedure were concise, he covered all the steps and different

offices I would be dealing with. He conveyed encouragement and fortitude that

allowed me to continue to the next step of completing the needed paperwork. I

returned the next day with all the items to submit my application. Sebron

ensured me of a timely response to the application. His reassurance in

the SBA process relieved me of my skepticism. I looked forward to a fast and
expeditious process.

Loss Verfication was the next step in moving forward to complete the process for

SBA. Bill Standard, the Loss Verifier was at my house at 0700 hours on the 30th

of January. He noted all the damages to my house. From there we drove over

to the Dealership where he did a complete and thorough inspection of the

facility. His notes were precise and accurate. I knew I was in good hands.

Each time I had a different person contact me about my loan, I was taken to

another tier in the application process. I'm met not with bureaucratic red tape

that is associated with the government, but with people who are taking a perso-

nal interest in me and my business. I was amazed at the efficiency of this

system.

Ted Colan called me the evening of Feb. 2, 1994 to introduce himself as the

loan officer. He was a pleasure to deal with. Ted and I spoke at great length

about the loan application, my financial position personally and on the business,

both prior and post to the quake. He required more needed documents and

information both for the home loan and the business loan. He received all the

information needed to make the final decisions within 3 days. Ted showed a

personal touch that was foreign to me, by asking me for my input into the

package. Needless to say I was amazed again at the personal attention given

by all these people. For Ted to call my Dealership 6 times in one day was not

unusual. He wanted me to know everything that was going on with my package

and how they arrived at the loan amounts for both physical and economic injury.
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The next step was the Legal Department. I envisioned that this fast rolling ball

was going to stop right here. A woman by the name of Rae Taylor called to

inform me of the status on my loan package. At this point with all the personal

attention that I was receiving I felt like I was the only person applying for a loan.

What about the 10's of thousands of other people applying for loans, who's

handling their packages?

Rae Taylor is what I refer to as an expediter. Common sense, efficiency, intel-

ligence, reliability and courtesy are what comes to mind when describing the

professional and personal care she gave me. Her requests for additional infor-

mation were accomplished through fax or express mail. Time was of the utmost

importance here. The Dealership which employs 22 people had been closed for

2 weeks and was close to a total shutdown and bankruptcy.

It was Rae Taylor's attention and expeditious handling of my loan package that

got our first allotments of $5,000.00 for Economic injury and $10,000.00 for Phy-

sical damage. If it were not for Rae getting these funds released, I would not be

in business today. This 2.5 million dollar a year company would never see the

5.5 million dollar a year goal for 1994. It got the company off its face and back

on its feet.

The subsequent allotment of funds came in a timely manner which allowed me to

restock my inventory and get my customers trucks and equipment back on the

road.

Eric Plummer, the lawyer who oversaw my loan package was professional and

courteous. With this team of Eric and Rae in the Legal Department I was able to

get through this disaster. Not only my business but all the victims of the quake

that have commercial trucks and needed our Dealership to service their

equipment.

Frank Taylor and Richard Shaw took good and prompt care of my requests for

additional funds. Due to their ability to understand and comprehend the work-

ings of a commercial truck Dealership, my requests were in and out in one day.

Once verfication was completed, I received the checks within 6 days.

Through out the process I have found the telecommunications to be in good con-

dition and without fault. Operators were quick and efficient in putting calls

through, extension numbers were well documented and message taking always
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got a call back.

The domino theory was a realism in our predicament. If I could not repair the

commercial trucks in the quake area, the operators of the equipment could not

be as effective in the clean up response. Through long hours and back breaking

work of my employees and the help of the SBA we overcame our handicap.We

restocked our inventory, serviced our customer base and supported all the

efforts to get our community back to normal operations.

It is now 4 months later that I'm able to sleep at night knowing that my
Dealership is intact and able to open for business every morning.

In closing, I would like to send a message of GREAT GRATITUDE to theSmall

Business Administration and applaud their support to all of the Northridge Earth-

quake victims, the employees at Chatsworth Truck Center, Inc. and to my family.

DUE TO THE PROFESSIONAL AND CONTINUED SUPPORT OF THE SMALL
BUSINESS ADMINISTRATION, SMALL BUSINESSES WILL GET THE
CHANCE TO GROW INTO LARGE CORPORATIONS AND FOR THIS I

APPLAUD YOU.
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III Association of

SiriSiI Development Centers
Small Business
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Mr. Chairman, Members of the Committee, my name is Lyle Anderson. Since 1985
I have been the State Director of the Washington State Small Business Development Center
which is located within the Washington State University College of Business and Economics.
I am very pleased to have this opportunity to present what I view as some very important
information on the progress and future of the Small Business Development Centers.

After providing you with a brief overview of the program, I would like to comment
on the Administration's proposal for continued SBDC program funding.

The SBDC program is a unique partnership between the federal government,
represented by the Small Business Administration, state government, higher education and
the private sector. The SBDC is the nation's premier (preeminent) business development
and technical assistance service delivery system. Comprised of 942 centers located
throughout! the U.S. and including Puerto Rico and the Virgin Islands, the SBDC provides
intensive one-to-one counseling and business skills training. Many state programs have
sophisticated electronic services providing small business owners and operators with state

of the art access to information and expertise critical to an individual businesses' success.

According to an independent study led by James J. Chrisman, University of Calgary
and Frances Katrishen, University of South Carolina, 1991 SBDC clients reported creating
almost 65,000 new jobs. The job creation rate for established businesses was an impressive
6.49 percent compared to overall U.S. employment growth of .58 percent. These same
businesses generated more than $288,000,000 in new taxes thereby establishing a SBDC
program cost/benefit ratio amounting to 2.6 to 1. These clients also established a strong
correlation between SBDC services received and client growth and development.

As these statistics demonstrate, the SBDC program is a strong economic
development tool. The program does not exist to conduct research, form committees or
establish task forces. Borrowing from the Nike Corporation's slogan, we just do it.

Given the contribution the SBDCs can make to economic growth, the next question
is "Do the SBDCs have the capacity to meet the needs of the small business population?"

The short answer is no. SBDC services are provided to less than two percent of the
U.S.'s small businesses. The demand for business assistance from those in business, those
starting a business, businesses and individuals affected by downsizing in the private sector
and defense conversion is far more than the existing SBDCs can handle. In this context,
SBDCs have had to manage demand and ration their business counseling services. Methods
to mange demand vary from depending primarily upon word-of-mouth and referrals for

recruitment of clients, to systems to refer clients to alternative service providers. To ration

consulting assistance, SBDCs have developed and deployed a variety of screening devices.
The objective of these screens is to allocate consulting time to the clients who are prepared
to contribute their time to and get the most from the counseling engagement. In that

context, the screens are generally educational. A preventure client, for example, might be
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required to attend a business feasibility workshop, complete an assessment, or gather

relevant market data prior to beginning the consulting engagement. These screens as well

as the utilization of small group counseling have allowed SBDCs to maximize use of their

very scarce resources. Still, a large portion of the demand is unmet.

This inability to meet critical demand, even after employing innovative screening and

referral techniques, creates the framework within which the ASBDC views the national

SBDC program's current budget needs. The Administration proposes to reduce the SBDC
appropriation and to require SBDC to charge fees for counseling.

Both actions would significantly impair the program's capability. The proposed

reduction, while modest, will stop the ability of each state program to meet its current

demand. Small population states, like West Virginia, will experience an even greater gap

between the service base and demand; the more than 40 states who are currently at their

funding CAP will experience greater resource compression; and new state programs, like

California, will be unable to expand.

Charging fees for counseling cuts to the very core of SBDC success. While SBDCs
have historically charged fees to cover nonrecoverable costs related to business training,

costs associated with the electronic collection of data and outside expertise, the program has

steadfastly avoided fees for counseling.

Our clients, whether, ready for expansion, facing retrenchment or exploiting an

innovation have one thing in common: they are cash poor. The SBDC program is the only

place to turn for the kinds of business development assistance these companies need to

succeed. That means jobs; that means growth; that means economic development.

The SBDCs success also depends on funding partners other than the SBA. These

other partners, including participating states, universities and community colleges and the

private sector, put up more than half of the money to support the SBDC. We believe it is

highly unlikely these programs will be willing to continue to support the SBDC if the

revenue is to be returned to the federal partner. More likely, they would withdraw their

funding or - and it would be just as damaging - would require the SBDCs to increase fees

to be returned to them.

Finally, the SBDC program has been viewed by private sector consultants, including

business consultants, accountants and CPAs as filling an important gap in the small business

service delivery system. If we now begin to charge fees for business development

counseling, the SBDC will be viewed, and correctly so, as competition.

As an alternative budget request, the SBDC proposes that fees be dropped and that

the funding base for the program be increased from the current level of $100,000 per state

or region to $200,000. This budget request addresses the immediate problem previously

identified in my testimony. Small population states will now have the funding necessary to
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support a statewide business assistance program; capped states, some of whom have been
at their funding CAP for more than ten years will no longer be faced with the effects of
resource compression; and, new states will be able to continue to expand services to meet
the present unmet demand.

Thank you.
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THE
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SmwPKm!/ 6322 West Slauson Avenue

Culver City, California 90230
Phone:(310)839-5213

Fax: (310) 397-1690

Chairman LaFalce:

ny nama is Kan Bass, I am the ouiner and PrBsidant of The Kitchen Store in

Culver City, California. The Kitchen Store has been in the business of

distributing cabinets for over tuienty-f iva years. The annual sales

average is 1.5 million dollars and the business efflploys 12 people, the

majority of u/hom have been with the company for over 10 years. The Kitchen

Store services three different markets; ue sail kitchens to the gerieral

public, contractors buy cabinets fo: residential building, and the film

industry utilizes kitchen cabinets on TV and movie sets. Three managers

are responsible for sales in the different markets.

The entire nation witnesaed the devastation of the January earthquake.

The media coverage showed destroyed buildings, and reported on the

fatalities and injuries. What the media has not reported is the Indirect

effects the earthquake has had on small businesses, families and thousands

of individuals. The physical damage to The Kitchen Store was relatively

minor, it consisted of window breakage, broken computers and section of

the ceiling fell. However, the indirect damage to the business and the

damage suffered by staff has been extensive. The sales manager that works

with contractors packed up and moved his family to Nevada after deciding

California was too dangerous a place to live. He had bean with the

company for IS years. During the earthquake he had to run for safety with

his family, as his apartment collapsed around him. The sales manager that

works with the film Industry lives near the Northrldge epicenter, in the

small town of Santa Clarita. His home is north of one of the freBuays

that collapsed. Prior to the earthquake his commute was 90 minutes, after

the quake it become a 2 to 3 hour nightmare. The stress related to the

lengthy commute has taken an obvious emotional toll on this individual,

tile have tried to accommodate him by reducing his work week to four days

with no change in salary. After IS years of service we felt abligated to

accommodate his needs, however it is an additional financial burden to the

business.
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The Kitchen Store clients involved in the film industry are tupically from

small production companies, many of uhich are near the San Fernando Valley
epicenter. In some cases, earthquake damage caused production to cease.
The Kitchen Store is near two major freeuays. The collapse of the 10

freeuiay and damage to other freeuays has resulted in a decrease in

customers mho patronize the store from word of mouth referrals or uho are
responding to advertisements. A neui kitchen is a luxury not a necessity
and people had more pressing needs to address.

Immediately after the disaster ue realized lue needed to seek financial
assistance in order to survive this period. Although it is possible that
the tremendous need to repair and construct buildings ujill increase
business, a turn around will take up to one year. If the experience of

the 1993 firestorms is a reasonable gauge, construction luill not even ,

begin for six months. In most residential buildings kitchens are built
after the basic structure has been completed.

To maintain the business I sought an SBA loan one ujsek after the
disaster. I waited six hours in line Just to receive an appointment.
After I completed the necessary paperwork I was assigned a loan officer in

Sacramento. Less than thirty days later I was notified that my
application had been approved. This gave me great hope that the check
would soon arrive. Unfortunately, this is the point when the process
seemed to come to a halt . Sixty days more would pass before I actually
received the check. I don't believe anyone actually understood what
caused the delay. Although to some this might not appear to be a long
delay, when your income has stopped and your expenses continue, a two
month delay can seem like a lifetime for a small struggling business.

I would like to acknowledge and compliment the way the SBA and FEMA staff
handled my particular situation. In spite of working long hours
processing thousands of applications, I found the staff to always be
patient and supportive, even returning phone calls. However, I do not
understand the reason for the delay in processing a check once the
application has been approved. It is clear to me that this part of the
system should be examined and corrected if possible.

Thank you for the opportunity to speak before you today.

Kenneth Bass, President
The Kitchen Store
E32E Uest Slauson Avenue
Culver City, California 30530
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WHAT IS SBI?

The mission of the Small Business Institute is to provide entrepreneurial education, strengthen
the small business sector of the free enterprise system, enhance the small business environment,
and support economic development through small business teaching, consultation, and research
with small businesses and communities by college and university students under faculty
supervision. A practical way to describe the SBI is by its ultimate objectives, which is to say:

"SBI is Education and Business Consulting Experience for Tomorrow's Leaden
and Business Assistance for Today's Entrepreneurs."

SBI provides three sets of broad activities to the local business community. These activities are
particular to the college and university situation and were selected to maximize the contribution
to the small business community from academe. The activities are consulting, research and
training.

SBI uses student teams of senior level or graduate business students, under faculty supervision,

to accomplish in-depth consulting projects diat analyze the company and iu specific problems.
The student teams create and present to the managers of selected small firms a set of recom-
mended strategies or operational techniques to resolve the specific business problems.

In the teamwork process for the selected fum, a SBI student team will conduct maiket, economic
and industry analyses to assist a firm. Similarly, the collective research of teams and the
supporting faculty members is made available through the Small Business Advancement Na-
tional Center to support oUier faculty and teams. Oppominity and understanding is created by
SBI research.

Training is accomplished through a spectrum of college level courses for university students thsi

emphasize entrepreneurship as an alternative career opportunity as well as Uie fundamentals of
operating a business. College courses are also made available to business owners -mil

community leaders. Similariy, seminars and workshops are sometimes included in the SBI pro-
gram when SBDC and SCORE resources are not available in the area.

SBI led the effort to create a Memorandum Of Understanding (MOU) between the three SBA
resources (SBI, SBDC, and SCORE) that prohibits competition and promotes cooperation.

Indeed, SCORE counselors sometime serve as mentors tor die student teams. SBDCs and
SCORE sometimes nominate businesses for the in-depth SBI consulting and research projects

which they cannot accomplish. Similarly, SBDC and SCORE counselors sometimes follow up
witii a client to assist implementation of SBI recommendations after the SBI team has released

the client
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Even though there is an MOU and the three SBA resources cooperate in the field, we must note

that the SBI services are totally different from services provided by the SBDCs or SCORE
program. SBI projects are in-depth, semester long research and consulting projects that draw

upon many resources to provide the client a comprehensive consulting report that is impossible

for the other resources. The SBA MIS report for this fourth quarter of FY 93 shows that SBI

projects averaged 1 19 hours while SBDC projects averaged 5 hours and SCORE projects were 2

hours.

The SBI client receives both thorough written and oral reports concerning the consulting project

In addition, the entrepreneur is eligible for follow-up services from the other SBI resources-

SCORE and the SBDC-in the field.

The SBI services are completely confidential for the client All that is required of the client is

time and cooperation.

SBI is a cooperative Grant Program between the US Small Business Administration and about

550 schools, colleges and universities across the country that provides special education for

students, opportunities for faculty, and that brings a special consulting program to small

businesses in the many local communities. Most SBI projects are completed for small firms, but

with prior SBA Regional approval SBI may conduct special economic studies for a community

or a specific region in the SBA district These special projects are also far reaching research and

consulting work that bears great fruit for the community or region.

IMPORTANT SBI IMPACTS

• The Federal budget for FY 93 provided for 6030 small business cases. The budget for FY 94

provides for 6000 cases. The FY 94 budget is three million dollars.

• Expansion of many small businesses into international trade. Actually, in FY 93, two per-

cent of the cases were to expand international trade.

•
1 ,250,000 hours of faculty-guided counseling are provided to small business clients by SBI

each year. Private consulting at this level might cost $40.00 hour. But most of our small

business clients could not afford this private consulting. This free consulting is valued con-

servatively at $50 million.

• More than 12,500 students—tomorrow's leaders—participate in the program annually. These

young people are exposed to the entrepreneurial spirit, opportunities in small business, and

the requirements for jobs.

• The 550 schools provide in-kind support of approximately $5 million per year. This includes

office space, electronic equipment support, clerical work, copy service, telephone, FAX. etc.

• Free consulting provided by the faculty members in support of the SBI cases at fair market

rates would cost more than $12 million annually.

• From this set of factors we can calculate the SBI leverage for its three million dollar budget:

Faculty guided student consulting 50,000,000.00

School in-kind support 5,000,000.00

Free faculty consulting in support of their SBI teams 12.00Q.0Q0.QQ

TOTAL $70,000,000.00
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The SBI program leverages its $3 Million Federal budget by a factor of 23.3 to approxi-
mately $70 million annually.

In FY 1992, the SBA national office conducted a survey of former SBI clients across the
country. One of the questions asked the clients to'put a value on the SBI consulting project
completed for them. These statistics are taken from that report and provide a customer's view
of the SBI program's value. Our clients give us a multiplier factor of sevea This factor is

still spectacular!

Qkms
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Everybody loves a winner and the SBI program is a winner. For example:

Students win because of the fine education and business experience they receive.

Clients win because of the truly outstanding consulting project they receive for free.

Universities win through the great public exposure the institutions receive.

Even the taxpayers win in the end by the economic activity that comes from better small

businesses and the better trained former students in our midst and perhaps in entrepren-

eurial roles.

TYPES OF ASSISTANCE PROVIDED BY SBI TEAMS

Accounting

Computers

Financial

Management

Marketing

IntemationaJ projects that support exporting

Human resource management

Combinations of these functional services

Special economic projects authorized by the SBA Regional and District offices

It must be emphasized that the SBI projects are more than just advice in these business functional

areas. The SBI projects actually go into great detail to show the managers of small businesses

how to design and implement an accounting system, or select and install a computer and
automated systems. Market research studies are completed and provided to the client with con-

clusions and recommendations for implementation. Our international projects provide points of
contact and correspondence to include procedures, and steps for implementation. Since many of

the SBI projects are quite comprehensive, the manager/owner will get recommendations
concerning more than one of the business functions.

Merit must also be drawn to the special economic projects authorized by the SBA Regional and
District offices. These economic studies are quite meaningful to the local community and its

economic development plans. Entire communities or smaller economic regions have been
studied to provide the basis for economic development. Although these studies are quite differ-

ent from the business studies they receive the same comprehensive efforts and support

TYPES OF CLIENTS

• Existing small businesses from micro firms to larger small business with rapid potential

for growth: service, manufacturing, agriculture, retail, wholesale, or construction.

• Rural communities

• Exporters and importers
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• High technology firms

• Inventors

• Women, minority and veteran entrepreneurs

Most SBI directors and schools work closely with the SBA district officials lo serve the appro-

priate clients in that district and local economic/business area. Similarly, most SBI directors

attempt to conscientiously create a mix of available clients for their student teams. It is good

sense to serve a broad spectrum of clients and we do that across the country.

DISTINGUISHING CHARACTERISTICS
OF THE SBI PROGRAM

• SBI is educational for the clients, the students and the faculty. For the students and

faculty much of the education process takes place in the formal classroom setting. While

this education process supports the SBI projects, it is not cosied as pan of the SBI pro-

gram. The results of this education process are impossible to measure and very long-

term. Who knows when the entrepreneurial spirit kindled in the classroom will emerge

into a viable, growing business that will significantly contribute to society. Every long-

term SBI director has his or her favorite examples from the past. It is a great program for

all concerned.

• SBI is unique among the three SBA field resources in that all SBI projects are all long-

term, in-depth, comprehensive analyses of the client companies. SBI projects are

generally over 12 to 16 weeks. Both SCORE and the SBDC projects are generally short-

term and oriented to a specific problem. SCORE and SBDC projects are generally

limited to a few hours. As shown above the comprehensive effort required for the SBI

project is more than twenty times that of the other two resources for an average project

• SBI is unique among the three SBA field resources in that all SBI projects result in a

major written report that details the recommendations and justifies the solutions proposed

to the client. This written report is presented by the student team with faculty partici-

pation to help the client understand the recommendations and steps for implementation.

• SBI is unique among the three SBA field resources in that all SBI projects can and do

often draw on the resources of both the SBDC and SCORE. Typically the reverse of

this is not true. There is cooperation but SBDC and SCORE seldom call on the SBI

resources to help in their short-term projects.

• A twelve hour SBDC project including overhead charges costs the government nearly as

much as the averageSBI project.

SBDC: 12 hrsX $25.00 + 29 percent overhead = $387.00

SBI Project 1 50-350 hours (regardless of total time) (Fixed fee) $500.00

SCOEIE work in the field is nearly totally free except for overhead and minor travel.

• SBI is the free use of thousands of hours of faculty time across the country. This is an

' immense national treasure contributed to the local business communities. SBDC does not

have this resource.
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• SBIis not a duplicative effort of SBDC and SCORE. Here are examples of this

dlEference:

SBI is located in many places where the SBDC and SCORE programs are not

available.

The SBI is more, much more, than just counseling. SBI spends more than twenty

times more work with the client. The numbers were presented earlier.

SBI has more human resources available through the universities at no additional

cost. These hun* an resources include the total university faculty and administra-

tive assistance and support. Everyone will help the SBI team. Particularly, this is

true in our many smaller schools where most people kiiow and understand how
importan'. the SBI program is to the students, the clients and the community.

SBI exposes the students to entrepreneurship as a career alternative and by

involving them SBI helps develop better future small business owners.

SBI has great physical resources available through the universities and colleges at

no additional costs. For example, these include access to faculty other than SBI

directors for consulting, the libraries, computer labs, and other equipment.

• SBA sees itself as moving more to a loan guarantee agency with reduced emphasis in

the field for business development and managerial assistance. Loans do not solve most

small business problems. Managerial assistance is what solves small business problems

in the field. Flooding the market with more loans without adequate managerial assis-

tance will mean more defaults. SBI provides the best in-depth assistance possible at a tre-

mendous return to the government for its investment.

• Over the last four years SBA and SBI have built the Small Business Advancement
National Center (SBANC) at the University of Central Arkansas. We have been working

to centralize the set of knowledge for the small business consulting process. This center

has on-line library and research support for faculty, teams, and others interested in re-

search to support small business operations. The center director is testifying separately,

and the SBI supports his efforts. This center must be maintained with the SBI.

• Moving the SBI program to the SBDC is not a cost reduction, rather it is a transference of

costs. Indeed, if the SBI program is moved to the SBDC, our program will have to

be reduced or the funding will have to be increased because the SBDCs have to pay over-

head. The costs of completing the SBI case (travel, copy service, computer time, etc.)

will still be there. More important though is the fact that moving SBI to SBDC requires a

university or college to put its academic programs under supervision of non-academics in

the SBDC. Many of our schools will not even consider this action. Sixty percent of our

current schools have little-io-no contact with the SBDC.

THE HISTORY OF SBIDA

Early in the history of SBI, the directors formed a professional organization to promote, enhance,

and support the SBI program. The SBIDA has been and still is a strong advocate for improving

the national SBI program.

The Small Business Institute Directors' Association (SBIDA) was founded in 1975 by the

directors of 37 Small Business Institutes (SBI) from across the country. Those SBI directors,

then as now, needed to share information, ideas, case and consulting procedures, and they found
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that doing so made their individual efforts with their students and their small businesses more

successful.

Today, SBIDA's 520 members reach far beyond the original 37 members. These SBI directors,

along with other SBIDA members (other educators afld administrators) share one common over-

riding desire; a burning concern for the success of the free enterprise system world wide through

the continuing success of small business! SBIDA is a member supported association. No
government funds are used to support SBIDA.

SBIDA provides the same function today that it did in 1975. As a faculty organization, it

provides forums and venues for the exchange of ideas applicable to small business. Yet the

business processes used in the 1990s are far more comprehensive than those used twenty years

ago. Keeping up-to-date is more important now than ever before.

SBIDA provides the organized national voice for the SBI directors from across the country. It

has been the continuity and driving force to improve the SBI program director training, program

quality, and consistency of the program over the years.

SBIDA PROVIDES

Conferences at the regional and national level with presentations to improve small business

management, program consulting processes, and program quality.

Publications that extend the research and knowledge of small business. The Momentum is

our quarterly newsletter for members and others interested in our program. The bi-annual

Journal of Small Business Strategy translates research into applicable processes for educa-

tors and small business managers. The quarterly Journal of Small Business Management
provides an outlet for sophisticated research concerning many small business and interna-

tional operations. Our annual conference Proceedings provide a wealth of ideas for small

business consultants (students and faculty)and owners.

Advocacy by the officers and selected members keeps Congress and other national leaders

informed of critical activities and the needs of small business. Advocacy helps us guide the

continuing improvement of the SBI program through our partnership with the SBA and the

Congress.

Recognition is provided for our members, students and others through several annual

regional and national programs.

CURRENT OBJECTIVES
OF SBI AND SBIDA

Even though the SBA Administrator has recommended to the Congress that the SBI program be

abolished, we have established plans for the years to come, and we are hopeful that the Congress

will perpetuate the SBI program.

We believe our program of consulting, assistance and training to small businesses across the

country and particularly in the rural areas supports the objectives of the Clinton Administration.

Therefore, we request your support to achieve these objectives:

1. Increase our case budget from 6000 to 7000 cases for the Fiscal Year 1995. This increase

would provide for the addition of new schools across the country (75 schools ® 8 cases)

and a small increase of cases for our best existing programs (40 schools at 10 cases).
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2. A sum of $300,000.00 to initiate additional training opponunities for very small busi-

nesses at local levels. These training programs would be conducted by students and
faculty at the Micro business level. TTiis first year of a formal program would lead to 300
training events in separate communities across the land. Three hundred training events
with an average attendance of 20 persons per event means excellent training for an aver-

age cost of $50.00 per person. These training events would be in areas where SCORE
and SBDC service is not available or would be in conjunction with the other two re-

sources in accordance with the MOU.

3. An increase in the price of a SBI case from $500.00 to $600.00. This would increase the

Small Business Institute budget line from $3,800,000.00 (cases and training) to

$4,500,000.00 for 7030 cases and the training. At the new rate per case and including the

training funds, everything else held constant, our leverage factor remains a remarkable
15.6 (70 miIlion/4.5 million). The SBA and the nation get a truly remarkable return on
investment from this tremendous student-faculty program at the community-grass roots

level across the country.

4. SBIDA has established a Five-Year SBIDA Strategic Plan that calls our members to

higher actions. The preamble of the plan calls for SBI and SBIDA to:

a. Act as a vehicle to improve and expand educational programs for small business in

colleges and universities.

b. Enhance the relationship between faculty ofschools with small business programs and
the business community in developing educational programs that meet community needs.

c. Encourage the relationship and cooperation benveen faculty ofschools with Small
Business Institutes and other organizations-academic, professional, and service-

concerned about the small business community.

d. Enhance the traditional activities of SBI-consulting, research, and education.

The SBIDA plan highlights these concepts as the foundation for six specific objectives that are

supported by several specific strategies. SBIDA's distinctive professionalism at the local,

regional, national, and international levels shall be enhanced by better educational courses,

enhanced assistance and service to the small business community, improved relations with all

SBA resources and better organizational management. SBIDA will work to increase the national

SBI budget to support existing cases (7,000) at $600.00 per case. More effon will be expended
to reach more SBA priority cases, such as 8A cases and firms owned by the disabled, veterans,

minorities, or women.

Objective One: Continue full utilization of Federal funding including completion of all autho-
rized cases with high quality SBI reports.

Objective Two: Deliver quality educational programs with college level courses that offer
entrepreneurship as a career alternative and that teach the fundamentals of management for
small businesses.

Objective Three: Increase the ratio ofSBI schools with directors holding membership in SBIDA
and encourage others interested in small business counseling and assistance to become
members.

Objective Four: Work towards maintaining and increasing financial resources available to SBI.



551

Objective Five: Continue the special efforts to reach SBA priority cases and clients who are

disabled, minority, veterans, or women ownedfirms.

Objective Six: Build public awareness of the SBl. programs and small business issues and

establish SBIDA and its members as experts concerning these issues.

SBI RECOMMENDATIONS TO THE
COMMITTEE CONCERNING
THE SBA PROGRAM

SBI disagrees completely with the SBA Administrator's previous budget testimony to the

Congress that would abolish the SBI program in FY 95. We believe our high quality program of

education, consulting, assistance and training to small businesses across the country and

particularly in the rural areas supports the objectives of the Clinton Administration. Therefore

we have these specific recommendations:

1. Maintain the SBI program as a separate budget line item in the SBA budget and

increase our case budget from 6000 to 7000 cases for the Fiscal Year 1995.

Subordinating the SBI program inside the SBDC program is a transference cost that saves

nothing and indeed might mean higher costs for a reduced SBI program. Even worse, it

marries two incompatible programs. Finally, many schools would not support this mer-

ger because it ignores the curricular and education mission of the SBI.

This case increase would provide for the addition of new schools across the country (75

schools @ 8 cases) and a small increase of cases for our best existing programs (40

schools at 10 cases).

2. Provide a sum of $300,000.00 to initiate additional training opportunities for very

small businesses at local levels.

These training programs would be conducted by students and faculty at the Micro

business level. This first year of a formal program would lead to 3(X) training events in

separate communities across the land. Three hundred training events with an average

attendance of 20 persons per event means excellent training for an average cost of $50.00

per person. These training events would be in areas where SCORE and SBDC service is

not available or would be in conjunction with the other two resources in accordance with

the MOU.

3. Increase in the price of a SBI case from $500.00 to $600.00.

This would increase the Small Business Institute budget line from $3,800,000.00 (cases

and training) to $4,500,000.00 for 7.000 cases and the training. At the new rate per case

and including the training funds, everything else held constant, our leverage factor

remains a remarkable 15.6 (70 million/4.5 million).

The SBA and the nation get a truly remarkable return on investment from this tremen-

dous student- faculty program at the community-grass roots level across the countty.

4. Maintain the Small Business Advancement National Center (SBANC) to support

SBI program, other faculty research and the teams.

SBANC is an integral part of the SBI program. We need it in the field.



552

5. Instruct the SBA Administrator to initiate discussions with the SBIDA concerning
self governance for the SBI program similar to the SCORE program and report
back to the Congress on progress.

Self governance for the SBI program similar to'the SCORE program would facilitate long
term administration of the SB! program, relieve the SBA National Office of some admin-
istrative responsibilities and enhance the SBI program in the field. This last thought, en-
hancement of the SBI program in the field, is a very important argument. The SBIDA
officers are ready to move forward with this discussion.

The officers of SBIDA, its members, other SBI directors, students, others interested in research
for the small business community, and our clients urge your total support for these recommen-
dations. We have urged these SBI program users to contact the Congress concerning this issue.

SUMMARY

SBIDA is a national treasure that works to fully utilize all Federal funding for SBI and to

complete all authorized cases for small businesses across the country. SBI is 550 schools across
the land and its national center. SBI must be kept intact. SBIDA delivers high quality

educational programs for students and others. SBIDA should grow by increasing the number of
SBI directors, case supervisors and others, faculty and staff, interested in small business
counseling, research or entrepreneurial activities. Concurrently, SBIDA's distinctive profes-

sionalism at the local, regional, national, and international levels shall be enhanced by better edu-
cational courses, enhanced assistance and service to the small business community, improved
relations with all SBA resources and better organizational management. SBIDA will woric to in-

crease the national SBI budget to support existing cases (6000) at $600.00 per case. More
importandy, SBIDA will work to increase the annual budget to 7,000 cases. More effort will be
expended to reach more SBA priority cases, such as 8A cases and firms owned by the disabled,
veterans, minorities, or women. These concepts are the foundation for six specific objectives
presented above and our actions and services in the business community.

We, the students, the clients, the faculty, and others interested in building smaller businesses
across the country, appreciate your time, your interest and pray for your support in the budget
process.

Thank You!

SBI is faculty, students and others assisting

small businesses to prosper nationally.



553

TESTIMONY OF

MR. RONALD LEDERMAN

CHIEF FINANCIAL OFHCER

THE MAIN SOURCE ELECTRONICS, INC.

CHATSWORTH, CALIFORNIA

BEFORE THE

HOUSE SMALL BUSINESS COMMIITEE

JOHN J. LaFALCE, CHAIRMAN

MAY 18, 1994

9:30 a.m.



554

January 17 - It seemed to be the middle of the night - stark terror - would it never end? -

Armageddon? - would the earth stop shaking? - who survived? - what was still viable,

what still existed? - no lights - find the portable radio - Oh, My God!.

Never have I experienced any terror equal to that morning; then waiting for dawn
; punchy

with excess adrenalin. Now dawn - forget the broken glass on the floor, the flashes of

light in the sky, now reality again.

The floor was littered with broken glasses and china. The refiigerator had moved across

the kitchen to as far as the icemaker copper waterline allowed. Tlie microwave smashed

on the floor. Food, liquor smashed on the floor and carpet.

OK, we're still OK!!!

The radio says to stay offthe roads but do we still have a business? Do we and SO some

other people still have a liveUhood?

Time to go to the plant - Traffic signals are out. Miles ofblock wails are down. Finally

Chatsworth. Next door, a thin column of smoke trails skyward from a building - the Fire

Department must have been called already. Now, at The Main Source great trepidation -

Oh, My God!

The Main Source repairs computo- sub-assemblies. The bulk of our inventory consists of

hard drives, 6,000 to 10,000 at any time. What does the inside of the buikling look like?

Hard drives don't bounce well - utter chaos, from top to bottom - the drop ceilings

including all light fixtures had fallen, the racks of product timibled to the floor, sensitive

equipment in piles or lying where it had &llen.

We cried - the result ofyears of labor gone - What, How?
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The earth was still shaking - aftershocks, aftershocks and aftershocks. Was that a 4.2 or

3.8? The empk>yee's ran out of the building with each tremor.

Now it's Tuesday • Cleanup started. Wow - What to keep, what is junk? - Clear the

decks.

The post oflSce has collapsed. The roof feB in, no mail, no orders, no checks. UPS, FedX

wont come in to the area. Airborne is snowed in God knows where Try to run a

business. No Way. More tremors. Can't sleep. No one can, each shake - more terror.

Do we have a business? What to do? - Cleanup, cleanup

That sets the scene for our post earthquake recovery attempt. We are told of a seminar

being presented to assist earthquake victims - 1 attend.

The SBA Program is presented - maybe hope. Fonns are passed out, phone numbers and

a &iriy good delineation of what the government can and will do for businesses.

We fit.

Package for SBA is completed and presented at FEEMA Office on Wmetka. Package

reviewed by SBA represcnutive who makes suggestions for mmor changes that were then

incorporated bto presentation

We then submitted our package to the SBA. and were told that it was outstanding in form

and presentation.
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What about bridge loan? - Sure. Two (2) organizations were on the list provided by the

stare of California - we chose Hancock Financial. A duplicate package was submitted to

them.

Meanwhile, the loss verifier came to our plant and verified the physical loss - damage to

equipment, broken drives, etc.

Hancock Financial called to say loan approved - we authorized money to be spent to try to

keep the wolf fix)m the door. I call Hancock mommg and night when do we get fiinds •

Hanmi Bank is to iimd loan - they lost file, etc. - No loan - We still dont know what

happened.

SBA in Sacramento indicate file is moving ahead - so slow January - February - March. If

we have to wait until August no Main Source. Can we hold out long enough?

Why did bridge loan people (Hancock) tell us loan OK then no??

We stall creditors - Explain that the loan fit>m SBA is forthcoming. We realize the

magnitude ofSBA, FEEMA task, but fiicus on our own problems.

Sacramento says loan approved - it takes approximately one (1) month to receive letter of

approval.

We're surviving - We wiD succeed, thanks to SBA, we couldn't have done it without them.

Their employees have been supportive, sympathetic and most importantly professional in

their handling ofboth our financial and even emotional problems.
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An interesting aside. Equipment leasing has become a popular way of financing the

acquisition of equipment. It typically requires a smaller down payment, and has a longer

payout period allowing its productivity to more easily pay the period payments, which are

also smaller, when due, Typically, at the end ofthe lease period a small, sometimes token,

payment is made and title is transferred firom the lessor to the user.

We suSered damage to our leased equipment. Having no earthquake insurance, we

applied to the SBA for assistance in repairing or replacing the damaged and destroyed

items. Catch 22, title to the equipment belongs to the lessor, the finance company A

check written to them would be used to pay off the lease not to repair or replace the

equipment When we asked our lessors ifwe could keep the funds and replace the

security, the lessors were unanimous in saying no. The problem arises from the fact that

no earthquake insurance is required by lessors who lease under the premise that they are

covered if the equipment is damaged or destroyed. Several lessors told me that we were

required to provide "fiill" insurance and were shocked to find that earthquakes were

excluded.

To analyze the governmental help -re the great quake of 1994 - time was the major

problem. January became May or maybe June, before we see funds - a bridge loan -

program that would have funded even token amounts would have given us ammunition to

use. But on balance, where but the USA does the government rescue us from aas of

God.
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NORTHRIDGE EARTHQUAKE

Personal Summary

of

Experiences, Actions, Activities and Observations.

Experiences ~- ''^

Earthquake of 17 January 1994, has almost destroyed a

viable middle class neighborhood of a 63 house tract
built in 1963/64. A number of ^ PLANK OWNERS' are the
original owners who have raised and educated their
children in the surrounding schools. Adjacent
neighborhoods have suffered as much or more damage.

I am only addressing our Area because of first hand
knowledge of the area and the damage as result of the
earthquake. Majority of the houses were selling in
the $275,000 to $450,000 range in early January 1994.

From our standpoint the estimates to rehab our house
went from $115,000 to $173,000. Most of the two
story homes are in this same figure or are to be
completely leveled. These conditions have and are
requiring some very difficult and traumatic decisions
on the part of the home owners. In our case it took
three weeks for us to accept the fact that our home
for 32 years was a mess. Some long time neighbors
have not yet accepted that fact.

A realtor who is very familiar with this end of the
San Fernando Valley told me that she expects to see
between 25% and 40% of the homes in the earthquake
area to be in foreclosure actions by mid-summer.
Caused by unemployment due to employers going out of
business or relocating out of the Area and some home
owners are overextended in Home Equity Loans.
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Actions

In trying to come to terms with our situation, I have
been in contact with our insurance company. Office of
the California Insurance Commissioner, local elected
or appointed officials, contractors, FEMA, SBA and
our bank. Our insurance company agent, an individual
who handled my Fathers business for approximately 40
years and ours for 32 years, was of no help.

Insurance contacts, (agents, adjusters, underwriters,
and the California Insurance Commissioner), number 48
of which 8 are responses from the insurance company
or representatives.

Local Officials/Building Inspectors and council
jnembers contacts number 8 of which 3 are responses

.

FEMA contacts number 25 of which 6 are responses.

SBA contacts number 42 of which 31 are responses or
follow-up calls to my calls. (Some of the SBA return
calls required SBA to track me down in Temecula,
Sacramento and Chatsworth. None of the other groups
went to that extent). The attitude, interest and
response exhibited by all the SBA individuals that we
have contacted has been outstanding. Certainly is
different than I have experienced in dealing with
other official groups.

3. Activities

Contacting FEMA, SBA, banks, contractors and local
officials has been an interesting exercise in keeping
my cool. It is an experience that I wouldn't wish
on anyone except our insurance agent.

4

.

Observations

From our viewpoint SBA has been very responsive and
helpful. This attitude has been evident from our
first contact when the young man at the Winnetka SBA
Field Office said to us "We are here to help you"

.

Believe me, in the mental state we were in on that
second Saturday after the Quake, that was the
beginning of a very positive experience.

At this point if it were not for SBA, we probably
would have had to borrow heavily from our children or
declare Bankruptcy and then walk away from the house.
As it is our Children have arranged for us to use a
trailer as temporary housing. They also expect us to
spend three to four days a week with one or the other
and their children.
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FEMA is not on our list of positive/responsive
government agencies

.

Our experiences with the insurance company are very
negative and we have passed the challenges on to our
attorney. (Hopefully in one or two years we may get
something to pay off the SBA loan)

.

In talking with our neighbors, majority of them are
having very unhappy discussions/experiences with the
insurance companies. As my information is from the
discussions with people that stop by to see how we
are doing and is not from personal experiences, I can
only pass it on as given to me. There are enough
"horror' stories to condemn some in the insurance
industry for a long time.

Examples:
1. Insurance architect drew new house plans for a

neighbor and did not include doors and windows.
The contractor could not bid on the rehab work.

2. Insurance Company Adjusters insisting that some
repairs can be of patch/cosmetic type in spite
of Los Angeles Building Code requirements

.

3. If policy holder will accept insurance company
offer today, they will sweeten the offer by
$5,000.00. (Insurance company offering $90,000
and lowest contractors estimate was $120,000.

4. Some insurance companies are insisting they will
designate/identify the contractors to do the
repair work.

Am not sure this is what you might want but will pass on my
logged information since the Earthquake when I get there.
(The log is approximately 35 pages long).
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Mr. Chairman, my name is W. Kometh Yancey, Jr. and I am Executive Director of

the Service Corps of Retired Executives Association (SCORE).

I am grateful for the opportunity to sppeas before the Committee on Small Business.

Since I am new to the Committee and to SCORE, please let me provide some personal

information. I am from Piano, Texas, a suburb of Dallas. Before coming to SCORE I was

Executive Director of the National Business Association, a non-profit organization of

businesses that typically employ fewer than five people. I have also been a banking office

president and small business lender in the Dallas/Fort Worth area.

As you know, SCORE is a non-profit association of retired men and women who

volunteer to help new and existing small businesses. SCORE volunteers assist people in

many different ways.

• We provide free counseling to those people who are thinking of going

into business.

• We provide free counseling to existing business owners who have

specific problems such as cash-flow or marketing.

• We provide low cost workshops and seminars on a variety of business

topics.

• We help our clients by recognizing potential for failure early in the

process.

• We help our clients by using our considerable networking skills.
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• We provide our business experience to entrepreneurs who wish to

discuss planning and review their overall operation.

• We counsel separated military personnel and people laid off in the

private sector on considering small business as a career alternative.

SCORE is active in all SO states, the District of Columbia and the U.S. territories. In

fiscal year 1993, SCORE had 12,845 members which represents over 500,000 years of

business experience. SCORE members counseled 175,893 business operators and aspiring

business owners in 232,434 sessions and conducted 3,909 workshops for 110,415 attendees.

All together, SCORE volunteers provided over 1 . 1 million hours in support of small business

in fiscal year 1993. This represents over $100 million worth of counseling services if

purchased from private firms. Based on the 1993 budget, SCORE services cost the

American tax payer about $2.80 per volunteer hour. That is less than minimum wage for

considerable expertise and sound advice.

SCORE has been working diligently to reach out to minority and women owned

business. Our chapters reported that of the totals mentioned above, approximately 39% of

workshop attendees were women and 14% were minorities. Furthermore, 41% of SCORE

counseling cases were women-owned business and 18% were minority-owned businesses.

The SCORE Board of Directors has recently authorized the formation of a task force to

address recruiting of minorities and women.
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The Small Business Administration and SCORE maintain a close working relationship

in Washington, D.C. and across the country. SCORE provides services and, in one case, on-

site management for all of the presently existing Business Information Centers (BICs) which

are partnerships between SBA and SCORE. SCORE has been asked to provide its services

at the 13 BICs that are in various stages of planning as well as in the One Stop Capital Shops

(OSCS) that will exist within the so-called empowerment zones. SCORE services are also

available to those individuals and businesses that are affected by military base closings,

downsizings, base conversions, or those who are otherwise separated from the military. For

example, SCORE has been very active at the naval shipyard in Charleston, South Carolina,

which is closing, and at other installations around the country, including:

• Orlando Naval Training Center, Florida.

• Grand Forks Air Force Base, Grand Forks, North Dakota.

• Mare Island Naval Shipyard, California.

• Lowry Air Force Base, Denver, Colorado.

SCORE volunteers also provide help to those people affected by corporate

downsizing. SCORE is conducting workshops at the superconducting super collider in Texas

for those laid off because its closing. Also, along with the SBA in East Hartford,

Connecticut, we are assisting those laid off from the Pratt Whimey plant. We are working

with people laid off by Martin Marietta in the Pinellas County, Florida, area as well.

SCORE helps these people to consider small businesses as potential employers and to

consider self-employment as a career alternative.
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SCORE operated on a budget of $3.08 million during fiscal year 1993. Congress

increased SCORE'S budget to $3.5 million for fiscal year 1994. SCORE requested $4.4

million for fiscal year 1995.

Our original request for fiscal year 1995 allowed for additional SCORE services,

which included:

• Enhancing training of the SCORE counselors through local and national

training programs.

• Participating in SBA initiatives including BIC's and OSCS.

• Increasing our ability to assist individuals or communities affected by

defense or private sector layoffs.

• Increasing our efforts to reach out to women and minority business

owners.

• Recruiting more women and minority SCORE members.

• Providing our expertise in areas that are now under-served.

• Implementing the SCORE On-Site Chapter Review program, whereby

each SCORE chapter will be periodically evaluated by a SCORE

volunteer field manager.

This funding would also help SCORE pay for the printing of additional business

development publications that are used daily by our counselors and clients. Presently they

are provided on a very limited basis by the Business Assistance Trust Fund operated by the SBA.
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After submitting the fiscal year 1995 budget request, SCORE assumed full

responsibility for its financial management by taking over from the SBA the reimbursement

of SCORE volunteers for out of pocket expenses incurred in their counseling efforts. The

SCORE Travel Expense Reimbursement System (TERS) staff now processes up to 1000

expense vouchers and checks per week, relieving the SBA of a tremendous administrative

burden. There has been no increase in the long-term funding of SCORE since this

undertaking. Also, the SBA in many instances is not able to provide SCORE chapters with

office supplies, postage, photocopying and office space, which they had provided in the past.

These situations put an additional burden on the SCORE budget.

SCORE requested $4.4 million for fiscal year 1995. However, the Administration's

budget allocates $3.08 million, $1.3 million less than requested and $420,000 less than fiscal

year 1994.

Without proper funding, we are hampered in our objective to provide an increased

quality of services to America's businesses and to aspiring entrepreneurs.

If our funding is reduced from the amount requested for fiscal year 1995

appropriation, it could have some of the following effects:

1. Congress, when it appropriated the fiscal year 1994 budget, directed in the

report of its conferees that $500,000 "be used entirely for enhanced training."
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That funding allowed SCORE to complete the development of the first six

modules of its Counselor Professional Development Program and begin its

introduction to SCORE members. While this is a major portion of the training

of SCORE counselors, we really should do more. With approximately 20%

turnover per year in our volunteers, on-going training is very necessary.

Without budget support this needed training will have to be reduced.

2. The Administration's $420,000 reduction below what Congress appropriated

for fiscal year 1994 when calculated at our average cost per hour of $2.80,

represents the cost of 150,000 volunteer hours. Moreover, assuming roughly

two hours per case, this reduction represents over 74,000 clients we would be

unable to serve.

3. The impact of a decrease in funding would be felt primarily in our smaller

chapters located in less populated, more rural, areas. Small chapters may be

forced to merge with other chapters or be closed. Chapter expansion and

creation will be curtailed in all areas. Funds for clerical support will, of

necessity, be further reduced.

This year, 1994, marks SCORE'S 30th year of service to America's small businesses.

We are proud to have counseled over 3 million clients since our founding in 1964. SCORE

has enjoyed an excellent relationship with the SBA, SBI and SBDC over the years. We
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believe that each of these organizations provide necessary and useful services to different

portions of the small business community.

Thank you again for the invitation to testify.
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Congressman Walter Tucker

Committee On Small Business

May 25, 1994

GOOD MORNING. I AM VERY HAPPY TO BE HERE THIS MORNING FOR THE

CONCLUSION OF A SERIES OF HEARINGS WE HAVE BEEN CONDUCTING ON

THE REAUTHORIZATION OF SMALL BUSINESS ADMINISTRATION PROGRAMS.

THE FINAL TWO TOPICS WE ARE REVIEWING TODAY ARE THE PRE-PAYMENT

PENALTIES ATTACHED TO THE 503 DEBENTURE GUARANTEE PROGRAM AND

THE MICRO LOAN DEMONSTRATION PROGRAM.

I HOPE THERE IS AN EQUITABLE SOLUTION WE CAN FIND TO HELP

ALLEVIATE THE UNEXPECTED HARDSHIP FACED BY BORROWERS WHO ARE

FACED WITH THE PROBLEM OF PRE-PAYMENT PENALTIES. THEMICRO LOAN

PROGRAM IS SOMETHING I AM VERY INTERESTED IN AND SUPPORTIVE OF,

BECAUSE I KNOW IN MY DISTRICT PEOPLE DO SEEK LOANS FOR UNDER

$10,000. A SMALL SUM FROM A TRADITIONAL BUSINESS PERSPECTIVE, BUT

ONE THAT WOULD ALLOW SOMEONE TO START SELLING HOT DOGS FROM A

PUSH CART, AND WHO KNOWS WHERE IT COULD GO FROM THERE. THE

POINT IS, THERE ARE PEOPLE OUT THERE WHO ARE DESPERATELY SEEKING

THE CHANCE TO MAKE A START AND I SEE THE MICRO LOAN PROGRAM AS

AN IMPORTANT TOOL TO HELP PEOPLE MAKE THAT START.

I THANK THE CHAIRMAN FOR CONDUCTING THIS SERIES OF HEARINGS AND

I THANK THE WITNESSES FOR COMING IN THIS MORNING TO TESTIFY.
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STATEMENT OF MARTY BROOKER
PRESIDENT

AIR-MACH, INC.

BEFORE THE
COMMITTEE ON SMALL BUSINESS

UNITED STATES HOUSE OF REPRESENTATIVES
MAY 25, 1994

I am Marty Brooker, president of Air-Mach, Inc. of Des Moines, Iowa. I appreciate

the opportunity to appear before the Committee to express my views on proposed
legislation regarding the Section 503 loan program. I would like to testi^ in support of the
legislation that would permit prepayment of SBA's Section 503 loans without penalty.

The company 1 now own, Air-Mach, Inc., was founded as an automotive engine
rebuilding shop in 1933. In 1972, less than one year after high school, I was hired by this

company as a mechanic. I purchased the business with a loan guaranteed by the SBA in

September 1980. In 1985, at the end of a five year-lease and having outgrown the

company's original location, we decided to build a new facility. My banker suggested I

talk to the Des Moines Corporation for Economic Development, and this new building was
financed by an SBA 503 loan. My bank supplied 50% of the money needed. The Des
Moines Corporation for Economic Development supplied 40% ($103,000) which was
guaranteed by the SBA under their 503 loan program. I supplied 10% as a down payment.
The SBA 503 loan has a 20-year term and a fixed interest rate of 10.586%. The monthly
payments are $1,093.94.

In August 1 992 I decided to refinance the first mortgage on the real estate, the SBA
503 loan, and the original loan I used to purchase the business. My total loan payments
were just over $6,000.00 a month. I thought by refinancing all three loans at a lower
interest rate, I could cut our total monthly loan payment by two to three thousand dollars. I

was hoping to add another product line and another employee.

When I called to get a payoff amount on the SBA 503 loan, I learned of the huge
prepayment penalties associated with this loan. It was explained to me that by signing the

loan documents I was responsible for the total interest cost for the life of the loan even if

the money was paid early. They calculated a prepayment penalty of $19,900.00. My loan
balance then was $87,800.00. The total payoff amount was $107,700.00. That was
$4,700.00 more than I bon-owed in 1985. After making monthly payments of $1,100.00
per month for seven years I still owed almost $5,000.00 more than I had borrowed. I was
shocked. I was unable to refinance since this huge prepayment penalty made it

economically unfeasible.
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In November 1 993 I again checked to see if I could refinance. It was explained to

me that since interest rates were lower now than in August 1992 the prepayment penalty

had grown to $24,700.00. The total balance of the 503 SBA loan was now $108,800.00.

That was almost $6,000.00 more than I borrowed in 1985. From August 1992 to

November 1993, after making 14 payments of $1,100.00 each month, I now owed

$1,200.00 more than I owed 14 months ago. Again I was unable to refinance.

As you may know, the 503 loan program has been replaced by the 504 loan

program. While the 504 loan programs still has a prepayment penalty clause, it is a

thousand times more fair than the prepayment penalty associated with the 503 loan

program. I am asking for your help to correct an error that is keeping my business, and

many more like it, from hiring new employees and helping the economy's growth.

Nowhere are there loans today with prepayment penalties like the ones we have with the

503 loan program.

I have been told the major hurdle in getting relief legislation passed is in

appropriating money with the budget deficit as it is. May I suggest that the 503 loan

prepayment penalty formula be added to all FHA & VA guaranteed home loans. Just think

of the money this would raise to reduce the deficit. Think of the phone calls and letters

you would receive when people could no longer move or refinance their homes without

huge prepayment penalties. If you think this would be unfair and the American People

would not stand for this, then maybe you can understand how we feel. Please support the

proposal for prepayment relief.

Thank you for your time and consideration.
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Community Equity Investments, Inc. (CEII)

302 North Barcelona Street

Pensacola, Florida 32501

(904) 444-2234

FAX (904) 444-2264

Testimony Before House Small Business Committee

May 25, 1994

Background - Good morning, I am Dan Horvath, President of Community Equity

Investments, Inc. ("CEII") of Pensacola, Florida. CEII is a not-for-profit Community

Development Corporation ("CDC") with a grass rootsmembership base ofroughly 2,000 area

residents. We are commimity-controlled in that a majority ofour board is directly elected by

our resident membership. The balance of the board is appointed from the local business,

professional and governmental sectors. CEII is celebrating its 20th anniversary this year and

has achieved some measure of success in our small business loan programs and in our

affordable housing rental development programs.

Florida-Funded Revolving Loan Fund - OurRLF small business loan program has become

a model program which was adopted by the Florida Department ofCommunity Affairs for all

CDCs wishing to operate small business revolving loan funds. The State provides CDCs such

as CEII with an administrative grant of up to $100,000/aimum (on a competitive basis); and

provides a competitive loan poo! from which CDCs can borrow to fund their loan pools. Since

its inception in 1982 CEII's program has made in excess of 100 small business loans totalling

just under $4 Million. The program is aimed at newjob creation and we have created 480 new
jobs at a cost perjob ofonly $8,333. Our loss rate on the RLF is 3% ofour total loan portfolio.

We have strong bank participation in the loan underwriting/approval process. Additionally,

banks purchase and service all our RLF loans. We provide a 90% cash guaranty on each loan,

with the bank retaining the 10% interest paid by the borrowers and then paying CEII a 7%
return on all guaranty deposits. The program helps the banks meet theirCRA obligations and

it provides CEII with a substantial return to help cover administrative costs in running the

program. RLF loans run from $2,000 to $75,000; have an interest rate of 10%and a repayment

term of 5-10-or 15 years. Florida provides its loan to CEII for 15 years at 0% interest.

SBA Microenterprise Demonstration Loan Program - Based on the strong track record

we developed with our RLF program, we were successful in becoming one of the 35

intermediary lenders selected for the first year of this new SBA program. Our lending service

area was expanded from just Escambia County (Western Florida) to a 1 5 county area ranging

from Pensacola to Tallahassee. In our first year and a half we have made 48 microloans
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totalling $793,500 which, in-tum, have created/maintained 129 jobs (cost per job = $6,150).

We have been approved Forthemaximum possible loan amount or$ 1 ,250,000 and are presently

receiving themaximum possible training/technical assistance grant or$3 1 2,500(based upon the

full $1.25 Million loan level). We have a staff of 4 full time professionals working on the

microloan program (a Vice President for Lending, Loan Ofiicer, T/TA Officer and a Financial

Analyst). Extensive T/TA services are provided on both a pre-loan and a post-loan basis.

Types of Loans - Our average loan size is $16,500. Just under 50% of our loans have been

made to African-American owned businesses. Women-owned businesses have received 41%

of oiu- loans. Roughly half of our loans are start-up with the balance being expansions. We
have made loans to beauty salons, fimeral homes, bookkeeping services, realtors, clothing

stores, automotive repair shops, manufacturers offishing boat towers, day care centers, travel

agencies, jewelry manufacturers, pipe manufacturers, drug treatment providers, upholstery

shops, orthopedic product manufacturers, etc...

Speciiic Areas of Concem:

Matching Funds Issue - Present legislation requires a 35%match for all loan funds borrowed

from the SBA. For our first year's loan of $500,000 we had to provide $175,000 in matching

funds from non-federal sources. We utilized loan dollars provided to CEII by the State of

Florida for our RLF program to provide the necessary match. In this manner we were able to

leverage state funds into our first year's program participation in the microenterprise program.

In the second year the legislation had changed to require that the 35% match be both non-

federal and non-borrowed. This presented substantial problems to us in that we needed to

generate another $262,500 and it could not be from borrowed sources ~ meaning we had to

eliminate our State-funded loan pool as a matching source. Fortunately, we were able to re-

program, and use for the match, housing equity fimds which were on-hand and were to have

been utilized for further housing developments. TheCommittee should bear in mind that non-

profit intermediaries do not readily have such sources of non-borrowed, non-federal funds

available to them. Every funding source wants to provide its funds on a debt basis, and not as

a grant. Thus, to the extent matching fimds are available at all, they almost always will be in

the form of debt. This should not make them ineligible for matching fund purposes... This is

particularly true where the source of the match funding is a State-funded program.

Restriction on UseofFunds for Real-Estate Related Purposes - Presently we are not able

to provide a loan ifany ofthe loan purposes include leasehold improvements orimprovements

to borrower-owned property. This restriction seems unduly burdensome and we have had to

turn down certain loans because the business owner wanted to improve his/her business

property. The rationale for this restriction was never clear and I believe it places an
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unnecessary burden on the program. Often the borrower cannot obtain second mortgage

fmancing or a business loan for leasehold improvements from conventional markets. That's

why the microloan program was set up- to meet the need for small loans which usually are not

available conventionally. Why restrict loan purposes so as to preclude this type of lending?

Maximum Loan Size Issue - At our present rate of lending we will rapidly run out ofSBA
microloan funds with which to make new loans. The $1.25 Million cap is artificially low,

especially for CDCs providing services on a regional, multi-county basis. I would recommend

a cap in the $2.5 Million range as being more suitable. If a program is successful in making

quality microloans (based on its actual track record), why limit that program from making

more loans, which is what the program is all about anyway? It would seem that we are working

at cross purposes if a fund such as ours bad to stop making loans because we had become too

successful in placing our loan funds...

UseofT/TA Funds only for "Borrowers" - Theprogram presently authorizes intermediaries

only to utilize T/TA funds on behalf of "borrowers" and not "applicants" for the microloan

program. This is unfortunate in that we provide asubstantial amount oftraining and technical

assistance to micro businesses which, for any number of reasons, do now wind up becoming

program "borrowers." As the program is now structured we are unable to charge-off any of

those services against the T/TA grant. This is unfortunate in that we are able to maintain a

higher quality loan portfolio by not making many of these loans. The T/TA services often

convince an aspiring microentrepreneur that his/her business idea really isn't viable. The

program should permit use of the T/TA grant for services provided to "applicants" who have

survived a preliminary cut of overall program enquiries. The concern that all of our T/TA
funds will have been expended on the front end leaving none for ongoingT/TA services is really

unfounded. We have a vested interest in assuring that our borrowers succeed - and that they

pay back their loans. Thus, it is our self-interest to retain roughly halfofavailable T/TA funds

for post-loan closing services.

Cost of Funds and use of Interest for Administrative Purposes Issues • CEII has elected

to be treated as a non-specialized lender - meaning we make loans generally larger than the

$7,500 cut-off mark. Our cost of funds, therefore, is 3 - 3/4% this year compared with 5-1/2%

for the first year. This cost is not excessive although it might be simpler to utilize the flat 1%
rate utilized for similar programs by the Fanners Home Administration. We make our loans

available at a fixed rate of 1 1% and the spread to us of roughly 7% is needed for program

administrative costs. The eligibility ofthese interest earnings for use by intermediaries to cover

administrative costs is, however, not totally clear. Prior ]3ermission must be obtained from

SBA for withdrawals of these funds for administrative purposes. It would be better if the

eligibility of these earnings to cover such costs was made clearer up front so that the

intermediary's ability to access these funds would be simplified. The present prior approval
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requirement is very cumbersome and makes it very difficult to access these funds. This is

particularly critical in that no administrative funding is provided for this program and, really,

the only source of such funds is the interest spread we earn.

Number of Intermediaries Per State and Funds Available Per State - I support the

request of the SBA to eliminate the set number of intermediaries any state may have at one

time. This is a particular problem in larger states like Florida. We are flooded wfith phone calls

from all over Florida for microloans but are only able serve the Northwestern comer of the

State. Another program is approved for north-central Florida from Gainesville north, but that

leaves much ofthe state-unserved. Eliminating the cap on the number ofintermediaries would

enable other portions of the state to obtain access to this program. While increasing the dollar

limitation per state to $5 Million is a step in the right direction, it will not be an adequate level

of funding in the longer run. As funding resources are available, the $5 Million cap per state

will definitely have to be increased once again. Increasing the national number of

intermediaries from 1 1 to 200 intermediaries isan excellent idea. From the comments I receive

from prospective borrowerswhen I tell them thatmyprogram is not available in South Florida,

additional intermediaries are definitely needed.

Direct vs. Guaranty Lending - 1 feel the concept ofmaking the microenterprise program into

a guaranty loan program is not a good idea. I foresee many difficulties in getting banks to

agree to make loans to the intermediaries in the first place. Many banks are reluctant to work

with SBA programs because of the paperwork burdens involved. This is particularly true in

Northwest Florida where only a few banks ofTer SBA products. Why would they want to make

a loan to CEII, or any other intermediary, to operate a microloan program? Will banks be

given some special CRA compliance credit to encourage their participation? If not, they'll

probably have little interest in participating. Another concern has to do with the cost offunds

to the intermediary. If we are to pay the same interest rate on our loans, SBA will have to

subsidize the bank's loans to us so the bank will find it financially feasible to participate. Ifso,

the extra cost to provide such a subsidy may very well run the program cost back up to what

it presently costs. Thus, the leveraging benefits the SBA is seeking may be illusory. Lastly I

question why the program should be "fixed" when it is not broken. We are not the only

intermediary who is successfully running its microloan program. All across the country are

intermediaries for whom the program is working, and working well. The program is just

exiting its "demonstration phase" and I believe what has been demonstrated is that the model,

with slight improvements, presently is extremely workable. I don't believe the guaranty loan

experiment is necessary and, furthermore, I believe it will injure an already successful program.

Availability ofCDBG Funds for Matching Purposes - Recent changes permitting the use

of CDBG funds to match SBA microloan funds is a step in the right direction. It is not,

however, a cure-all to thematching funds issue given local political environments. You should
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be aware that local cities and counties have very entrenched programs which utilize the bulk

ofavailable CDBG funding. Thus, the abihty of intermediaries to access these funds is often

difficult, if not impossible. In Northwest Florida it is virtually impossible to obtain a share of

CDBG funds for use in this program.

How is SBA Running the Program • I am speaking from a professional background of over

25 years of working with CDCs and federal, state and locally funded community based

economic development programs. From the early days ofOEO through the gamut of federal

programs, I have had experience with ahnost all of them. I can say, categorically, that the

SBA's handling of the microenterprise loan has just been outstanding. I have never seen a

program operate with such minimal red tape and so few problems. We market the program,

fmd prospects, analyze the loan requests and make loans. Throughout the process and

following loan closing we provide substantial training and technical assistance services to

program participants ("borrowers"). I particularly like the fact that SBA does not analyse each

and every loan we plan to make. They have examined our capacity as an intermediary and,

having determined that we have the necessary ability to run a loan fund, they trust our

judgment to do so... SBA provides up-front money and when we run low, they send more. It's

really just that simple. That's why I would be so concerned with prospects for shifting to a

guaranty program. The program is working so well right now, it really doesn't need any major

re-directions at this point.

I would like to thank the members of the Committee for this opportunity to speak with you

concerning the SBA microenterprise loan program. In and ofitself, the program is an excellent

tool for providing debt capital to the smallest of business enterprises. These are loans which

are generally too small to elicit much interest from conventional lenders. They are also

marginal from a credit underwriting standpoint making them ofeven less interest to bankers.

This program fills that gap. It also fits quite well with our other small business loan programs,

allowing us to offer a full complement of small business loans in our service area. I would be

happy to respond to any questions you may have.
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COMMUNITY EQUITY INVESTMENTS. INC.

MICROLOAN DATA SHEET
CUMUUTIVE
05/23/94

TOTAL NUMBER OF LOANS 45

TOTAL DOLLAR AMOUNT OF ALL LOANS $738,500

AVERAGE SIZE OF ALL LOANS $1 6.411

TOTAL NUMBER OF LOANS TO WHITE BUSINESSES 23

Total Dollar Amount $376,500

Average Size of Loans $16,370

Percentage of Total Loans 51.11%

Percentage of Total Dollars 50.98%

TOTAL NUMBER OF LOANS TO BLACK BUSINESSES 21

Total Dollar Amount $349,000

Average Size of Loans $1 6,61

9

Percentage of Total Loans 46.67%

Percentage of Total Dollars 47.26%

TOTAL NUMBER OF LOANS TO OTHER ETHINIC BUSINESSES 1

Total Dollar Amount $13,000

Average Size of Loans $0
Percentage of Total Loans 2.22%
Percentage of Total Dollars 1 .76%

TOTAL NUMBER OF LOANS TO WOMEN BUSINESSES 18

Total Dollar Amount $290,000

Average Size of Loans $16,111

Percentage of Total Loans 40.00%

Percentage of Total Dollars 39.27%

TOTAL NUMBER OF LOANS TO EXISTING BUSINESSES 24

Total Dollar Amount $490,000

Average size of Loans $20,41

7

Percentage of Total Loans , 53.33%

Percentage Of Total Dollars 66.35%

TOTAL NUMBER OF LOANS TO NEW BUSINESSES 21

Total Dollar Amount $248,500

Average Size of Loans $1 1 ,833

Percentage of Total Loans 46.67%

Percentage of Total Dollars 33.65%
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STATEMENT OF DORIS M. JOHNSON
PRESIDENT

VANCOUVER BOLT AND SUPPLY INC.

BEFORE THE
COMMITTEE ON SMALL BUSINESS

UNITED STATES HOUSE OF REPRESENTATIVES
MAY 25, 1994

Mr. Chairman and Members of the Committee, my name is Doris Johnson. I am

President of Vancouver Bolt and Supply of Vancouver, Washington, and I have organized

and lead an informal coalition that seeks to support the President's legislative proposals for

prepayment without penalty of SBA's 503 loans. The total number of Section 503 loans

involves 200,000 employees. As you know, changing the 503 prepayment penalty situation

involves a two step process: first, passage of authorizing legislation and second, passage of

an appropriations measure that implements the authorization.

Existing Legislation and Background

Current law does not permit prepayment of Section 503 loans without a prepayment

penalty. A change in the statute is needed to permit the prepayment of section 503 loans.

The President's legislative proposals for the SBA reauthorization bill submitted to the

Congress contains provisions that would permit prepayment without penalty.

Many borrowers who obtained Section 503 loans at higher interest rates some years

ago would now like to pay off their loans, but are prevented from doing so due to the

exorbitant cost of the associated prepayment penalty. Due to the provisions of the Credit

Reform Act of 1990, which was a component of the Budget Enforcement Act of 1990, any

reduction in the revenues that the Federal Government is owed due to a change in legislation

or discretionary administrative decision must be offset by a like amount of increased income

from other sources. This is called the Pay-As-You-Go, or Pay-Go, concept in credit reform

jargon.

I conducted a survey of Section 503 borrowers, trying to determine how many regard

legislation waiving or altering the prepayment provisions as critical. There are about 3,500

Section 503 loans still on the books at SBA. Of the approximate 2,000 borrowers we

contacted, I received 407 responses on short notice indicating a strong desire to change the

legislation. Hundreds of other borrowers have contacted their elected Representatives and

Senators on this issue in the past two years.

A copy of the survey results is attached to this statement. Responses from over 40

states were received: this is not a regional or parochial issue. Also attached is a copy of a

fact sheet on this issue that we are circulating among House and Senate offices to educate

and inform Representatives and Senators about this issue.
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The Administration's Bill

We support the President's proposed legislation, however, we would not favor the

provision that would permit borrowers with interest rates higher than 12 percent to prepay

their loans first. We feel this is an unnecessary provision because the $30 million request

will be adequate for aU 503 borrowers who wish to prepay in Fiscal Year 1995, not just

those with loans above 12 percent. The timing of prepayment for some is critical. Allowing

higher interest borrowers to prepay first could mean the critical difference in survival for

some borrowers with loans slightly below the 12 percent cut off.

A position taken by the Certified Development Companies (CDCs) has caused some

concern among those of us who wish to prepay our Section 503 loans. It seems that the

CDCs wish to impose a flat 7% prepayment penalty. This proposal represents an

unwarranted and unearned "rake-off" of funds from the 503 borrower.

I have copies of letters expressing strong support for the prepayment legislation. I

request that a list of the authors of these letters be made part of the hearing record. The list

is attached at the end of my written statement.

Most of these letters speak of a critical need to obtain relief from the high interest

rate of the 503 loan or the cost of the prepayment penalty. From the survey we learned that

31 businesses are on the brink of bankruptcy, involving the potential loss of 650 jobs. We
are dealing with small businesses which cannot sustain much variability in their "loss"

column without terminating their livelihood.

The issue is survival for many of us. The potential loss of jobs, the negative effect

on our economy, and the tremendous loss in private capital and investment can be avoided

with support of your Committee's action.

We feel the cost to the Government of eliminating prepayment penalties on SBA 503

loans will be none. Assuming that for government bookkeeping purposes the FFB/SBA
needs to budget an amount equal to the perceived technical or paper loss resulting from

prepayment of SBA 503 loans, it is our firm belief that there will be a net gain to the

Government when prepayment penalties are eliminated.

If the U.S. Treasury has constantly refinanced (rolled-over) the general debt (with

lower and lower interest rates, as good management would dictate), then it already has a

profit on the SBA 503 loans made by the FFB. Granted this source of fumre profits will be

reduced, but is it sound policy for the Government to ride the backs of small business in this

way?

The prepaid principal received by the Government will permit the Treasury to further

reduce its general debt. The survey showed that there could be an increase of 2,500 jobs,

and, as a consequence, an increase of income tax receipts by the Government.
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The refinance companies will have smaller interest deductions, therefore, larger

profits on which to pay income taxes. The cost to the Government of unemployment

payments will be reduced as will be the losses from bankruptcy.

It is crucial that everyone of the three to four thousand SBA 503 borrowers have the

right to do so free of an impossible burden. This will place all borrowers in a more flexible

position. All will have options. Potential liquidity will be available for all borrowers

whether or not they exercise that potential. Estate planning will once more be possible. It

will be possible to fell or hypothecate assets. Expansion and more employment will be

possible. Borrowers can even die and have estates which can be settled.

Would anyone buy a business (or even want to inherit one) which could not be sold

for 10 to 20 years? Illness, accidents, failed marriages, economic and competitive simations

change the most optimistic outlooks. Without the flexibility to respond to change, SBA 503

borrowers are existing in a form of fiscal bondage.

The country truly needs a 1994 emancipation proclamation that releases SBA 503

borrowers from fiscal slavery. It will be a positive step towards economic recovery for

small business and for the nation. Again, based on the input from hundreds of small

business owners, it is our firm belief that there will be a net gain to the Government when
prepayment penalties are eliminated.

Others can speak to their particular circumstances and the personal nature of this

issue. I hope this overview has provided the Committee some idea of the public support, and

the public policy rationale, for carrying out the President's proposal to change the existing

situation with regard to prepayment of SBA's Section 503 loans.

Similar legislative solutions have been enacted for prepayment penalties for loans

made by the Rural Electrification Administration and the Veterans Administration. The SBA
503 program is the only remaining Federal loan program that requires corrective legislation.

Thank you for allowing me the opportunity to present this statement for the

Committee's consideration of pending legislative matters.

Attachments
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HIGHLIGHTS OF SBA-503 BORROWER SURVEY

During December 1993, our SBA-503 Coalition questioned over
2,000 SBA-503 borrowers. (This is everyone for whom we had a
street address and we believe represents more than half of
all outstanding SBA-503 loans in the nation.) 407 of these,
or about 20 %, indicated that they would and could refinance
their loans if the prepayment penalties were eliminated or
substantially mitigated. This high response to an in depth
questionnaire indicates that it will be fair to apply the 20%
figure to all outstanding SBA-503 loans.

The 407 positive respondents to the December 1993
questionnaire have 18,481 employees and can add 2,519
more if they are able to refinance their SBA-503 debt
without prepayment penalties.

31 borrowers indicated that they face bankruptcy if they are
unable to reduce their interest costs . Bankruptcy will impact
the government guarantees and jeopardize 670 jobs. The total
of unpaid loan balances of this group was $ 6,854,843.

The highest Interest rate reported was 15.262 %.
The lowest interest rate reported was 7.328 %.
Over 86 % (351 borrowers) carry interest rates of
ten percent (10%) or higher.

The average unpaid principal balance was $ 174,703.
The highest was $ 464,081 and lowest was $ 8,822.

Loan Origination by Year

Year
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SMALL BUSINESS ADMINISTRATION:
LEGISLATION PERMITTING SECTION 503 LOAN PREPAYMENT

WITHOUT PENALTY
H.R. 4298; S. 2061

ISSUE: Current legislation related to SBA's Section 503 loans imposes a stiff

penalty upon borrowers who wish to prepay or refinance their loans. A
change in authorizing legislation is needed to allow Section 503 loan

borrowers to prepay without penalty; an appropriation to "neutralize"

the cost of the foregone prepayment penalties would also be needed on

an annual basis under the terms of the Credit Reform Act of 1990.

BACKGROUND : The 503 loan program began in 1981. It provided long-term fixed rate

financing for businesses needing to acquire industrial or commercial

buildings, and to buy machinery and equipment.

About $922 million was funded through the 503 program. It was

replaced in 1987 by the 504 program which substituted the private

markets for the FEB as the funding mechanism for SBA-guaranteed

debentures. About 3,500 503 loans remain in existence with interest

rates as high as 15.7 percent.

There was only one major problem with the 503 program: the

prepayment penalty . Borrowers can prepay only if they pay an amount

that can be invested to produce a semi-annual payment stream identical

to that of the original debenture. Because market interest rates have

fallen considerably since the 503 loans were made, the prepayment

penalties today are as high as 64 percent of the remaining loan

balances. The lower rates go, the higher the penalty. This makes it

extremely difficult for most of these small business owners to refinance

their loans at today's low rates. They cannot expand their businesses

and create new jobs. They cannot sell their businesses or retire, since

buyers would not want to take on the 503 loans which carry high

interest rates. In the case of the death of a borrower, the settlement of

an estate with a 503 lien imposes significant hardship on survivors and

family members. 503 loans were intended to help small businesses be

more competitive, but because of the unresolved prepayment issue, they

are now having the opposite effect.

Similar legislative solutions have been enacted for prepayment penalties

for loans made by the Rural Electrification Administration and the

Veterans Administration. The SBA 503 program is the only remaining

Federal loan program that requires corrective legislation.
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CURRENT The President has submitted legislation to the Congress that would
STATUS : eliminate prepayment penalties for Section 503 loan prepayment. The

President's Budget for Fiscal Year 1995 included $30 million to cover

the cost of Section 503 loan prepayments. Hearings have been held by
the House and Senate Small Business Committees and the House and
Senate Appropriations Subcommittees under whose jurisdiction SBA
falls. Administration witnesses from SBA have testified in favor of

legislation that would eliminate the prepayment penalty. There are

over four hundred Section 503 borrowers who have indicated a strong

interest in prepaying their high interest 503 loans. Of these, 31 have

replied that they fall in the "critical" category ~ that is, if they cannot

replace their current high interest loans and avoid the onerous 503

prepayment penalty, their businesses will close. The Administration's

bill has perhaps one flaw - it would allow those with loans in excess of

12 percent to prepay their loans first. This is discriminatory, and

skewed in a conservative interpretation of the costs the Federal

Government will accrue in the passage of such legislation. We feel:

The Section 503 loan prepayment legislation should allow all

borrowers to prepay within the earliest possible timeframe,

without regard to interest rate or loan size;

The $30 million will be sufficient to meet the costs of

implementing the Section 503 prepayment penalty elimination in

Fiscal Year 1995;

Jobs will be maintained and businesses preserved in the spirit of

economic development with the passage of this legislation: to

fail to pass these legislative measures will result in both

widespread personal hardships and the occurrence of negative

economic factors counter to the economic expansion and

business growth that has been emerging in the American
business community over the past 18 months.

REQUESTED The SBA Section 503 Loan Prepayment Coalition requests that

ACTION : Congress support the authorization and appropriations measures that

would allow prepayment of SBA 503 loans without penalty:

(1) Support the passage of H.R. 4298 and S. 2061 (amended to

allow all 503 borrowers to prepay without regard to interest

rate); and

(2) Support the inclusion within SBA's FY 1995 Appropriation

(Commerce-Justice-State bill) the President's Request of

$30 million for Section 503 loan prepayment costs.
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STATEMENT OF ED NICHOLAS
PRESIDENT

TIMBERLYNE CABINET COMPANY
BEFORE THE

COMMITTEE ON SMALL BUSINESS
UNITED STATES HOUSE OF REPRESENTATIVES

MAY 25, 1994

Mr. Chairman, and Members of the Committee, I am Ed Nicholas, President of

Timberlyne Cabinet Company, which is located in Angier, North Carolina. I appreciate the

opportunity to appear before you today to testify in strong support of legislation that would

permit bonowers of SBA's 503 loans to prepay without penalty. I am a member of the

informal SBA 503 loan coalition supporting the President's legislative and budget proposals

on this issue.

I obtained an SBA 503 loan in May 1986 in the amount of $207,000. I was

thankful then for this badly needed source of capital. It enabled me to grow our small

business to $3 million in sales and create over 100 jobs.

As a manufacturer in the woodworking industry we were compelled by competition

to invest heavily aimually in new machines and floor space. Today we are in debt to the

extent that our banks are not interested in lending us the working capital required for

sufficient growth to maximize our use of equipment and buildings.

Despite what you may think, I was not aware of the magnitude of prepayment

penalties imposed on 503 borrowers. At the time I applied the Certified Development

Company (CDC) "Financing Arrangements" detailed explicitly every element and cost

associated with this program except the issue of prepayment penalty calculations. It said

that "this price could be substantially in excess of the unpaid principal balance of the loan".

I questioned the CDC president. He said the penalty would probably be comparable to

commercial bank charges, but would be clearly indicated in the SBA docimients at closing.

By the time I received the SBA note that did spell it out I had already completed

construction of our new plant and had been operating for eight months.

My position today requires that 1 refinance to survive. After eight years of monthly

payments I owe $4,000 more than I originally borrowed. My prepayment penalty is

$23,015 on a principal balance of $187,781. My interest rate is one of the lowest among

all 503 borrowers at 9.1%. Imagine the impact on those majority of bonowers that have

rates at 10-14%.
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While we in the coalition generally support the thrust of the President's proposal, we

are not in total agreement with all of the provisions of the Administration's proposal: we

do not feel it necessary to institute a cutoff at 12 percent for the borrowers who might wish

to prepay first. This provision is uimecessary, and the related delay in payoffs may cause

some businesses with loans at less than 12 percent to go out of business before they are

permitted to prepay under the Administration's two-tiered plan.

We have heard that the Certified Development Companies (CDCs) want to impose a

flat 7% prepayment fee. We oppose this concept.

Thank you for this opportunity to testify. I will be pleased to answer any questions

you or the other Committee Members might have.
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TESTIMONY OP

TONY O'REILLY

EXECUTIVE DIRECTOR
SMALL BUSINESS ASSISTANCE CORPORATION

BEFORE THE

COMMITTEE ON SMALL BUSINESS

U.S. HOUSE OF REPRESENTATIVES

MAY 25, 1994
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THR SMaT.T. RIJSINESS ASSISTANCE CORPORATION

The Small Business Assistance Corporation is a county wide

(Chatheun County), 504 Certified Development Company founded and

licensed by the U.S. Small Business Administration since August 9,

1982. Our purpose is to assist small business persons to elevate

their status and increase their participation in Chr?.tham's free

enterprise system. As a non-profit (501-C6) business development

group. Small Business Assistance Corporation has been in full

operation since September 1989. Our office provides the following

services to our clients;

* Financing for new and existing business through the U.S.

Small Business Administration section 7(A), 7(M) and 504

loan programs and the City of Savannah CDBG Revolving

Loan Fund.

* Provision of management and technical assistance to Micro

and small size business in all phases of their

development

.

* Contractor and vendor development progrcuns to increase

participation in public and private sector business

opportunities

.

* Dissemination of information concerning local business

issues and progreun resources available to support small

business growth.

* Generation of economic studies that are relevant to the

day to day operation of small business concerns.

Since 1989, Small Business Assistance Corporation has offered

a complete line of economic development services, from pre start-up

counseling to follow-up management and technical assistance. We

prioritize service to women and minority owned business persons

throughout Chatham County. With funds from the city of Savannah,

Small Business Administration, and Chatham County Board of Public

Education, Small Business Assistance Corporation operates to
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enhance the local business environment in systematic way. Our

program pursues three strategies: access to capital, and access to

management assistance and business opportunity. We believe that a

thriving small business community is a crucial element needed to

accomplish a vibrant, job creating economy.

Our Accomplishment

The total of our loan volume since inception is impressive.

Twenty-two million, seven hundred fifty-five thousand, three

hundred seventy-nine dollars ($22,755,379.00) in business proposals
being approved. This number is a cumulative total of a variety of

loan progrcuns now in place and being offered to the business

community.

Through Outreach prograuns, comprehensive loan and business

packaging, management and technical assistance programs, the Small

Business Assistance Corporation seeks to improve small business in

Savannah Georgia and surrounding area.
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U.S. SMALL BUSINESS ADMINISTRATION

Microloan DEMONSTRATION PROGRAM ilH)

Small Business Assistance Corporation signed our $175,000 (7M)

note in August 1992. Our first loan was made to a start up

delicatessen in November of 1992. The program has been in

operation approximately 21 months. Our boundaries of operation

include five counties surrounding the City of Savannah GA., (4

rural). As of April 1994 the Small Business Assistance Corporation

has approved 28 SEA Microloans at an average size of $6,796. The

interest rate on these loans is 10% (APR. fixed) . The average loan

maturity is 22 months.

In keeping with my organization's mission to focus on women

owned and minority owned business/entrepreneurs in low to moderate

income neighborhoods, 50% of these loans were made in such

neighborhoods. Eighteen percent (18%) of the Microloan portfolio

is in rural defined counties. Fifty-seven percent (57%) of all

loans went to women owned businesses or would-be owners.

Sixty-four percent (64%) of SBAC Microloan recipients were

minorities. Eighty-two percent (82%) of the loan projects were

business start up applications.

These loans fall into a high risk classification due to being

start ups, small owner equity and the small size of the loans.

Nevertheless, the portfolio operates within a reasonable default

rate given a 15% reserve. Current rate of default (over 90 days

past due) is 5% of dollars loaned and 11% calculated on the number

of loans. Average loan in default is approximately $1,000. This

rate is calculated prior to liquidation of collateral. We are

satisfied with the prograun's loan portfolio performance although we

have made adjustments in our Peer Lending Program to improve

repayment there.

The program has created 28 jobs at an average loan cost of

$5,103. When the federal share of SBAC's technical assistance

grant is factored into the equation the average federal cost per

job is $8,229.
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Overall the SBAC has concluded that the SBA Microloan Program

is a viable program that creates access to much needed capital for

small business projects started by women and minorities. It

certainly fills a gap in the Savannah area financial marketplace.

SBA's underwriting criteria are flexible enough for us to

design our programs to meet local priorities. The relative few,

when compared to other program options ie, CDBG, restrictive

requirements meet the test of reasonableness given the level of

risk SBA can prudently take with Tax-payer money. As SBAC's

program amortizes however, we are tempted to tighten our own

underwriting criteria, to reduce the financial risk to our

organization in the event we lose borrowed money.

MANAGEMENT AMP TECHNICAL ASSISTANCE

Management and technical assistance are critical to the

success of any Microloan agenda. It is important however, to

balance the need for education and technical training with the need

for immediate cash. We at SBAC believe it is more important to get

Microentrepreneurs in business to allow them to exploit the market

niches they have identified. Continuing management assistance that

is coupled with assertive loan servicing or collections, ensures

the survivability of the small enterprise and repayment of the

loan.

SBAC works closely with other SBA resources to improve the

viability of our Technical Assistance Program. SBDC and SCORE

actively participate in Microloan client sharing.

The Technical Assistance grant procedures have proven unclear

and risky to use because what is eligible hasn^t been made clear .

Timing and use of proceeds issues still need to be resolved, ie,

administration, contracting etc. Recent developments in matching

requirements and administration for second round intermediaries

have been welcomed.
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PROGRAM DEMAND

SBAC is aware of the significant demand and need for access to

microbusiness loans in our market. In spite of our low key

approach to promotion we will receive an average five (5) inquiries

per day regarding loan possibilities, many from beyond our

designated service area. Our service area is a 1.5 hour drive time

radius from our office. At this time we will have no problem

keeping the required principal balance loaned out to assure

adequate cash flow to meet the term of repayment of our loan. We

will not satisfy the real demand for small loans. There is a need

for more qualified intermediary lenders to fill the needs of

entrepreneurs

.

SBAC is reluctant to expand our volume (loan amount) or

geographic boundaries, however. Microlending in our opinion, to be

effective over the long haul, must be a case management system with

assertive collection policies in place. A regional approach to

delivery will diminish an intermediaries ability to assess the

viability of applications. It would return SEA to the past

problems of the Direct loan programs emanating from District

offices.

High progreun cost, higher financial risk associated with large

volume and geographic expansion compels SEA to increase the number

of qualified intermediary lenders to meet the pent up demand for

smaller loans.

IN CLOSING

The U.S. Small Business Administration is our country's leader

in small business development. We are encouraged that they are

poised to take the lead role in developing small scale enterprise.

We commend the Administrations decision to address the unique

capital and management needs of Microentrepreneurs

.

(S.1)20S\NISSION3
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Greater Denver Local Development Corporation (GDLDQ
Report to the House Small Business Committee - May 25, 1994

Mr. Chairman, members of the Committee, and distinguished guests: I am pleased

to have this opportunity to present to you some background about Greater Denver

Local Development Corporation (GDLDC) and how the SBA Microloan

Demonstration Program has affected our organization, our borrowers and our

community in Colorado. I have also been asked to make some brief comments

about the proposed changes to the program.

BACKGROUND ON GDLDC

There's an economic revolution brewing in Colorado and across the nation. In

droves, people are starting their own businesses, creating jobs for themselves and

others. The frontier spirit is thriving, as entrepreneurs with an abundance of ideas

and energy make their dreams come true in small business ownership. But for many,

this dream becomes a nightmare because they cannot obtain the financing to get

started or expand. People who are poor, minority or female often lack the

background and collateral required by traditional lending institutions. And the loans

they need - sometimes as little as $500 - are too small to be profitable for banks.

GDLDC is a private non-profit organization making micro-enterprise loans to small

businesses in the 5-county metto Denver area. For over 10 years, we have been

providing loans to very small businesses which are excluded from traditional

financing sources because of lack of equity, short operating histories, location in

low-income neighborhoods, or the small size of their business. Our program is

founded on the belief that business ownership should be a choice available to every

hard-working, intelligent American, regardless of race, gender, social or economic

background, or lack of formal education.



606

Greater Denver Local Development CorporatUm (GDLDC)
Report to the House Small Busbiess Committee - May 25, 1994

In 1992, GDLDC was chosen in the first round of 35 intermediaries for the Small

Business Administration's (SBA's) innovative Microloan Demonstration Program.

As a result of our participation in this program, we have broadened our lending

base, doubled our loan portfolio and expanded our technical assistance capabilities

for emerging businesses. The program has increased our visibility and enhanced our

credibility in the business and financial community, enabling us to form effective

partnerships with banks and community groups who are interested in

microenterprise.

GDLDC BORROWER PROFILE

Our borrowers are involved in all types of businesses, including small manufacturing

operations, service ventures, retail stores, restaurants and distributorships. Our loans

have been used to purchase equipment, provide working capital during a start-up or

expansion phase, smooth out cash flow during receivables collection, purchase

inventory and finance tenant finish. Our average loan size is $1 1,000. So what can

$1 1 ,000 do to make a difference for a small business? Let me give you some

examples.

We made a loan to a Hispanic couple who wanted to expand their commercial

printing and equipment repair business to acquire a used equipment inventory for

refiirbishing and resale. Our loan enabled them to add a product component to their

service capabilities, thus diversifying their business and increasing their

profitability.
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Another loan helped a young Hispanic man who was laid off from his job with a

large company to start a home-based computer graphics business. Our loan enabled

him to purchase the computer system needed to do contract work in a very

sophisticated industry . He is now enjoying the independence and flexibility of being

his own boss. He has been so successful that now he is hiring an employee to help

him service the client base he has developed on his own.

Another loan went to a woman-owned cartography business which enabled her to

hire three employees and purchase the equipment needed to fulfill mapping

contracts with the National Park Service and the Forest Service.

An African-American couple, who own a small, neighborhood convenience store

near their home in a low income neighborhood, wanted to refiu^bish the building and

increase the inventory in the store. With our loan, they have updated the appearance

of the building and improved the inventory selection, thus contributing to the

revitalization of their neighborhood.

One of our loans helped a woman who invented a play pillow for babies to launch

her product to a national market. Another woman borrower is manufacturing her

own brand of salad dressing. A woman from Paraguay expanded her successful

empanada take-out window into a full-service restaurant with her loan proceeds. An

immigrant from Ethiopia now has a computer training center. Another man

purchased a bagel machine and now has more business than he can handle. The list

goes on
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Greater Denver Local Development Corporation (GDLDC)
Report to the House Small Business Committee - May 25, 1994

But the fact is that none of these businesses, these people, these hard-working

entrepreneurs could have accomphshed their goals without the critical access to

capital which our program has provided.

TECHNICAL ASSISTANCE

Money is important, but it doesn't ensure success. That's why our loan program

combines financing with business technical assistance. Our business counseling,

workshops, mentorship program and training are designed to nurture borrowers'

capabilities and enhance their financial and management skills. Our program, along

with other participants in the SBA Microloan Program, provides both the access to

capital and the business support needed to succeed in today's competitive economic

environment.

Changes in the economic climate which are spawning the rise in small business

ownership have increased the need for non-tradtional financing, and the most

refi-eshing thing about it is the recognition that technical assistance is as critical as

access to capital in the success of very small businesses.

PROGRAM FEEDBACK

Although GDLDC has been making microloans for over 10 years, we now are

coming into fiill bloom as a community financial resource. I attribute this success to

our 10 years of experience in microlending, our sohd capital base fi"om private

sources, and to our participation in the SBA Microloan Program, which has raised

our local efforts to a national priority.



609

Greater Denver Local Development Corporation (ODLDC)

Report to the House Small Business Committee - May 25, 1994

The SBA Microloan Program has not only provided the loan capital for us to meet

the financing needs of non-bankable small businesses in our community. It has also

enabled us to enhance our technical assistance capability, which is the critical

support factor making a difference in the success of this lending program. Without

the Microloan Grant for operations, we would be hard-pressed to raise the ongoing

operational funding to implement our technical assistance program.

From the beginning, I have been impressed with the overall concept of the SBA

Microloan Program. I believe the use of non-profits who are not constrained by the

traditional banking outlook on very small businesses infiises creativity into the

financial community. The Program's emphasis on providing technical assistance to

borrowers maximizes their chance for success, recognizing that there are

educational and training needs which entrepreneurs can only learn "on the job" in

the context of their own small business. I think that the Program's requirement of

matching ftmds is reasonable and fair because it holds the community responsible to

"ante-up" for something which is important to it. Just as our loan program is not a

giveaway for the borrowers, I think it is fair that the community should be required

to contribute to a program like this which has such enormous potential for economic

and social impact.

Overall, the SBA Microloan Program is very user fiiendly. It has been implemented

by the SBA so that the non-profit is not overwhelmed with onerous government

reports and forms. The Program is also user-fiiendly for the borrowers, who would

be intimidated by working with banks or bureaucracies. By working with
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organizations like ours, they can enjoy the financial and technical support offered by

the non-profit intermediary who can be committed to their personal and financial

success, and who can prepare them for the requirements of traditional banking

relationships.

I have found the SBA to be very responsive to the users of the program. They have

made commendable efforts to incorporate feedback from the field into the Program

design and implementation, which is why the proposed legislation (H.R 4287) is

before you today.

This bill seeks to expand the program in several ways. First, allowing the SBA to

guarantee loans made by "participating lenders" encourages banks and other

non-governmental entities to get involved in microenterprise development.

However, 1 am concerned that by adding participating lenders who will form lending

alliances, we are creating a bureaucracy. I am afraid that another layer of

intermediary involvement might impose their own values and objectives on the

non-profits which would dilute the original intent of the program. I would resent

having a participating lender who is not involved with my community exert undue

confrol over my program which would detract from serving the needs of our

borrowers. It might also add more administrative responsibilities on non-profits like

ourselves, thus increasing the funding burden and disfracting from the direct-service

aspect of our business. The Microloan Program should not be micro-managed! The

beauty of the Program now is that it is a grass roots program which is flexible and

responsive to the needs of the local community. Please do everything to ensure that

these qualiti&^ are preserved.
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Expanding the number ofprograms is a must. I get calls every week from people

who are out of our service area who could benefit from a similar program in their

own community. Increasing the ceiling of available capital will be necessary as the

programs become more utilized.

One other area of improvement to the Program which is not in the proposed

legislation is the necessity of having grant fiinds for technical assistance available

for the entire 10-year life of the loan to the intermediary. To ensure that the program

will be a good, long-term investment of public fimds, access to capital for

microenterprise borrowers must always be coupled with technical assistance. It

would be impossible for the non-profit intermediaries to raise private fimds to cover

the fiill cost of technical assistance needed to make this program work. Therefore,

fimding must be available to support the technical assistance activities of the

non-profit intermediary.

By enabling people to own and operate their own businesses, they can develop the

leadership and decision-making skills to act as role models for others: their children,

their neighbors, their community. By supporting minority and woman-owned

businesses, we are creating a more diverse economy capable of greater creativity

and responsiveness to the needs of the marketplace. And by focusing on the

importance of microenterprise in local communities across this nation, we are not

only promoting revitalizationof our economy, but also raising the hopes and spirits

of people who desire to be independent, contributing members of our society.
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Thank you, Mr. Chairman and members of the Committee, for allowing me to share

my experiences with the SBA Microloan Program and my opinions about its

expansion. I commend you for your support of microenterprise as an economic

development strategy with unlimited potential. Thank you again.
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LOAN PROGRAM GUIDELINES

PURPOSE
The Greater Denver Lxal Development Corporation (GDLDC) is a private, independent

non-profit corporation which was created in 1976. GDLDC maintains and operates two

revolving loan funds for small businesses located in the greater Denver metropolitan area.

They are the Women aid Minority Fund and the SBA Microloan Fund.

The purpose of the SBA Microloan Fund is:

- to provide access to capital to low and moderate income business owners who
cannot obtain financing through traditional sources.

- to encourage ihe financial and economic self-sufficiency of businesses owned and

operated by Iciw and moderate income individuals toward their eventual reliance

on traditional financing sources.

- to stimulate tlie revitalization of older, low and moderate income neighborhoods

by enhancing the quality and level of goods and services available in these

residential communities.

- to promote jol) creation, job retention and employment opportunities for low and

moderate income residents of the Denver area.

In addition to the above, the Women and Minority Fund also seeks to promote

entrepreneurship and encourage business ownership among women and ethnic nunoiities

so that they may achie\e social and economic parity in the conununity.
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ELIGIBILITY

Location

The business must be located in Adams. Arapahoe. Boulder, Denver or Jefferson
Counties in the State of Gilorado.

Forms of Business

The business must be organized on a for-profit basis, must be formaUy authorized
to conduct business in die State of Colorado, and must operate out of a fixed
business location. The business may be a corporation, a partnership or a sole-
proprietorship.

Ineligible Businesses

- bars or liquor stores

- pyramid or other networking sales enterprises
• gambling or gaming operations
- media or publishing businesses (SBA Microloan Fund only)

Size of Business

- sales less than one million dollan
- owners with personal net worth less than $250,000

USES OF FUNDS
Eligible uses of funds:

- purchase of equipment or other fixed assets
- inventory expansion
- accounts receivable or contract financing
• other working capital needs
-acquisition of or improvements to land or buildings for use by the
applicant's own business

- acquisition of an on-going business
• acquisition of franchises of nationally-recognized corporations

Ineligible uses of funds:

- payment of delinquent taxes

• purchase or improvement of residential property or other real estate not used
by the owner's business

• payment of employee taxes or benefits which are in arrears
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EVALUATION CRITERIA

The following factors will be considered in evaluating loan requests:

Location

- The business must be located in Adams, Arapahoe, Boulder, Denver, or

Jefferson Counties.

- Priority will be given to projects located in economically distressed areas.

Amount of Request $25,000 or less

Management

Management must have effective control of the company through majority

ownership interest. Management should demonstrate satisfactory experience

and/or training in both the technical and sales aspects of the business.

Management must agree to obtain technical assistance if required by GDLDC.
In the case of the Wonwn and Minority Fund, the business must haye majority

ownership by a woman or minority who must also be its primary manager.

Job creation or retention

Priority will be given to those projects which create or preserve jobs, especially

for low to moderate income residents of the neighborhood in which the

business is located.

Unavailability of other suitable flnancing

GDLDC may require evidence of previous attempts to obtain financing from

other sources and the results of those attempts.

Amount of owner(s)' equity investment

In general, an owner(s)* equity investment of at least 10% in the proposed

project or business is preferred.

Feasibility of the project

The ability of the applicant to carry out the project in a manner consistent with

GDLDC s program and the likelihood that the project can be accomplished in

a timely fashion will be considered in determining eligibility for funding.

Financial condition of the company and the owners

The financial condition of the company and its owners will be considered,

particularly their ability to meet the repayment schedule, the company's

potential for growth and stability, and the owners ability to meet personal

obligations.
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Economic Impact

The impact of the proposal on the general employment and economic

conditions of the community in which it is or will be located will be

considered, as well as the level of local support for the project Priority will be

given to projects that

- maximize revitalizadon impacts and provide goods and services to low-

income neighborhoods
- create jobs, particularly semi-skilled with training and/or

advancement opportunities

- promote entrepreneurship and business ownership among socially and

economically disadvantaged individuals

Collateral

Personal and business assets will be required as necessary to secure a loan.

GDLDCmust have a first lien on any equipment purchased with loan

proceeds.

Availability of Funds

Loan approvals will be subject to availability of funds allocated to GDLDC
and the comparative quality of applications considered.

LOAN TERMS
Interest rates on loans shall be structured to reflect market cpnditions and credit

risk, up to a maximum of 13.25% p.a.

Loan maturities shall range from one to three years, depending on the use of funds

and the nature of the business.

Loan fees shall be paid by the applicant, including reimbursement of filing fees and

credit report fees.

TECHNICAL ASSISTANCE
Borrowers shall agree to participate in technical assistance and business oraining

programs as presented or suggested by GDLDC

FOR MORE INFORMATION CONTACT:
Dianne Baker

Program Director

Greater Denver Local Development Corporation

P.O. Box 2135
Denver, CO 80201-2135

Phone: (303)296-9535
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DEPARTMENT OF THE TREASURY
WASHINGTON

November 3, 1993
ASSISTANT SECRETARY

The Honorable Ron Wyden
House of Representatives
Washington, D.C. 20515

Dear Ron:

Thank you for your letter requesting the Administration to lower
interest rates or to reduce prepayment premiums for borrowers of

Small Business Administration (SBA) Section 503 certified
development company lorns financed by the Federal Financing Bank
(FFB) . The Administration is sympathetic to the concerns of

firms that borrowed Federal funds at a time when interest rates
were much higher than today's rates. Unfortunately, we have
determined that reducing interest rates or prepayment premiums
through administrative action is not a workable option for two
reasons.

First, the FFB does not have the legal authority to alter the
contractual prepayment terms established in existing agreements
between the FFB, SBA, and the certified development companies.

It is a long-established rule of law that agents and officers of

the Government have no authority to waive contractual rights that
have accrued to the United States, or to modify existing
contracts, without identifying in each case specific compensating
benefits to the United States, as contractor and not as lawmaker.
This rule has been recognized and recited in decisions of the
Federal courts and in opinions of the Attorney General and the
Comptroller General.

Second, even if the FFB had the authority to reduce interest
rates or prepayment premiums on these loans, an appropriation
from the Congress would be required under the Federal Credit
Reform Act of 1990.

The Administration attempted to secure appropriations to
facilitate the refinancings of these loans as part of the
Commerce, State, Justice, and the Judiciary appropriations bill
for fiscal year 1994. Approximately $30 million in appropriated
funds would be required to lower the prepayment premium to a more
acceptable level. Unfortunately, the bills passed by the House
and Senate did not include funds for this purpose. Consequently,
the Administration is unable to provide any relief from the
interest rates presently being charged to Section 503 borrowers.
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I hope this information is helpful. Please let me know whenever
we may be of service.

Sincerely,

Michael B. Levy /
Assistant Secretary
(Legislative Affairs)
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BUSINESS

SBA Comes

Under Fire

As a Loan

Arranger

Costly Prepyment

Penalties Irk Finns

By Michelle SuijleUry

I hen Gerald Goldberf

! wanted a loan to buy a

wuehouse for his Be-

thesda party itore and

rental business. Sil bank turned

him away But he found a welcome

mat at the |ovemmenl's SmaO
Busuwss Adminisljatioa.

Il was 198< and the interest

rate Goldbcrf agreed to ofl hit

{249.000. SBA backed loao wai

high— 13 percent—but it wai

ckxe to the prune tending rate that

banks were ihet) charging their

best cuslomen.

Now. with the prime rale at 6

percent, the SBA loan is killing

Goldberg, 61, has wanted for

aevtraJ yean to refinance ha ban.

as nuOions of other borrowers have

been douig this year to lake advan-

Uge ol kjwer interest niei. Bui U
do so, he mM haw to pay the

government a penaKy c^ual to

more than M peioat a( the bal-

a«x i]< the kan. It's tight then i*

tiK 6ne prat << bit cighlycar-otd

CenU Coklberg saM ba cu'l tfTotd to reltsuet bit SBA btl leeuat •( Iba

SBA agreement—fne print Gold-

berg says he ne»ei b».

"I'm hurting,' said Goldberg,

who owns A Total Kental Center

Inc., a business be and bn wife

aatled in 1969, wh* he wM lerv

ing as a U.S. Array oflim.

'When ! found out about the

penafty, I was annoyed « tbe syv

tern and myK*. But then was I

ton <jt siTuB pmt. 1 do kao* now

that udesa 1 wu eiUen^r de*-

penle, I wouk) not baw taken out

a loan with that kxid fit penafty,*

GoUberg iim < naay smal-

basioesa owners throughout the

csuntrr «tn o*^ •'ord to prepay

or refinance sudi bigh-inlerest rate

bans because the Bush administr>

tion is inustini that the terms of

their SBA kjans be met—lermi im-

posing heavy peoalliet for early

payofL

An official with the Treasury

Dc^anmeM said, in effect, that's

ife.

Meilher the goacmnert nor tke

the early I980t bow far nteial

rates woidd fal a decade later. But

to ease the piepiyment penalUes

wouki be ^ving the bui luwm t

priptyanl ptssllj.

wbady at ta^yets' expense, the

(Aialaaid.

Tbey agreed U fack into the

kunt. to 1 rites go down that's the

market rnk they look.* laid ihe of-

licaL "If we aSow the bur lowers n
llus one program to break Iher

co«racts and prepay at par. we

wookj haw to do « kr othen.*

SBA cffidab have taken a neu-

tral <anct «n Ihe nave.

1i the past wc baw been op-

posed to efhm Is inpoae Ihia type

d penally,* aid Alan MandeL «
tedor of the Office of Rml ASain

s«SM.n,Cii>

/
N To Boriwvers, SBA Loans Offer No Terms of Endearment

SBA. rra«n

And Economic [V .^lopmcfN M S6A.

Twice before, Gmgresi hu Ined to

reduce Ihe pretuyment penihiet. In

19S8, Presideat Reafu rffused to

a^ aU thjt had pasted overwtieb»-

ir^ in both the House and Senate. A
aeoond cffor by the Houae f«o yt»n

1(0 (aSed when the Burii adninktn-

tion Oweatened to veto the bipamsaa

Some o( the prewyment fees on the

.^oA kians (>n(c Itom 20 perccia :u

40 percent, acrordint to Reps. Rod

OiandJer (R-W«h.). Ron Wyden (D-

OreJ and Andy Ireland OtnO. who
have introduced new lefisUtJaa to re*

dace the penallJet.

TKe loana were made under the

SBA't S03 loM procnm, rhidi no

knter entfs. Suuies ownen were

permitted to borrow money far the fi-

nandnc ti find asaeu « lan|4enii,

filed rates <d 7 pcncnt to IS pereeoL

The prepayment peoAy ia inicnded to

(hfC fowcmnent the same pVftn d

would have received had the ban been

paid n full wiUi vtiercsL

Goldberg Slid that when he fint in-

ve^tjgiied paying off hn 20-ycar loon

early, he foinJ out it wooU oal >kn a

penalty «( about 175.000^ ii adAion

to paymg off the bahnoe of ite ban.

Refinancing the loan at today's fawer

interest rata, he ail wouM Bgnfr

canity reduce the $36,000 a |«ir in

prindpal and interest that he pays on

thebM.
More than 3,900 businesses latbn-

wide (urtjapitted in the SBAS03 ban
pTo^am, DgnJng t^i br $992 arfion

m b.*(a from 1981 to 1906. Tbe out-

itjnAng balance ^ thoae Ioms a 1670

rndSoo. In Maryfand. Virginia and the

District, there are 104 Mch bins

worth ll&S mdbon.

Vrhen the SBA bam were panted.

Jw business owners were f«)uirid to

put 19 at kisl 10 penxot Of the 6>

nandng, a bank 50 pennt and the

SBA-bacied ban pro(nm the lanaiD-

inc 40 percent, accorAng lo LeAnn
ObvCT. deputy director <rf the SBA OT-

fice ol Rural Affairs and Economic De-

vebpmenL

The ban program was hmded by

the Federal Financiag Bank. * unit d
the VX Treaswy.

The administration's position

doesn't match its promises to help

Earlier this year. President Bush

asked al leda^ agencies to review

their poficiet and regulations to see

whether they axM be made ksa bir-

dmsome on business.

to a <)uestian of priorities** said VTy*

den. a member ct the Hoiae Smal
Business Committee. This adminis-

tratioo that profcsses to be interested

in smal bnsineaa wants to lie then

TV prepayment penaky is far more

irauM chnrge lor psyinf a ban off car*

If. tieneraly. « doot charge pre-

payment pcnaitieft.' said Kemefh Je»>

kins, a commimity tender Iv Rigp
National Bndi in Warfungtoa. 1 tbnk

M ihn partjrular juncture of banVing lo

have bans that are perfomung s a

godsend. We are happy when people

prepay bans. U the government is

landing in the way of people reduong

their dehl. it's wraaf,*

The penalty the fowemment is a>>

lessing is drfmiiely unreasonable, ao
matter how you bok at it,' saal Devin

Bhsn, an assistant vice prewleat ia

the convnerdal tending divrsion d Ad-

ams National Bank wt the DistncL

[V bi i...au.wc^d u; Wyui-n and

others would cut the prepayment pcn-

akies roughhr SvefoU.

"We lee people refinancing their

homes and we are trying lo make it ao

that these aiul buaneiies can loo,'

sail AS Sdiweppe. fefiitatfve assntatK

to Rcp^ Qandkr.

But the ba il atodt in the Houae

SmaB Busiaeas Convrattce and Bidy

Id remaia there aa bnc as the Tres-

the adminittratkM changes its mind.*
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Loan Penalties Deter Small-Business Expansion

_. I Meaning the Small BuidDeu Ad>

inUU»(r«tJaa — and the Buah Mmtn-
btrailon - of ttinina iheir trowtJi

ihroufth tu lendknt pracucet. Some
•v«n cquau the CovemmcAi to a kiu
tftArtL

Consider the cam of Jim Owcna,

swDcr of Laulu Testing Labonuxics

Inc. m Seaute, which tpeciallm »
oivtrDnmcnul testing An S.B-A. lowi

in IMl allowvd Mi company to ex-

p«nd. crc*Unf )oba. Now, Mr. Owens
layi his emphJi-ea "ar* Packet] to

like ur^inei, but peyUit «T his

(ue.OOO. »-ywr S-BX ban early to

dear the way u> move Into a new

bulMlnt would coat Mm a $123,133

pc«paym«nt penahy.

PcnslUcs 'enr«erdlnar1ty High*

Mr. Ow«ni*« laboratory Is one of

).I13 arnipAAtes that ai of February
were Hill paying off loans iMk^n out In

the early i»sO's ixxJer the small-txisl-

ness agency** 503 loan program The
loans. (Lnanced through the Federal

Financing Bant an arm ol the Treas-

ury, are at rates of as much as 13.7

Krcent. high now but comparatively

V al the time.

While President Bush Is encourag-

ing Investmem to help cr«aie jobs

and has jawboned the Federal Re-

serve lo bnng down Inieresi rites

further, prepayment penalttes of as

high as 40 percent of the ortgmal loan

arc preventing many of these smaD-
biMlness owners from growing or

selling their t)u$ir*ess<s or from refi-

nancing their loans to take sdvanugc
of lower Interest rates.

"11 It's a 40 percent charge, then

that's extraordinarily high," sahj

James Barth. a finance professor at

Auburn Universtty. "It's even more
unusual and uoressonible that the

Government would be doing thts But

this Is noc an easy time to argue that

people should be payVig less lor gov-

ernment-supported programs."
Small-buskness agency olfKials

say. however, that they are bound by
(he current regutaDons. Dan Era-

mlan. a spokesman for the SB A.,

uld, "These are the Treasury De-
panmcni's requirements, not ours."

Technicians in the gas chronutocraphy Ub at Lauka
Testing Laboratories work in cramped quarters

because the owner. Jim Owens, left, cannot move to

a larger building. Stopping him is the hefty nruncial

penahy he would trKur for prepaying a 1981 Federal

loan, which he wanU to do before moving.

Anger over the prepayment penal-
ties has spurred a grassroou move-
ment to persuade Congress and 'the

Administration to lower those fees
through leglslatboo. More recent
S 6X borrowers, after all. do not pay
such high penalties. Responding to

changes tn Goveromeni accounting
procedures. Congress in 19M created
the$B> 50^ program, wherein loans

trc financed through ihe private tec-
tor rather than the Treasury, alleviai-

tng some of the prepayment prob-
lems, said LeAnn Oliver, deputy di-

rector for (he Office of Rural Affairs

and Economic Development of S BA.
But a measure thai would make the

penalty on 503 loans more consistent

with commercial rates of 7 percent to

B percent is stalled In committee on
Capitol Hill, and last week compan-
ion legislation was introduced in the

Senate- The Treasury Department
has urged President Bush to veto the

tegislailon on the ground that chang-
ing the rules would widen the Federal
budget deficit and cost taxpayers.

"If they are allowed to prepay the

kuns. there wouM be a direct cost to

the Federal Ccvemmeni, and every-

body else who has these kinds of loans
would come m and ask for this type of

arrangement, too." said a senior

Treasury official, who spoke

tong-t_,^ rate Changing the agree-

ment wouW be an uvefltelent, haphai-

ard way lo conduct a lending pra-

Although prepaying the loans early

would reduce the Federal deficit lera-

porartly, to the toog nm the deficit

would Increase In the absence of the

interest payments the borrowers

would have been making he said Me

added that 10 or 15 other agencies.

including the Tennessee Valley Au-

thority, the Resolution Trust Corpo-

ration and the Rural Elecinticatton

Continued on Page 37

A/y T/u^5
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Loan-Payment Penalties

Deter Small Businesses
Cof»intit4 From Firu BuynestPatf

Agency, an or h«ve been bound by
the i*me prepayment nJet.

la INt, PmuitM Rej|>n veioed
legisUikMi m«l *rouU ruvT towered
^^e prep«ym<nc premium Afld two
yean ii«. (he bill wai introduced knd
opposed bv the Bush AdminntratMm.
*t\Kl\ uid ihai Gmireu would have
to offiet in e«iimaied toft of more
than tIM fninKM to the budtet by
cutitng the ume amoum (rom other
tnun Dusmesa procrami.

ftut Kepr^senuinrc Ron Vvden.
the Orefon Democm wtio introA>ccd
the meawrt along wtih RrpreMnIi-

.

live Rod Chandler, a w«shingian Re-
publtcan. urf he thtAks ihe mov«
»-auU COM the Cowcniment clowr to

U* mtlinn, addu^ that be belK«es

Mi loan required her
a prepayment premium offOjaOft
"When ytM'rt not mvolved fe a

buiineu and all of a sudden /ou a-v
involved H ts difftcuh."* ia4 Mri,
Brut, who had not worted at Mr
company for M yean. "It seems u*-

fair (0 me that such a law can hotdt
penahy over ihr borrower, who 6aa
nm know what type of caiasiropbt
coutd befall them."

Labyrbi thine Lttan Language

To p«y en the Ml te«ns. the bor
esjmttally have to pay thr

Owners say the

S.B.A. effectively

is punishing them
for creating jobs.

Km) to pay had
over the orijifx*

many cases TO to

SH prngram. eac
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COMMUNITY EQUITY INVESTMENTS, INC.

MICROLOAN DATA SHEET
CUMULATIVE
05/23/94

TOTAL NUMBER OF LOANS 45
TOTAL DOLLAR AMOUNT OF ALL LOANS $738,500
AVERAGE SIZE OF ALL LOANS $16,411

TOTAL NUMBER OF LOANS TO WHITE BUSINESSES 23
Total Dollar Amount $376,500
Average Size of Loans $16,370

Percentage of Total Loans 51 .1 1%
Percentage of Total Dollars 50.98%

TOTAL NUMBER OF LOANS TO BLACK BUSINESSES 21

Total Dollar Amount $349,000

Average Size of Loans $16,619

Percentage of Total Loans 46.67%
Percentage of Total Dollars 47.26%

TOTAL NUMBER OF LOANS TO OTHER ETHINIC BUSINESSES 1

Total Dollar Amount $13,000

Average Size of Loans $0
Percentage of Total Loans 2.22%
Percentage of Total Dollars 1 .76%

TOTAL NUMBER OF LOANS TO WOMEN BUSINESSES 18

Total Dollar Amount $290,000

Average Size of Loans $16,111

Percentage of Total Loans 40.00%
Percentage of Total Dollars 39.27%

TOTAL NUMBER OF LOANS TO EXISTING BUSINESSES 24

Total Dollar Amount $490,000

Average size of Loans $20,41

7

Percentage of Total Loans 53.33%

Percentage Of Total Dollars 66.35%

TOTAL NUMBER OF LOANS TO NEW BUSINESSES 21

Total Dollar Amount $248,500

Average Size of Loans $1 1 ,833

Percentage of Total Loans 46.67%

Percentage of Total Dollars 33.65%
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COMMUNITY EQUITY INVESTMENTS, INC.

MICROLOAN DATA SHEET
CUMULATIVE
05/23/94

TOTAL NUMBER OF LOANS 45

TOTAL DOLLAR AMOUNT OF ALL LOANS $738,500

AVERAGE SIZE OF ALL LOANS $16,411

TOTAL NUMBER OF LOANS TO WHITE BUSINESSES 23

Total Dollar Amount $376,500

Average Size of Loans $16,370

Percentage of Total Loans 51.11%

Percentage of Total Dollars 50.98%

TOTAL NUMBER OF LOANS TO BLACK BUSINESSES 21

Total Dollar Amount $349,000

Average Size of Loans $16,619

Percentage of Total Loans 46.67%

Percentage of Total Dollars 47.26%

TOTAL NUMBER OF LOANS TO OTHER ETHINIC BUSINESSES 1

Total Dollar Amount $13,000

Average Size of Loans $0

Percentage of Total Loans 2.22%

Percentage of Total Dollars 1 -76%

TOTAL NUMBER OF LOANS TO WOMEN BUSINESSES 1

8

Total Dollar Amount $290,000

Average Size of Loans $16,111

Percentage of Total Loans 40.00%

Percentage of Total Dollars 39.27%

TOTAL NUMBER OF LOANS TO EXISTING BUSINESSES 24

Total Dollar Amount $490,000

Average size of Loans $20,41

7

Percentage of Total Loans 53.33%

Percentage Of Total Dollars 66.35%

TOTAL NUMBER OF LOANS TO NEW BUSINESSES 21

Total Dollar Amount $248,500

Average Size of Loans $1 ^ .833

Percentage of Total Loans 46.67%

Percentage of Total Dollars 33.65%
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MICROLOAN PROGRAM OAIA SUMMARY Sniil- I'

NAMli:

ADDRIiSS:

COUNTY:

PHONE U:

PRINCirALS:

BUSINESS
DCSCRirnON:

PREVIOUS EMPLOYEES:

CURREN T EMPLOYEES:

LOAN CLOSING DATE:

LOAN »:

'lolally En Vogue Hair

Design

1023 Crossing Brook Way
Tallahassee, FL 32311

Ixoii

904/878-0088

Nalalya D. Rawls, Owner

Totally EnVogue Hair Design

operates as a Tuil service beauty

salon, ilie business specializes in

hair, nail, and skin care and also

olTcisa therapeutic massage service.

01/19/93

2
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MICROLOAN PROGRAM DAIA SUMMARY SlIliliT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Sr.iall Business Bookkeeping

and Realty, Inc.

4911 Mobile Hwy.

Pensacola, I'L 32526

Escambia

904/453-4230

Wiliiemae Slanberry,

President and Owner

Small Business Bookkeeping and

Really operates as both a

bookkeeping and a real estate Hrin.

The company olTers Full accounting

services including computerized

recordkeeping, payroll and tax

preparation, fax, typing, and notary

services. SBBR's real estate services

include consultations, seminars on

the home buying process, and

investment counseling. SBBR
utilizes MSL home listing services.

4

12/21/92

1
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MICROLOAN PROGRAM DATA SUMMARY SIIIiUT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN#:

Junior Funeral Home

609 North Alcaniz Si.

Pensacola, FL 32501

Escambia

904/438-7773

Willie J. Junior, (51%)

James Cronley, (49%)

Junior Funeral Home operates as a

full-service funeral parlor. The

company offers a unique drive-thru

sei-vice which allows for viewing of

remains twenty-four hours a day.

01/29/93

3
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MICROI.OAN rRlKSRAM DAIA SUMMARY SIH:i':r

NAMIi:

ADDRESS:

COUNTY:

IMIONII/^:

PRINCIPALS:

nUSlNIiSS

DESCRIPIION:

PRFiVIOUS liMPLOYIiliS:

CURRENT EMPLOYEES:

LOAN CLOSING DAI E:

LOAN#:

Allc's I lals ami Accessories

1400 Easl Park Drive

Panama City, FL 32404

Hay

904/784-0445

nila Carolyn Collier (50%)

Deborali Jaeploe (50%)

Alle's I lalsaiid Accessories operalcs

as a retail eslablishnieiU offering

lulls and caps of all lypes as well as

childrcrrs wear. Some jirodiicls are

manufactured in house. 1 he

business caters mostly to women

and cliildren, but also markets lulls

for men.

1

02/09/93

4
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MICROI.OAN I'ROCfUAM DA lA SUMMARY Slli:i:i

NAMIi:

ADDRIiSS:

COUNTY:

IMIONE n:

PRINCIPALS:

BUSINESS
DHSCRIPIION:

PREVIOUS EMPLOYEES:

CURRENr EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Changes of 1 allaluissee

1471 Tintbcilaiic Rd.. Sle.

120

•rallahassec, I'L 32312

Leon

904/893-2388

Patricia Slcphenson

Clirisline Taylor

Changes of Tallahassee operates as

a full service a beauly salon. The

business employs three recejitionists

and facilitates ten cosmetologists

(independent contractors).

3

02/16/92

5
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MICROLOAN PROGRAM DATA SUMMARY SIIEKT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN#:

Aulomolive Service Center

(Bro-Tech)

4525 Capital Circle N.W.

BIdg. D-8

Tallahassee, FL 32303

Leon

904/562-4858

Alien Brooks, Jr., Owner

Automotive ServiceCenteroperates

as a full service automotive repair

business Services include tune-ups,

brake servicing, air conditioning

service and repair, engine and

transmission repair, and electrical

work. The business is prepared to

handle all aspects of auto repair on

most types of vehicles (including

stale and private contracts). The

company also makes work or home

service calls and provides

transportation to work for clients if

necessary.

1

2

02/19/93

6
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MICKOI.OAN rUOCJIlAM DMA SUMMARY Slli:i:r

NAME:

ADDRliSS:

COUNTY:

PHONE If.

PRINCIPALS:

BUSINESS
DESCRIIMION:

PREVIOUS EMPLOYEES:

CURREN r EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

'lop Hal, Inc.

dba iZxpiessions Unlimiled

201 Caroline SI.

Milton, EL

Santa Rosa

904/626-6268

Giegory Allen, President

Oransline Franklin, Store Mgr.

r,xprcssions Unlimited operates as a

retail outlet forspecialty clothes and

beauty supplies including hair

products, make-up items, t-shirts,

caps, jewelry, art, and greeting

cards. The business sells aH ocenlric

as well as mainstream lashions.

03/01/93

7



633

MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE n:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN#:

Beulah Black's Child Care

Center, Inc.

1505 West Avery St.

Pensacola, FL 32501

Escambia

904/435-6943

Beulah Black, Owner,

President & Treasurer

Beulah Black's Child Care Center

operates as a day care center. The

business provides educational and

developmental activities for

preschoolers as well as school age

children up to twelve years old. The

center also receives referrals for

West Florida CWId Care.

10

II

03/05/93

8
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MICROLOAN PROGRAM DATA SUMMARY SIlIil'T

NAMIi:

ADDRESS:

COUNTY:

PHONE it:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Baywalch Towers

2930 Wesl Avenue

Guir Breeze, FL 32310

Santa Rosa

904/934-1783

Tim Barry, Owner

Baywalcli Towers ofTers custom

built sport fishing towers to boat

owners and dealers.

2 (including owner)

03/10/93

9



635

MICROLOAN PROGRAM DATA SUMMARY SIlliliT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

R & S Cliarter Services

2727 North E Si.

Pensacola, FL 32501

Escambia

904/438-4761

Gilbert Robinson, Owner

R & S operates as a bus charter

service. The service covers a vast

area within the Southeastern region

including charters to New Orleans,

Biloxi, Tallahassee, St. Petersburg,

Orlando, and various other cities.

Charters are available for family

reunions as well as social, civic,

religious, high school, and Traternal

organizations.

03/19/93

10
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MICROLOAN PROGRAM DAI A SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Miller Travel Agency

4600 Mobile Hwy., Sle. 108

Pensacola, FL 32505

Escambia

904/453-2378

Barbara L. Miller

William H. Miller

Miller Travel Agency operates as a

retai! travel agency which sells

airline and train tickets, hotel

reservations, cruises, car rentals, and

all other services regarding travel to

both domestic and international

sites.

4

03/26/93

11
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPnON:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN#:

Capital City Pipes, Inc.

1812 Mill St. #D-11

Tallahassee, FL 32310

Leon

904/574-3713

Lee Gilliam, Owner

Mary Gilliam, Owner

Capital City Pipes sells pvc and

concrete pipes, valves, and pumps.

Fifty percent of sales are to

government agencies, forty-six

percent to contractors, and four

percent to private concerns.

6

04/05/93

12
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Ringing Off The Hook
Jewelry

211 MainSl., Sle. G
Deslin, FL 32541

Okaloosa

904/837-4368

Joselyn S. Walsh, Owner

Ringing Off The Hook Jewelry

operales as a retail establishment

offering handcrafted jewelry.

5

04/06/93

13
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Advantage Food Sales

South, Inc.

6003 West Shore Drive

Pensacola, FL 32526

Escambia

904/944-0965

Gary P. Hermann, Owner

Advantage Food Sales South

operates as a food brokerage

company representing several

manufacturers, selling to food

distribution outlets throughout

South Alabama and the Northwest

Florida panhandle.

1

1

05/03/93

14
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MICROLOAN PROGRAM DAIA SUMMARY Slll'.lir

NAMIi:

ADDRESS:

COUNLY:

PHONE f^:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DA IE:

LOAN n:

Clio ices

303 3id. St.

Port St. Joe, FL

Guir

904/229-2626

Sherry A. Davis-Broadliead,

Owner

Choices operates as a private

oulpalieiil Irealinenlcenler for drug

and alcoliul addictions.

I

03/04/93

15
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MICROI.OAN PROGRAM DAIA SUMMARY SlU-lir

NAMli:

ADDRCSS:

COUNTY:

PHONED:

PRINCIPALS:

BUSINESS
DESCRirriON:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Quality Machine Service,

Inc.

4206 rutura Dr.

Pensacola. FL 32504

Escambia

904/476-6809

Tiinolhy R. Rourke

Performs sales and service of

bluepriiU machines and engineering

copiers.

I

05/06/93

16
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MICROLOAN PROGRAM DATA SUMMARY SlIIiliT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

Laserlronix, Inc.

1101 Gulf Breeze Pkwy.

Suite 326

Gulf Breeze, FL 32561

Santa Rosa

904/932-0029

William C. Harris, Owner

Laserlronix, Inc. engages in the

remanufacluring of printer

cartridges, drum replacement, and

the sales of computer aflermarket

products.

PREVIOUS EMPLOYEES:
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MICROI.OAN PROGRAM DATA SUMMARY SIIIiliT

NAMC:

ADDRESS:

COUNTY:

PHONE n:

PRINCIPALS:

BUSINESS
DESCRIPIION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DA IE:

LOAN #:

Michael Rollo,

AUorney Al Law

3 W. Garden Si.

Suite 508

Pensacola, FL 32501

Escambia

904/479-4687

Michael R. Rollo, Owner

The business operates as a full

service law nrni.

2

05/07/93

18
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MICROLOAN PROGRAM UAIA SUMMARY SIlCliT

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Weaver,

Attorney Al Law

122 South Calhoun St.

Tallahassee, FL 32312

Leon

904/561-1106

Ronnie H. Weaver, Owner

Robert S. Cox, Owner

Weaver is a civil litigation firm

practicing in the area of personal

injury and products liability.

3

05/18/93

19
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

Architects and Engineers

Supply House, Inc.

331 West Government Si.

Pensacola, FL 32501

Escambia

904/434-1590

Craig McCoy, Owner

A & E Supply House, Inc. offers a

complete line of supplies and

services for building contractors,

architects, and engineers.

PREVIOUS EMPLOYEES:
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

Oh-riginals

3875 Gerhardt Drive

Pensacola, FL 32503

Escambia

904/434-5492

Melany Wiibanks, Owner

Oh-riginals wholesales specialty

sportswear "color your own" t-shirts

and night-shirts for children and

adults targeting the college market.

PREVIOUS EMPLOYEES:



647

MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

G & C Upholstery

3017N. AlcanizSt.

Pensacola, FL 32503

Escambia

904/469-0267

John G. Beasley, Owner

G & C Upholstery operates as a full

service upholstery repair business.

1

2

07/16/93

22
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE:

LOAN #:

Inlegrily Recycling

238 Karen Court

Niceville, FL 32578

Okaloosa

904/729-2144

Stephen E Vargo, Owner

Integrity Recycling operates as a

recycling service for commercial

businesses and institutions. The

business engages in the collecting,

sorting, packaging, and selling of

recyclables.

07/21/93

23
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MiCROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Dianne's Glamarama

ADDRESS: 307 E. Gonzales St.

Pensacola, FL 32501

COUNTY: Escambia

PHONE #: 904/438-8700

PRINCIPAL: Dianne Walker, Owner

BUSINESS
DESCRIPTION: Dianne's Glamarama operates as a full service beauty

salon.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: 1

LOAN CLOSING DATE: 08/16/93

LOAN #: 24
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME:

ADDRESS:

COUNTY:

PHONE #:

PRINCIPALS:

BUSINESS
DESCRIPTION:

Art O' Facts

2810 Sharer Road

Tallahassee, FL

Leon

904/656-8233

Clenteria Knight, Owner

Art O'Facts is a retail establishment

specializing in art designed to reflect

African American culture.

PREVIOUS EMPLOYEES:
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Douglas P. Allen, Jr.

Attorney at Law

ADDRESS: 2016 Delta Blvd. Suite 200A

Tallahassee, FL 32303

COUNTY: Leon

PHONE #: 904/386-4026

PRINCIPAL: Douglas P. Allen, Jr.

BUSINESS
DESCRIPTION: Company operates as a full service law firm.

PREVIOUS EMPLOYEES: 2

CURRENT EMPLOYEES: 2

LOAN CLOSING DATE: 1 1/09/93

LOAN #: 27
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Southern Designs

ADDRESS: 801-D 9th Avenue

Pensacola, FL 32501

COUNTY: Escambia

PHONE #: 904/469-8106

PRINCIPAL: Charlotte Ann Blevins, Owner

BUSINESS
DESCRIPTION: Southern Designs is a retail establishment specializing in

ladies clothing, accessories, image consulting, and

cosmetics.

PREVIOUS EMPLOYEES: I

CURRENT EMPLOYEES: 1

LOAN CLOSING DATE: 1 1/12/93

LOAN #: 28
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Rothe & Company

ADDRESS: 307 W. Chase Street

Pensacola, FL 32501

COUNTY: Escambia

PHONE #: 904/438-5401

PRINCIPAL: Glenn L. Rothe, Sr., Owner

BUSINESS
DESCRIPTION: Rothe & Company operates as a beauty salon ofTering full

service hair styling, manicuring, pedicuring, and skin care.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: 1

LOAN CLOSING DATE: 1 1/19/93

LOAN #: 29
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Jackson Orthopedics & Shoe Repair

ADDRESS: 7911 Perth Avenue

Pensacola, FL 32534

COUNTY: Escambia

PHONE #: 904/476-4921

PRINCIPAL: Otis Jackson, Owner

BUSINESS
DESCRIPTION: Jackson Orthopedics & Shoe repair specializes in the

building and repairing of orthopedic products.

PREVIOUS EMPLOYEES: 1

CURRENT EMPLOYEES: 1

LOAN CLOSING DATE: 1 1/23/93

LOAN #: 30
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Sailabrations

ADDRESS: 801-D 9th Avenue

Pensacola, FL 32501

COUNTY: Escambia

PHONE #: 904/469-8173

PRINCIPAL: Mary G. Beard, Owner

BUSINESS
DESCRIPTION: Sailabrations operates as a retail establishment specializing

in ladies clothing and accessories.

PREVIOUS EMPLOYEES: 1

CURRENT EMPLOYEES: 1

LOAN CLOSING DATE: 1 1/24/93

LOAN #: 31
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Melvin Enterprises

ADDRESS: 5412 Sullivan Road

Tallahassee, FL 32311

COUNTY: Leon

PHONE #: 904/574-3182

PRINCIPAL: Kenneth B. Melvin, Owner

BUSINESS
DESCRIPTION: Melvin Enterprises operates as a music store selling

compact discs, cassette tapes, and various cassette and

compact disc storage units.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 1 1/30/93

LOAN #: 32
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Yogurt & Company

ADDRESS: 400 Caroline St.

Milton, FL 32570

COUNTY: Santa Rosa

PHONE #: 904/626-6840

PRINCIPAL: Jean E. LaCoste, Owner

BUSINESS
DESCRIPTION: Yogurt & Company operates as a retail food service

specializing in frozen yogurt, ice cream, soup and

sandwhiches.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: 2

LOAN CLOSING DATE: 12/20/93

LOAN #: 33
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Brady's Kitchen Center

ADDRESS: 14549 Hwy 89

Jay, FL 32565

COUNTY: Santa Rosa

PHONE #: 904/675-4581

PRINCIPAL: Brady C. Watson, Owner

BUSINESS
DESCRIPTION: Brady's Kitchen Center engages in the custom building of

kitchen and bath cabinets.

PREVIOUS EMPLOYEES: 2

CURRENT EMPLOYEES: 2

LOAN CLOSING DATE: 01/06/94

LOAN #: 34
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MICKOLOAN PROGRAM DAI A SUMMARY SUEE

I

NAME: A Ticket To Ride Travel

ADDRESS: 1 101 GulfBreeze Parkway, Suite 233

Gulf Breeze, FL 32561

COUNTY: Santa Rosa

PHONE: 904/934-0802

PRINCIPAL: Linda M. Mick, Owner

BUSINESS
DESCRIPTION:

A Ticket To Travel operates as a full service travel agency

specializing in airline ticketing, hotel and car reservations,

convention and meeting ser\ices, and con\enliou plaiuiing.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 02/17/94

LOAN# 35
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MICROLOAN I'ROCKAM DAI A SUMMARY SUEET

NAME: TECIIEM ofNW Florida

ADDRESS: 200 E. Government St., Suite 140

Pensacola, FL 32501

COUNTY: Escambia

PUONE: 904/432-2233

PRINCIPALS: Robert Cooke, President

Jack Croakc, Vice President

BUSINESS
DESCRIPTION:

TECHEM operates as a distributorship offering

commercial swimming pool chemicals and related products.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 03/15/94

LOAN# 36
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MICROLOAN I'KOGKAM DAIA SUMMARY SHEET

NAME: rniporlant Product Sales

ADDRESS: 376 West Chase Street

Pensacola, FL 32501

COUNTY: Hscatnbia

PHONE: 904/433-6013

PRINCIPAL: Daniel J. Baldwin. U. President

BUSINESS
DISCRIPTION:

Important Product Sales offers a complete line of

microcomputer systems, system integration services, repair

&. maintenance senices, and software dc\clopnicnt.

PIUCVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 03/31/94

LOAN# 37
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Fun Castle. Inc.

ADDRESS: 2201 Langley Avenue

Pensacola, FL 32501

COUNTY: Escambia

PHONE: 904/476-8930

PRINCIPALS: Michael Taylor, Owner

Dora Taylor, Owner

BUSINESS
DISCRIPTION:

Fun Castle operates as a full service day care

center.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 04/12/94

LOAN# 38
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: JDM Enterprises

ADDRESS: 4774 Highway 90 West

Pace, FL 32571

COUNTY: Santa Rosa

PHONE: 904/944-4043

PRINCIPAL: Jack D. McDonald, Owner

BUSINESS
DISCRIPTION:

JDM Enterprises manufactures and markets

positioning devices/products for the health care

industry.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 04/13/94

LOAN# 39
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: J. J. Arthur Farms

ADDRESS: Rt. 2BoxLD 15

Laurel Hill, FL 32567

COUNTY: Walton

PHONE: 904/834-3594

PRINCtfALS: John Hearst, Owner

Jessica Hearst, Owner

BUSINESS
DESCRIPTION:

J. J. Arthur operates as a farm specializing in

the breeding of Rheas.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 04/20/94

LOAN# 40
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Gulf Coast Institute of Nail Technology

ADDRESS: 42 1 E. Zarragoza St.

Pensacola, FL 32501

COUNTY: Escambia

PHONE: 904/435-7675

PRINCIPAL: Linda B. Rankin, Owner

BUSINESS
DESCRIPTION:

Gulf Coast Institute of Nail Technology operates

as a state licensed school for manicurists and

esthiticians.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 05/04/94

LOAN# 41
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Underwater Systems Associates, Inc.

ADDRESS: 117 Palm Harbor Blvd.

Panama City Beach, FL 32408

COUNTY: Bay

PHONE: 904/235-4213

PRINCIPALS: David Wilson, Owner

Carolyn Wilson, Owner

BUSINESS
DESCRIPTION:

Underwater Systems Associates, Inc. provides

engineering design, prototype development, full

scale production, and logistics documentation services

for pressurized breatliing-gas systems.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 05/06/94

LOAN# 42
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Striker Wear

ADDRESS: 1549 S. Monroe Street

Tallahassee, FL 32301

COUNTY: Leon

PHONE: 904/561-6338

PRINCIPALS: Harold Lyons, Owner

Sharron Lyons, Owner

BUSINESS
DESCRIPTION:

Striker Wear operates as a collegiate apparel

store offering collegiate sportswear and various

Greek fraternity and sorority sportwear.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 05/10/94

LOAN# 43
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: K. C. Services, Inc.

ADDRESS: 1455 S. Ferdon Blvd.

Crestview, FL 32536

COUNTY: Okaloosa

PHONE: 904/689-4546

PRINCU»ALS: Cheryl Bongiovanni, Owner

Kevin Bongiovanni, Owner

BUSINESS
DESCRUmON:

K. C. Services provides accounting, bookkeeping,

and computer services including computer training

classes.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 05/12/94

LOAN# 44
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Apogee Electronic Services, Inc.

ADDRESS: 180 E. Burgess Road

Pensacola, FL 32503

COUNTY: Escambia

PHONE: 904/484-7990

PRINCIPALS: Luther J. Simon, Jr., Owner

BUSINESS
DESCRIPTION:

Apogee Electronic Services, Inc. specializes in the

sales and service of personal computers and peripherals,

including personal computer networking , document

processing systems, anda third party maintenance services.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES:

LOAN CLOSING DATE: 05/16/94

LOAN# 45
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Sal's Pizzeria

ADDRESS: 782 Quietwater Beach

Pensacola Beach, FL

COUNTY: Escambia

PHONE: 904/939-9698

PRINCIPALS: Salvatore LaCognata, Owner

Maria LaCognata, Owner

BUSINESS
DESCRIPTION:

Sal's Pizzeria will operate as a cafe'-style

restaurant serving a variety of Italian ethnic

food products.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: N/A

LOAN CLOSING DATE: Pending

LOAN# 46
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MICROLOAN PROGRAM DATA SUMMARY SHEET

NAME: Golden Graphics, Inc.

ADDRESS: 8008 Melita Court

Tallahassee. FL 32301

COUNTY: Leon

PHONE: 904/421-5724

PRINCIPALS: Lester C. Weimer, Owner

BUSINESS
DESCRIPTION:

Golden Graphics, Inc. will operate as a foil

stamping and embossing specialty shop supplying

specialized services For printers and ad agencies.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: N/A

LOAN CLOSING DATE: Pending

LOAN# 47
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MICUOLOAN PROGRAM DATA SUMMARY SHEET

NAME: Multi-Image Productions

ADDRESS: 2900 Blindbrook Lane

Tallahassee, FL 32303

COUNTY: Leon

PHONE: 904/562-5090

PRINCIPALS: Steven H. Walters, Owner

BUSINESS
DESCRIPTION:

Multi-Image Productions will operate as a home-

based business specializing in high quality super

VMS recording.

PREVIOUS EMPLOYEES:

CURRENT EMPLOYEES: N/A

LOAN CLOSING DATE: Pending

LOAN# 48
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103d CONGRESS TW rft A C%£%^W
2D SESSION H. K, 4Zy7

To amend the Small Business Act.

IN THE HOUSE OF REPRESENTATIVES

April 25, 1994

Mr. LaFalce (by request) introduced the following bill; which was referred

to the Committee on Small Business

A BILL
To amend the Small Business Act.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,

3 That this Act may be cited as the "Small Business Admin-

4 istration Amendments of 1994".

5 TITLE I

6 Sec. 101. Section 7(m)(l)(B) of the Small Business

7 Act is amended by adding the words ", a lender or alli-

8 ance of lenders" after the word "Administration", and by

9 adding after the word "intermediaries" in clause (i) there-

10 of the following phrase ": Provided, however, That the Ad-

11 ministration may make in its sole discretion up to 100

12 percent deferred participation loans to ten intermediaries



675

2

1 which will be located in urban areas and ten

2 intermediaries which will be located in rural areas,".

3 Sec. 102. Section 7(m)(7) of the Small Business Act

4 is amended by deleting the number "50" from subpara-

5 graph (B) thereof, and replacing it with the number

6 "140", and by deleting the period at the end thereof and

7 adding the phrase : ^'Provided, That no more than 200

8 total microloan programs may be funded", and by deleting

9 subparagraph (C) thereof and inserting in lieu thereof:

10 "(C) In no case shall a State receive more than

11 $5,000,000 to fund all microloan programs conducted in

12 that State.".

13 Sec. 103. Section 7(m)(3)(C) of the Small Business

14 Act is amended by replacing the number "$1,250,000"

15 with the number "$1,750,000".

16 Sec. 104. Section 7(m)(3)(F) of the Small Business

17 Act is amended by adding after the phrase "10 years"

18 in clause (i) the following: "^vith the first 5 years of any

19 deferred participation loan being a revolving line of credit

20 on which only monthly payments of interest \vill be re-

21 quired and the balance amortized over the second 5 year

22 period, with equal monthly payments of principal and in-

23 terest"; and by revising clause (ii) to read as follows: "(ii)

24 Applicable interest rates.—Exception as provided in

25 clause (iii), loans made by the Administration under this

HR 4297 IH
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3

1 subsection to an intermediary shall bear an interest rate

2 equal to the rate of interest on comparable 5 year obliga-

3 tions of the United States Treasury.

4 TITLE II

5 Sec. 201. Section 7(a)(2)(B)(iv) of the Small Busi-

6 ness Act is amended to read as follows:

7 ".
. . (iv) not more than 90 percent of the fi-

8 nancing outstanding at the time of disbursement if

9 such financing is an extension or a revolving line of

10 credit made under paragraph (14) and not less than

11 90 percent of the financing outstanding at the time

12 of disbursement if such financing is a loan under

13 paragraph (16).".

14 Sec. 202. Section 7(a)(14) of the Small Business Act

15 is amended to read as follows:

16 "(14) (A) The Administration under this sub-

17 section may provide extensions, specifically including

18 guarantees of standby letters of credit and revolving

19 Unes of credit for export purposes, and financing to

20 enable small business concerns, including small busi-

21 ness export trading companies and small business

22 export management companies, to develop foreign

23 markets. A bank or participating lending institution

24 may establish such rate of interest on extensions, re-

HR4297 IH
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4

1 volving lines of credit and financing made under this

2 paragraph as may be legal and reasonable.".

3 Sec. 203. Section 7(a)(3)(B) of the Small Business

4 Act is amended to read as follows:

5 "... if the total amount outstanding and com-

6 mitted (on a deferred basis) solely for the purposes

7 provided in paragraph (16) to the borrower from the

8 Business Guaranteed Loan Financing Account es-

9 tablished by this Act would exceed $1,000,000 such

10 amount to be in addition to any financing solely for

1

1

working capital, supplies, or revolving lines of credit

12 for export purposes up to a maximum of $750,000:

13 Provided, however, That in no event may the aggre-

14 gate amount outstanding and committed by the Ad-

15 ministration under this subsection exceed

16 $1,250,000 . .
.".

17 TITLE III

18 Sec. 301. Sections 8(b)(2), (3) and (4) of the Small

19 Business Act are amended by inserting the words "and

20 other" after the word "small" wherever it appears.

21 TITLE IV

22 Sec. 401. Section 28(2)(g) of the Small Business Act

23 is deleted and in its place the folloAving is substituted:

24 "(g) There is established ^^^thin the Administra-

25 tion an Office of Women's Business OwTiership

HR 4297 IH :
'• » Jii-,
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5

1 which shall be responsible for the administration

2 under the supervision by the Administration of all

3 authority conferred by this section. Such office shall

4 be headed by a director who shall be appointed by

5 the Administrator.".

6 TITLE V

7 Sec. 501. Section 8(b)(1)(A) of the Small Business

8 Act is amended by adding at the end thereof the following

9 sentence: "Notwithstanding any other provision of law, the

10 authority provided by this subparagraph shall remain

1

1

available until expressly repealed.".

12 Sec. 502. Section 411(a)(3) of the Small Business

13 Investment Act of 1958 is amended by adding the foUow-

14 ing sentence at the end thereof: "Notmthstanding any

15 other provision of law, the authority granted by this para-

16 graph shall remain available until expressly repealed.".

17 Sec. 503. Section 5(b)(8) of the Small Business Act

18 is amended by deleting the words "not in excess of six

19 months".

20 Sec. 504. The second sentence of section 732 of Pub-

21 lie Law 100-656 is repealed.

22 Sec. 505. Section 4(c) of the Small Business Act is

23 amended to read as follows:

24 "(c) (1) There is hereby established in the Treasury

25 one Loan Liquidation Fund. All repayment of loans and

iIR4297 IH



679

6

1 debentures, payments of interest, and other receipts aris-

2 ing out of transactions entered into by the Administration

3 pursuant to sections 5(e), 5(g), 7(a), 7(b), 7(c)(2), 7(e),

4 7(h), 7(1), 7(m), and 8(a) of this Act, and titles III, IV,

5 and V of the Small Business Investment Act of 1958,

6 prior to October 1, 1991, shall be paid into such Loan

7 Fund Liquidating Account. Balances existing in those re-

8 volving funds, as in effect immediately prior to the effec-

9 tive date of this paragraph, shall be transferred into such

10 Loan Liquidation Fund. This Loan Liquidation Fund

11 shall have available, without fiscal year limitation, such

12 funds as are necessary to finance its operational needs.

13 (2) The Administration shall submit to the Commit-

14 tees on Small Business and Appropriations of the Senate

15 and the House of Representatives, as soon as possible

16 after the beginning of each fiscal year, a full and complete

17 report on the status of the Loan Liquidation Fund estab-

1

8

lished pursuant to paragraph ( 1 )
.

"

.

19 Sec. 506. Section 4(c)(5)(B)(ii) of the Small Busi-

20 ness Act is amended to read as follows:

21 "(ii) The Administration shall pay into the mis-

22 cellaneous receipts of the Treasury foUoAving the

23 close of each fiscal year, the actual interest it col-

24 lects during that fiscal year on all financings made

25 under the authority of this Act.".

HR 4297 IH
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1 Sec. 507. Section 3(a)(2) of the Small Business Act

2 is amended to read as follows:

3 "... (2) In addition to the criteria specified in

4 paragraph (1), the Administrator may specify de-

5 tailed definitions or standards for example, by num-

6 ber of employees or dollar volume of business, by

7 which a business concern is to be recognized as a

8 small business concern for the purposes of this Act

9 or any other Act. Unless specifically authorized by

10 statute, the Secretary of a department or the head

11 of a Federal agency, other than the Administrator of

12 the Small Business Administration, may not pre-

13 scribe for the use of such department or agency a

14 size standard for categorizing a business concern as

15 a small business concern, unless such proposed size

16 standard

—

17 "(A) is being proposed after an oppor-

18 tunity for public notice and comment;

19 "(B) provides for determining, over a pe-

20 riod of not less than 3 years

—

21 "(i) the size of a manufacturing con-

22 cem as measured by its average employ-

23 ment based upon employment during each

24 of the concern's pay periods for the preced-

25 ing completed twelve calendar months; or

HR4297 IH
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1 "(ii) the size of a concern providing

2 services on basis of the annual average

3 gross receipts of the concern over a period

4 of not less than 3 years; and

5 "(C) is approved by the Administrator.

6 "(3) When estabhshing or approving any size

7 standard pursuant to paragraph (2), the Adminis-

8 trator shall consider variations in economic activity

9 from industry to industry unless the Administrator

10 determines that size standards should not vary in

1

1

order to meet program needs.".

12 Sec. 508. Section 5(b) of the Small Business Act is

13 amended by deleting the word "and" at the end of para-

14 graph (10) thereof, by removing the "." at the end of

15 paragraph (11) thereof and replacing it with ", and" and

16 (b) adding a new paragraph (12) which reads as follows:

17 "... (12) to impose reasonable fees to be

18 charged in connection with applications for assist-

19 ance, and the provision of assistance under this Act

20 and the Small Business Investment Act of 1958 and

21 to retain such fees to offset the costs of administra-

22 tion of such assistance.".

23 Sec. 509. Section 8(b) of the Small Business Act is

24 amended by deleting the word "and" at the end of para-

25 graph (15), by striking the period at the end of paragraph

HR 4897 IH



682

9

1 8(b)(16) and replacing it with "; and", and by adding a

2 new paragraph 8(b)(17) which reads as follows:

3 "... (17) to charge and collect such fees as

4 may be necessary to cover all costs associated with

5 the production and dissemination of compilations of

6 information produced by the Administration under

7 the authority of the Small Business Act and the

8 Small Business Investment Act of 1958, and to re-

9 tain such fees and utilize such fees to offset the

10 costs of production and dissemination of such com-

11 pilations of information.".

12 TITLE VI

13 Sec. 601. Sections 20(k) through 20(p) of the Small

14 Business Act are repealed and the follo\ving is substituted

15 in their place:

16 "(k) The follo^ving program levels are authorized for

17 fiscal year 1995:

18 "(1) For the programs authorized by this Act,

19 the Administration is authorized to make

20 $13,910,000,000 in deferred participation loans and

21 other financings; and of such sum, the Administra-

22 tion is authorized to make $11,500,000,000 in gen-

23 eral business loans as provided in section 7(a),

24 $110,000,000 in loans as provided in section 7(m),

25 and $2,300,000,000 in financings as provided in sec-

HR 4297 IH
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1 tion 7(a)(13) and section 504 of the Small Business

2 Investment Act of 1958.

3 "(2) For the programs authorized by title III of

4 the Small Business Investment Act of 1958, the Ad-

5 ministration is authorized to make $23,000,000 in

6 purchases of preferred stock, $275,000,000 in guar-

7 antees of debentures of which $65,000,000 is au-

8 thorized for guarantees of debentures of companies

9 operating pursuant to section 301(d) of such Act,

10 and $550,000,000 in guarantees of participating se-

1

1

curities.

12 "(3) For the programs authorized by part B of

13 title rV of the Small Business Investment Act of

14 1958, the Administration is authorized to enter into

15 guarantees not to exceed $2,000,000,000.

16 "(1) There are authorized to be appropriated to the

17 Administration for fiscal year 1995 such sums as may be

18 necessary to carry out subsection (k), including salaries

19 and expenses of the Administration.

20 "(m) The following program levels are authorized for

21 fiscal year 1996:

22 "(1) For the programs authorized by this Act,

23 the Administration is authorized to make

24 $17,475,000,000 in deferred participation loans and

25 other financings; and of such sum, the Administra-
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1 tion is authorized to make $13,500,000,000 in gen-

2 eral business loans as provided in section 7(a),

3 $175,000,000 in loans as provided in section 7(m),

4 and $3,800,000,000 in financings as provided in sec-

5 tion 7(a) (13) and section 504 of the Small Business

6 Investment Act of 1958.

7 "(2) For the programs authorized by title III of

8 the Small Business Investment Act of 1958, the Ad-

9 ministration is authorized to make $24,000,000 in

10 purchases of preferred stock, $320,000,000 in guar-

11 antees of debentures of which $70,000,000 is au-

12 thorized for guarantees of debentures of companies

13 operating pursuant to section 301(d) of such Act,

14 and $1,100,000,000 in guarantees of participating

15 securities.

16 "(3) For the programs authorized by part B of

17 title IV of the Small Business Investment Act of

18 1958, the Administration is authorized to enter into

19 guarantees not to exceed $2,000,000,000.

20 "(n) There are authorized to be appropriated to the

21 Administration for fiscal year 1996, such sums as may

22 be necessary to carry out subsection (m), including sala-

23 ries and expenses of the Administration.

24 "(o) The following program levels are authorized for

25 fiscal year 1997:
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1 "(1) For the programs authorized by this Act,

2 the Administration is authorized to make

3 $21,450,000,000 in deferred participation loans and

4 other financings; and of such sum, the Administra-

5 tion is authorized to make $15,500,000,000 in gen-

6 eral business loans as provided in section 7(a),

7 $250,000,000 in loans as provided in section 7(m),

8 and $5,700,000,000 in financings as provided in sec-

9 tion 7(a) (13) and section 504 of the Small Business

10 Investment Act of 1958.

11 "(2) For the programs authorized by title III of

12 the Small Business Investment Act of 1958, the Ad-

13 ministration is authorized to make $25,000,000 in

14 purchases of deferred stock, $385,000,000 in guar-

15 antees of debentures of which $75,500,000 is au-

16 thorized for guarantees of debentures of companies

17 operating pursuant to section 301(d) of such Act,

18 and $1,700,000,000 in guarantees of participating

19 securities.

20 "(3) For the programs authorized by part B of

21 title IV of the Small Business Investment Act of

22 1958, the Administration is authorized to enter into

23 guarantees not to exceed $2,000,000,000.

24 "(p) There are authorized to be appropriated to the

25 Administration for fiscal year 1997, such sums as may
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1 be necessary to cany out subsection (o), including salaries

2 and expenses of the Administration.".

o

HR4a»7 IH



687

103d congress
2d Session H. R. 4298

To amend the Small Business Investment Act of 1958 to permit prepayment

of debentures issued by State and local development companies.

IN THE HOUSE OF REPRESENTATIVES

April 25, 1994

Mr. LaFalce (by request) introduced the following bill; which was referred

to the Committee on Small Business

A BILL
To amend the Small Business Investment Act of 1958 to

permit prepayment of debentures issued by State and

local development companies.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States ofAmerica in Congress assembled,

3 SECTION 1. PREPAYMENT OF DEVELOPMENT COMPANY

4 DEBENTURES.

5 (a) In General.—Title V of the Small Business In-

6 vestment Act of 1958 (15 U.S.C. 695, et seq.), is amended

7 by adding at the end the following new section:



2

1 "SEC. 507. PREPAYMENT OF DEVELOPMENT COMPANY

2 DEBENTURES.

3 "(a) In General.—(1) If the requirements of sub-

4 section (b) are met and subject to the availability of appro-

5 priations, the issuer of a debenture purchased by the Fed-

6 eral Financing Bank and guaranteed by the Administra-

7 tion under section 503 may, at the election of the borrower

8 whose loan secures such debenture and ^vith the approval

9 of the Administration, prepay such debenture by paying

10 to the Federal Financing Bank, the amount that is equal

1

1

to the sum of the unpaid principal balance due on the de-

12 benture on the date of the prepayment (plus accrued inter-

13 est at the coupon rate on the debenture) and the amount

14 of the repurchase premium described in paragraph (2) (A).

15 The Administration shall pay to the Federal Financing

16 Bank the difference between the repurchase premium paid

17 by the issuer of the debenture under this subsection and

18 the repurchase premium that the Federal Financing Bank

19 would othen\ise have received.

20 "(2) (A) The amount of the repurchase premium de-

21 scribed in this paragraph is the product of

—

22 "(i) the unpaid principal balance due on the de-

23 benture on the date of prepajnuent;

24 "(ii) the interest rate of the debenture; and

25 "(iii) the factor 'P', as determined under sub-

26 paragraph (B).
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1 "(B) For purposes of subparagraph (A)(iii), the fac-

2 tor 'P' means the applicable percent determined in accord-

3 ance with the following table:

Applicable percent

'Tear in which prepajment of debenture is

made (from date of original issuance) lO-jiear 15-year 20-jTear 25-year

terra loan term loan term loan term loan

1 1.00 1.00 1.00 1.00

2 .80 .85 .90 .92

3 .60 .70 .80 .84

4 .40 .55 .70 .76

5 .20 .40 .60 .68

6 .25 .50 .60

7 .10 .40 .52

8 .30 .44

9 .20 .36

10 .10 .28

11 .20

12 .12

13 .04

14 through 25 .0

4 "(b) Requirements.—The requirements of this sub-

5 section are met if

—

6 "(1) the debenture is outstanding and neither

7 the loan that secures the debenture nor the deben-

8 ture is in default on the date the prepayment is

9 made;

10 "(2) State or personal funds, which may include

11 refinancing under the programs authorized by sec-

12 tions 504 and 505 of this Act are used to prepay the

13 debenture; and

14 "(3) the issuer certifies that the benefits, net of

15 fees and expenses authorized herein, associated with
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1 prepayment of the debenture are entirely passed

2 through to the borrower.

3 "(c) No fees or penalties other than those specified

4 in this section may be imposed as a condition of such pre-

5 payment against the issuer or the borrower, or the Admin-

6 istration or any fund or account administered by the Ad-

7 ministration, except as provided in this Act.

8 "(d) The refinancing of debentures authorized by

9 paragraph (b)(2) of this section under section 504 of this

10 Act shall be limited to only such amounts as are needed

11 to prepay existing debentures and shall be subject to all

12 of the other provisions of sections 504 and 505 of this

13 Act and the rules and regulations of the Administration

14 promulgated thereunder, including, but not limited to,

15 rules and regulations governing payment of authorized ex-

16 penses and commissions, fees and discounts to brokers and

17 dealers in trust certificates issued pursuant to section 505;

18 provided, however, that no applicant for refinancing under

19 section 504 of this Act need demonstrate that a requisite

20 number of jobs will be created with the proceeds of such

21 refinancing.".

22 SEC. 2. AUTHORIZATION AND ADMINISTRATION.

23 (a) The provisions of this Act are exercisable at the

24 option of the borrower.
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1 (b) Any new credit or spending authority provided for

2 in this Act is subject to amounts provided in advance in

3 appropriations Acts.

4 (c) There are authorized to be appropriated such

5 sums as may be necessary to carry out the provisions of

6 this Act.

7 (d) Within 30 days of the effective date of this Act,

8 the Administration shall promulgate such regulations as

9 are necessary, including establishing an order of priority

10 to accomplish the provisions of this Act.

1

1

(e) Subsection 504(b) of this Act is hereby repealed,

12 and subsection 504(a) is renumbered as section 504, and

13 paragraphs (1) through (3) of subsection 504(a) are re-

14 numbered as subsections 504 (a) through (c).

o
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