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A SPOTLIGHT ON SMALL BUSINESS INVEST-
MENT COMPANIES AND THEIR ROLE IN 
THE ENTREPRENEURSHIP ECOSYSTEM 

THURSDAY, MARCH 22, 2012 

UNITED STATES SENATE, 
COMMITTEE ON SMALL BUSINESS 

AND ENTREPRENEURSHIP, 
Washington, DC. 

The Committee met in a roundtable discussion, pursuant to no-
tice, at 10:09 a.m., in Room SD–428A, Russell Senate Office Build-
ing, Hon. Mary L. Landrieu, Chair of the Committee, presiding. 

Present: Senators Landrieu and Moran. 
Staff Also Present: Jelena McWilliams, Kevin Wheeler, and 

David Gillers. 

OPENING STATEMENT OF HON. MARY L. LANDRIEU, CHAIR, 
AND A U.S. SENATOR FROM LOUISIANA 

Chair LANDRIEU. Good morning, everyone, and welcome to our 
roundtable on SBICs. We have looked forward to this morning now 
for weeks as we set the agenda for this year, and I thank all of 
you. I understand there were some travel situations with fog or 
weather and I think we are missing one or two of our invitees. But 
I welcome you to this roundtable. 

The difference, of course, is that this is not as formal as a hear-
ing. We really want there to be a good bit of exchange over the next 
hour-and-a-half, potentially two hours, of this hearing, and I thank 
you all for making yourselves available. 

I apologize for being a few minutes late. I had to add a meeting 
to my schedule this morning that we did not anticipate, and it 
went a little bit longer than anticipated. 

I am going to begin with a short opening statement to set the 
tone for this roundtable, and then we will go through some instruc-
tions about how a roundtable usually works. 

We have had over a dozen roundtables since I have been Chair. 
We find them to be extremely helpful in really understanding how 
programs work or how they do not work or what we can do to im-
prove them, and it is all about this Committee’s effort to be as 
helpful and supportive as possible to entrepreneurs in our country 
in a full range of ways, particularly giving them access to capital, 
which is the purpose of the SBICs. 

Let me again thank you for joining us this morning. We will ex-
plore opportunities and policy options to build on the success of 
SBIC programs and increasing access to capital for small busi-
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nesses and entrepreneurs. We have assembled here today experts 
representing investors, small business investment companies, small 
business owners, officials from the Department of the Treasury, 
and the SBA. 

Today’s discussion is the second in a series of three roundtables 
we are holding to discuss start-ups and high growth entrepreneur-
ship. Our next roundtable on entrepreneurial ecosystems will be 
April 18th. We are bringing together a wide variety of experts, aca-
demics, policy experts, and state and local leaders who are leading 
the way in creating stronger entrepreneurial ecosystems in their 
cities, in their regions, and in our country. 

Ultimately through these discussions, we will identify specific 
ideas and recommendations to be included in a comprehensive 
piece of legislation that we hope to move through Congress and 
that the President can sign. 

As you all are well-aware, the Investment Company Act of 1958, 
or maybe you are not aware of this, which was signed into law by 
President Eisenhower, established the Small Business Investment 
Company Program. Not only was the bill signed by President Ei-
senhower, it was co-sponsored by a very illustrious group of Sen-
ators, including Lyndon Baines Johnson and Senator William Ful-
bright. 

It was also the subject of a hearing in 1958 by the Senate Bank-
ing Committee’s Subcommittee on Small Business. During the 
hearing, the Subcommittee Chairman Joseph S. Clark said the leg-
islation is, ‘‘ . . . necessary to increase the availability of long-term 
credit and equity capital for small businesses.’’ He also said the 
Committee that approved the bill has pretty nearly the entire spec-
trum of opinion throughout the country with respect to the need for 
Federal assistance. 

Under the SBIC program, the SBA licenses, regulates, and helps 
provide funds for privately owned and operated venture capital in-
vestment firms. SBICs are licensed and regulated by the SBA. 
They use their own private money plus money borrowed with an 
SBA guarantee. Typically they will borrow two dollars for every 
one dollar of private capital. 

Since 1958, SBICs have invested $76 billion to over 100,000 
small businesses. We have funded Apple, FedEx, Calloway Golf, 
Jenny Craig, and Outback Steakhouse, to name just a few. I want 
to mention two very successful SBICs that are joining us here 
today. One is Main Street Capital, from Houston, Texas. Will you 
all raise your hand? 

They received the honor of SBIC of the Year in 2010. One of 
their recent small business investments, Gulf Manufacturing in 
Humble, Texas, is an industrial manufacturing company distrib-
uting across the country. Main Street Capital has invested over 
$500 million in more than 90 small businesses. Their companies 
employ more than 12,000 employees. So we are very interested in 
hearing more from you all today. We appreciate you all coming. 

Gemini Investors, where are you sitting? Right next to them? 
Great. You were recognized as the SBIC of the Year in 2009. One 
of your recent investments was in a company named Center Rock 
in Berlin, Pennsylvania. Center Rock is the company that designed 
the drill bit that saved the Chilean miners, and the President rec-
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ognized that in his State of the Union last year. We are very grate-
ful for you all being present today. 

Last month, Ranking Member Snowe and I introduced a bill to 
make, in our view, improvements and modifications to this pro-
gram. Our bill raises the statutory cap, as the President has rec-
ommended, from $3 billion to $4 billion. The cap was last increased 
in 2003. It is time to raise it. 

It also increases the amount of leverage by SBIC licensees under 
common control from $225 million to $350 million, called the Fam-
ily of Funds. These provisions were also included in the President’s 
original Start Up America. 

Unfortunately, they were dropped by the House when they 
passed the deregulation bill, which they sent over to us which we 
are debating on the floor today. It is a deregulation bill, not a cap-
ital bill, and one of the most significant provisions was dropped by 
the House and we are going to try to see what we can do to recover 
it. 

For the past week, the Senate has been debating this bill called 
the Jobs Bill, which is really a deregulation bill. It extends new op-
portunities, but also some concerns about companies going directly 
to the Internet and borrowing the capital they need or soliciting in-
vestors through the Internet called crowd funding, which is a very 
exciting but potentially dangerous enterprise without the right 
safeguards, and that debate is happening on the Senate floor, actu-
ally as I speak. 

I have made it clear there were several problems with the bill 
that came over from the House. I will not go into them all right 
now because that is not the subject of this Committee. But needless 
to say, I believe that SBICs have been an important component of 
the work of the SBA, of the work of our Federal Government. 

I would like to see if there are any reasons why it cannot be ex-
panded beyond the $4 billion authorization. I am not sure there is 
any rhyme or reason why we have been at that level for all these 
years. I would be very interested in any of your feelings about that. 

I also want to say that as Chair of this Committee, I am really, 
really focused on the quality of our programming as opposed to the 
quantity of our programming. I am very interested to find out who 
is responsible for evaluating the SBICs and how we eliminate the 
low-performing, ineffective SBICs and how we strengthen the 
stronger ones, and et cetera, et cetera. I have a lot of other ques-
tions. So that is my opening. 

I want to recognize David Gillers and Kevin Wheeler who are my 
two senior staffers, and on the Snowe staff, if you would—— 

Ms. MCWILLIAMS. Jelena McWilliams. I spoke with some of you, 
and Matt Walker as well. Thank you for coming. 

Chair LANDRIEU. So we are going to start, Barry, with you and 
if you could just introduce yourself briefly and give a one-minute 
little glimpse as to why you are here and what your role is. I know 
that we familiarized ourselves generally with who you are. Then 
we will begin by opening up with questions. 

When you want to speak, you can put your name card up like 
this. That way I will know to recognize you, and we will go around 
and keep it open and flexible. If I am not asking the right ques-
tions, please feel free to ask them yourself, starting with Barry. 
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Mr. WIDES. Good morning, Madam Chair. 
Chair LANDRIEU. You have got to press your talk button. You 

just press the button which lights up and you have to speak right 
into your microphone. 

Mr. WIDES. Okay. Good morning, Madam Chair, and thanks for 
the invitation. My name is Barry Wides, and I am the Deputy 
Comptroller for Community Affairs at the Office of the Comptroller 
of the Currency. We are the Federal agency within the Department 
of Treasury that supervises national banks and Federal thrifts. 

Our role within Community Affairs is to encourage national bank 
and Federal thrift investments in small business finance. We have 
recently been involved in outreach to banks across the country to 
make them aware of the opportunities to invest in small business 
finance through the SBIC program. We have been holding seminars 
and national teleconferences on this subject and making them 
aware of the fact that they can earn Community Reinvestment Act 
credit for investing in SBICs. 

We will be putting out a paper soon that is sort of a how-to guide 
for investing in SBICs. We are working very closely with Harry 
Haskins at the SBA, as well as Carl Kopfinger who is with one of 
the national banks that we supervise to make sure that we make 
this understandable and help banks understand that there are 
ways to invest safely and earn a good return in SBICs. 

Chair LANDRIEU. Thank you. Rick. 
Mr. GIRARD. Thank you for inviting me. My name is Rick Girard. 

My brother and I own Girard Environmental Services out of Or-
lando, Florida. We are a commercial landscaping company. Last 
year our revenue was around $20 million and currently we are 
ranked number 57 in the country as far as landscaping companies 
go. 

We are one of the largest family-owned companies in central 
Florida. We are one of the largest, probably one of the top five larg-
est landscaping companies in the State of Florida. So we are a big 
small company. 

Chair LANDRIEU. And you got your funding through one of the 
SBICs? 

Mr. GIRARD. Yes, ma’am. The SBIC played a very extremely—an 
extremely important role in my company because in 2008, 2009, 
and 2010, our company actually grew. I opened five offices in Flor-
ida in 2009 and 2010 as we were entering into the recession. I 
added 100 jobs throughout the state. A lot of people did not nec-
essarily agree with my method, but that is what entrepreneurs do. 
Entrepreneurs take risks. And looking back, there is not really 
much I would change. 

But the SBIC played an extremely important role where the 
banks would not. So the SBIC played a very important role. 

Chair LANDRIEU. Wonderful. Thank you, Rick. Thies. 
Mr. KÖLLN. Good morning. Thanks for having me here. I am 

Thies Kölln. I am with AAVIN Equity Partners. We are in Cedar 
Rapids, Iowa. My partners and I have been running private equity 
funds there based in Cedar Rapids for—actually one of the my 
partners started with the fund that started in 1959. So we have 
been with the SBIC program since the beginning. We have run 
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multiple SBICs as well as non-SBICs and have been with the pro-
gram for a long time. 

Chair LANDRIEU. Thank you. Your insights will be very helpful. 
We appreciate you being here. Carl. 

Mr. KOPFINGER. Yes, good morning, Senator, and thank you for 
inviting me to participate today. I am Carl Kopfinger. I am a Sen-
ior Vice President with TD Bank. I am based in Philadelphia, 
Pennsylvania. I head up our investing in SBICs. We have more 
than 60 SBICs under management right now, and we continued to 
invest during the down-turn. So we like the program very much. 

Chair LANDRIEU. Thank you. Dan. 
Mr. PENBERTHY. Good morning. I am Dan Penberthy. I am the 

CFO and Executive Vice President of RAND Capital Corporation. 
I am here to tell you all what you can do with just $15 million. 
RAND is a BDC. We are publicly traded since 1971. We are a 
founding member of NASDAQ and we also own a wholly-owned 
subsidiary, RAND SBIC. I am also the current President of the Up-
state Venture Association of New York. 

We operate in Buffalo, New York, an under-served and economi-
cally depressed part of New York State. During the past ten years, 
we have taken our $15 million, we have invested in 30 portfolio 
companies via 83 separate financing transactions. These 30 compa-
nies right now represent over 1,711 jobs. We have increased job 
growth by over 500 jobs over the past ten years. We have also in-
creased total revenues in these same companies by over $200 mil-
lion. We have had an impact through the SBIC program. Some of 
our companies include MidAmerica Brick, an abandoned plant in 
the economically-depressed town of Senator Kit Bonds which is 
now the leading producer of bricks in Missouri. 

Synacor, founded by an—an Internet start-up founded by stu-
dents at the University of Buffalo has increased their employment 
by 15 times and the revenues by 60 times since our investment in 
2002. They completed an IPO just 30 days ago. 

Gemcor builds machinery in Buffalo that puts rivets into air-
planes. Gemcor has doubled its employment, doubled its revenues, 
and it is shipping its aircraft machinery worldwide. Every Boeing 
airplane ever made and in flight has been touched by a Gemcor 
machine. 

Chair LANDRIEU. Okay. And save all the rest of the testi-
mony—— 

Mr. PENBERTHY. Thank you. 
Chair LANDRIEU. This is just a brief introduction. Harry. 
Mr. HASKINS. Good morning and thank you, Chair Landrieu, for 

having me here. We appreciate your leadership on issues involving 
the SBIC program. We have worked closely with your staff and 
they have been tremendous. 

The program has enjoyed a lot of success and positive news over 
the past couple of years. We have reduced processing time signifi-
cantly across the board and essentially doubling our productivity. 
We are building upon the success of the SBIC platform to expand 
access to capital in the more under-served markets via our impact 
fund initiative and early stage. 
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Chair LANDRIEU. Okay. And hold a minute because these are just 
introductions. We are going to get back to you for your opening. Go 
ahead, Roger. 

Mr. BATES. Good morning, thank you. My name is Roger Bates. 
I am a partner at Mangrove Equity Partners in Tampa, Florida, 
and for the last three years have been serving as the President of 
one of our portfolio companies, MEP R&H Supply, which is 
headquartered in Broussard, Louisiana. 

Chair LANDRIEU. Oh, wonderful. Thank you. Vincent. 
Mr. FOSTER. Thank you, Senator, for holding this event. I am 

honored to be here today. I am Vince Foster, CEO of Main Street 
Capital. We operate out of a single location in Houston, Texas. We 
are publicly traded on the New York Stock Exchange. We first en-
tered the program ten years ago in 2002 with a single license. We 
received a second license in ’06, began to outgrow the program, and 
converted to a publicly-traded BDC in order to stay in the program 
and continue to grow. So I am interested in how we can keep better 
players in the program. 

Chair LANDRIEU. Great. James. 
Mr. GOODMAN. I am Jim Goodman from Gemini Investors in 

Wellesley, Mass. and thank you for allowing me to be here and 
speak. We are currently investing our fifth SBIC fund. We entered 
the program in 1995. We have invested in 93 companies since that 
point and we have put a little under $400 million to work. 

In the last eight years, our companies have created almost 
10,000 jobs and also created a number of small businesses them-
selves, in particular our franchising companies. So I would like to 
be able to talk about all those things today. 

Chair LANDRIEU. Manuel. 
Mr. HENRIQUEZ. Good morning, Madam Chair. Thank you for 

having me participate in this roundtable and for letting me provide 
some overview on the benefits of the SBIC program. Similar to 
Main Street Capital, when I started Hercules, I looked at the SBIC 
program as an integral part of launching Hercules and getting cap-
ital and getting access. 

I am one of the unique players on this panel who invests almost 
exclusively in the venture industry, and work with pre-8 revenue 
companies that are significant job creators and innovators of Amer-
ican jobs and technology in this country. 

I am proud to say under the SBIC program, we have two licens-
ees. We have over $225 million under the SBA program and we 
have now been able to use that capital to invest in $750 million in 
95 technology and life sciences companies since the founding of 
Hercules. And I am very proud and a very strong supporter of the 
SBIC program that made a difference in our company when we 
started. So thank you for having us here. 

Chair LANDRIEU. Tim. 
Mr. RAFALOVICH. Yes, good morning. My name is Tim Rafalovich, 

and I manage the alternative assets for Wells Fargo, which in-
cludes our SBIC investments. Carl and I have the unique kind of 
privilege of being able to be speaking from the investment stand-
point. We invest in SBICs. SBICs then have general managers, 
many of which are here today, who invest then in the companies, 
of which two are here. 



7 

So if the program wants to be expanded, it needs to take place 
top down, which is through the investors and their incentives to in-
vest in SBICs. I have all sorts of statistics on companies that we 
have invested in and how they have grown that we can maybe talk 
about in the future, one that went from 63 employees to 1,167 just 
in a short period of time. 

But one of the things I want to make clear as well is, a lot of 
people might think because Wells Fargo is the largest lender on the 
small business end of things, having deployed about $14 billion in 
capital last year, that there might be a little bit of a conflict of in-
terest here. We do not believe that there is a conflict at all. This 
is a win-win because many of the SBIC investments made are in-
vestments that would have never been made by a major bank. 

And so, what happens is that the banks then will not fund these 
smaller companies because there is a little bit too much risk. 
SBICs do, but then Wells Fargo can come in a little later and be 
able to refinance these. It is a good win-win and that is why we 
believe in this program. 

Chair LANDRIEU. Nicely put. Charles. 
Mr. ROTHSTEIN. Good morning and thank you for including me 

as well. I am Charlie Rothstein, a founder of Beringea, which is 
Michigan’s largest venture capital firm. We are also managers of 
the Michigan Growth Capital Partners funds, one of which is an 
SBIC. It is our second SBIC, so we, too, have had a long relation-
ship with the Small Business Administration. The current SBIC 
was licensed last year as part of the Impact Investment Initiative 
and it totals $130 million. 

Chair LANDRIEU. Thank you so much. Let us start with Harry, 
if we could, and go ahead, Harry. You manage this program 
through the Small Business Administration, and for those that are 
viewing and watching and will be reading the outcome, why do you 
not go ahead and give us your opening comments, and then we will 
open it up for general questions. 

Mr. HASKINS. Thank you. And rather than repeating some of 
what I said, I will just continue to go on. We want to build upon 
the success of the SBIC platform—— 

Chair LANDRIEU. And can you speak more closely into your mic? 
It is a little awkward, but you have to lean forward. 

Mr. HASKINS. We want to build upon the success of the SBIC 
platform, and we have expanded it to include a couple of new ini-
tiatives, the Impact Fund Initiative and the Early Stage Initiative. 
However, we believe increasing the authorization level in the Fam-
ily of Funds limit will have a positive impact on the availability of 
capital for small businesses and can be managed at minimal risk 
and no cost to the taxpayer. 

We look forward to continuing our work with the Committee to 
build upon the success of the program and to contribute to a posi-
tive economic climate for small businesses. 

Chair LANDRIEU. And explain how it is minimum risk from your 
vantage point and no cost to the taxpayer. 

Mr. HASKINS. Well, the program currently operates under a zero 
subsidy where the fees associated with the program cover the cost 
associated with it. 

Chair LANDRIEU. And has it been that way since its inception? 
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Mr. HASKINS. No. Up until around 2000, I believe, we actually 
worked under appropriated funds where we had to receive an ap-
propriation and the amount of money we could guarantee was lim-
ited by that appropriation. But the success of the program and, 
more importantly, the success of the SBICs has enabled us to move 
to a zero subsidy basis. 

Chair LANDRIEU. Well, let me ask you this. Why do you think 
then the President only recommended extending it from $3 billion 
to $4 billion? I mean, if it is low risk and no cost to the taxpayer, 
why can we not go up higher than that? 

Mr. HASKINS. Well, our current authorization level has been suf-
ficient to support the growth of the program. Historically, up to 
around 2009, we averaged about $700 million in authorized com-
mitments. We doubled that in 2010 and then increased it again in 
2011 to about $1.8 billion. 

So we think the existing authorization was sufficient. The in-
crease to four should give us sufficient capacity over the next few 
years to support the growth of the program. Obviously it is worth 
revisiting if growth continues at its current pace to see if it needs 
to be raised beyond that. 

Chair LANDRIEU. Okay. I would like to talk about that later on. 
Let me begin with some questions. Why do we need SBICs in the 
spectrum of venture capital? I know this is a simple question, but 
I would appreciate if one of you would just take it and explain why 
this is important, because I think there is a lot of confusion out 
there about venture capital and when they come in and when they 
do not come in and where there is a need for them. So, Vincent, 
we will start with you and then I will go to Manuel. 

Mr. FOSTER. Thank you. I think the reason we really need SBICs 
is pretty simple, and that is, to continue on an earlier point that 
was made, the best way to think about SBICs is they begin where 
the banks end and they end when private equity or regular institu-
tional venture capital funds begin. There is a huge void in between 
someone that is commercially bankable as a small business and 
someone that is private equity or venture capital eligible, and that 
is really the gap that we fill. 

Another way to think about it is we provide cash flow-based fi-
nancing and cash flow-based capital, equity capital, debt capital to 
small businesses which is literally not available. Commercial banks 
will routinely, for larger companies, loan a multiple of their cash 
flow and financing and that is how they operate. 

Small businesses have to borrow against their assets, their in-
ventory, and guarantee it. 

Chair LANDRIEU. It is very difficult, including their house? 
Mr. FOSTER. Right. 
Chair LANDRIEU. Their life insurance? 
Mr. FOSTER. Everything. 
Chair LANDRIEU. And their pension funds and their children’s 

college education. And this Chairman has had about enough of 
that. 

Mr. FOSTER. And the nice thing about the SBIC program, even 
more than the 504 or 7(a) is personal guarantees are not required 
and they are virtually unknown, as far as my experience. 



9 

Chair LANDRIEU. And I just want to stress this point, because the 
smarter I get on it, and I have got a long way to go, but this coun-
try can never unleash the potential of people who have little finan-
cial strength, but great character and extraordinary intelligence 
and a tremendous amount of nerve, if we do not find a way around 
the fact that you cannot get capital from anybody unless you al-
ready have wealth. Do we understand the problem here? 

That is why I am going to stay on this. That is why this is very 
interesting to me. Contrary to what the Chamber of Commerce 
says, there are many, many, many businesses out there, like this 
business right here, Rick, who can grow, who can show how they 
can grow, but they do not want to pledge their house, and maybe 
you have, or your home or your children’s future to go to a bank. 
Banks are only lending under certain circumstances. 

If we do not open up other opportunities like this, I do not know 
how we grow ourselves out of this recession that we are in or really 
tap the strength of America. So I really appreciate, Vincent, you 
saying that. Manuel, do you have anything else you want to add? 

Mr. HENRIQUEZ. Madam Chair, I can speak to you as a first-hand 
experience as an entrepreneur, and not to bring up my heritage as 
a minority, when I started the company, Hercules, I could not get 
bank financing. I could not get any bank to give me capital. 

I basically risked everything I had and approached the SBIC as 
a lender of choice to be, frankly, the foundation of the capital that 
we had to go out and fund and invest in entrepreneur innovative 
companies that have gone on to create hundreds and hundreds of 
jobs, thousands of jobs in California, in Massachusetts, and in var-
ious regions of the Southeast. 

So unlike most gentlemen on this panel here, we invest in com-
panies that do not have revenues. We invest in companies that can-
not get any bank financing. And if it were not for the SBA pro-
gram, the SBIC program that we rely upon as a source of financ-
ing, a lot of this American innovation they refer to and a lot of 
these dreams—— 

Chair LANDRIEU. Go nowhere. 
Mr. HENRIQUEZ [continuing]. Of companies would never ever 

come to fruition. And I am proud to say that through our organiza-
tion, we have well-known names that have received capital through 
us such as Annie’s Foods, the simple bunny rabbit company that 
you can buy at Whole Foods. 

Chair LANDRIEU. Love that, love that. 
Mr. HENRIQUEZ. I am proud to say we have another company in 

the drug discovery area that focuses on improving the quality of 
life of cancer victims and they are making new biologics for cancer 
drugs, which we all know from the FDA process, are very scarce 
and hard to get ahold of. 

We have companies in our portfolio that are dedicated to clean 
energy, as the Bright Source technology, for example, that does 
solar panels, and create new ways of generating energy in the mar-
ket. And then we have social media companies, high profile names 
such as Box.Net, which is cloud computing, which is growing expo-
nentially a number of employees that they are hiring and creating 
jobs. 
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So the SBIC program is an integral part of our capital structure 
and a program that I would like to see, to your point, expanded be-
yond the $4 billion that is out there, and frankly, I would love to 
be able to see even to go beyond the $350 million, because I can 
tell you, Madam Chair, that we could put that money to work and 
we could put that money to create jobs in this country for many, 
many more great ideas that entrepreneurs have like Rick and oth-
ers out there. 

Chair LANDRIEU. Thank you. Charlie. 
Mr. ROTHSTEIN. Well, sure, I was just going to add onto the last 

couple of comments that—— 
Chair LANDRIEU. You have to press your button. I am sorry. 
Mr. ROTHSTEIN. That is okay. I was just going to the last—— 
Chair LANDRIEU. Very complicated for very smart folks. 
Mr. ROTHSTEIN. And now it is not. It really is not that com-

plicated. I was just going to add onto the last couple of comments. 
We are clearly talking about debt financing and debt works for 
companies that have predictable cash flow, but there really is also 
a shortage of pure equity capital. 

The venture capital industry has shrunken by some 40 percent 
over the last handful of years, and entrepreneurs are starved for 
that kind of capital as well. Equity, unlike debt, equity, you know, 
it allows companies to take greater risks than does debt because 
there really is not any ticking time bomb to it. It does not need to 
be repaid immediately. It allows a company to be a bit more long- 
term in the way that it thinks toward R&D and even the introduc-
tion of new products. 

So that is something that we should work to address. The insti-
tutional market that used to support venture capital firms that 
were out raising funds is decreasing. Those institutions are looking 
elsewhere. They are backing buy-out funds and other types of alter-
native investment vehicles. So either maybe within SBA or maybe 
outside of SBA we can come up with new solutions. 

Chair LANDRIEU. Charlie, do you know why that is shrinking? Is 
it just the nature of the recession? Does anybody have an idea 
about why the venture capital is shrinking? Because I know that 
is why this bill flew over from the House, because there is a real 
need. But I am not sure we are correcting it the right way. 

This crowd funding idea and the response, I think, if I am read-
ing this correctly, to use the Internet in a way that was not legal 
to raise venture capital funds for businesses, which sounds great 
and is very—it could be game-changing. 

The problem is, if you do not have the right safeguards and regu-
lations, it could also, in my view, open up a whole pathway of fraud 
that we have not even begun to even think about. But is that what 
you are saying? 

Mr. ROTHSTEIN. First of all, I do agree that the kind of crowd 
funding issue is something that brings on significant risks that, 
you know, we need to make sure that it is properly structured so 
that people are not tricked into investing into things that sound 
good over the Internet. 

But I think, and many other members of the roundtable have 
opinions on this, but one of the problems has been the lack of ac-
cess that the venture capital community has been able to generate. 
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There has not been an ability to get a company public. The IPO bill 
is addressing that and lifting the regulations that some of the 
smaller companies will face in going public. I think that is a posi-
tive. 

There has been—in the institutional market, many times, it is a 
bit of flocking toward areas that seem hot. So whether it would be 
the small buy-outs or hedge funds or whatever it might be, that is 
where people were running and they have run away from venture 
capital and it really has caused a dilemma within the market. You 
could speak to, I am sure, all of us who realize how hard it is to 
raise just a pure—— 

Chair LANDRIEU. Roger and then Thies. 
Mr. BATES. To add to what these gentlemen have said, I think 

one of the things that is important to understand about the SBIC’s 
place in the capital structure between the commercial banking and 
equity is that they represent what I like to call patient money. 
They think more like equity, even though it is debt, and all compa-
nies will be challenged from time to time. And where your commer-
cial banks do not have a lot of tolerance for those challenging 
times, these SBICs can really make a difference in helping the 
companies get through those and then back on the path to growth. 

Chair LANDRIEU. And in defense of banks, which I do not always 
defend, but in this case, they tell me constantly that it is the regu-
lators breathing down their necks, looking at the loans on their 
portfolio, and while they might personally like to be more patient, 
the regulators are not allowing them to be. So I want you to know, 
we hear that a great deal. Thies. 

Mr. KÖLLN. I think to address the question of kind of the capital 
and sort of venture capital and that, I think one of the things we 
have seen, and what is important about the SBIC program is, it 
is focused on small businesses, so the businesses we have to invest 
in are small businesses and small funds. 

What we have seen in general in the capital markets is kind of 
increasing concentration of capital. And what that brings about is 
the investors are big fund-to-funds, big pension funds. They cannot 
invest in small funds very easily because they have minimum 
amounts that they want to put into a fund. 

Chair LANDRIEU. Like, for instance, what are the usual mini-
mums? They have to invest like $200 million or $100 million, $50 
million? 

Mr. KÖLLN. Well, yeah, $50 million. 
Chair LANDRIEU. $50 million. 
Mr. KÖLLN. If they have to invest $50 million, they need to be 

investing that in a $500 million fund and a $500 million fund, you 
know, has a number of principals. They are going to invest in 20 
companies. They are going to have to invest $25 million in each 
company. 

Chair LANDRIEU. And that is more than Rick needs. 
Mr. KÖLLN. Exactly. And it is the small businesses that need 1, 

2, 3, 5, $10 million maybe of capital that then have—that then suf-
fer because they are at the end of that waterfall because the big 
institutions need to invest in big funds which need to invest in big 
companies. 
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And that is where the SBIC program does a great service, be-
cause the smaller funds can invest in the smaller companies and 
provide capital to those companies that need 2 or $5 million of cap-
ital. 

Chair LANDRIEU. And, Jim, I am going to get you and then 
Manuel, but are we limited, Harry, in the SBIC program for what 
a company can borrow? 

Mr. HASKINS. A single fund can borrow up to $150 million in le-
verage. 

Chair LANDRIEU. But borrower, a borrower to that fund, can they 
invest in—— 

Mr. HASKINS. An SBIC has an over-line limit, so essentially 10 
percent of its capital base can be invested in a single company. 

Chair LANDRIEU. So that would be $15 million as your top line 
from 150? Is that correct? 

Mr. HASKINS. Well, if the fund size is $150 million of leverage, 
saying $75 million private capital, that would be a $225 million 
fund size, so they could invest $22.5 million in a single company. 

Chair LANDRIEU. Go ahead, Jim. 
Mr. GOODMAN. I just wanted to address the question that you 

started out with which is why is there a lack of funding now. You 
addressed specifically venture capital, but I would make it even 
more broadly private equity. 

I first got into the private equity business in the late 1980s in 
Boston, and the three or four leading firms back then were doing 
deals where they were investing $5 million into $10 or $20 million 
sized companies. And those leading firms have all been very suc-
cessful and their funds now are 3, 5, $10 billion. And the smallest 
check they will write is a few hundred million dollars. 

Private equity, as a whole, has mushroomed dramatically. Our 
fund is less than $200 million in total commitments, including 
SBA’s money. That now represents the bottom 5 percent of the en-
tire private equity world. So a $200 million fund, which was a 
good-sized fund 20 years ago, that space has largely been vacated, 
and the industry has exploded. 

But your $10 million revenue company, like some of the ones 
that we have invested in that I have identified, if they are pro-
viding cooking oil equipment or they are a restaurant franchise, 
that is not venture capital and it is no longer where the bulk of 
private equity is. 

So what this program does is it supplements and it fills a void 
that was left by the migration of private equity firms into much, 
much larger deals. 

Chair LANDRIEU. That is the best explanation I have heard. 
Thank you very much. I now think I understand better our chal-
lenge. Manuel. 

Mr. HENRIQUEZ. Living and breathing in the venture capital eco-
system on a daily basis, which is what we do, and I myself started 
in the venture industry back in 1987, the industry has changed 
dramatically. It was first brought on with dramatic change as now 
the infamous dot-com bubble blowup that we all well know and un-
derstand in 2000, which was precipitated by a second blowup that 
has not been written a lot about is the June of 2000, which is the 
telecom blowup that occurred. 
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And then the market proceeded to go through an inordinate 
amount of changes, including, of course, the now infamous Enron 
and WorldCom changes on stocks and what have you. Despite some 
of the comments said earlier, the venture industry is nowhere near 
what it was in its historical levels by any stretch of the imagina-
tion, peaking out around $98 billion in 2000. 

Last year alone, the venture industry, according to Dow Jones 
Venture Source, our leading source of information, they did $33 bil-
lion of activities in investment last year to over 3,200 companies 
itself. I am proud to say that we help fill a lot of that void by pro-
viding $630 million of capital to venture stage companies that 
would otherwise not be able to gain access to capital from a bank 
that exists today. 

So we help these companies dramatically gain access to capital 
because the venture industry is, in fact, or has shrunk itself, but 
these companies still have a capital need to continue to accelerate 
their growth. They are unable to bridge that gap in capital they 
need with commercial banks. 

We come in as an SBIC, take on that risk of financing those pre- 
revenue companies in order to get the additional capital they need 
to get their products and services out to the market and eventually 
lead to quite dramatic job creation out there. We help fill that 
crossing that chasm. 

Chair LANDRIEU. Jim, do you want to say anything else? Put 
your card down if you all—okay. Does anybody want to add any-
thing to this line of questioning? And then we are going to go to 
our next question, which will be going completely off to another 
point. 

For those of you who do specifically look at companies, how do 
you choose the companies to invest in? Where do you troll or patrol 
or look out to find the companies? Do they come to you? What 
mechanisms do those of you that are looking for smart investments 
utilize—just go through that process a little bit with us. Go ahead. 

Mr. FOSTER. The main source, we call it deal flow, for lack of a 
better word. The main source of deal flow that we see is the local 
and regional investment banks. A lot of times, if you think about 
it, the customers might have small businesses and the investment 
banking organization might be managing the income off the busi-
ness. 

Because of estate planning needs and everything else, the owner 
of the small business, at some point, probably needs to sell or get 
liquidity for his estate taxes. They might go to the investment bank 
and say, Do you have a solution? Is there someone we can talk to 
that might invest in our business that might—you know, I know 
a buyer, but he or she cannot get the financing. 

So a lot of times, it is the regional investment banks, local in-
vestment banks. The independent business brokers are a huge 
source of deals. The accounting firms who do the estate planning, 
the local accounting firms. The commercial banks will often call us 
because someone comes in for a loan, if you do not fit in that exact 
box, if you are one inch outside the box, they cannot do anything, 
sometimes they will refer transactions to us. And a lot of times it 
is word of mouth. 

Chair LANDRIEU. Dan. 
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Mr. PENBERTHY. We look at transactions which are very young, 
companies which would have typically $200,000 to a million dollars 
in revenue. These are companies that will not be talking with in-
vestment bankers, will not be—may not even have a CPA firm in-
volved. I often go in and talk to the universities and talk about the 
value of a network. Networking is the way that these transactions 
get done. 

NASBIC itself does a great job. Now the Small Business Investor 
Alliance (SBIA) does a great job, but it is sponsoring networking 
events amongst ourselves. In the upstate New York region, as I 
mentioned, I am the President of the Upstate Venture Capital As-
sociation. We hold networking events across the State from Buffalo 
down to Newburgh, New York, just outside New York City, encour-
aging entrepreneurs to come forward with their ideas. 

At these events, we bring in funding providers to help make in-
troductions. Just yesterday, I held an event in Buffalo where two 
companies stood up and made ten-minute presentations to prospec-
tive fund-raisers. This is done every other month in Buffalo, New 
York. 

And it is all about the network, having entrepreneurs get out 
there and meet people, and often, it takes multiple visits in order 
to get financing done for these people. We will see a deal two, 
three, and four times, and ultimately, we will help them finance 
their business. 

Chair LANDRIEU. Thies. 
Mr. KÖLLN. Yes. I guess I will pretty much echo what Vince said. 

There are a number of sources from which we get deals. A lot of 
it is networking based. A lot of it is advisors to the businesses, 
whether they are bankers or investment bankers or attorneys or 
accountants who are advising the businesses. And some of it is— 
and a lot of it is networking. So a lot of the deals tend to be done 
kind of regionally. 

Chair LANDRIEU. Now, if it is in the SBA’s interest, which is one 
of the missions of this small—and we are hoping to make it an 
even more active agency, would it be beneficial to have some fund-
ing at the agency level to encourage, host, and partner with these 
networking opportunities, or do you all have enough either time or 
resources to do that on your own? 

I understand there is a Small Business Investor Alliance. Who 
represents that here? Do you all—and you can speak up. Do you 
all do networking? Is that what you all do? 

Mr. PALMER. [Off microphone] We do network marketing with 
the funds themselves and with some banks and others, but not the 
entrepreneurs directly. Actually we are working on some software 
that might be able to do more of that network filtering. 

Chair LANDRIEU. And would you identify yourself, Brett? 
Mr. PALMER. Brett Palmer from the Small Business Investor Alli-

ance. 
Chair LANDRIEU. Okay. Manuel, anything you want to add to 

this? 
Mr. HENRIQUEZ. The answer is that the SBIC program is not 

well-known by many entrepreneurs. They are still—it is fearful. It 
is a Government agency. They do not know how to on-ramp it, how 
to approach it. A lot of our deal flow comes from crazy ideas of en-



15 

trepreneurs who want to create new technologies or new solutions 
out there. A lot of them could be just professors, could be engi-
neers. They do not know how to go around starting a company or 
formulate a company. 

I think it would be incredibly useful if the SBA were to provide 
forums by which to help entrepreneurs learn how to create a com-
pany, learn how to get proper guidance on formulating a company, 
and how to get a company off the ground. 

There is an incredible amount of American ingenuity out there 
that just needs a little bit of help getting itself structured a little 
bit and learning how to on-ramp onto speaking with financial spon-
sors out there. That in itself would help create more jobs and cre-
ate more confidence in the marketplace. 

So the SBA staff would really be incredibly beneficial by helping 
these individuals learn how to gain access to this capital. And on 
the West Coast, there is a lack of SBIC capital out there to help, 
and also in many parts of the Northwest as well. We are seeing a 
huge demand of capital that just cannot find a place to look—to get 
capital in the marketplace today. So that would be a huge helpful 
thing to have out there. 

Chair LANDRIEU. Do we actually have a map of where the SBICs 
are headquartered? Can we put that up somewhere? And, Harry, 
will you speak to the issue of what the SBA is doing to get out the 
idea to entrepreneurs and to others? Let us just look at this map 
for a minute. This is the distribution by state. I guess the darker 
have the more SBICs, so New York would be leading with—what 
is that—46? 

You know, the sad thing is that there are lots of light-colored 
states, including my own, which have fewer SBICs. And again, it 
is not so much the quantity, but the quality of the SBICs. What 
I am going to ask the staff to do is do another map with the top— 
how many do we have in the country? 

Mr. GILLERS. 292. 
Chair LANDRIEU. 292? I am going to ask you all to do the top 50 

or the top one-third, I guess, of that and see where they are oper-
ating to give us an idea where the more successful ones are oper-
ating and where the gaps are. 

Harry, what are you all doing about this to try to get this acces-
sible, physically, in many other places? Now, we also have the 
Internet, which is a powerful tool of communication, so you do not 
always have to be physically located with the communications that 
we have today. But could you comment on that? 

Mr. HASKINS. Yes. First I would just like to say something real 
quickly regarding the comment made about education of entre-
preneurs. SBA does have a whole office dedicated to that, Entre-
preneur Development, and through its SCORE and SBDC pro-
grams and other assorted programs. 

Chair LANDRIEU. But SCORE has not been expanded in how 
long? Has it been authorized, at what level, for how long? Who 
knows that? 

Ms. WHEELER. For at least the last two years. 
Chair LANDRIEU. But what is it? It is a $7 million investment 

that the Federal Government has made, $7 million, $7 million, that 
is it for the whole country. And that is the best known mentorship 
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program. We have attempted to get it raised, and I have been 
blocked. Unfortunately, there is not enough minority support right 
now for the expansion of SCORE or something like it. 

But $7 million, they have been at that level for, I do not know, 
30 years. Go ahead. 

Mr. HASKINS. But we do recognize the need for that kind of edu-
cation. With respect to the map, we have been focusing a lot of our 
efforts on a couple points. One is obviously trying to attract quali-
fied management teams to the program, with a particular focus on 
some of the under-served populations, minorities and women, and 
we have had a fair amount of success with that recently, more than 
doubling the number of applications from those particular popu-
lations over the recent past. 

Also, we have been making the large outreach efforts to limited 
partners, which are the source of capital for the program inde-
pendent of SBA, trying to attract banks and others such as TD and 
Wells to the program so that there is a source of capital for a quali-
fied manager so that we can expand in various areas throughout 
the country. 

We do what we can, in a sense, to try and make the program 
known as widely as we can by attending numerous conferences and 
events that are attended by people who have an interest in this 
space, and hopefully we can expand in a number of other areas 
that are under-served. 

Chair LANDRIEU. I am going to get Dan, to you, in just a minute, 
but does anybody at this roundtable, knowing what you know 
about the success of this program, have any ideas for Harry about 
where he could look for experienced minority entrepreneurs, par-
ticularly African-American, Hispanic, or Asian? 

Would business schools at Harvard, Stanford, or other well- 
known schools, young people coming out but with the prerequisite 
degrees, be interested in starting some kind of fund like this? Or 
do you need to have real world experience for a couple of years, 
maybe before you start them? Do any of you all have any ideas for 
the Small Business Administration about where we could get some 
more diversity into this program? Go ahead, Thies. 

Mr. KÖLLN. Well, I do not know that I have an answer to it, but 
this is very much a kind of mentorship industry where you learn 
by doing. I think it would be high risk to take even bright, well- 
qualified students right out of business school who have never 
managed a fund and focus on that. 

So I think the question is, is growing the base with experienced 
managers and—— 

Chair LANDRIEU. And mentoring some of the younger—— 
Mr. KÖLLN [continuing]. And mentoring. It is really a mentoring 

kind of model and it always has been because, you know, we are 
very small organizations. I mean, we have five full-time investment 
professionals and I think that is probably bigger than a number of 
SBICs out there. And I think, you know, if there were ten or a 
dozen, that would be a very large fund. 

Chair LANDRIEU. Tim. 
Mr. RAFALOVICH. We invest in a fund called Central Valley Fund. 

That fund is in Central Valley in California. Most of those fund 
managers do speak Spanish and they have—a majority of their 
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companies that they invest in are all minority-owned. So some of 
it has to do with location and expertise around the fund managers. 

Chair LANDRIEU. Manuel. 
Mr. HENRIQUEZ. Clearly, with my last name and my name, I am 

a minority. I am a Hispanic, of Latin background. I have to echo. 
It is an apprenticeship program and I may say something here that 
people may find a little bit offensive. You have to lose money to 
learn how to make money. And you need to be with an institution 
that is going to go through that apprenticeship process for you to 
get developed as an asset manager, as a portfolio manager, and 
that takes time; that you just do not learn that out of the box. 

I learned that, thank God, with my career at Bank of Boston 
where I cut my teeth, which happens to be originally the number 
two licensed SBIC in the country, I had the privilege to work for. 
But it is an apprenticeship model. 

It is very difficult to reach out to minorities. You have to give the 
minorities the opportunity to lose money and that is a very hard 
thing to do, especially in an economy that has been contracting 
over the years. There are programs. There are outreach programs 
for minorities that you can actually tap, but that is something that 
should happen, but it is very, very hard to do. 

Chair LANDRIEU. Carl. 
Mr. KOPFINGER. Sure. Just to address what Harry had to say, 

the program has attracted a number of women-owned, as well as 
minority-owned, applicants applying to the SBIC program. For ex-
ample, Bob Johnson from BET Networks is sponsoring a group and 
bringing in a team from the Carlyle Group. 

In addition to that, there is another fund, Pharos, out of Texas. 
Kneeland Youngblood, who is on the board of Starwood Hotels and 
Burger King and some other large organizations, including a large 
hospital chain, is also bringing together a team of minority individ-
uals to run his fund. 

And as it relates to women-owned fund managers, there has been 
a lot of disruption in the marketplace where you had American 
Capital, which imploded, and a couple of other funds, and some of 
the women that were part of that group have also spun out and 
spawned their own funds. 

So I think the answer is that a lot of the folks who have the ex-
perience are now starting to mentor the junior folks to come in and 
start some of these funds. And I think we need to see more of that. 

Chair LANDRIEU. And, Don, thank you for joining us. I know you 
had a weather delay, but why do you not briefly introduce yourself, 
take a minute or so, and then you can take a minute to explain 
why the SBIC program is important to your business. 

Mr. SACKETT. Okay. Thank you very much. I started my com-
pany in 2001, myself and one other gentleman. We are a Boston- 
area company. And we took SBIC funding in early 2004, actually 
from the gentleman sitting to my left, and it was—we thought it 
was just a very good program. Like one of the gentlemen said ear-
lier, for a small business that had a few million dollars in revenue, 
private equity really was not an option. 

Venture capital, the traditional form, was not a great option be-
cause it was just too expensive. We would have to give up so much 
ownership. So we went with the SBIC route and it was a very good 
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success. We had about 20 employees at the time of the investment 
in 2004. We sold the company in 2010. We had about 180 employ-
ees at that time. We had grown our revenue from a couple of mil-
lion dollars to about $55 or $60 million. 

Chair LANDRIEU. And what is your company, Don? 
Mr. SACKETT. It was called Innov-X Systems and we made sci-

entific instrumentation, portable instrumentation, and we manu-
factured it in Massachusetts. And I think one of the things we are 
most proud of was 70 percent of our products were sold overseas. 
So we were manufacturing in Massachusetts and we were selling 
to China. 

Chair LANDRIEU. That is great. That is terrific. I hope you are 
getting ready to start another company. 

Mr. SACKETT. Well, that is why I am having lunch with this guy. 
Chair LANDRIEU. Good. So you and Dan will be having a special 

lunch today. 
Mr. PENBERTHY. I have got dibs on Don. 
Chair LANDRIEU. All right. Anybody else? Vincent. 
Mr. FOSTER. If you think about outside the SBIC world, how 

mentorship really happens, most individuals get trained, like the 
Bank of Boston example, through a larger organization. To the 
point that Thies made, you know, if the average SBIC fund only 
has five people, what are the chances that you train someone and 
they are—whether they are minority or not—whether or not they 
go out and start their own firm? 

So this is kind of a segue into something I feel strongly about. 
We had this cap on the size of the program at $225 million of Gov-
ernment financing, which is great, but because it is made available 
on a two-to-one basis, that means once you have more than $112.5 
million in private capital, which is the cushion for the program 
which is why the program does not lose money, it makes money, 
you are not optimizing your capital. You are starting to be less and 
less benefitted by the Government leverage. 

So there is an effective cap on the program of $112.5 million of 
capital after which the management teams stagnate, go someplace 
else. We have lost a lot of them through the years and they have 
gone on to have great careers, household name private equity firms 
who started out in the program. 

So if we could increase the size of the program for the better 
managers, you are going to have larger organizations, more train-
ing, more people spinning off starting their own firms. I have got 
30 people now. I am big enough where, you know, some of my guys 
will spin off and start their own firms, but it was not until I got 
to 25 or 30 where that was, you know, we really had more formal 
training and we could really do that. 

So I think, you know, we know who the better performing SBICs 
are. It is not going to cost any money. Let us create larger organi-
zations rather than keep the thing capped. It does not really make 
a lot of sense. 

Chair LANDRIEU. Maybe we could have a stage one, stage two, 
or stage three where you earn your way up through those stages, 
or something like that. Manuel, you wanted to speak about that? 
And then I will get to Rick. But, Harry, I am going to ask you for 
a response from SBA about making some of these changes that 
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might really significantly help and reward those that are the most 
successful and help keep this moving forward. Manuel, go ahead. 

Mr. HENRIQUEZ. I absolutely echo the need to increase the fund-
ing levels, whether it is the 350 with keeping the leverage going 
up to 300, which would be beneficial, but if you really want my 
opinion on helping the program expand and create the next bench 
of future managers, it would be nice to be able to cede to your point 
on staging of capital, that maybe some of our own individuals that 
we have been—an apprentice within organizations start spinning 
out. 

They are not viewed by the SBA, for example, as an affiliate and 
get wrapped up into the total licensing available capital. It would 
be nice to be able to see that a young manager spinning off from 
an SBIC—— 

Chair LANDRIEU. Could be their own fund. 
Mr. HENRIQUEZ [continuing]. Could be their own fund. And yes, 

you are right. Maybe they start off with only $75 million of lever-
age, but that way you have at least training wheels, if you will—— 

Chair LANDRIEU. Exactly. 
Mr. HENRIQUEZ [continuing] On a manager and getting out. But 

sometimes under the program, that related manager, if some of 
that equity capital is helping them get started, could be viewed as 
an affiliate of ours, which means it detracts from our availability 
of capital. And I think that does a disservice to spawning new tal-
ent. 

Chair LANDRIEU. Does not make any sense whatsoever. Harry. 
Mr. HASKINS. First, we do support an increase in the Family of 

Funds limit to allow people like—— 
Chair LANDRIEU. But what about the affiliate rule? 
Mr. HASKINS. We have an awful lot of funds that are formed by 

partners that have left or younger partners that have left an exist-
ing fund and started their own. They are only an affiliate if, in fact, 
Manny was also to be part of the new fund. So if it is actually a 
new fund with new managers, even though they spun out from an 
existing fund, they generally are not going to be constrained by the 
affiliation issue. 

Chair LANDRIEU. Okay. So they have got to be able to stand on 
their own to be a real fund. They cannot be set up and then have 
to ask you, Manny, for advice every day. It has got to be fish or 
fowl, in other words, if we could figure that out. 

But I understand the benefit, because getting back to the 
mentorship, that is exactly what you are hoping to do, is some of 
the more successful SBIC funds are training some of the best peo-
ple in the world to be able to help Rick and Don take their busi-
nesses to where they have taken their businesses. And you want 
to encourage them to start their own kind of funds and help the 
program grow more organically than just Federal constraints. 

I mean, if there is some way we could design this program for 
the modern age, not the 1950s when it was created, but for the 
2012 which we are in, with the whole world that has changed since 
then and really give our entrepreneurs in America access to the 
capital they need to grow is, I think, what we are trying to focus 
on. 
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Tim, let me get you and then, Rick, you have had your card up. 
Let me get Rick. You have had your card up the longest. 

Mr. GIRARD. I just want to say that there is a lack of knowledge. 
A lot of people do not know the SBIC even exists. I was looking 
for solutions to my problems for two years before it was even 
brought up to me. When people need money, when entrepreneurs 
need money—and most of them are smaller companies, and I think 
it was a good question that you raised. 

I have heard a lot about the caps and, you know, the upper lim-
its, but I do not know if I really heard a good answer on what are 
the lower limits, because there are a lot of small companies out 
there that need money and they do not know about the SBIC pro-
gram. And where do small companies go for money? They go to the 
bank and the bank says, Sorry, I cannot help you. 

But nobody ever guides them and then leads them to the SBIC. 
So I am just—just a suggestion. Is there any kind of partnerships 
that should exist between the SBIC funds and the banks? Because 
you guys are limited with resources, it sounds like. You know, you 
have a few employees. A dozen employees is a lot. But the banks 
are everywhere. So maybe there is a partnership there that you 
could exploit. 

Chair LANDRIEU. And, Rick, when you first approached a bank 
at some point in the early part of your company—and we have 
been joined by Senator Moran. Rick runs one of the most successful 
landscaping companies in Florida and one of the largest in the 
country. Correct, family raised? 

Mr. GIRARD. Yes, ma’am. 
Chair LANDRIEU. He could not get the money he needed from a 

bank. SBICs have helped their company. What was the amount of 
money, if you do not mind sharing, that you were trying to get 
from a bank that you could not get? At some point you had to go 
to the SBIC. 

Mr. GIRARD. Well, in this transaction, this was a $3 million 
transaction, which, you know, is not a small transaction. I am not 
sure if that answers your question. 

Chair LANDRIEU. But you could not get it from a bank—— 
Mr. GIRARD. No. 
Chair LANDRIEU [continuing]. And you had to find it from the 

SBIC? 
Mr. GIRARD. No, ma’am. And as a matter of fact, the bank—you 

know, I had a bank. I was a performing loan. You know, my com-
pany was growing. We missed our loan covenants. The bank turned 
it over to a work-out officer and, once you are on that list, you do 
not ever leave that list. So I was left with—the only choice I had 
was to go out and find refinancing. 

Chair LANDRIEU. It has come to my attention, shockingly, I guess 
I should have known this, but my background is not as a banker, 
but I was told recently that you could be a 40-year-old entre-
preneur and have failed to pay one or two months on time of a stu-
dent loan that you took out when you were 19 and be disqualified 
from a loan today. Is that your experience or does anybody want 
to comment? Do you know if that is true? Wells Fargo, what would 
your bank say? Go ahead. Do you know if that is kind of what the 
regulators are telling you? 
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Mr. RAFALOVICH. Did I all of a sudden start sweating? Is my 
legal counsel here? Generally, I would say that might be an ex-
treme, but there certainly are restrictions that, you know, credit is 
very important. We are a credit-driven culture. Something like that 
where you have 20 years, you know, typically that falls—after 
seven years it falls off your credit report anyway. 

But it is true and somewhat to the point that bankers do not do 
a great job at knowing a whole lot about this program. I can say 
that in my discussions, we invest in a lot of SBICs and even our 
bank does not know that this option exists for a lot of people. So 
I think that that would make a big impact if more banks had the 
ability to say, Here is a group of SBICs. It does not fit us. It would 
be a good opportunity to give them a call. 

Chair LANDRIEU. Jim and then Tim. 
Mr. GOODMAN. Well, I think actually the way the SBIC program 

works, or at least a lot of us here, is with regard to the banks, it 
is really a case of one plus one equals three. The bank does not 
want to come in and just deal with the entrepreneur that maybe 
does not have his financial statements in order, is not willing, nec-
essarily, or able to give a personal guarantee. But when my firm 
or Vince’s firm or others like it come in and put a couple million 
dollars underneath the bank, then we actually get a multiplication 
of what is available to the small company. 

So we view banks as our senior partner, if you will, in helping 
to capitalize and make companies like Rick’s successful. It is not 
either a bank or an SBIC, but it is working together. The SBIC 
provides the junior, more risky capital, but the act of doing that 
gets the bank comfortable and creates that much more availability 
for the company. 

Chair LANDRIEU. And creates, in the long run, if things work out, 
a great customer for the bank that they can make a lot of money 
off of that particular business. That is exactly the business that I 
think banks are supposed to be in, correct? 

Mr. GOODMAN. Amen. 
Chair LANDRIEU. Don, did you want something? 
Mr. SACKETT. My comment was that was exactly our experience, 

what Mr. Goodman says. When we took our SBIC funding, we got 
a bank line of credit on top of that that we could not have gotten 
had it not been for the SBIC line, for the exact reasons. The SBIC 
required a certain amount of financial due diligence and financial 
reporting and statements that were not there before that. 

Chair LANDRIEU. And repeat for Senator Moran, if you do not 
mind, how successful your business was. You were making medical 
devices? Go ahead and tell him. 

Mr. SACKETT. It was scientific instrumentation that we developed 
and manufactured in Massachusetts. 

Chair LANDRIEU. And selling to? 
Mr. SACKETT. All over the world, mostly Asia. Seventy percent of 

our sales were offshore. Half of those sales were to Southeast Asia, 
mostly China. 

Chair LANDRIEU. Very exciting. Rick. 
Mr. GIRARD. I just wanted to add, I echo exactly what he said. 

I would not have been able to obtain senior lending or to be bank-
able without the SBIC funds coming into play. But, you know, the 
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bank is not the one who suggested it. The bank is not the one who 
found it. I had to pay a lot of money to an investment banker, so-
phisticated money investment banker, who understood what the 
SBIC—even understood what it was before they could even actually 
make an impact to get my company bankable. 

And for a $20 million company, you know, one of the largest in 
Florida, what we do in our industry, you know, there is no reason 
that a company like us should not be bankable. 

Chair LANDRIEU. I do not know if anybody here is representing 
community banks in the audience? If not, Harry, what are you 
doing or what is the SBA doing to inform? We have about 7,000 
banks, I think roughly, in the country and we are really pressing— 
I am pressing and I think I am joined by other members of this 
Committee—for the SBA to be better partners or the banks to be 
better partners with the SBA in all of our programs. We have 504 
lending programs, et cetera, et cetera. 

What is the SBA doing today, now that you are a Cabinet level 
position, which we are very happy that the President has asked 
Karen Mills to be part of the Cabinet. What are you doing with the 
community banks that are part of the SBA family to get them to 
better understand SBICs? 

Mr. HASKINS. Well, with respect to the SBIC program, we work 
with the bank regulators such as Barry and we have worked with 
FDIC and others to make our presence known at various events. 

Chair LANDRIEU. In what specific ways? Do you know? Is that 
what you or your office does? 

Mr. HASKINS. For example, I was in Denver a couple months ago 
to appear at an FDIC conference, which was attended by mostly 
community banks interested in investing in—potentially investing 
in the SBIC program. And we have done other events like that as 
well. 

Chair LANDRIEU. Do we know how many new banks—let us just 
say roughly last year, and if you do not know, you could submit 
it—decided to take specific action to know about SBICs and ask for 
some sort of special briefing or something like that? How many 
new banks came into the program? I do not know how to ask the 
specific question. Do you know what I am trying to get? Not that 
you just share information with, but that respond to you in some 
formal or official way they would like to be part of it. About how 
many community banks do that? 

Mr. HASKINS. I do not think we have a good answer for that. I 
would say the primary contact with the banking industry has been 
through the fund managers as opposed to SBA directly, and we sort 
of backstop them saying, Listen, we are here and willing to assist 
you in any efforts you have to educate your potential investors. 
And as I said, we are willing to deal with them one on one or as 
a group. 

We have a number of SBICs that work with community banks 
very closely. For example, in Texas, there is an SBIC that is 
formed entirely around community banks. We have a number of 
SBICs in other States that have significant community bank par-
ticipation in their fund. And we work with them and tell them, We 
are more than willing to meet with them individually, talk to them 
over the phone, appear at events to educate them as to the pro-
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gram. But I cannot give you a good answer as to how effective we 
are in that. 

Chair LANDRIEU. And, Treasury, what are you all—— 
Mr. WIDES. Yes. The Comptroller of the Currency actually has 

been out participating in some of these outreach events that Harry 
just mentioned. We held about 40 or 50 sessions last year with the 
Federal Reserve and the FDIC where we bring community bankers 
in to locations, like Harry mentioned and Denver was one, and edu-
cate them about the SBIC, the 7(a), the 504 program. 

The OCC has held tele-seminars for our banks with SBA for 
about the last four or five years on some of these topics, 7(a), 504, 
and then last month on the SBIC program that Carl actually par-
ticipated on. I will be happy to provide a copy of this for the 
record—— 

Chair LANDRIEU. Thank you. Without objection. 
[The information follows:] 
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Mr. WIDES [continuing]. Of this presentation that we delivered. 
We had about 700 bankers on the line at the Comptroller of the 
Currency. Walsh and I were at the Independent Community Bank-
er’s conference last week in Nashville. There were 2,200 commu-
nity bankers there. 

I did a presentation on the SBIC program, had good interest 
from the community bankers, all of whom were saying the same 
things that you are hearing around the Committee table today, 
that they view the SBIC program as a way to bring in new cus-
tomers and to help grow their banking business. And I think it is 
just a matter of getting the word out. 

We at the OCC will be putting out a how-to guide for banks to 
invest in SBICs later this spring, and, you know, we continue to 
hold these seminars for banks, letting them know that they can get 
Community Reinvestment Act credit for investing in SBICs, so that 
hopefully is an incentive out there that banks see as being in their 
interest as well as, of course, the fact that they really can make 
money on investing in these funds and grow their businesses 
through developing relationships with the small businesses that 
are financed. 

Chair LANDRIEU. Thank you. Carl, you wanted to say something? 
Mr. KOPFINGER. Right. So I think Barry covered a lot of what I 

was going to say. I was going to mention that we did participate 
in a webinar for many of the banks, national banks or super re-
gional banks, community banks that wanted to learn more about 
the SBIC program. I was going to mention that Barry is working 
on a white paper, and I am working with him on the white paper, 
that will be distributed to the banking community. 

Chair LANDRIEU. Well, one of the big picture—and I will get to 
you, Vincent, in a minute. We are going to try to wrap up in about 
ten minutes. You know, I understand that it is in the private sec-
tor’s interest to make money as fast as they can, as much as they 
can, and that is what a lot of people are motivated by. I have no 
problem with it. 

But I have learned, as the Chair of this Committee, that there 
is great value and actually great strength in small businesses that 
are just businesses that feed one family. But that is a major con-
tribution to make. 

Although there are lots of people running around the Capitol 
that want to promote the Gazelles and the big businesses that they 
can spin off and everybody makes a lot of money and maybe they 
sell the company internationally, and I am all for that, in America, 
we have to honor the tradition of small businesses that only want 
two restaurants, but they feed 15 families for 30 years. There is 
nothing wrong with that. 

I think that our country has, because of the concentration of cap-
ital, the rush to make as much money as you can and, you know, 
‘‘die with all the toys,’’ kind of attitude that we have gotten away 
from just the basics of trying to get money out to people who want 
to be their own boss, who have something to contribute, who do not 
want to travel all over the world, they just want to live in their 
neighborhood, raise their kids, go to church, have a happy life. Is 
there anything wrong with this? 
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This is why I so believe in community banks and getting money 
to Main Street, so that this can be America. There seems to be a 
cutting off of that kind of opportunity, and the only way you get 
it is to, like I said, Senator Moran, you either have to put your 
house at risk, your children’s college fund at risk, all the money 
that you own at risk to get money to start a business, and all you 
want to do is feed your family and a couple of your neighbors. 

This is a big problem right now. I am determined to find a way 
through this maze of all the fancy financing to figure out a way to 
get back to that, because our main streets are thirsty and dying be-
cause they cannot get the money they need. 

So I think SBICs are one way. If we can help you all to be even 
better at what you do, it may not be the only way to do that. But 
with all due respect to these big funds and these big billion-dollar, 
$5 billion, $10 billion IPOs and Facebook and Google and every-
thing, there are just a lot of people I represent who just want to 
run a restaurant. 

I met a young lady the other day. She runs five ice cream stores. 
And you know what? She is real happy. She said, ‘‘Senator, that 
is all I ever wanted to do, run my own business. I have got five 
stores. I will be happy if I can do that for the rest of my life.’’ There 
is nothing wrong with that. 

Does anybody else want to say anything? Go ahead, Vincent. 
Mr. FOSTER. I have kind of a simple suggestion, and I think 

Harry does a fantastic job. 
Chair LANDRIEU. You have got to turn your microphone on, 

please. 
Mr. FOSTER. I think Harry does a fantastic job with the resources 

he has, but if you go to SBA.gov, try to find the SBIC program. It 
is really hard. 

Chair LANDRIEU. I will go. If I cannot find it, Harry, you are 
going to hear from me. 

Mr. FOSTER. Well, it is really hard to find. 
Mr. HASKINS. If you do find it, would you tell me? 
[Laughter.] 
Chair LANDRIEU. Where it is. 
Mr. FOSTER. When you think about the lenders out there, the 

younger people, they use the Internet a lot more than we do. That 
is the first thing they do. They can find SBA.gov, but from there— 
so we really need to spend a little bit of money having a modern 
website. That is the first thing a lot of our companies do, is update 
their website to attract more customers. I think we can do the 
same thing. 

Chair LANDRIEU. All right. That is going to be one of our first 
recommendations to the SBA and then to Treasury. 

Senator, did you want to add anything? We are very happy that 
you joined us and why do you not say—— 

Senator MORAN. No, Chairman, I just would thank you. I think 
these roundtable discussions are often of greater value than the 
hearings we host much more frequently. 

Chair LANDRIEU. Yes, they are. 
Senator MORAN. I apologize for the schedule being such that I 

only have been here for the last 15 or 20 minutes, but I wanted 
to get a flavor for what was being said. We certainly want to make 
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certain that we do the things that allow capital to be available so 
people can pursue the American dream. Everybody has a different 
American dream and we want each to be able to pursue their own. 

I am so delighted to hear at least what I was able to hear this 
morning and look forward to working with you on this and other 
issues. 

Chair LANDRIEU. Thank you. And I think, Vincent, while the 
Senator is here, just again, one of the great points about the pro-
gram is no cost to the taxpayer and limited risk. If you would just 
go over that again? 

Mr. FOSTER. Sure. 
Chair LANDRIEU. And you are the SBIC of this year, right? 
Mr. FOSTER. Last year. 
Chair LANDRIEU. Last year. 
Mr. FOSTER. I do not think they have announced this year yet. 

It is during Small Business Week. 
Chair LANDRIEU. He was the best one last year in the country. 
Mr. FOSTER. So the way the program works is you take the top 

end of the program. If you have more than one license, which sev-
eral of us do, you can get $225 million of long-term Government- 
guaranteed financing at essentially the Government’s cost to cap-
ital, but it is on a two-to-one basis to your private capital. 

So for me to get $225 million guaranteed from Harry, I have to 
go raise $112.5 million. That is the way due diligence is performed 
to protect you because people are not going to give me $112.5 mil-
lion if they do not think I know what I am doing. And their $112.5 
million is on the hook first if we have defaults with respect to how 
we deploy that $337.5 million. 

And the—what else did you want me to cover? 
Chair LANDRIEU. That was it. 
Mr. FOSTER. And so, in effect, what we do with the money—— 
Chair LANDRIEU. The risk and the cost. 
Mr. FOSTER [continuing]. Is we start where the banks stop and 

we stop where private equity and traditional venture capital begin. 
So we are in that much needed void in between. 

Senator MORAN. Thank you. 
Chair LANDRIEU. Jim, and then we are going to wrap up with 

you. Go ahead. 
Mr. GOODMAN. Well, just specifically to the point of what, if any, 

is the risk to the taxpayer, we have raised and managed five SBIC 
funds. The first three, which are now fully mature and have been 
sold off, generated more than $40 million of profit to SBA under 
the Participating Securities Program. 

But every one of our funds has paid back more than we have bor-
rowed. So we are a net generator of cash and profit to the program. 
Obviously, we hope that continues, but I think it is important to 
understand that if the program is well-managed, as it has been, 
and it uses its discretion in licensing new applicants, it can con-
tinue to exist at no cost to the taxpayer. 

I think that is a really important point here, is that a well-run 
program, as Harry and his team have been able to do, can generate 
some valuable capital, create jobs, and do so at no cost to the tax-
payer. We have been just one example of that. 
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Chair LANDRIEU. Dan and then Manuel and then we will end 
with Treasury. 

Mr. PENBERTHY. I will tell you real simply why it is at zero cost 
to the taxpayer. RAND Capital borrowed $10 million, just $10 mil-
lion from the SBA through the SBIC program. We paid interest on 
that at 6 percent, now above-market interest. We have paid you 
back $9.1 million. So for roughly $900,000 net risk to you at this 
time, we have created 500 jobs, created $200 million in growth and 
revenue. 

In 2011 alone, the employees of our portfolio companies paid $7 
million in Federal withholding taxes. We have created jobs, created 
wealth at zero cost to the taxpayer. That is the success of the 
SBIC. That is why it is important. 

Chair LANDRIEU. Manuel and then we will end with Treasury. 
Mr. HENRIQUEZ. Madam Chair, I want to go back to a point you 

raised earlier, how do we get Middle America, Main Street America 
the capital that it needs to have that young professional run her 
five ice cream stores. Free thinking as this forum you want it to 
be, suggestions I would tender to you would be the following. 

I think that historically, SBA had a program that had about $25 
million that was allocated to distressed economic regions. If you 
want to really induce companies that invest in America, you need 
to empower the equity to be that first lost capital that Vince re-
ferred to earlier. What I would suggest, Madam, to consider is that 
you want to encourage that equity capital to come in and start the 
small SBICs, call it $25 million SBIC, but they receive three or 
four times leverage on that capital in order to allow that small en-
trepreneur to get a $100,000 loan or a $500,000 loan. 

By having that equity capital be able to be leveraged a little 
higher, but keep the fund at a smaller size from the SBA, you actu-
ally may see smaller amounts of capital. 

Instead of the billion dollars you are referring to, you can go into 
that Main Street America through an economic development pro-
gram that way, which I think if historically the SBA had a similar 
program on economic distressed areas, and I do not think it has 
been well-capitalized or well-used because there is no equity capital 
that wants to go into that small, you know, distressed economic re-
gion. 

So you need to create an inducement to have that capital flow 
in there, and I think that you will see Main Street America start 
getting that small amount of capital that it is looking for. 

Chair LANDRIEU. And, particularly, if you could partner with 
some of our more entrepreneurial mayors in this country that are 
trying to build their main streets, even in rural America, as well 
as in some of the more urban settings that have had effective eco-
nomic development programs, that could be an interesting partner-
ship as well. Okay. Dan, last word. 

Mr. PENBERTHY. RAND is willing to go out to those rural and 
distressed areas. We went to Mexico, Missouri, and are building 
bricks; started up a defunct brick plant there. We are down in 
Waycross, Georgia, making boats. We are going to these severely 
distressed areas making very small investments in companies, and 
that is the importance of small funds to the program. 

Chair LANDRIEU. Okay. Barry. 
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Mr. WIDES. A couple of points. Yeah, we have been out talking 
to community bankers about the SBIC program. A couple points of 
feedback which I have shared recently with the SBA, but I will 
share with you as well. 

I think that there is an interest in using the Internet, maybe the 
SBIC’s website, to find funds that are currently soliciting investors, 
and I would just encourage both—encourage the SBA to see if there 
is a way that they could make more prominent on their website 
funds that are soliciting capital now. And then we can send banks 
that are looking to participate to their website. 

The other point that I have made to the SBA is that they might 
consider posting fund performance so that banks can see which 
Family of Funds have been the most successful. And I think, you 
know, having the data and the information available to the banks 
on fund performance, in terms of where they want to place their 
capital, might be helpful. And we have gotten that feedback from 
banks. 

And just last point. In terms of your question about the smaller 
business, the mom-and-pop business that you were referring to a 
moment ago, the State Small Business Credit Initiative is just get-
ting up and going. The OCC has been out meeting with the State 
agencies that are running those programs, encouraging banks to 
participate. Many of them run loss shares so that banks can take 
greater risk in those programs and make the kinds of loans that 
we have been hearing about that banks have been shying away 
from. 

And then also, many of the very small loans, the micro enterprise 
loans, are made by Community Development Financial Institu-
tions. CDFIs are certified by the Treasury Department, receive 
money through the CDFI fund, and a lot of banks are partnering 
with those CDFIs to provide them subordinated capital debt so that 
they can go out and leverage the grants that they get from SBA 
and the Ag Department and the Treasury, which is then used to 
make the really small business loans to those entrepreneurs in the 
low-income communities. 

So we are out there trying to get banks more involved, but I 
agree, it is a huge challenge. 

Chair LANDRIEU. Okay. I am going to try to wrap up, but I do 
not want to cut anyone off. Harry, do you want to say anything? 

Mr. HASKINS. Just a couple comments. One is, as to the informa-
tion that Barry is referring to, we are looking into the possibility 
of making that information more available in a way that respects 
the confidentiality of the providers of the information. 

The second point is, we do not want to get entirely away from 
our roots, in a sense. We do have a requirement. Congress has seen 
fit to impose a requirement that 25 percent of all investments by 
SBICs be in smaller enterprises as opposed to just small business. 
So we try to make sure that the lower end of the economic scale 
is being addressed as well. 

Chair LANDRIEU. And what do we define as smaller enterprise? 
Mr. HASKINS. It is essentially one-third the size of a small busi-

ness. So instead of $6 million in after-tax net income and $18 mil-
lion net worth, it is $2 million in average after-tax income for the 
prior two years and $6 million in net worth. 
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Chair LANDRIEU. Carl, anything else? 
Mr. KOPFINGER. I just want to expand on something that Barry 

said. To the extent that some of the funds are out there looking to 
solicit community banks for fund-raising, that would be a great tool 
for me because we are a very active investor and I get a lot of 
phone calls. 

We are only investing within our footprint, which is from Maine 
to Florida, so at least I would love to be able to have a website to 
which I can refer them; if they are interested in investing in the 
SBICs, then they can go to that website. 

One other point that I would like to make that I had not heard 
mentioned at all, too, is not only about the job creation, but also 
with job creation comes tax revenues. 

Chair LANDRIEU. Yes. 
Mr. KOPFINGER. Revenue taxes, payroll taxes, and with the direct 

cutback in Federal allocations, this is a great way for states to get 
additional revenue. 

Chair LANDRIEU. Well, thank you all so much. This has been 
very, very, very interesting, very helpful. I think we got a tremen-
dous amount of good information on the record. The record of this 
hearing will stay open for two weeks, so anything else you want 
to submit in writing, if there are other individuals that want to 
submit a statement through you, we would like for you to sign for 
it when it comes to the record. But if there is a colleague of yours 
or another person that has strong interest, maybe a professor from 
a think tank or university that has written about this you would 
like to submit, but under your name, please do. 

I really thank you all for coming. We are going to hopefully put 
a major bill together and try to get it down to the Congress some-
time in the next month or two. Thank you so much. Meeting ad-
journed. 

[Whereupon, at 11:36 a.m., the roundtable was adjourned.] 
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