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OVERSIGHT OF THE U.S. SMALL BUSINESS
ADMINISTRATION

WEDNESDAY, FEBRUARY 13, 2019

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The Committee met, pursuant to notice, at 2:30 p.m., in Room
428A, Russell Senate Office Building, Hon. Marco Rubio, Chairman
of the Committee, presiding.

Present: Senators Rubio, Risch, Ernst, Young, Kennedy, Romney,
Hawley, Cardin, Shaheen, Markey, Booker, Coons, Hirono,
Duckworth, and Rosen.

OPENING STATEMENT OF HON. MARCO RUBIO, CHAIRMAN, A
U.S. SENATOR FROM FLORIDA

Chairman RUBIO. This hearing will come to order, the Committee
on Small Business and Entrepreneurship. I want to thank all of
you for being here. I want to welcome Administrator McMahon. It
is an important hearing for me. It is—actually, it is my first. We
have done subcommittees together but this is our—so there is real-
ly no baseline, so today is the baseline for how to judge the other
ones. But—and it is really an honor to lead this Committee and to
do so with the Ranking Member, who I also serve with, in the same
capacities, on the Subcommittee on the Western Hemisphere and
Foreign Relations. So people are starting to say we look alike,
which is—we have done a lot of bills together as well.

And we have three new members to the Committee—Senator
Romney, Senator Hawley, Senator Rosen. We appreciate your serv-
ice and look forward to working with you this Congress. The issues
under the jurisdiction of this Committee are of great importance to
the whole country. Over—close to 60 million Americans work for a
small business so that is literally half of our workforce.

And this Nation has a long history of innovation and entrepre-
neurship and hard work. And when American ingenuity, innova-
tion, access to capital, access to markets, access to workforce—
when all of that is in place we are a Nation that creates dignified
jobs, and dignified jobs create upward mobility, and with upward
mobility lives are changed for the better, communities are changed
for the better, and the country is stronger for all of that.

So my priority here as Chairman is to pass bipartisan legislation
that will expand economic opportunity for small businesses and for
entrepreneurs who are forced to take on personal risk and sacrifice
to compete in this new global marketplace.
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As everyone in this room is aware, we got off to a slow start here
at the beginning of the year in Washington. However, by most ac-
counts, Administrator McMahon and the Small Business Adminis-
tration have responded well, following the government shutdown.
I commend you, your staff for their hard work to process the back-
log of loans, to get expansion plans and small business growth back
on track.

Following a history year of small business growth and optimism,
I look forward to solutions from this Committee that will continue
this pattern of growth, because bringing dignified jobs back and in-
creasing opportunity in the areas of our country that need it the
most are priorities, I believe, of every member of this Committee
and should be the priority of this Committee during this Congress.

In times of distress and challenge, small businesses bring com-
munities together and are vital to boosting morale. I have seen it
first-hand in Florida, after the effects of natural disaster and the
subsequent assistance the SBA offers to revitalize the area. Last
October, Hurricane Michael hit our Panhandle, with the third-most
intensity of any Atlantic storm, and the SBA is now processing
more than 14,000 loans that will inject more than $651 million into
recovering and rebuilding the homes and businesses in Georgia and
in the Florida Panhandle.

Previous to that, Hurricane Irma, the strongest storm to ever
exist in the open Atlantic, hit Florida and Georgia, South Carolina,
and Puerto Rico, in August and September of 2017. Hurricane
Maria, the worst natural disaster on record for Puerto Rico, struck
just two weeks after that. The SBA was quickly on the ground with
nearly 2,000 field staffers and has handled more than 675,000
phone calls just from Puerto Rico. The region could not have sur-
vived without the $7.37 billion in loans that the SBA distributed
in the wake of Hurricanes Harvey, Irma, and Maria.

In times of tragedy, small businesses are the gathering place for
the community and they become centers of optimism. So we have
to make sure the disaster loan process operates at its peak effi-
ciency, streamlining the process, making recovery dollars quickly
available. And I look forward to working with the SBA to find the
most effective way to serve disaster survivors.

Another focus, I hope, of this Committee will be the competitive-
ness of American entrepreneurs and small business. Yesterday we
released a report, “Made in China 2025 and the Future of Amer-
ican Industry” that evaluates China’s plan to become the global
leader in innovation and manufacturing. Our report highlights the
challenges posed by China’s blatant industrial espionage and coer-
cion, actions that threaten our economic framework and our na-
tional prosperity. It offers several policy recommendations to
strengthen the system against its rivals.

The role of government is to align our economic policies with the
right national priorities, and my personal view is that for too long
we have been aligned behind some of the wrong priorities. Our
most important priority should be creating dignified work through
investment and innovation, and I see real opportunity through this
Committee to bolster SBA’s programs that provide capital for inno-
vative, high-growth-potential firms. It is the goal of the SBA pro-
grams to act as a launching pad for small businesses, and there are
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specific programs at SBA that fill a gap in capital to startups and
entrepreneurs who may have the next great robotics product, as an
example.

One of these programs, the Small Business Investment Company
Program, introduced a concept of venture capital. Through this pro-
gram, SBA licenses privately owned SBICs and provides them with
leverage from SBA-guaranteed loans that the SBICs then couple
with their own capital to invest in small businesses. This venture
capital tool is a great way to fuel innovative, high job growth in-
dustries and companies.

Last Congress, I introduced the Spurring Business and Commu-
nities Act to increase the number of SBICs in states like mine, like
Florida, where there are fewer investment companies. I'm proud to
say that bill passed. The President signed it in December, and I'm
eager to hear from Administrator McMahon on the SBA’s progress
in implementing this new law.

Unfortunately, an issue Congress needs to address is the timing
for getting an SBIC license approved. Already an arduous applica-
tion process, licenses can take more than a year to be approved,
hampering access to capital for innovative startups. This is an ex-
ample of the need to streamline agency processes so that we are
not leaving money on the table and keeping businesses from start-
ing or growing or innovating.

Another set of SBA programs that are focused on innovation are
the Small Business Innovation Research and Small Business Tech-
nology Transfer Programs. They provide an opportunity for small
businesses to partner with the government to conduct research and
development that can ultimately fill a government need and pro-
vide the small business with funding to develop their ideas and
technologies with the goal of commercializing that technology.
Though these programs represent a very small percentage of extra-
mural R&D for participating agencies, they show an impressive—
very impressive return on investment.

The Navy commission to study, in 2016, it showed that commer-
cialization of SBIR and STTR technologies resulted in $14.2 billion
in sales of new products and services and $7 billion in sales for new
capabilities and products to the U.S. military from the Navy alone.

The economic impacts of the program tell a similar story of near-
ly $2.3 billion investment from 2000 to 2013. The program provided
a 19-to-1 return on investment, with an economic output of $44.3
billion and the creation of nearly 200,000 jobs. I understand a De-
fense-wide report on these programs is expected in the coming
weeks and I have no doubt that the numbers from them will be
similarly impressive.

But this is the kind of program and investment we need to make
in the continued development of innovative firms that will bolster
American jobs and bolster American global competitiveness.

While I intend to focus on innovation and competitiveness, it is
also important that we work together to streamline processes at
SBA and conduct appropriate oversight of the agency to ensure
small businesses are able to access the programs that they need.
An area that small businesses will always come to the SBA for is
capital. Access to capital remains a top issue for entrepreneurs
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across the country. So any changes made at SBA that affect pro-
grams providing capital should be considered thoughtfully.

It is also important that we work to streamline processes that
we're not—as we work to streamline processes that we’re not skip-
ping over the very small businesses that the SBA exists to serve.

A proposed lending rule that the SBA issued in October appears
to have failed to consider the effect of the regulation on small enti-
ties. Aside from some questionable changes that the rule would
make, it is concerning that the Small Business Administration is
making rules without considering small business impacts through
a detailed regulatory flexibility analysis. SBA requires other agen-
cies to do this analysis when a proposed rule will have a significant
economic impact on a substantial number of small entities, yet this
rule contains no analysis of the potential impact of these provisions
on smaller loans, under $350,000, and the negative potential im-
pact on small business access to capital.

So I look forward to discussing these things today and to working
with this Committee and this Congress to ensure that the SBA is
working as effectively as possible for the American people, and I
also look forward to learning how this Committee can provide the
support the SBA needs to carry out its important mission.

I turn it over to the Ranking Member.

OPENING STATEMENT OF HON. BENJAMIN L. CARDIN,
RANKING MEMBER, A U.S. SENATOR FROM MARYLAND

Senator CARDIN. Well, Senator Rubio, first congratulations on
your selection as Chairman of this Committee. I can tell you on be-
half of not just the Democratic members but all members of this
Committee we look forward to working with you. We are excited
about your strategies for what this Committee needs to undertake
during the 116th Congress, and we look forward to continuing the
great tradition of this Committee to work in a nonpartisan, bipar-
tisan manner to help the small business communities in this Na-
tion.

And to Senator Risch, congratulations on your term as Chairman
of this Committee. The two of us look forward to your leadership
on the Foreign Relations Committee, since we serve on that com-
mittee with you, but it has certainly been a legacy that we intend
to continue.

Administrator McMahon, it is nice to have you here. As you no-
ticed, we both are the leadership of not only this Committee but
Western Hemisphere, so we expect that you will be putting the pri-
ority on trade between small businesses in the Western Hemi-
sphere countries. So we will be asking you to report back to us on
that. But it is good that we really have, I think, a very ambitious
but important agenda.

I also want to join the Chairman in welcoming our new members.
Senator Rosen, it is good to have you here on this Committee and
I look forward to working with you. And to Senator Romney and
Senator Hawley, it is good to have both of you on our Committee
and we look forward to your participation on this very important
Committee. And welcome back, Madam Administrator.

Chairman Rubio went through a lot of the issues that are ex-
tremely important. The bottom line is that small businesses are the
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driving force behind our economy. We know that. That is where job
growth is going to take place. That is where innovation takes place.
I am always so energized when I visit small businesses in Mary-
land and see the creativity that is taking place in these businesses.
It is not only exciting because I know it is going to translate into
more jobs, and good-paying jobs in our community, but I know that
we are going to do things better as a result of their innovation.

Our job is to make sure that the tools that are available are used
in the most effective way to encourage the growth of small busi-
nesses in our community. And Chairman Rubio went through many
of those particular areas, and I support what he has said. What I
hope, on the oversight function that this Committee plays, that we
can look at the essential tools that are under the SBA jurisdiction
to see whether these tools are being operated in the most effective
way or whether we also need to, in a reauthorization process, look
at ways that we can make these tools more effective.

Whether they are the access to capital, the 7(a) program, the 504
program, whether it is the SBIC that the Chairman talked about,
what we are doing on high tech, on the SBIR program—all those
are areas where we can try to see whether these programs can
even be made more effective than they are today, in accomplishing
our mission not only to help small business growth but to make
sure it is done in a fair manner, so that underserved communities
have access to these tools in order to be able to build the capacity
in areas that we may not have had a fair allocation in the past.

So I look forward to that type of discussion during this Congress.
I think we can make tremendous progress.

The Chairman also mentioned the disaster loan program, and I
have mentioned this before in the Committee. Thank you again for
the work that you did after the tragedies in Maryland. In Ellicott
City, your people were on the ground, literally, when the waters
were still flooding. You were there immediately and provided tre-
mendous assistance. The only complaint I have from the small
businesses is that your people had to leave the community at some
point. They would have liked you to stay there because the services
that you were providing were extremely helpful for these small
businesses to get back on their feet. So I thank you very much for
that service.

I do want to say your presence here is very timely in that we
went through the longest shutdown in the history of this country.
The SBA was operating, as I understand, with about one-third of
your workforce during that period of time. I want to first thank the
dedicated workers at the Small Business Administration—these pa-
triotic people, many of whom showed up for work without pay,
doing their jobs, others not knowing whether they would get a pay-
check, who were furloughed. And they are dedicated people and
please express, on behalf of this Committee, our thanks for car-
rying out the mission.

I know that many small businesses were inconvenienced during
this period of time. I had—we know that loans were slowed down
dramatically, came to a stop in several areas. The number I heard
is that we lost as much as $100 million a day in loans that were
not made during this period of time. We know that some of the con-
tracting was not done. We know that the mentoring services had
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to be curtailed. The certification process for women, for HUBZones,
and for 8(a) programs all were jeopardized during the 35-day shut-
down. So I would be interested in your testimony as to how well
we are back functioning since the government reopened, and we
certainly hope that by tomorrow night, midnight, we will have a
budget so we do not have to go through this again.

But I just really want to comment. I, along with Senator Van
Hollen, we had a meeting, a town hall meeting in Montgomery
County, Maryland, not far from here, with small businesses. Small
businesses that were there were not directly involved with the Fed-
eral Government. They did not have contracts with the Federal
Government. They were not located in Federal facilities that were
shuttered. And yet the dozen or so small businesses that were rep-
resented, their volume of business during the shutdown was down
20 to 60 percent from a year ago. The general impact on our econ-
omy was felt by all businesses, but small businesses do not have
deep pockets, and it was extremely difficult and challenging for
them to be able to maintain their workforce.

We heard from one company that had to lay off 46 employees
during this period of time. We know that the Community Advan-
tage lender program, we heard that there were loans that were
held up. In one case it was a restaurant in D.C. that wanted to lo-
cate in Baltimore, a $100,000 loan. That was put on hold during
this period of time. We also had a situation with a 504 lending pro-
gram that could not close on a real estate deal by December 31st
because they could not get their 504 loan. We are happy to report
that that company has now gotten their loan but they missed their
original date so it put them at a tremendous disadvantage.

So we would like to hear from you how we are getting back up
to work speed and dealing with the challenges that were created
during the shutdown, and how confident you are that we can make
up for those days and provide the services necessary for our small
business community.

And with that, Mr. Chairman, I look forward to hearing our Ad-
ministrator and am looking forward to our exchange.

Chairman RuUBIO. Thank you, and now I would like to welcome
the Administrator of the U.S. Small Business Administration,
Linda McMahon. She is head of the SBA since February 14th of
2017, so a year ago tomorrow—two years. Is it 2019 already?

And as an entrepreneur she co-founded the World Wrestling En-
tertainment and led the company to grow from a 13-person re-
gional operation into a publicly traded global enterprise with more
than 800 employees.

I want to thank you for being here today. We look forward to
your testimony.

STATEMENT OF HON. LINDA E. McMAHON, ADMINISTRATOR,
U.S. SMALL BUSINESS ADMINISTRATION, WASHINGTON, DC

Mrs. McMAHON. Thank you, Chairman Rubio, Ranking Member
Cardin, and members of the Committee. I appreciate the oppor-
tunity to visit with you again.

Tomorrow will be two years, appropriately Valentine’s Day, since
I was sworn in as the Administrator of the SBA. In my testimony
today I want to look back on my service, provide updates on our
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agency’s progress, and outline some areas where I hope we can
work together.

Let me start by reporting on our activity following the lapse in
appropriations. As a result of the lapse, our lending programs were
closed for a total of 20 business lending days. During that time,
SBA was unable to approve loans and was not able to accept new
applications.

Over the last two years I placed a great deal of emphasis on loan
process improvement. By the end of 2018, we were able to reduce
our processing times by half. Those improvements have clearly
helped us following the lapse.

Since lending activity resumed in all lending categories but one,
our application volume is back to pre-lapse levels. In 12 days of
lending, we have approved over 5,700 loans, totaling over $2.5 bil-
lion.

During the funding lapse, the agency had close to 2,000 staff that
were furloughed. While most routine activity ceased, we were able
to perform limited risk management of our loan portfolio. We were
also able to support contracting actions for DoD and other funded
agencies. Our disaster staff were exempt from furlough and our op-
erations continued as normal. The agency’s work in responding to
natural disasters stands out as an area that has touched so many
members in so many states.

Following the hurricanes in 2017 and 2018, I traveled to all of
the impacted regions. Our work in many of these areas is ongoing.
To give you a sense of scale to date, SBA has approved over
170,000 loans totaling $8.3 billion for those five hurricanes.

In addition to the major disaster events, many of you certainly
know and identify with more localized events in your states. Work-
ing with you and your governors, SBA has helped businesses and
homeowners get back on their feet following flooding in Maryland,
algae blooms and red tide in Florida, wildfires in Idaho and Wash-
ington, and volcanic eruptions in Hawaii, just to name a few. And
speaking of Hawaii

Senator HIRONO. Aloha.

Mrs. McMAHON. Aloha—snow in your State yesterday. Oh my
goodness.

Last year I updated you on my Ignite Tour, Senator Hirono, after
I returned, and my goal to visit all 68 SBA district offices. I'm
happy to report that I completed that tour in December and my
last stop was in Honolulu. The purpose of my travel was to meet
our field staff, see our SBA services are delivered to our customers
and visit with small business owners, over 800 in total. I was
pleased that many of you were able to join me.

Highlighting some other accomplishments, in the last 16 months
we have closed 27 GAO and 144 Inspector General audit rec-
ommendations. We have made great strides in our agency’s infor-
mation technology and our IP protection. Also, we have increased
our yearly SBIC license approvals from 15 to 25. We continue to
improve the application process for Federal contracting through our
certified system. We want to utilize the system this year for certi-
fying women businesses and potentially service-disabled veterans.

In the area of training, this spring we plan to launch a digital
platform to provide learning resources for women entrepreneurs.
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This will enhance our outreach to more than 1 million women, up
from 150,000. We also will launch a leadership program for veteran
entrepreneurs in conjunction with the VA.

With our lending programs we will continue to expand our out-
reach in rural areas, as well as to minority populations. I am
pleased with the success of our Microloan and Community Advan-
tage programs and I hope we can build on them.

I continue to examine workforce challenges, an issue I heard so
much about during my travel. And lastly, we are reviewing our
international trade initiatives so as to bolster export opportunities.

In closing, I have shared with many of you how much I appre-
ciate the bipartisan approach of this Committee and your support
of the agency. We worked together last year on a number of items.
This year I would invite you to experience SBA with me. Perhaps
we can schedule time for site visits or roundtable discussions with
small business owners in your State. Also, we could drop by our
SBA district office or visit any of our resource partners—a univer-
sity-based SBDC, women’s business center, or a SCORE chapter.

Two years ago I began my service as Administrator and every
day I have valued our work on behalf of America’s small busi-
nesses’ men and women. I look forward to a productive 2019 and
to our continued work together, and I thank you very much for
having me today and giving me the opportunity to speak with you.

[The prepared statement of Ms. McMahon follows:]
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Statement of Linda McMahon
Administrator
U.S. Small Business Administration

Thank you, Chairman Rubio, Ranking Member Cardin, and members of the committee
for inviting me to testify today. 1 appreciate the opportunity to visit with you again. it is also nice
to see some new faces on the committee, and 1 look forward to working with you and getting to
know you better.

Tomorrow, February 14, will be two years since [ was sworn in as the Administrator at
the U.S. Small Business Administration (SBA). The last time I appeared before the committee, |
talked about my areas of focus within the agency, updated you on my district office travel, and
shared with you my many small business interactions, In the time we have today, 1 want to jook
back on my two years of service, provide further updates on our agency’s progress, and outline
some areas where 1 hope we can work together this year.

Let me begin, though, by addressing something that 1 know is top of mind for all of us,
the agency’s resumption of operations following the lapse in appropriations, and specifically, our
lending activity. As a result of the lapse, our business lending and surety programs were closed
for a total of 20 full business lending days. During that time, SBA was unable to approve loans
and was not able to accept new loan applications.

Throughout the lapse, our Capital Access Financial System contained a notice advising
lenders and the public of the status of our lending programs. SBA’s Office of Capital Access also
communicated with external stakeholders, as necessary, and while most routine activity in the
program office ceased to operate, we were able to sustain a few functions. Among them, we were
able to close previously-approved and obligated 504 loans, and perform limited risk management
of our foan portfolio, including certain time-sensitive lender reviews.

When agency funding was restored, our loan programs resumed operations on Monday,
January 28 and our program office issued an Information Notice to notify lenders of items such
as servicing actions, report filings, and expedited requests. Since lending activity has resumed, 1
have been proud of the work done by our Office of Capital Access and the significant progress
they have made. In two weeks of lending, we have approved over 4,700 loans totaling over $2
billion. We have processed all surety bond applications within five days for a total of $188
million in bond guarantees. We also have cleared over 800 secondary market loans that are
pending sales.

Over the last two years, | have placed a great deal of emphasis on process improvements,
particularly in our Capital Access programs. By the end of 2018, through better procedures and
electronic processing, we were able to reduce our loan processing times by half — smali loans are
being processed within 2-3 days, down from 6 days, and regular loans within 7 days, down from
an average of 15 days. These improvements and efficiencies have certainly helped us following
the lapse. In al! lending categories but one, our application volume is back to pre-lapse levels.
Where we are still experiencing a higher volume with 504 loan modifications, we have assigned
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additional staff resources to review and process them, as these modifications typically require a
longer evaluation time,

During the lapse in appropriations, the agency had close to 2,000 staff that were
furloughed. As with our Office of Capital Access, we were able to perform limited functions in
some of our other program offices. For example, staff within our Office of Government
Contracting and Business Development (GCBD) were able to support contracting actions at
agencies that were fully funded. While work had to cease on new or pending applications during
the lapse, they were also able to preserve small business contract opportunities at agencies
affected by the lapse and support ongoing $(a) contracting award activity.

Turning to our Office of Disaster Assistance (ODA), the staff were exempt from furlough
and were able to assist disaster survivors and service disaster loans throughout the fapse. This
was particularly important given the ongoing disaster areas where SBA remains active. When 1
look back on the last two years, the agency’s work in responding to natural disasters stands out
as an area that has touched so many members and states.

Over the last three years, SBA has offered federal assistance to disaster survivors in every
state represented on this commitiee. In the 19 committee member states, there have been 121
disaster declarations over that time, either presidentially declared or SBA agency declared
disasters. Working with you, your Governors, and your state emergency management personael,
SBA has been on the ground to assess damage and ultimately provide access to home and
business loans, enabling survivors to get back on their feet. While people might more readily
identify with major disaster events, like the hurricanes of the last two seasons, many of you
certainly know and identify with those localized events. From severe storms and flooding; to
droughts; tornadoes; algal blooms and red tide; mudslides; wildfires; natural gas explosions; and
volcanic eruptions, the agency continues to work closely with you and your states to help
respond in a time of need.

Following the hurricanes in 2017 and 2018, | traveled to all of the disaster impacted
regions. So that we are transparent in our activity and that we can also respond to any questions
you may have, it is a priority for me that we regularly report to the committee on our disaster
assistance efforts, Using numbers from a recent update we sent you last week, for the 2017
Hurricanes Harvey, Irma, and Maria, SBA has approved over 145,000 home and business loans
totaling over $7.37 billion. Even though we are over a year removed from the disaster event,
SBA still has a presence on the ground in Puerto Rico and we are operating 31 community
recovery centers with over 100 SBA disaster assistance staff.

Considering the hurricanes in 2018, for Hurricane Florence, we have approved close to
11,000 loans so far in North and South Carolina totaling $439 million. In Florida and Georgia,
for Hurricane Michael, we have approved over 14,000 loans totaling $65 | million. Lastly, asa
result of the California wildfires, SBA has approved over 3,100 loans totaling $356 million.

From just these six major events over the last eighteen months, the five hurricanes and
the California wildfires, SBA has helped over 173,000 disaster survivors with home and business
loans totaling $8.8 billion in federal assistance. I am very proud of our agency’s work and of our
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disaster assistance staff, and you can continue to count on us to respond to survivors in their time
of need,

At the previous hearing, we discussed my Ignite Tour and a goal that | had set to visit all
68 of SBA’s district offices. The purpose of my listening tour was to meet directly with our field
staff, see how our SBA programs and services are delivered to our customers, understand how
we can deliver our service more effectively, and visit directly with small business owners and
entrepreneurs through site visits and roundtable discussions. In addition, T conducted many local
media interviews to continue to educate the public about the many resources of SBA. In
December, | completed the last of those visits, in Hawaii, at our District Office in Honolulu. At
the time of my trip, the Senate was in session, and while Senator Hirono was unable to join me, |
enjoyed visiting her afterwards to share details of my time in Hawaii.

On my lIgnite Tour, over the course of twenty months, | was in every state as well as
Puerto Rico, visited all 68 district offices, and interacted with over 800 small businesses. The
experience was invaluable to me in seeing firsthand how SBA operates from headquarters to the
field, in aligning and ensuring the consistent delivery of our services, and in hearing directly
from small business men and women.

I mentioned at the last hearing my appreciation that several of you were able to
participate with me along the way. | was in New Hampshire with Senator Shaheen; in fowa with
Senator Ernst; in Delaware with Senator Coons; in Idaho with Senator Risch; in North Dakota
with former Senator Heitkamp; and with others not on the committee, such as Senator Portman
in Ohio and Senators Blumenthal and Murphy in Connecticut. SBA plays such a key role in our
economy and the lives of our nation’s small business owners, and it was good to see and
experience that with so many of you.

Let me turn next to some other highlights and accomplishments from 2018 and then
cover areas of focus for 2019. Our lending programs remained strong, providing loan guarantees
to small businesses, In the last two fiscal years, we have provided more than $60 billion in loan
guarantees supporting more than 1.2 million jobs, The agency has also made significant strides
with the most serious Management Challenges as outlined by SBA’s Inspector General (1G). We
were able to resolve more than 25% of outstanding items while making positive progress on 10
remaining items. We also have been able to greatly reduce our outstanding audit
recommendations, so far in Fiscal Year 2019, closing three Government Accountability Office
{GAO) and 27 G recommendations. Maintaining a constructive relationship with GAO and the
IG is important to me and we have dedicated significant staff resources to managing those
engagements.

I have also been pleased with our work with the committee on bills that were passed into
taw in 2018. I appreciate the opportunity we had to provide technical assistance and offer agency
perspective on various pieces of legislation. Among those was the lender oversight bill that
Senator Risch, Senator Shaheen, and Senator Cardin worked so hard on; the surplus property bill
from Senator Duckworth; the military reserve loan bitl from Senator Shaheen; legislation dealing
with the duplication of federal disaster benefits by Senator Rubio; and a bill to renew and extend
a critical disaster provision by Senator Kennedy, to name a few.
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As you may know from my previous testimony, the agency has and continues to improve
the application process for federal contracting through our Certify.sba.gov system. We have
several related initiatives this year that will utilize this system for the certification of Women
Owned Small Businesses, and potentially, for Service Disabled Veteran Owned Small
Businesses (SDVOSB). We have been in extended conversations with the Department of
Veterans Affairs (VA) for several months about possibly taking over the SDVOSB certification
process. 1 know some of you have a specific interest in this, and 1 welcome the chance to work
with you on it.

Some other focus areas for 2019 include plans this spring to faunch an innovative
interactive digital platform to provide learning resources for women entrepreneurs, who are the
fastest growing segment of small businesses. This platform will significantly enhance our
outreach capabilities from 150,000 to one million users and will be used in conjunction with
Women's Business Centers, Smail Business Development Centers, and SCORE chapters. We
also are launching a leadership program for Veteran entreprencurs, in conjunction with the VA,
The pilot funding was made possible through the donation to SBA of the President’s quarterly
salary.

With respect to our lending programs, we will continue to expand our outreach to and
lending in rural areas, as well as to minority populations, with a specific focus on under-served
communities. We continue to implement our memorandum of understanding with the U.S.
Department of Agriculture, to increase awareness of SBA’s loan offerings and contracting
opportunitics. In the area of risk management, throughout 2018, I visited with my counterparts at
the Federal Deposit Insurance Corporation, the Federal Trade Commission, and the Office of the
Comptroller of the Currency, to learn about and bring in best practices to our SBA operations in
2019. Also, 1 continue to work with my fellow Cabinet members on workforce challenges, an
issue I heard so much about during my small business interactions. Lastly, we are reviewing our
international trade initiatives to better enable small businesses to take advantage of emerging
opportunities presented by digital trade.

In closing, I have shared with many of you in conversation, and 1 want to reiterate, how
much [ appreciate the bipartisan approach of this committee, as well as the support you have
given to me and the agency. Two years ago, | was sworn in as the SBA Administrator, and every
day I have valued the work of the SBA on behalf of America’s small business men and women. |
look forward to a productive 2019 and to our continued work together.

Thank you again, Mr. Chairman, Ranking Member Cardin, and members of the
committee, for the opportunity to testify today.
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Chairman RuUBIO. Thank you, and thank you for being here.

Let me start with this. There is a—and I mentioned this in my
opening statement. The proposed rule that has been released and
makes significant changes to the rules governing the SBA’s lending
program, it has resulted in about 4,000 individual comments. Now
what I have heard from some lenders in Florida about the impact
on the rule, especially those receiving loans under $350,000, I have
heard a lot of concern about it.

The change in the rule, I think, generally requires a full discus-
sion, but the part that I am troubled by is it appears that it did
not consider how the rule would affect small businesses. The Regu-
latory Flexibility Act requires agencies to consider the impact of
their proposed rules on small entities and to consider less burden-
some alternatives if the rule would have significant impact on a
substantial number of small entities.

The SBA Office of Advocacy, which monitors compliance with the
Regulatory Flexibility Act, has looked at this rule and has asked
the SBA to look for a less-burdensome way to regulate the loan
program.

So what analysis, if any, did the SBA perform to determine the
impact of this rule on small entities?

Mrs. MCMAHON. Primarily—and thank you for the question, Sen-
ator—primarily, we looked at this rule change relative to fees. And
what jumped out at us, in fact, our Oakland office suddenly saw
a few outliers in the fee structure. For instance, one particular loan
in the amount of $22,000 had fees of $11,000. That prompted us
to look across loans in very different areas of lending, different
amounts, and we looked at about 65,000 of those loans, and we
found that there were some outliers. But by and large, about 90
percent of the lenders were right in the area of the fee proposal
caps that we took a look at. So we were comfortable with that
range of the fee caps.

And we looked at—you know, there were about 4,100 responses
now. We are still in the rulemaking process. So clearly as we con-
tinue to review those responses during the rulemaking process we
will evaluate if we need to make changes in the rule and we will
certainly report back to you, and I am welcome to have discussions
with you at any time about that.

Chairman RuUBIO. Well, just to be clear, at this moment the
SBA’s rationale is that this rule would not have a significant im-
pact on a substantial number of small entities?

Mrs. MCMAHON. I think in the lending process. What the rule is
to do is to protect the borrowers, because the borrowers are the
ones that were being gouged

Chairman Rusro. I see.

Mrs. MCMAHON [continuing]. With exorbitant, I think, fees, fees
that were being charged, both to the lender and to the borrower.
So we wanted to make sure that we have strengthened the pro-
g}ll'am to protect small entities, not in any way to negatively impact
them.

Chairman RUBIO. So obviously if moving forward it is to be dis-
covered that the SBA did not properly consider how the rule would
affect small entities, would you commit to being open to re-exam-
ining the




15

Mrs. McMAHON. Certainly, and we are continuing the rule-
making process and we definitely will look at what those responses
are.

Chairman RUBIO. On the issue of disasters—and there are sev-
eral of our members here who have been impacted by it—I don’t
need to tell anyone here what role this played. I outlined it in my
opening statement. And making programmatic improvements
should be one of our top priorities, because these events have
shown both the strength of the program and some of the places
where we can get better.

As you know, the physical presence of SBA in the form of busi-
ness recovery centers is crucial to being able to receive necessary
support, especially as a natural disaster leaves millions without ac-
cess to power, to the Internet. For example, most recently in the
aftermath of Irma and Michael, thank you for hearing our calls to
have these ground resources there.

So I want to begin the discussion with SBA’s disaster recovery
program and get your take on what efforts Congress should
prioritize. After responding to so many natural disasters, what are
the lessons learned and how can the SBA better coordinate with
FEMA and other government agencies in disaster response? How
can you better coordinate with FEMA and what can Congress do
to assist in that effort?

Mrs. McMAHON. I have an incredibly good relationship with
FEMA, Administrator Brock Long. He and I have met several
times. I have traveled with him to disaster zones. You know,
FEMA is first on the ground. SBA is right behind them, or at the
same time, and we co-locate in the FEMA offices. FEMA is, first
of all, taking care of the immediate needs of housing, food, et
cetera, and SBA comes behind for lending to those homeowners, as
also business owners, to get them back in their homes and back on
their feet.

I think we have a really good relationship with FEMA. One of
the things that I have stressed with our disaster department is the,
you know, response time we are there, working on the ground, I
want to see our application time for loans be reduced. And we are
working with new technology that we are—I am very proud of what
we have already accomplished.

In terms of the five hurricanes that hit in 2017 and 2018, we
processed our applications in half the time that it took for the prior
series of storms relative with Katrina and that group. So I think
we are making great progress. There is always room for improve-
ment.

Chairman RUBIO. I have one final question before I turn it over
to the Ranking Member. I don’t—the critical gap that SBA fills in
making capital available to victims is important. So last November,
a provision expired that allowed disaster victims to apply for phys-
ical damage disaster loans up to $25,000 without having collateral
required. Led by our colleague and member of the Committee, Sen-
ator Kennedy, Congress passed a one-year fix, but to my view that
it is necessary to permanently increase the cap of the physical
damage disaster to $25,000 so the victims may have adequate re-
sources to fully recover from these tragedies.
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What is the average physical damage disaster loan amount re-
quested, and I guess aligned with that is what are the negative
consequences of not—if we do not increase the loan limit?

Mrs. McMAHON. Well, as you can imagine, I am not sure what
the average is, but I can respond this way. Critically, as soon as
a disaster happens, the sooner you can get funds into the hands of
those folks who have lost businesses or need to rebuild homes, the
better it is, and the larger amount that we can get in their hands
is better. So having to revert back to the $14,000 really would have
limited our ability to be able to service those needs—$25,000, hope-
fully we can make permanent.

Chairman RUBIO. Thank you. Ranking Member.

Senator CARDIN. Well, thank you, Mr. Chairman. Again, thank
you, Madam Administrator, for your work.

You had one of the largest percentages of workers that were laid
off or furloughed as a result of the government shutdown. Have all
of the workers received their back pay since the government has
reopened, under the Small Business Administration?

Mrs. MCMAHON. I'm happy to report yes, and when our workers
came to work on Monday morning after the furlough they had a
letter from me on their computer that said my number one priority
was to get them paid. We had processed the paperwork to get them
paid and they would get paid by Thursday of that week. I am glad
to report they were paid by Tuesday night of that week.

Senator CARDIN. Well, thank you. I appreciate that, because it
was pretty desperate.

There 1s also, I assume, some of your workforce that laid out
money for travel, et cetera, that was reimbursed by the govern-
ment. Has that also been processed to make sure that they are re-
imbursed for their out-of-pocket expenses?

Mrs. McMAHON. You know, I will check on that and get back to
you. I do not know that answer.

Senator CARDIN. I appreciate that.

Mrs. MCMAHON. But I can tell you it was pedal to the metal for
me, to make sure everybody was made whole.

Senator CARDIN. Thank you. The numbers that we have is that
during the shutdown there was approximately $117 million of 7(a)
and 504 loans that were held up as a result of the shutdown. You
have given us some impressive numbers since you have reopened.
Is there a backlog today, or how are you dealing with the inability
to give the loans during those 35 days?

Mrs. MCMAHON. Well, the good news is, as I mentioned in my
testimony, that we had put process and procedures in place even
prior to the storms, just in good business practice, that we had re-
duced the processing of our loans in half. So that really helped us
coming out of the furlough period.

So we caught up on our loans in about two weeks. There is a bit
of a backlog still relative to some 504 servicing issues. All of our
delegated loans moved through quickly. It was the non-delegated
loans that took us a little bit of time to catch up. So basically it
is just the servicing of the 504s, and that, I think, they will be fin-
ished pretty quickly.

Senator CARDIN. Good. You mentioned in your prepared testi-
mony about servicing the agencies that were still open for their
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small business set-asides—Department of Defense and others. But
those agencies that were shuttered as a result of the shutdown,
how are they complying with their small business commitments
now that government has reopened? Are you confident that they
will put small business as a priority in dealing with the con-
tracting, as required?

Mrs. MCMAHON. Well, any that we find that are not—and I have
not come across any yet that are not complying—we would cer-
tainly be urging them to make sure that small businesses are a pri-
ority for them.

Senator CARDIN. One of the areas that we heard about is the
mandatory training required for 7(a) Community Advantage lend-
ers, and that that was postponed, canceled during the shutdown
and has not yet been rescheduled. Do you know whether you are
scheduling the mandatory training so that Community Advantage
lenders can satisfy that requirement, new vendors?

Mrs. McMAHON. It will be rescheduled. I do not have the time
with me today but I can let you know.

Senator CARDIN. Would you, because that is a priority. Because
I know Community Advantage program, it is one of the major ef-
forts we have to help disadvantaged communities, and it was a
major setback to have that mandatory training canceled, which you
had to do during the shutdown.

You have heard both Senator Rubio and I talk about wanting to
make these programs work better for the small business commu-
nity. We would like to work with you and evaluate how these pro-
grams are working. We have not reauthorized these programs for
many years, and it is, I think, incumbent upon the Congress to re-
authorize the major programs.

Can you assure us that your staff will work with us in a way
that we can look at the legislative authority on your major pro-
grams and look towards a reauthorization that would help us work
together to focus on how we can make these tools work better and
help disadvantaged communities?

Mrs. McMAHON. I look really forward to doing that. I think we
have shown, over the last couple of years, not only your willingness
to work with us but our willingness to be with you too. In fact, I
have enjoyed traveling with many of you in your states, and Sen-
ator Coons, Senator Shaheen, I have certainly been there, and I am
really happy. I have not been with Senator Kennedy but I have en-
joyed my trips down to New Orleans and Louisiana. So we look for-
ward to that.

Senator CARDIN. Well, and I just would confirm that you have
been very accessible and your staff has, and we appreciate that.

One last question, if I might, dealing with small businesses that
had—were doing work for the Federal Government that were not
paid during the shutdown, that had service workers. We are look-
ing at legislation to try to help them. Are you—do you have a way
to reach out to small business communities that may have had dif-
ficulty in maintaining their workforce that had contracts with the
Federal Government to see whether you can assist them in men-
toring them as to how they deal with protecting the workforce that
was disadvantaged during the shutdown?
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Mrs. MCMAHON. We are gathering some of that information now,
but as you can imagine it is—those contracts across all agencies of
the government are those that we are working more closely with
firsthand, with DoD and others. We had more information but it
is a pretty big task, but we are certainly reaching out to all of
those contracting offices to see how we can help.

Senator CARDIN. And would you keep us informed——

Mrs. MCMAHON. Yes.

Senator CARDIN [continuing]. As to how that—because that is an
area that, I agree, we did not anticipate this, but I think would be
good for us to get an understanding of the risk factors that we have
in regards to contract workers.

Thank you, Mr. Chairman.

Chairman RUBIO. Senator Romney.

Senator ROMNEY. Thank you, Administrator McMahon. It is good
to have you here today, and I want to express appreciation on be-
half of my State for the work the SBA does to help create small
businesses, particularly in areas that are most affected by changing
economics. Rural parts of our State have been an area where there
has been a great deal of SBA focus, for which I express a great deal
of appreciation, and also areas where there is a disruption as a re-
sult of changes in technology.

Specifically, we have a county called Coal County—excuse me—
Carbon County, which obviously is a place where a lot of coal is
mined, and there has been a lot of loss of employment there, and
the SBA has played a real role in helping get people on their feet
with new enterprises.

I am of the view that it would be wonderful if the Administration
were to do the same thing that President Kennedy did when he
talked about his challenge to go to the moon, if we would have a
challenge to have a transformative initiative in the world of energy,
so that we could find ourselves not reliant upon energy sources
that are creating, or contributing to global warming.

And I wonder if it is possible for the SBA to, in any way, encour-
age enterprises that have, as their interest and their focus, changes
that will make us perhaps someday achieve an objective like that.
And I wondered to what extent the SBA is able to have influence
in the types of purposes of businesses to which you make loans.

Mrs. McMAHON. Well, clearly that is a big goal and a lofty goal
and one I think we all aspire to get to. We do not have a particular
focus in SBA at this particular point on that development, except
to say that through all of the technology support that we give, es-
pecially through SBIR programs, STIR programs, there are so
many incubators that are looking at developing technology to help
in energy and across all sectors. So to the extent that SBA is sup-
porting all of those technology programs clearly the forms of energy
would be part of that.

Senator ROMNEY. Thank you. I think we all are familiar with the
statistics that the great majority of jobs that are created, millions
and millions of jobs are created every year by small business. At
the same time we know that millions and millions of jobs are lost
every year by small business.

A professor at Harvard Business School, Michael Porter, has in-
dicated that there are two categories of businesses, some he calls
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export businesses, which sell goods and services to a broad commu-
nity throughout a State, throughout a country, perhaps even glob-
ally, and then there are other businesses that are support enter-
prises—hair salons, auto repair shops, and the like. And the latter,
it would seem, tend to rotate more coming in and out of business.
The others have the potential to be longer-term contributors to the
economy with more permanent job opportunities for those that are
employed there.

And I guess the question is, can you make efforts to encourage
tShOZ% kinds of enterprises to be the recipients of support from the

BA?

Mrs. MCMAHON. Well, I can tell you that one of the reasons why
we do have our resource partners located all over the country—our
SCORE offices, our SBDCs that are co-located with universities,
our women’s business centers, our veterans, our outreach centers—
because they are mentoring and helping businesses understand not
only how to start and to grow, but once they get to a certain posi-
tion then how to scale. Because I have often said there is no status
quo in business. You can start but unless you start to grow you're
going to eventually start to decline. So how do we help them scale?

And that happens more often in understanding their business
and their business plan in our resource partner offices, which are,
you know, free to those who are going to those offices. And I have
spent the last 20 months traveling the country—you were not here
so I will just be repetitive—traveling. I have been to every State
and I visited every SBA district office. There are 68 of them. I have
made it a point to sit with businesses in roundtable discussions
and visit their businesses, because I want to make SBA not the
best-kept secret in the country for those mentoring and networking
opportunities.

And I think we have made some good progress because I have
done local media in all of those areas to talk about the programs
from SBA, and I think we are seeing, you know, an uptick in those
offices. We are incredibly supportive of our SBDCs. There is a real-
ly fine one in Utah. And we just want to encourage people to go
there. The small businesses can go but they do not understand
their business plan. And the biggest single factor for small busi-
nesses to fail is cash flow management, so we are hoping to help
them understand that better.

Senator ROMNEY. Thank you, Administrator.

Chairman RUBIO. Senator Shaheen.

Senator SHAHEEN. Thank you, Mr. Chairman, and congratula-
tions on your new position.

Administrator McMahon, I want to begin by thanking you and
the SBA for your commitment to sign the Notices of Award for
those SBDCs that operate on a calendar year. I met with the folks
from our SBDC in New Hampshire who talked about how impor-
tant that is in giving them clarity for how to go forward this year,
so thank you very much for that.

And I would put that on the list, to follow up on Senator Cardin’s
comment, of programs that we need to reauthorize. We need to do
it as soon as possible. It has been a very long time since that reau-
thorization has happened, and as you pointed out, the SBDCs do
some of the best work of any of those resource partners for the
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SBA. So I hope that we can work with you to get that done this
year.

I want to talk about, to begin by talking about the role of women
in small business, and you are now the third woman in a row to
serve as SBA Administrator, so that’s been a very good sign, I
think, in the trend for SBA.

But while we have seen the number of women-owned businesses
grow from just 4.6 percent of all firms in 1972 to 40 percent of all
firms in 2018, unfortunately just 15 percent of U.S. venture capital
dollars went to firms with a female founder in 2017, and women-
owned businesses still secure only about 5 percent of Federal Gov-
ernment contracts, based on the last 2016 SBA data.

So can you talk about what more you think SBA can do to help
support those women-owned firms, which are growing despite the
challenges, and just think what they could do with a little more
support and access to capital?

Mrs. McMAHON. Thank you, Senator. It is a subject very close
to my heart. Before I came to SBA I had actually founded a com-
pany that was to support women in business, so it is something I
like to keep a sharp eye on.

One of the things that we are doing, this upcoming year—and we
have already been working on it, and I mentioned it in my opening
remarks—it is a new platform. It is an interactive learning plat-
form for women entrepreneurs. It will be first at SBA, and then we
hope that all agencies will be able to use it. You know, right now
we reach about 150,000 women through our WBCs and other of-
fices. This platform will enable us to have an outreach into rural
areas and to other—for women to use it at their own time. And we
think we are going to be able to reach about 1 million women.

And this, again, will start out—the first program that is on it is
about scaling. It is about growing your business, because a lot of
women will get to a certain point, and then they will need capital
and they do not know how to get to that next step. So this is going
to be an interactive learning program that I really am confident is
going to be a little bit state of the art, and even though I have sort
of announced it now, the official rollout is going to be in May, with
National Small Business Week. I think this is going to be an in-
credible tool.

We have also authorized, I think it was nine more women’s busi-
ness centers since last year, so we are up to 100—I am going to
get the number wrong—114, 117. I will clarify that for you. But
just having more—women have more access, again, to these men-
toring services I think is incredibly important. And the mentoring
is not just about, you know, business plans and marketing, but it’s
also where to go to try to get capital, you know, for your busi-
nesses.

And I have met with some incredible venture capitalists, you
know, that are in the marketplace, that do, more specifically, for
women, like Springboard. So I try to learn from them more
thoughts of how we can push women towards them or in ways that
we can encourage our lenders to have more women through that
pipeline, because I think that’s really important, and to encourage
women, you know, to take that risk to get more capital. And so I
think, combined, we will have a good program moving forward.
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Senator SHAHEEN. Well, I hope when you roll out the platform
that you will let us know so we can share that with the businesses
that each of us deal with in our own State.

Mrs. MCMAHON. We definitely will. Maybe you will get a preview
when we are doing the beta testing, just for you.

Senator SHAHEEN. Good. Sign me up for that.

One of the real challenges that our young entrepreneurs have, 1
think, is the amount of student loan debt that so many young peo-
ple are graduating from college with these days. In New Hamp-
shire we have the second-highest student loan debt in the country.
And as we look at some of the biggest, most transformative, excit-
ing businesses, many of them were started by young people right
out of school who then were able to grow those businesses. You
know, Facebook comes to mind as one of those.

So in thinking about young people starting businesses and want-
ing to be entrepreneurial as they come out of college, would you
support the idea of deferring student loans for a period of time for
young people who are starting their own businesses?

Mrs. McMAHON. I think so, because it would give them a little
bit of a breathing time to do that.

Senator SHAHEEN. And do you have any thoughts about how we
could actually put that idea into place, and whether that is some-
thing SBA might be willing to help with?

Mrs. McMAHON. I would like to come and talk to you more and
get more of your thoughts on that as to how we could—how we
could be helpful together.

Senator SHAHEEN. Good. Thank you. Thank you, Mr. Chairman.

Chairman RUBIO. Senator Ernst.

Senator ERNST. Thank you, Mr. Chair, and Administrator, thank
you very much for being here. I appreciate it.

During the first two years of the Trump administration we have
really taken some big steps to reduce excessive regulations on
small businesses, and, of course, as a result our job creators are
spending less time on compliance issues and sorting through regu-
lations, and instead they are focusing on growing their businesses
and investing in their employees.

I have started my 99-county tour this year, doing the full Grass-
ley, and as I am working across the State of Iowa I do hear an
overwhelming sense of optimism from our small business owners.
They really are the lifeblood of our Iowa and our rural commu-
nities, so we appreciate their hard work and your advocacy on their
behalf.

And during the 2017 National Defense Authorization Act, Sen-
ator Gillibrand and I included legislation that requires the SBA to
submit a report on small business participation in multiple award
contracts, and currently the Federal Government is increasingly
using large contracts, but there is very little data regarding these
awards, and whether adequate awards are being given to women,
to veterans, and to minority contractors.

And the deadline for the report was June of 2018. Do you happen
to have an update on when we can expect that report to come out?

Mrs. McMAHON. Well, I saw a letter from you in January indi-
cating that that report had not gotten to you yet, which made me
go find out why. And it was a more complex answer than I ex-
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pected to have. To say I am disappointed that you have not had
a response from that, I can assure you that there is a lot more
focus and attention on it at the moment. But what I found out was
that we have to go across all agencies and not just go to one to find
out, you know, where the schedules are that small businesses can
then get onto to participate and to be there, you know, to partici-
pate in these contracts.

So we are doing that. We are in the process of doing that, and
I will not be much longer before I get back to you.

Senator ERNST. Okay. Well, very good. And that just speaks to
the——

Mrs. McMAHON. And I apologize.

Senator ERNST. Oh, no, that is—that is—it is unfortunate. We
would really like to be moving forward. If there is a way we can
craft legislation to find a way to really engage some of our minority
contractors, those women, those veterans, we want them engaged
in the contracting process within DoD. And if we can further that
we certainly want to do that.

So just another question then. The Federal Government is con-
solidating contracts more and more into much larger awards. What
steps do you think the Small Business Administration can take to
ensure that those small businesses are not being left behind in that
process?

Mrs. McMAHON. Well, you know, we do have a formula, you
know, with the Federal Government that, you know, 23 percent of
Federal Government contracts must be awarded to small busi-
nesses. So we are vigilant about that. Also, as part of that break-
down, the percentage that goes to women and other, you know, mi-
norities, you know, for those contracts.

So our Office of Advocacy keeps a sharp eye on that. We want
to make sure that we are meeting all of those demands. I think as
Senator Shaheen said, you know, women are like 5 percent of those
contracts that are being awarded, and I really—I want to see
that—sometimes we fall a little short of meeting that 5 percent. I
want to exceed that 5 percent. So we want to make sure our small
businesses are part of that program.

Senator ERNST. Right. Outstanding. I will yield back my time.
Thank you.

Chairman RUBIO. Senator Rosen.

Senator ROSEN. Thank you. Thank you, Chairman Rubio, Rank-
ing Member Cardin. Thank you, Administrator, for your work, your
presentation. I look forward to being on this Committee and sup-
porting small business and entrepreneurship around our country.

This past weekend, in Las Vegas, I hosted a roundtable at the
Urban Chamber of Commerce with members of the Las Vegas Afri-
can American small business community. We had a really robust
discussion about ways to continue to promote economic growth
across Nevada. And so one of the top concerns that they had this
weekend, and something I actually hear every time that I go speak
with small business owners and all of our local chambers, is the
need for quicker, easier access to capital. So more resources, I be-
lieve, need to be given to small business development centers, espe-
cially to assist our minority business owners.
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And so what are you doing to increase capital specifically for mi-
nority-owned businesses?

Mrs. McMAHON. Well, we want to make sure, first of all, they
are aware of where to go, you know, to get capital, to apply for
their loans. And that’s why I am trying to make sure more people
are aware to go to sba.gov and look at all of the resources that
might be available to them.

You know, between our 7(a) loans and our 504 loans, which are
the two biggest loans, we have about $30 billion each year in ap-
propriations for those loans, and so we want to make sure that
those who need them know where to go to find them, and that we
can help them do that.

So we do it through outreach from our district offices, through
our own online presence, through workshops that we have in the
communities, through outreaches through our lender resource spe-
cialists that interact with our lenders in the community to make
sure that those who are seeking capital, you know, can know where
to find it.

Senator ROSEN. Perfect. And do you think that the current fund-
ing levels for your small business development centers are ade-
quate as it stands today?

Mrs. McMAHON. I think it is, because often we find that there
is some carryover from year to year at the SBDC. So I want to
make sure that we are spending those dollars effectively.

Senator ROSEN. Perfect. I want to move on to another issue that
I like to talk about a lot, which is cybersecurity. So small business
owners don’t often consider that they are going to be attacked, and
they often don’t have the resources, of course, that large businesses
have, just due to their size and the nature of their business.

But the majority of all targeted cyber attacks were actually di-
rected at small businesses. And so 60 percent of businesses that
are attacked will go out of business within six months after the at-
tack. You think about dog groomer or a hair salon, those things.
They do not have the resources to recover if all that information
is gone from them. So they have the valuable information cyber
criminals want—those credit cards and customer data, employee
accounts.

So I know that you have been working with NIST and the FBI
to improve the small business cybersecurity, so can you discuss any
other initiatives that you might be working on to help protect our
small business owners and partner with them so they can protect
themselves against hacking?

Mrs. McMAHON. I think what you talked about are some of the
greatest ways to do it, you know, working with the FBI, and we
have, you know, internally, before we even went externally at SBA,
we wanted to make sure that our—you know, our data was very
well protected, and we made great strides and great efforts to do
that. As a matter of fact, we have, you know, received awards now
for where we are in our cybersecurity platform.

So taking that kind of a role model to kind—we cannot role out
exactly what that is to small businesses, but I think making small
businesses aware of the threat of cybersecurity, we found was one
of the things that they did not ever think about when they were
setting up their businesses. You know, some of them are more in-
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terested, okay, how do I take Square and bill immediately? How do
I, you know, reduce the time frame of my paperwork through some
of the technology that is available? And yet they really never
thought about, oh, it is just me. I do not have much of a customer
base, so I am not a target.

So I think with more publicity, more education for our small
businesses, and it is part of the program that we are rolling out
to them through our district offices and our resource centers, is to
make businesses aware of hacking and to look at programs for
anti-hacking.

Senator ROSEN. And I hope that as you roll out some of these
websites and platforms for people to find on-ramps you can also
maybe consider having links to cybersecurity sites, or ways that
they can do that kind of hygiene, or give them the tools to search
out what they need and help them in that way, because they often
do not know where else to go.

Mrs. MCMAHON. Sure, and link from the sba.gov website on that
too, as well, would be a good thing.

Senator ROSEN. Thank you. I would appreciate. I yield back.

Mrs. MCMAHON. Thank you.

Chairman RUBIO. Senator Kennedy.

Senator KENNEDY. I want to thank Senator Hawley for letting
me go first. I am going to ask you one question, after making a
quick statement. I think you are doing a fantastic job, Madam.

Mrs. MCMAHON. Thank you, sir.

Senator KENNEDY. And I know you are working hard. I am sorry
I missed you in Louisiana.

Mrs. MCMAHON. Me too.

Senator KENNEDY. I will catch you next time.

I have just got one question. You have been on the job now for
two years. You knew a lot even before then about business. You
know even more now. What impact do you think the Green New
Deal will have on small business in America?

Mrs. McMaHON. Well, I think I would have to see how it exactly
rolls out. There will be a lot of impacts on small businesses that
I think would be very difficult, but I think I would rather reserve
my comment until I really know more about it.

Senator KENNEDY. Well, do you think it will have a positive im-
pact or a negative impact? Let us start there.

Mrs. MCMAHON. Well, ——

Senator KENNEDY. I agree with you that it will be impactful.

Mrs. McMAHON. I guess that depends on what kind of businesses
do what under the Green Deal. If it is technology development,
looking at other sources of energy, they will probably exceed. If it
is impacting small business farmers, especially, and some of the
isssues that we are looking at, I think that those would be harmful.

0—

Senator KENNEDY. What about the taxes that would be charged
to small business in order to pay for it?

Mrs. McMAHON. I do not know if we know where that is yet, but
I am not sure we could—from what little I know, I am not sure we
could tax enough to pay for it.

Senator KENNEDY. Okay. Well, you have had two years of experi-
ence here in the Federal Government. Suppose a President turned
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to you and said, “Here is the Green New Deal. Implement it.”
Where would you start?

Mrs. McMAHON. I would have to take a look at it and see where
we would need to start. I am not trying to be evasive with my ques-
tion but just to implement a whole new program you have to look
at where it is going to start. And you are talking about specifically
relative to new business. Do we look at farmers? Do we look at
technology?

Senator KENNEDY. Well, I am thinking——

Mrs. McMAHON. Do we look at bankers or lenders, and how do
we do that?

Senator KENNEDY [continuing]. Suppose the President turned to
you and said, “I want you to implement a program that would
guarantee a good-waged job to every American,” if they wanted to
work. If they did not want to work they did not have to. How would
you go about doing that?

Mrs. MCMAHON. With great difficulty.

Senator KENNEDY. Okay. Thank you, ma’am.

Mrs. McCMAHON. Thank you, Sir.

Senator KENNEDY. Thank you, Senator.

Chairman RuUBIO. Senator Coons.

Senator CoONS. Thank you, Chairman Rubio, Ranking Member
Cardin. Congratulations, Chairman Rubio, on your new role.

Senator Kennedy and I are, in this Congress, going to be the
Chair and Ranking of the Financial Services and General Govern-
ment Subcommittee, and I look forward to talking with you,
Madam Administrator, about your budget priorities for this coming
year. I just—I want to congratulate you on everything you have
gotten done. Your report back to us about cutting loan processing
time in half, increasing backup to the pre-slowdown level, digital
training and outreach for women entrepreneurs is just another re-
minder of why I enjoy working with you and enjoy being on this
Committee.

I recently met, actually yesterday, with the head of the SBDC
from Delaware, to hear about some of their concerns and what they
are doing operationally, and to being encouraged about their work.
I look forward to reauthorizing SCORE in this Congress, something
Senator Risch and I have now tried two Congresses in a row.

And SBA is making a great impact in Delaware. Last year you
guaranteed 195 loans to small businesses, totaling about $73 mil-
lion, the second-best year on record in the State.

So thanks for our recent conversations about poultry loans. I look
forward to continuing to work with you to ensure our poultry farm-
ers have access to appropriate and relevant financing and there is
sufficient oversight of lenders under delegated authority.

I want to express my appreciation for your working with my staff
to improve the method for designating rural areas. A State as
small as Delaware does, in fact, have rural areas, and because of
your office’s attentiveness all business in Sussex County, Delaware,
is now eligible to benefit from the Rural Lending Initiative’s fee
waiver.

Take a minute if you would and just help me—and I assume I
will have a chance to do this with Senator Kennedy on the Appro-
priations Subcommittee—but just at a high level tell me what your
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funding priorities will be for FY 2020, and I am hoping that in the
next day we will pass the FSGG approps bill for FY 2019. That will
be the first time in 20 years, because it is typically a divisive bill.
SBA is the one area in the bill that has never been divisive. So tell
me what your top funding priorities are for this coming year, if you
would.

Mrs. McMAHON. Well, always, clearly we look to make sure that
our lending programs have sufficient funding, and so that would al-
ways be a concern. But I would work with you, and if there were
any particular issues, and my staff would be working with your
staff to make sure that we are looking at all the programs. And if
we think there are funding opportunities that we should enhance,
then we will come to you and we will talk about that.

The women’s initiative that I talked about, that’s a—it’s platform
driven so there’s technology investment in that, you know, through
appropriations. I think we’re good but to move forward and roll it
out we might look for, you know, some additional funding on that.

Also, I really—one of my priorities this year is I traveled all
across this country, over the last 20 months. My goal over the next
year is to travel more internationally to look for more export mar-
kets, and how can we develop that?

I've had great outreach from many countries that talk to us
about the model that the United States has for SMEs, small and
medium enterprises, equivalent to our SBAs. How do we do it?
How do we work with the government? How do we set up our
training programs? And so I want to focus more on that, as well
as making sure that our STEP programs in our different states are
exposing those businesses to the opportunity for trade and for ex-
port. And so I think that is going to be a really critical program
for what we are doing. It is going to be a big program and I really
want to see that grow.

And now if we have USMCA, I think that is going to really en-
hance that, especially, you know, that is a treaty that, for the first
time, has a total chapter on small businesses. And I would hope
to see that chapter incorporated in other treaty deals as well.

Senator COONS. I look forward to working with you, in particular
on the international aspects, both trade growth and export. But
women’s entrepreneurship programming, I have been to more than
20 African countries and there is a rapid rise in women’s entrepre-
neurship in the developing world.

Let me talk about apprenticeships with you for a minute, if I
could. I appreciate your reference to the importance of workforce
development. I think apprenticeships offer a terrific cost-effective
way to develop skills for good jobs. But small businesses, in par-
ticular, have a hard time developing apprenticeships and sus-
taining them.

Senator Young is also on this Committee and I introduced the
Apprenticeship Hubs Across America Act in the last Congress. It
would fund workforce hubs, intermediaries which help small busi-
nesses design and run apprenticeship programs and provide sup-
port services to help apprentices complete their training, especially
in sort of non-traditional areas—not in the building trades, not in
areas that have had apprenticeships for a long time, but things like
hospitality, for example, or health care.
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In your travels around the country, what did you hear about
workforce needs for small business and how do you think an ex-
panded apprenticeship program might help with this? I recently
talked to the Secretary of Labor about this particular idea.

Mrs. McMAHON. And I work with Secretary Acosta a lot, and
looking at the apprentice programs, workforce development is one
of the—or access to a skilled workforce is one of the greatest chal-
lenges that I hear from small businesses all over the country—
small and big business. You know, we are—we clearly are at a
great unemployment level, which makes the demand for those
workers even more. So how do we skill those workers?

I have also been working with the Secretary of Education to look
at programs that are not just traditional, you know, in our high
schools and in our colleges. Apprentice programs, I think, are crit-
ical.

And I will give you just a quick side story, if I may. I was with
a landscaper and he started—he is not just a landscaper. He is in
big equipment business and clearing and all of that. And he said
when he was in high school he used to drive his dump truck. He
had a second-hand dump truck and he would drive it. He said it
did not do much for his dating life but it really helped him start
to build his business. And his friends always made fun of him.

He said, but he now has a really big, flourishing business. And
I encouraged him. I said, “Are you talking to your guidance coun-
selors at your schools, et cetera?” He said, “As a matter of fact, I
go at least once a month and talk to kids in assemblies and what-
ever about apprenticing. Come over to my shop. Let me show you
not only how to operate, you know, this big equipment, but how to
manage your business, how to grow, how to do sales, how to do
marketing.” I do not think you could do better than to have that
kirlld of one-on-one experience to help young people grow and de-
velop.

Senator COONS. Well, I appreciate your tireless advocacy for
growing small businesses and the relevant workforce. I will close
by just referencing that Chairman Rubio and [—we are joined with
Senators Kennedy and Jones—recently introduced the Small Busi-
ness Credit Protection Act to help make sure that small business
owners have the same protections against data breach, compro-
mising their credit, that many other larger businesses enjoy. So I
hope you will be willing to work with us, and with small business
owners, to build and protect their commercial credit.

I really appreciate your testimony and I appreciate the Chair-
man’s forbearance in allowing me to extend beyond my time.
Thank you.

Mrs. McMAHON. Thank you very much.

Senator COONS. I welcome you back to Delaware at any point.

Mrs. McMAHON. Thank you. I look forward to that.

Chairman RUBIO. Senator Hawley.

Senator HAWLEY. Thank you, Mr. Chairman. Administrator,
thank you for being here.

I have two questions for you. Thank you for the excellent work
that you are doing. But let me start with a concern, one that has
already been raised by the Chairman, related to the proposed loan
rule change.
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I want to ask you about the affiliation provisions. I have heard
from a lot of farmers in my State that they are concerned about
the changes, the proposed changes to the affiliation provisions. Mis-
souri, as you may know, is one of the top 10 poultry producers in
the United States. Poultry farmers, in particular, in my State, are
concerned that a lot of smaller operations who depend on partner-
ships with larger poultry operations will be swept in by this rule
change and, therefore, no longer eligible.

Will you take—and I am sure this is showing up in the many
thousands of comments you have received—will you be taking
these sorts of things into account as you assess going forward with
this rule?

Mrs. MCMAHON. Oh, we absolutely will, and that is exactly what
we are doing now, as part of the rulemaking process, is evaluating
those statements that have come in.

You know, SBA operates under the umbrella of making sure that
our lending goes to right-sized businesses. So we need to make sure
that they are, in effect, small businesses, under all of the guide-
lines, and there is no credit elsewhere available. So as we look at
all the responses that are coming in we will then report back.

Senator HAWLEY. Great. I look forward to that. Thank you, and
thank you for your attention to this.

Let me ask you about the Rural Initiative Pilot Program. As a
guy who grew up in a very small town in rural Missouri, and famil-
iar—all too familiar with the difficulties that rural parts of our
country and of my State are facing in terms of keeping good jobs,
attracting new businesses, starting a business in a rural area—I
mean, there are significant challenges across all these fronts.

Your Rural Initiative Pilot Program, to increase access to capital
in rural areas, I think is extremely promising and much needed.
I wondered if you could describe that to us and the progress that
you are seeing there, or making there.

Mrs. McMAHON. Well, I have signed a Memo of Understanding
with Secretary Perdue at USDA, because we want to combine our
service. He has greater outreach into rural areas. They have 96,000
people in the field in USDA. So what we are doing is combining
our marketing materials as well as loans that we have, loans that
USDA has, and providing those marketing materials into the mar-
ketplace so that more and more of our potential rural business de-
velopment can see exactly what is available, you know, for them.

In addition, I think that—I am not doing it but Secretary Perdue,
under USDA, has launched, you know, a rural toolkit for
broadband penetration. That is going to also help, I think, signifi-
cantly in helping our rural businesses grow.

Senator HAWLEY. Great. Thank you so much. Thanks for your
leadership on this.

Mrs. McMAHON. Thank you.

Senator HAWLEY. Thank you, Mr. Chairman.

Chairman RUBIO. Senator Hirono.

Senator HIRONO. Thank you. Thank you very much for coming to
Hawaii.

Mrs. McMAHON. I enjoyed my visit but it was much too short.

Senator HIRONO. Oh, well. You are welcome any time.

Mrs. McMAHON. Thank you.
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Senator HIRONO. Hawaii has had a number of disasters in 2018,
so I did want to go over some of these disasters and how SBA has
been very helpful.

So we had disasters including severe storms, floods, mudslides,
volcanic eruptions, earthquakes, and hurricanes. These disasters
displaced homeowners, disrupted businesses, and had an enormous
impact on individuals and families in our communities, as well as
State and local resources. And even today, people in my State are
still working to recover from these disasters.

And when you last appeared before the Committee in 2018, in
May, we had the opportunity to discuss the record rainfall that
flooded Kauai. In fact, it was the most rainfall that had fallen any-
where in the United States in the history of the United States——

Mrs. McMAHON. Wow.

Senator HIRONO [continuing]. And Oahu communities. And since
that time Hawaii has experienced other natural disasters, includ-
ing, of course, the volcanic eruptions on the Big Island.

So to date, roughly 500 disaster survivors in Hawaii, including
business owners, individuals, and families and homeowners have
received more than $48 million in disaster assistance from the
SBA, primarily through the SBA’s low-interest disaster loan pro-
grams. And with this assistance businesses have been given access
to SBA resources that will help them rebuild, including, of course,
replacing damaged machinery, equipment, inventory that may have
been affected by those disasters.

And, furthermore, homeowners—I think there was something
like 2,000 homeowners who are displaced because of the volcanic
eruption, and they have been given access to resources that will
help them rebuild by allowing them to repair their homes, refi-
nance mortgages, and make improvements to better prepare for fu-
ture disasters.

So needless to say that SBA has been right there. And at one
point we were having all of these natural disasters on a recurring
basis, and when I was on the Big Island there were dozens of Fed-
eral people, including, of course, the State and county people and
SBA there. They were there for months at a time, as it turned out.

And yesterday afternoon I had a chance to meet with local direc-
tors from Hawaii’s Small Business Development Center, and they,
as you know, provide businesses counseling services, and they have
many examples of how they hands-on help entrepreneurs to suc-
ceed, including, I think you mentioned, money management and
how to use computers to keep track, as opposed to handwriting,
you know, their receipts and all of that. So that is really important.

They reiterated the challenges that businesses in the State faced
last year related to these disasters, and, of course, were really ap-
preciative of SBA’s coordinated efforts.

So as an island State, when disaster strikes we are particularly
vulnerable so I will continue to work with you. And now I have
some questions, a few questions to ask you.

You were asked several times about the set-asides for women.
And in the country, we put out about $400 billion worth of con-
tracts to various businesses. And I am wondering whether the set-
aside for women-owned small businesses, which is 5 percent of this
$400 billion—is part of the challenge for women-owned businesses
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that they do not provide the kinds of goods or services that the gov-
ernment wants to contract for?

Mrs. McMAHON. That is a good question.

Senator HIRONO. Is that the problem?

Mrs. MCMAHON. I have not done that kind of analysis but I
think that is a really good question to raise, one I will look into,
and I will get back to you.

Senator HIRONO. Could you please, because I know that a lot of
small businesses that I have encountered, they work really hard
but they—I think they do not produce things that the government
wants. I mean, I love chocolates and cupcakes.

Mrs. MCMAHON. But I can tell you, I have been to a couple of
women-owned businesses

Senator HIRONO. Right.

Mrs. MCMAHON [continuing]. That produce manufacturing parts,
you know, and supply for, you know, the larger prime contracts.
Those women are—it is unbelievable how they run and operate
their businesses.

Senator HIRONO. So as you expand your outreach to rural areas,
and especially to women in these rural areas, I think it would be
helpful to encourage them to perhaps get into those kinds of goods
or services that can enable them to vie for the $400 billion in con-
tracts.

I also had discussed with you last time, and I am running out
of time, the importance of supporting the ability of Native Hawai-
ian-owned businesses or NHOs in Hawaii, or Native—Alaska Na-
tives, American Indians. You have a Native American outreach
program. And I would like to make sure that you are doing every-
thing you can to continue to enable these minority-owned busi-
nesses, these very particular minority-owned businesses to be able
to successfully be able to get government contracts.

Mrs. MCMAHON. I think, under my tenure so far, I think we have
made a good start. I just recently—we had a team on the ground
with outreach to the Hawaiian Native Americans to look and to see
what the—if there were issues, if there was help we could do, et
cetera. And so it has been certainly an instruction from me that we
must do more of that outreach.

And I had a great time when I was in Hawaii. Was the Daw-
son——

Senator HIRONO. Mm-hmm.

Mrs. MCMAHON [continuing]. The Dawson family, their whole
business.

Senator HIRONO. I know them well.

Mrs. MCMAHON. And, oh, my goodness, they were involved in
contracting, and they bring so many businesses in and support so
many businesses.

Senator HIRONO. Yeah.

Mrs. McMAHON. So I talked to them about how we could even
be more helpful and work more closely with them, because they
seem to have such a great footprint. So I will look forward to con-
tinuing that as well.

Senator HIRONO. Thank you, and, Mr. Chairman, just one more
thing. I want to pitch Hawaii on the Hill, because Hawaii on the
Hill is an opportunity for Hawaii’s small businesses to bring their
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products and services to Hawaii. And they come the farthest to
highlight their products and services. And I would like to extend
to you, as the SBA Administrator, to participate in the policy sum-
mit portion, because that is an opportunity for Hawaii small busi-
nesses to interact with leaders like you who will be making deci-
sions that will impact their businesses.

Mrs. MCMAHON. Is it called Hawaii on the Hill?

Senator HIRONO. Hawaii on the Hill.

Mrs. MCMAHON. When is it?

Senator HIRONO. It is a really hot ticket. Truly. The people stand
in line to get in.

Mrs. MCMAHON. Could I get an inside?

Senator HIRONO. Sure.

Mrs. MCMAHON. Could I get a little inside access?

Senator HIRONO. Thank you. Thank you so much. Thank you,
Mr. Chairman.

Chairman RUBIO. Senator Duckworth. Are you ready.

Senator DUCKWORTH. I sure am. I just made it. Thank you.

Administrator McMahon, as you know the Veterans Small Busi-
ness Enhancement Act was recently passed into law last year, al-
lowing veteran-owned businesses to be eligible for GSA surplus
property. Senator Kennedy and I worked very hard to make sure
our veteran-owned businesses have access to the program, with
help and support from the dedicated staff at SBA. My office has
been hearing from veteran-owned small businesses eager to take
advantage of this new program.

Can you provide details on how implementation will proceed,
specifically what SBA, in coordination with the GSA, issue general
implementing rules before establishing Memorandums of Agree-
ment with each State agency, or will SBA and GSA begin to get
those MOAs drafted and finalized now?

Mrs. McMAHON. What we are—I don’t mean—this is not a pejo-
rative statement, but what we are waiting on at the moment is for
GSA to establish and set the parameters for the program. We will
then be working with them very closely, and I would look forward
to coming back and talking with you about, here is what we are
looking at. How do you think we can improve that? I would really
appreciate your input when we are ready to do that.

Senator DUCKWORTH. Okay. Thank you. Let us hope that it
moves along quickly.

Mrs. MCMAHON. Yes. I think that is such a great—it is such a
great program.

Senator DUCKWORTH. Thank you. I have heard from small busi-
ness owners across Illinois that one of their biggest challenges con-
tinues to be access to capital and the need for technical assistance
from the Federal Government to help them compete with major
corporations. That is why I am developing legislation that would
enhance the SBA Microloan program, which helps meet those
needs, particularly for women-, veteran-, and minority-owned small
business and low-income entrepreneurs.

I think we agree it is an important program and I was really
pleased to see President Trump request increased funding for the
program in fiscal year 2019.
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Can you explain why the Administration believes the program is
important to the small business community?

Mrs. McMAHON. Well, it is one of our fastest-growing loan pro-
grams as well. And I think it does—and with the technical assist-
ance and working closely in the communities I think we are devel-
oping more and more of those small businesses. So it is really that
connectivity, and I am really pleased to see how well it is doing,
and we want to continue to focus on it.

Senator DUCKWORTH. Great. Thank you. I agree that, you know,
that is one——

Mrs. MCMAHON. And you might be interested to know that the
average loan is about $17,000 in the Microloan program.

Senator DUCKWORTH. That goes a long way, does it not?

Mrs. McMAHON. It does go a long way, but sometimes people
?eed $500 to start, or $1,000 to start. So that is about the average
oan.

Senator DUCKWORTH. That is fantastic. I cannot think of a better
time to enhance the program, and my legislation would—my draft
legislation would increase microloan intermediaries’ loan portfolios
per year, and overall, and authorize increased technical assistance
funding, just as you mentioned——

Mrs. MCMAHON. Mm-hmm.

Senator DUCKWORTH [continuing]. The importance of technical
assistance. I think this would serve as a continuation of the success
that SBA has had with this program.

Would you support my forthcoming legislative proposal that
builds on your progress to further increase intermediaries’ loan
portfolios so that they can take on more—we can give them more
money that they can loan out more loans to more businesses?

Mrs. McMAHON. I would—I would certainly look forward to
working with you on that.

Senator DUCKWORTH. Thank you. And also the level of technical
assistance, increased level of technical assistance funding, as well,
throughout the country.

I really think it is wonderful that you are supporting this pro-
gram and actively championing for it. I know across Illinois, for ex-
ample, small businesses are 95 percent of all employers——

Mrs. MCMAHON. Mm-hmm.

Senator DUCKWORTH [continuing]. In our State, and so the vast
majority of people in Illinois work for small businesses, and should
they not be successful we certainly would not be successful as an
economy, statewide. So thank you, and thank you

Mrs. MCMAHON. Thank you.

Senator DUCKWORTH [continuing]. For being so available to dis-
cuss this.

Mrs. MCMAHON. You bet. You know, two out of three net new
jobs in the private sector are created by small businesses.

Senator DUCKWORTH. Thank you.

Mrs. MCMAHON. So that is—we need to take care of them and
help them grow.

Senator DUCKWORTH. Thank you. I yield back the remainder of
my time, Mr. Chairman.

Chairman RuBio. Thank you. The Ranking Member had some
questions and then I had one to wrap up, as well.
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Senator CARDIN. I had one or two more questions. On workforce
development, one of the issues I hear over and over again is the
difficulty of small businesses getting trained workers. I know that
you mentioned that when you were here that, in your travels, you
are finding it challenging.

What steps have you taken to ensure that small businesses have
easier time finding skilled workers, and is there any way that we
can help you in that regard to help strengthen the tools in regards
to small businesses being able to have a trained workforce?

Mrs. McMAHON. Well—excuse me—it does become more and
more competitive as we have low unemployment, because clearly
then there is a competition for those workers. So that is kind of a
given as part of the marketplace.

However, the apprentice programs that we were speaking about
with Senator Coons, I think they are incredible. They are not—
those apprentice programs are not only being done by schools and
private businesses, they are also being done by unions who will
come in to different areas and offer apprenticeship programs. And
I think it is going to take more and more of the private sector
working with our educational system, and with government, to
make sure that we are emphasizing providing funding, you know,
for those programs.

I will give you an example of how this is working so well. I was
just—I was in Cleveland about a week ago, and I went to Tri-C
Community College. So not only do they work with the private sec-
tor to develop their apprentice—apprenticeship programs and tech-
nological training, but they have gone a step further. They actually
have taken a tractor-trailer and they have portable units for train-
ing in the field. And they take that tractor-trailer to businesses and
will be there for a time period to train those workers, at no charge,
often, for the program. Sometimes it is travel or expense-related re-
imbursement.

But that kind of innovative thinking, you know, for virtual weld-
ing, for technology, for computer science, and being able to take
programs to companies, to schools, is going to be one of the ways
that we are going to be able to increase our workforce.

Senator CARDIN. I would also urge you—the apprenticeship pro-
grams are critically important. I agree with you. This is the Con-
gress that should reauthorize the workforce development program,
and I would just urge us, this Committee, working with you, to
take a look at making sure there is a focus on small businesses in
our workforce development programs and local government, using
Federal funds

Mrs. MCMAHON. Mm-hmm.

Senator CARDIN [continuing]. To help small businesses deal with
this shortage of trained workers. Whether it is because of low un-
employment rates or just difficulty finding trained workers gen-
erally, it is a particular problem for small businesses.

Mrs. MCMAHON. Oh, it is, and it is something I talk about all
the time.

Senator CARDIN. And then, lastly, we passed the Small Business
Runway Extension Act, which deals with the five-year averaging in
order that there is not an abrupt qualification problem for small
businesses in getting the tools available under SBA. In talking
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with your staff I understand the delay in implementing that as you
are going through a rulemaking process. I would just urge you to
give this a priority attention, because I know this is an area where
Congress really wants to implement this five-year averaging as
soon as possible.

Mrs. McMAHON. And I think it is the right timing, as well, for
the five years, and so, yes, we are going to be pushing on that rule-
making.

Senator CARDIN. Thank you. Thank you, Mr. Chairman.

Chairman RUBIO. Just on the SBA disaster loans, last year we
were able to get language included in the supplemental, the 2018,
that ensures that applicants aren’t penalized when they apply for
but do not accept an SBA disaster loan. That only unfortunately
applies just to those disasters.

Does the agency support a permanent fix?

Mrs. MCMAHON. Yes. I would like to see a permanent fix. It is—
you know, it is relative to HUD programming. You know, SBA
comes in and we make our loans, you know, and in disaster lending
it is the only time that SBA is actually the bank, to make the loans
for businesses and for mortgages. So we make those loans, but then
the—going into the municipality or the local district office—not dis-
trict office, but local government—if HUD comes in to make the
grant it has been HUD’s determination that it is a duplication of
benefits.

So we would like to see that clarified, because we come—you
know, we get our stuff done and then we want to make sure that
those who are receiving the loans are not penalized.

Chairman RUBIO. And then on the SBIC program that was cre-
ated back in 1958, before there was really venture capital—in fact,
some think that is where venture capital got the idea from—but it
is still, even though we have a lot of venture capital today, it still
fills a gap that is really important. And I think what has been con-
cerning is to see the approval process that—well, the approval
process takes 18 months, and I do not know if that applies to it,
but there has been a decrease in the number of approved appli-
cants over the last two years.

I'm curious, do you know how many licenses were approved in
2017 and 2018, or either one of those years, or in cumulative, and
I ;guess what is behind the decline, what is being done to address
it?

Mrs. McMAHON. Well, we have changed. It is not declining any-
more. We have changed it. It went from 15 approvals to 25 approv-
als in 2018. So I am pleased to see the direction change on the ap-
proval levels.

It is—part of the timing is because those venture capital firms
who come in to get the license, they come in and first they apply,
and they get a green-light letter that says, okay, we have verified
that they are capable of running the SBIC.

Then they must go out and raise $75 million. They have 18
months to do that. Sometimes they do it in a much shorter period
of time. But they have a length of time to come and raise their cap-
ital. And they come back and then we have the matching program.
We put in $175 million. Then from that process, you know, the—
they just get approved at that point, so that is a few more months.
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What we are doing is shrinking the amount of that tracking by
new technology, and it is called backstop. It will give us the ability
then to track status of case management. I think that is going to
cut down on some of the approval time. So I am looking really for-
ward to getting that in place. It should be—it will definitely be be-
fore the end of the year.

Chairman RUBIO. Do you have anything further?

All right. Thank you so much for being here today. We really ap-
preciate it. I think we had great attendance and it was a good way
to start the year. We have a lot of work ahead of us but I think
you have done a good job at sort of outlining what you have done
to this point, and, in particular, your individualized awareness of
so many of the states that are applied here. I think certainly a lot
of members clearly have been interacting with you and are im-
pressed by the work that the agency has done.

So the hearing record for this hearing is going to remain open
for two weeks. Any statements or questions for the record that any-
one might have should be submitted by Wednesday, February 27th,
at 5 p.m.

Thank you again.

Mrs. McMAHON. Thank you both very much.

Chairman RuUBIO. Thank you.

Mrs. MCMAHON. Chairman, Ranking Member, thank you both.

[Whereupon, at 3:58 p.m., the Committee was adjourned.]
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Opening Statement and Question

Senator Jim Risch
U.S. Senate Committee on Small Business and Entrepreneurship
“Oversight of the U.S. Small Business Administration”
February 13, 2019, 2:30 p.m. (SR-434)

Good afternoon and thank you to the members of this Committee,
Administrator Linda McMahon, and Chairman Marco Rubio for holding this
important hearing.

While I realize this is not the first official hearing Chairman Rubio has called to
order this Congress, I’d like to recognize the significance of this being the first
hearing called to order in the Small Business Committee hearing room since
I've passed on my Chairmanship of the committee over to my dear friend and
colleague, Chairman Rubio.

As you all know, this Committee holds jurisdiction over the Small Business
Administration, a very important and valuable agency that has the ability to
enhance American productivity and make American entrepreneurship more
globally competitive.

Being that it’s a taxpayer-funded agency, conducting proper oversight of the
Small Business Administration is an essential duty of the members of this
Committee.

I am proud that last Congress as Chairman the Committee [ held numerous
oversight hearings on the programs administered by SBA and was able to enact
my bipartisan bill, the Small Business Lending Oversight Reform Act, into law.

This new law will increase the oversight authority of the SBA 7(a) lending
program and guarantee that entrepreneurs will have access to the critical capital
they need to grow their business, and I look forward to seeing that piece of
legislation implemented into law.

Administrator McMahon, [ am pleased to welcome you back to the Senate
Small Business Committee today. Thank you for making the time to be here to
discuss this very important topic.
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The House Committee on Small Business
Subcommittee on Agriculture, Energy, and Trade
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Chairman Blum, Ranking Member Schneider, and Members of the Subcommittee, thank you for the
opportunity to testify today and for holding this hearing, “Investing in Small Businesses: The SBIC
Program.” SBIA’s members are proud of their role in creating small business jobs and are thankful to
Congress and the Small Business Administration {SBA) for supporting American small businesses.

The Small Business investment Company {SBIC) Program, administered by the Small Business
Administration (SBA), has broad support because the core features of the program address fundamental
problems in the small business economy:

*  We need more smali business investment;

e We need to create more jobs here in the United States;

*  We need to support jobs domestically and not outsource and offshore our economic dynamism;

*  We need more investment in domestic manufacturing;

*  We need to be very frugal and wise with the taxpayers’ money and trust; and

¢ We need the government to serve Americans and their interests and not work against them.

SBIA thanks the members of the Committee for supporting small business investment and job creation
by unanimously voting through the Committee—and then unanimously through the full House—the
Small Business investment Opportunity Act and the Investing in Main Street Act. If we are able to get
these bills through the Senate, then more small businesses will be able to access growth capital.

My testimony is broken into three parts. The first section explains how the program works and why it
has been so successful growing small businesses and creating American jobs. The second section covers
common questions about the SBIC program. The concluding section covers some of the issues that
would benefit small businesses if improved. | have also attached a recent non-partisan Library of
Congress study on the extraordinary record of SBIC job creation; a small sample set of small businesses
that have received investment in districts represented by members of this committee; and a state-by-
state table of SBIC investment from 2012-2016.

The Small Business Investment Company Program Overview

It seems that only bad news gets attention, which does not make it easy for SBICs to get attention
because SBICs are an American success story. For example, in 2016 SBIC invested a record amount,
nearly $6 billion, in American small businesses. The program is having the best {lowest} loss rates in its
59-year history. There is currently unprecedented private sector interest in getting capital to small
businesses via investment in SBIC funds. A recent Library of Congress study found that SBIC-backed
businesses created 3 million new jobs and supported an additional 6.5 million jobs from 1995-2014 (a
period that included the Great Recession and the tech bubble recession). These quiet successes were
achieved while being the only major SBA program that was able to maintain its zero-subsidy rate - even
through the Great Recession and Financial Crisis. With the help of Congress and SBA, SBICs have seen
significant operational reforms to the program that have been producing positive results for the
American small business economy.

SBICs are highly regulated private funds that invest exclusively in domestic small businesses. At least
25% of an SBIC's investments must be made in “Smaller Enterprises.” (Smaller Enterprise are smaller
than the SBA’s normal small business standards.) SBA currently licenses two types of SBICs: non-levered
SBICs and Debenture {levered) SBICs. Both forms of SBICs invest in growing domestic small businesses,
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with non-levered SBICs tending to provide more equity capital and Debenture SBICs tending to provide
more debt capital.

SBIC feverage significantly increases the amount of money invested into the small business economy.
The private capital forms the foundation of an SBIC fund. SBICs raise capital from accredited investors
and institutional investors (pension funds, university endowments, banks, etc.). After the SBIC applicant
raises private capital, the SBA applies a rigorous licensing regime. If the SBIC applicant meets the legal
and performance criteria, then an SBIC license is issued. Once licensed, an SBIC is permitted to access a
line of credit (SBIC debenture leverage) to increase the amount of capital available for investment. For
example, an SBIC may raise $50m in private capital and then, after licensure, may access up to an
additional $100 million fine of credit, which combines for a total of $150 million. The leverage is
provided at a zero-subsidy rate and is eventually paid back in full {plus interest and fees). Ali of this
capital is to be invested in domestic small businesses and may not be used for “offshoring,” relending,
project, finance, or for purposes that are not in the public interest. Unlike many government programs,
the private capital is in first-loss position, which means the private investors lose their money before the
taxpavyer is exposed to risk of loss. This is an important taxpayer safeguard and a key reason why the
SBIC program has been able to maintain its zero-subsidy rate. The program is effective and distinct
because the private sector leads with its capital and investment expertise and then SBIC leverage follows
to augment the impact of the private investment. It is a mark of SBIC industry pride that the program
continued to maintain its zero-subsidy throughout the Great Recession.

»  Since 1958, SBICs have invested over $80 billion in hundreds of thousands of small businesses.

* InFY 2016, SBICs invested $5.99 billion in businesses that employ approximately 122,000 workers
across the U.S.

* For FY 2016, 313 SBICs were operating across the United States, which is a similar number as were-
operating 10 years ago. These SBICs managed $27.8 billion in committed capital resources.

e Ofthe 1,210 U.S. small businesses that received SBIC financing in FY2016, 28% were located in Low-
to-Moderate Income (LM1} areas of the country.

e The SBIC program has operated at a zero-subsidy rate since Congress mandated a zero subsidy in
the late 1990s.

e A 2017 study by the Library of Congress found that the average small business backed by a
Debenture {leveraged) SBIC Fund created approximately 125 new jobs and non-levered funds
created an additional 530 new jobs.

¢ Levered funds tend to provide more debt capital and non-levered funds tend to provide more equity
capital.

* From 1995-2014 SBiC-backed small businesses created over 3 million new jobs and supported an
additional 6.5 million jobs — all of which were in the United States.

» Many icons of American industry were once small business that received critical growth capital from
SBICs including: Apple Computer, intel, Buffalo Wild Wings, Build-A-Bear Workshop, Callaway Golf,
Costco, Federal Express, Gymboree, Jenny Craig, Restoration Hardware, and Staples.



42

SBIC Frequently Asked Questions

How does the SBIC Program Help the Taxpayer and the American Public?

The SBIC Program helps the taxpayer by providing capital to growing small businesses that in turn hire
more employees, invest in capital improvements, and generally grow the economy. A 2017 study by the
Library of Congress found that one new job was created for every 35 dollars of taxpayers’ money spent
administering the program. (The leverage operates at zero subsidy, but there are still some
administrative costs.) Correlation is not causation, but there is no doubt that the ability of successful
small businesses to access growth capital empowers them to grow and hire more employees.

SBIC investments are made in areas of the country and in industry sectors that are commonly
overlooked by conventional venture capital and private equity. The overwhelming percentage of
venture capital is invested in Northern California and the New York to Boston corridor, While SBICs do
invest in those areas, SBICs invest most of their capital in places other than this investment footprint.
For example, 28% of SBIC investments are in areas certified as Low-Moderate Income. Even SBICs that
are primarily located in population centers regularly invest well outside of their local area so the SBIC
program helps move capital to underserved areas — both urban and rural.

SBIC investments are commonly made in industry sectors largely passed over by many conventional
venture capital and private equity funds, including manufacturing and asset-light services businesses.

Distribution of SBIC Financing Dollars by Industry
FY 2010-2014

B Manufacturing,

: 28%
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Is the SBIC Program Effective?

Yes. Multiple studies, including a 2017 Library of Congress study {attached) have found the SBIC
program is very effective at supporting growing small businesses and creating jobs.
it could be even more effective with broader benefits to more communities with modest reforms.

is the SBIC Program an Efficient Use of Capital?

Yes. it is one of the most efficient, job-creating programs within the government. According to a
2017 Library of Congress study, only $35 in administrative government costs were associated with
creating each new job. There were only $11 in administrative costs for each additional job
supported. Further, the fact that the SBIC Program’s leverage has successfully sustained its zero
subsidy for so long is a testament to its operational effectiveness and efficient use of capital,

Is SBIC Investing the Same as Bank Lending?

*

No, SBIC investing and bank lending are very different.

SBICs provide education, training, and professional guidance that banks generally do not provide.
Banks are often only able to provide conventional lending to a small business after an SBIC has
invested in a small business.

SBICs provide long-term capital that empowers small businesses to survive and recover from the
inevitable surprises that can happen in business.

SBIC capital can be in the form of debt, equity, or both.

Banks and SBICs collaborate, but offer different types of capital so they do not compete.

Does SBIC Investment Displace Conventional Bank Lending?

»

No. Banks are partners, not competitors.

Banks are often only able to provide capital after a business has received SBIC capital because the
SBIC capital changes the capital structure of the business and thereby makes it more “bankable.”
Over 500 banks, ranging from small community banks to large banks, are investors in SBIC funds.
Some banks own non-levered SBIC funds and other banks are forming their own internal SBIC units
to provide equity capital that the banks cannot otherwise provide.

If small businesses could access this capital from banks, then they would get bank loans because
there are thousands of banks and conventional bank lending is less expensive.



Assistance to Help the Small
Business Grow and Have Good
Governance

Bank $BIC
Provide Debt Yes Yes
Provide Equity No Yes
Provide Convertible Debt No Yes
Provide Unitranche Capital No Yes
Can revoke capital on 30 to 60 | Generally, Yes No
day notice in the event smalil
business hits a snag or if there
is a macroeconomic disruption?
Are loans required to be fully Generally, Yes No
collateralized?
Cash Flow Lending Limited Yes
Able to provide Capital to No Yes
businesses that are not
otherwise bankable
Commonly has a Formal Role No Yes
on the Board of the Small
Business
Provides Management No Yes

Does the Government Own Any Part of these Small Businesses?

e No. The government does not invest in or own any portion of any small businesses.
* There was a time (1994-2004) when the government effectively participated in the ownership of
some types of SBIC funds, and therefore the small businesses, but that program ceased licensing

funds in 2004.

Is the Government a “Limited Partner” in SBIC Funds or Does it Own a Part of the SBIC Fund?
* No. The government manages access to and guarantees a private sector credit facility, but is not a
“Limited Partner.” The government is in a more advantaged position than the private sector limited

partners,

* The SBA does not own an interest in SBICs or their portfolio companies.
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* The SBA stopped being a “fund of funds” and stopped being a “Limited Partner” with the end of
licensing funds where the government participated in the profits (and losses) in 2004.
* The SBA is a regulator and a guarantor of credit facility,

Can the 7a and 504 programs do what the SBIC program is doing?

S$BA7a SBA 504 SBA SBIC
Government Yes Yes No
(Taxpayer) Guarantee
on Each Investment
Must the small Yes Yes No

business have
coliateral or a personal
guarantee to loan
against?

Does the Government Choose Which Small Businesses Receive Capital?

All SBIC investments are made entirely by the private sector via investing professionals without the
government’s involvement. Investments are made for real economic reasons. SBICs invest in growing
small businesses and then notify the SBA which small businesses received capital after the investment
has been made. There are size standards and other basic requirements and taxpayer protections that
must be adhered to, but government involvement stops there. The program is successful at creating
jobs and growing small businesses because it allows the private sector to find the businesses with the
greatest growth potential and direct capital to them.

What Happens if an Investment Underperforms?

A single SBIC will invest in many different small businesses, Unlike the 7a and 504 programs, when a
single investment underperforms or loses money, only private capital is lost, not taxpayer guaranteed
capital (leverage). The profits from the other investments cover the losses from the isolated
underperforming investment(s). If the profits from the other investments are inadequate to cover all the
losses, then the private investors’ capital is lost before taxpayer money is at risk. There is generally a
large private capital cushion that would need to be burned through before the taxpayer guarantees
would be realized. Even if the guarantees would be used, SBIC funds pay an annual fee on their leverage
that is designed to offset losses and maintain the statutorily-required zero subsidy rate. SBA can cut off
SBICs from accessing additional leverage or trigger an orderly liquidation process run. Even if a fund is
ordered into orderly liquidation, it does not necessarily lose private capital or realize losses for the
taxpayer.

What Built in Accountability Exists in the SBIC Program?

There is extensive accountability built into the program. Private capital being in first-loss position is a
very effective accountability tool because there is no “gambling with other people’s money.” Private
capital being in first-loss position is an important, buiit-in taxpayer safeguard. The SBA has reporting
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obligations that ensure the SBA is fully apprised of the health of the fund, and the funds receive
independent audits plus SBA examinations. The SBA can cut off underperforming SBICs from further
leverage and can even require disgorgement if an investment does not meet the SBA’s statutory and
regulatory requirements. SBA can require an orderly wind down of the SBIC and limit compensation. in
extreme cases, SBA can remove the fund managers.

Are Repeat Licensees a Good Thing?

Repeat licensees are exceptionally good for the small businesses and the taxpaver. Repeat SBICs
specialize in small business investing, which is good for small business, the SBA, and ultimately the
taxpayer. SBICs are only able to receive an additional license if their previous fund was a success and the
private sector was willing to commit its own money first. The private sector leads, and only then can a
license be issued. The market speaks before the SBA licenses. Keeping successful fund managers in the
program and culling poor performers is one of the reasons the program has been so good at growing
businesses and has been able to sustain its zero-subsidy rate. Congress recognized the importance of
repeat licensees by raising the “family of funds limit” to allow more successful managers to continue to
invest more money into more growing small businesses. The GAQ studied this issue in 2016 and found
repeat licensees were far less likely to be put into an orderly wind down than first time funds.

Is the SBIC Program Stress Tested and Sound?

The Great Recession and Financial Crisis were a real-life stress test. Unlike other SBA programs, the SBIC
Debenture program was able to maintain its zero-subsidy rate. Further, many small businesses were
able to survive the Great Recession because they were backed by SBICs. Banks were forced by their
regulators to pull lines of credit from thousands of small businesses, which then failed. SBIC-backed
small businesses benefitted from the longer-term capital provided by SBICs and had a much better
chance of surviving.

Opportunities for Improvement

Licensing

Licensing is down over 40% (year over year) and has slowed considerably since January. This drop off
was not caused by lack of private market interest in investing in SBICs. To the contrary, there is record
institutional interest in investing in domestic small businesses via SBICs. As many polls have pointed out,
small business optimism has been inspired by this Administration. in the face of this licensing
slowdown, licensing staff have been loaned to disaster loan processing, which will further slow licensing.
Fund managers, even repeat SBICs, are uncertain as to what is required for licensure or how long it will
take. This is particularly foreboding to smaller funds and funds that are not in financial centers for
whom taking the risk to form an SBIC is a very big personal, professional, and financial risk. This lower
licensing rate is likely a leading indicator of reduced future investments in small businesses. To quantify
what this slow down and confusion means, there is currently nearly $1 billion of private investment for
small businesses that is in licensing limbo, and some private institutions have pulled out of investing in
new Small Business Investment Companies.
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The licensing process for repeat licenses, which the GAO recently studied and found to be much less
risky, should be clear and relatively fast because these fund managers are well known to SBA and have a
history of performance and compliance. However, the ficensing process for all funds, even repeat SBICs
has slowed. For example, to pass the “Green light” phase of the licensing process used to take two
weeks but now requires a 4-6-month advance notice before filing the application, and then it will take
several more months to get a decision. These new built-in delays do not apply to new fund investors
with whom the SBA has no direct experience and has never regulated before. To be clear, new funds are
experiencing all sorts of new delays too, but they are different delays. SBICs would like a return to a
clearer, faster process so they can increase small business investment, which would seem very much in
line with President Trump's pro-jobs, pro-small business, pro-manufacturing, America-first economic
agenda.

Similarly, the Investment Division’s committee process has become protracted for performing licensing
interviews, licensing reviews, and approving leverage. The committee reviewing license applications
used to meet regularly {often weekly), but now meets irregularly with meetings and interviews being
rescheduled more often than occurring as scheduled. The committee chair has ceased the decades-long
practice of actively participating and attending nearly all the interviews for licensure. Lack of consistent
scheduling, attendance, and constructive engagement have added unnecessary delays. When the
committees do meet, the agenda is commonly not followed and key decisions are regularly not made or
repeatedly postponed. Additional delays have been caused by new internal policies that the committee
performing interviews must now give a minimum of 28-day notice before internally scheduling a
licensing interview, and the committee no longer is allowed to deliberate and decide immediately after
the interview while the information is fresh in their minds. There is now a mandatory delay period
before the matter can be discussed and decided, which runs counter to private sector best practices and
creates more unnecessary delays. Even when licensed, actual documentation of being licensed is taking
an additional several months. Scheduling delays are compounded by more and more scheduling delays.
The industry has not seen delays of this magnitude since 2007-2008.

Licensing Recommendations

SBA should return to a more timely licensing process, particularly for repeat licensees whose tracks
records are already very well-known and documented with the SBA. SBA should also return to having
regularly scheduled meetings. Both the industry and the SBA would benefit from clearly articulated
timelines and applicant feedback.

Finally, SBA should provide a more complete picture of what is happening in the licensing process by
regularly reporting data that recognizes the numbers and timeframes for applications and similar
reguiatory requests that have been “set aside” or otherwise sit in procedural limbo and may not be
showing up in the system now.

Examinations

SBICs are regularly examined by private, independent auditors. in addition to these conventional audits,
SBA performs additional regulatory examinations. Delays in these examinations have significantly
increased this year, particularly recently. For example, the year-over-year number of exams performed
is down 35% as of SBA’s most recent data release (June 30, 2017), and cycle times are up 33%. These
numbers are worse for leveraged funds. From january 1, 2017 to June 30, 2017, examination cycle time
for leveraged funds has increased from 10.8 months to 16.6 months. The delays in examinations do not
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mean the SBIC has never been examined before (they likely have many times), or that the SBA does not
have insights about what is going on in the SBIC, because SBICs still file reports after every investment
and provide detailed quarterly and annual reports to the SBA. SBICs have no control over when
examinations take place, and yet SBICs are being frozen in licensing or in securing leverage
commitments because the SBA has not performed a recent enough examination.

Examination Recommendations

SBA deserves credit for having recently contracted out some of their examinations. SBA recently made
another positive reform by allowing SBA examiners to perform multiyear exams instead of doing
mutltiple single-year exams. SBIA would also suggest that for SBICs with multiple licensees that
examiners should try to examine all licenses at the same time to reduce disruption to the SBIC's
operations and to reduce wasting SBA’s travel budget and human resources. We encourage Congress to
support SBA’s efforts to get caught up with the examinations, and we ask that this Committee maintain
its oversight role to make sure the examinations backlog is improving. Finally, SBA should recognize that
SBICs have no control over the timing of their examinations and should not penalize SBICs for matters
that are solely under SBA's control.

SBIC Program Transparency

SBIC data has become less transparent and more outdated. The 504 and 7a programs release their data
weekly, but the SBIC program releases its data quarterly, and then holds the data back for nearly two
months before releasing it. This data used to be released monthly in the first few days of the new
month. Further, SBIC program data and reports have been removed from the SBA website.

SBIC Program Transparency Recommendations

The SBICs do not need weekly data like the 7a and 504 programs, but the program data should be made
available in a timely fashion. SBIA believes this data should be released no later than two weeks after
the reporting period ends with the reporting period being no less than quarterly. SBA should return to
posting the information on the SBA website. SBA also should release the 2016 SBIC Program Annual
Report that was completed at the beginning of FY 2017 but is still unpublished.

Informational Technology {IT)

SBA staff cannot serve the public as effectively as the public deserves without the tools to do the job
efficiently. SBA deserves credit for undertaking an effort to make IT improvements, and SBIA asks
Congress to support their modernization efforts,

Operations

The Investment Division’s Operations section is run by experienced managers and frontline staff who
regularly engage directly with SBIC fund managers as their primary regulatory contact. Many of these
SBIC-Regulator contacts have become less constructive because the SBA staff are no longer clear about
what they are allowed to do and what are the current policies or interpretations. This is not because
they are not competent but because policies and practices are changing without advance notice to the
SBICs or the staff. Without formal communication to them or the industry it is very difficult to provide
informed regulatory guidance. This is currently happening with the proposed TechNote 7b, which has
been proposed but not finalized. Despite not being finalized, it is being enforced much to the surprise of
SBiCs and some SBA staff.
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Operations Recommendations

The Investment Division should provide clear polices and guidance to both SBA staff and SBICs with
realistic timelines for completing tasks. Communication of changes before they go into effect would also
be very heipful to both the SBA and the private sector. Finally, applying the rules with a greater degree
of consistency and clarity would benefit both SBA and SBICs.

Conclusion

Thank you for considering the views of the SBIC industry, We thank you for your consideration of these
matters. We also thank the SBA for their time and effort in working with SBICs to grow the small
business economy. Without the support of the Congress, the SBA, and the private sector, this program
would not be able to provide such a positive impact for the taxpayers.

I would welcome any question you may have for me.
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SMALL BUSINESS

{NVESTOR ALLIANCE August 10, 2018

Joseph Shepard

Associate Administrator

Office of Investment and Innovation
Small Business Administration

409 3rd Street SW, Suite 6300
Washington, D.C. 20416

Re: Industry Comments on Reducing Regulatory Burden
Dear Associate Administrator Shepard:

For 60 years, the Small Business Investor Alliance (SBIA) has been the trade association that serves
as the collective voice of the Small Business Investment Company (SBIC) industry. SBIA’s
membership includes both GPs and LPs in the SBIC program. This membership ensures that our
SBIC policy proposals are solid, balanced, and aligned with promoting a healthy capital market for
small businesses.

Debenture and non-levered SBICs are highly-regulated private funds that serve the important public
purpose of facilitating private investment into domestic smali businesses. Core to the success of the
program is that investments are market-driven and not government-chosen. A 2017 Library of
Congress study found that SBIC-backed businesses created 3 million net new jobs and supported an
additional 6.5 million jobs from 1995-2014 (a period of 20 fiscal years that included the Great
Recession and the tech bubble recession). The underlying economics of the SBIC program are
sound: for years it has maintained its zero subsidy, and for several years it has been operating at or
near the lowest loss rates in the 60-year history of the program.

On August 15, 2017, SBA published in the Federal Register a request for public comment entitled
“Reducing Unnecessary Regulatory Burden.” The request was issued in accordance with three
executive orders aimed at reducing regulatory burdens. Executive Order 13771 was issued by
President Trump on January 30, 2017 and has the goal of reducing regulatory costs by eliminating
two regulations for every new regulation that is issued. Executive Order 13777, issued by President
Trump on February 24, 2017, aims to—among other things—repeal, replace, or modify regulations
that “eliminate jobs, or inhibit job creation; are outdated, unnecessary, or ineffective; impose costs
that exceed benefits;” and “create a serious inconsistency or otherwise interfere with regulatory
reform initiatives and policies.” Executive Order 13563, issued by President Obama on January 11,
2011, requires agencies to propose regulations whose benefits are justified by their costs and to
issue the least burdensome regulations possible. In November 2017, SBIA submitted a comment
letter in response to the August 2017 request from SBA. SBIA stands by that letter and would like
to see those recommendations implemented. We submit the comments betow as additional items
that would make the SBIC program operate more efficiently.
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President Trump deserves credit for his pro-small business efforts to reduce regulations and taxes.
Further, SBIA is supportive of the goals laid out in the President’s executive orders and appreciates
the opportunity to comment on ways to reduce unnecessary regulatory burdens. SBICs embody
SBA’s goal “to preserve free competitive enterprise and to maintain and strengthen the overall
economy of our nation,” while instituting strong taxpayer protections. SBICs are proof that these
goals can coexist, and we welcome the opportunity to offer suggestions to extend and enhance that
record.

The recommendations contained below are all in line with the goals of the executive orders issued
by Presidents Trump and Obama and applying them would ease burdens on small business investors
and help unleash more capital to domestic small businesses in a more efficient manner.

In preparation for the SBA’s regulatory review, SBICs and Limited Partners (LPs) were surveyed
about the regulations and, equally important, the SBA’s real-world application of the regulations.
Many of our LPs participated in a conference call to help us further flesh out our comments to
reflect their views. SBIA staff also spoke to many more SBICs, LPs, lawyers, and accountants to
ensure we were capturing and communicating critical issues. The survey produced results based on
a very large sample size of all actively investing SBIC license holders. Fund managers who hold
over 100 active SBIC licenses completed the survey as did LPs who have investments in a similarly
farge number of SBIC funds. The survey encompassed the four main regulatory aspects of the SBIC
program: licensing, operations, examinations, and forms.

This comment letter includes some of the findings of the survey. For the sake of brevity, we are
including only comments which received overwhelming consensus from the SBIC industry and
which are appropriate for this specific comment letter, it is important to note that a number of
SBICs had serious concerns about responding to the survey out of an explicitly stated fear that SBA
would trace back their responses and retaliate against them if SBA was able to identify fund
managers who had raised concerns about the regulations or how they were being applied. As such,
SBIA will only be describing the results of the survey and not be releasing the survey or any other
information that could be tied back to any specific person, group, or SBIC fund.

Overall Regulatory Challenges

The Debenture and non-lfevered SBICs have been successfully operating for decades under
regulations that have barely changed. Most of the regulations are time-tested and reasonable. While
the regulations have been adequate to the task, with the passage of time, personnel, and
management philosophies, a review and update of the regulations and their applications are
appropriate. Our survey documented a significant number of regulations, policies, and practices that
are unnecessary, outdated, burdensome, conflicting with other law, and hindering job creation. By
an overwhelming margin in our survey, respondents noted that the biggest challenge facing the
SBIC program is uncertainty about the management of the program and confusion about the current
leadership’s vision for the operation of the program, not the regulations. Not only was this the
answer to the specific question about the biggest challenge facing the SBIC program, it also showed
up in the “word cloud” of responses to the survey. Words like “confusion,” “delays,” and
“uncertainty” were some of the most common concerns. Words like “clarity,” “timelines,”
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“consistency,” “standards,” and “communication” were some of the most common in the questions
where suggestions for improvement were sought. SBIA applauds SBA’s efforts to clean up and
modernize the regulations, but we also strongly encourage SBA to focus on fixing the delays,
uncertainties, and other execution problems that may continue long after any written word of
regulation is changed. LPs described it this way:

[1t is now] about 20 months into the Administration and the leadership of the SBIC
program has not articulated what they want to accomplish with the Small Business
Investment Company program.

Improved regulations are welcome, but how the leadership of the SBIC program
implements the regulations has a far bigger effect on how effective SBICs are
allowed to be.

LPs choose between competing investments every day. If the leadership of the SBIC
program makes it difficult to invest in SBICs and for SBICs to operate, then we can
redirect our investments away from SBICs and small business and into other
investments.

SBIC Licensing

SBIC licensing is core to the program because without a license, no investments can be made into
small businesses. SBA has an extraordinary group of public servants doing the best they can to
fulfill the demands of their jobs. They are at the front lines of both taxpayer protections and small
business access to capital. The SBICs and LPs are concerned that licensing is understaffed and that
the staff does not have the adequate technological resources needed to perform at their full

potential. LPs in particular see the SBIC licensing team as disciplined professionals who
complement the private sector’s efforts to vet and approve fund managers. Further, there are a
number of regulatory and policy improvements that can make licensing clearer, faster, and better for
both applicants and the SBA.

Green Light letters

SBIA’s members believe that the SBA's Green Light letter process should lay out the specific
targets that the applicant must reach to be licensed. SBA should honor their letter and license
applicants who meet the standards set therein, provided that no new material adverse information
develops during the review of the license application. If SBA's expectations are clear, quantifiable,
and written, then there is greater transparency and less regulatory frustration for both sides. Clear
standards must be communicated from the Agency Committee to make this happen. Also, LPs
commit to GPs and their business model. SBA forcing changes to the business model that was
approved for the Green Light, by significantly reducing leverage late in the process, is not fair to
LPs or GPs.
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Agency Committec

The survey shows there is overwhelming confusion or doubt about the value that the Agency
Committee brings to the licensing process. The Agency Committee was created under the
Administration of President Bill Clinton to get more political appointees involved in SBIC
licensing. The Agency Committee makes decisions without many of its members having ever met
an SBIC fund manager, without any members ever meeting the applicant whose fate they are
deciding, without clearly documenting and communicating their expectations and standards to the
Office of Investment, and without ever communicating their expectations and standards to the small
business investing community. By the time applicants reach the Agency Committee for their
consideration, hundreds of thousands of dollars and up to two years may have been spent forming
the SBIC, but these expenses and applicants” work going through the process is not necessarily
valued or respected.

It should be noted that, according to SBA’s Standard Operating Procedure (SOP), all issues must
have been dealt with satisfactorily before being presented to the Agency Committee. So, if all the
legal, financial, and other approvals have already been satistied, then it is not clear what value this
body adds to the process. SBA should either have the Agency Committee communicate their
standards and expectations to the SBIC community, or it should reconsider what value this
additional step adds to the process beyond more time and expense. Every member of the Agency
Committee was invited to meet the SBIC industry at SBIA’s 2018 Washington Fly-In, and none
accepted the invitation. SBIA would welcome the chance to have members of the Agency
Committee engage the SBICs and understand more about our market.

Licensing Decisions Based on Facts in the Record (13 CFR 107.305)

Licensing decisions by SBA should be based on the facts in the record that are discovered during
the process of approving a fund. The licensing team in Ol does excellent diligence, a very small
amount of which must be kept confidential, but there is no documentation of how decisions are
made or what facts were used to make determinations. Applicants should have the right to address
or correct any issues, but they cannot do so if they do not have a chance to address and correct the
record.

Specific Reason for Non-Approval with Opportunity for SBIC Applicants to Cure

SBIA’s survey respondents believe that SBA should give applicants clear and specific reasons for
non-approval with an opportunity to cure any issues that SBA raises. Not every applicant for a
license is worthy of licensure, but some issues deemed worthy of non-approval by SBA can often be
cured by the applicant. If applicants cure the issues, SBA should promptly reconsider the
application and grant approval if all conditions are met. An applicant should not be turned down or
prohibited from filing a formal application without a clear, meaningful, written explanation from the
SBA and a good faith opportunity to fix any issues. The SBA should also recognize that some of the
reasons SBICs are being delayed or prohibited from filing an application are 100% due to SBA’s
actions or inactions and are on matters over which the applicant has zero contro! (timing of exams,
for example).
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Clear Appellate Mechanism for Adverse Decisions

SBIA members also believe that a clear appellate process should exist for funds who receive an
adverse regulatory decision, particularly, but not limited to, licensing.

Meaningful Fast-Track Licensing for Known. Repeat SBIC Applicants

SBIA members surveyed unanimously support a meaningful fast track licensing process for repeat
SBICs. The GAO has studied the risks of first-time and repeat licensees and found that repeat
SBICs are lower risk!, Repeat licensees (some of whom have been successfully operating SBICs for
decades) are fundamentally less risky and more well-known to SBA than first time applicants. SBA
is intimately aware of their investments and is very familiar with their management teams and
investment strategies. Beyond a new FBI background check and review of new capital certificates,
nothing is not already known to the SBA. If there are no material changes, the process should be
significantly expedited.

Existing SBICs have the added burden of not being able to apply for a license until SBA’s (recently
broken) examinations process has run its course. Existing SBICs may already have had dozens of
clean exams previously, but that is not considered. First-time licensees have never been examined
and therefore do not face these unnecessary delays. Existing SBICs should not face delays or have
limitations put on the amount of leverage they can access because of an examination process that is
completely outside of their control. (Greater explanation of the issues surrounding the problems
with examinations are covered later in this letter)

Recognizing the inefficiencies created by the treatment of existing SBICs and how that removes
resources from attracting and vetting new SBICs from across the country, the House and Senate
Appropriations Committees’ Financial Services and General Government appropriations bills for
FY 2019 recommended a 60- to 90-day window for repeat licenses.

Transparency During the Licensing Process

SBIA members surveyed unanimously agreed that the licensing process should be more transparent,
more predictable, and that applicants should know where they stand at all stages during the process.
As one LP described it, “The inability to forecast licensing causes cash flow and allocation planning
problems for many LPs.” Further, an LP described the following:

SBA wants banks to finalize their commitments to SBICs before licensure, but banks
investing in SBICs are being forced to withhold their commitments until after
licensure because we don’t have insight into the timing of the licensing process.
Banking laws do not allow us to be put in the position of being held hostage to the
SBA’s uncertainties.

Y U.S. Government Accountability Office, Small Business Investment Companies: Characteristics and
Investment Performance of Single and Multiple Licensees, GAQ-16-107 {Washington, DC, 2016), 14-18.
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Other SBIA members described the situation this way:

Institutional Investors need to plan allocations yearly. SBA's delays have caused us
problems with planning our allocations. Further, we have been forced to go back to
our investment committee to get renewed approvals or to rebalance our allocations
because of SBA’s actions and timing.

For those of us (LPs) that are publicly traded companies, this is a problem because
we want to be transparent with our sharcholders who hold us accountable for
meeting the investing goals that we set.

Acknowledging Receipt of Materials and Accepting All Forms (Including Licensing Materials)
Electronically without a “Wet Signature™

The requirement for a wet signature of licensing or regulatory materials is unnecessary, and the
survey showed that removal of this requirement is overwhelmingly supported by SBIA members.
With current technology, all required signatures can be collected safely and securely electronically.
SBIA’s membership recognizes that this is not a requirement that is peculiar to SBA. Accepting
materials electronically will also address the issues/questions about when materials were received.
The date SBA received regulatory or licensing requests should not be a question. This could easily
be addressed with the use of virtual data rooms and other off-the-shelf technology, like email.

SBICs Should Receive Their Actual License within Two Weeks of Approval

SBICs need their license to operate and for their bank LPs to comply with banking taw. Upon
approval, SBICs should receive their actual license as soon as possible and definitely within two
weeks. SBIC survey respondents overwhelmingly agreed on this point.

Recently, it has taken months to get a written confirmation of licensure. This time frame is arbitrary,
expensive and challenging for the licensee, and does not benefit small businesses seeking capital.
These delays are an added headache for bank LPs who need the letter to document compliance with
banking laws. SBA should have a regulation providing SBICs with a timely confirmation of
licensure. SBA should also publicly announce when funds are licensed and when licenses are
surrendered.

SBICs Should Be Able to Maintain Their Licenses in Wind Down after Paying Down Their
Leverage Below the $5 Million-Dollar Threshold

When SBICs complete their life cycle, their fund size will eventually reduce to zero, but before they
get to zero, they generally drop below the $5 million minimal threshold that SBA requires.
Surrendering the license can harm bank LPs because of the banks’ allowance to invest in SBICs
under the banking laws. Survey respondents feel that SBA should allow SBICs to hold onto their
licenses as they wind down and should make regulatory changes to significantly reduce the cost of
operating SBIC funds that are in wind down. At the final stages of a fund’s life there is minimal
fund income, so it is important that SBA reduce regulatory costs so as not to create an artificial
incentive to surrender the license.
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SBA’s Model Limited Partnership Agreement (I.LPA) Should Be More Customizable

SBA has a fairly rigid model LPA. SBIA recognizes that the lawyers reviewing the SBIC LPA are
severely under-resourced, which requires some level of standardization. 1t is very hard for an
applicant to make changes to the LPA, even the “non-bold™ language that is theoretically flexible.
SBIA members surveyed believe that there should be more flexibility for General Partners (GP) and
institutional Limited Partners (LP) to negotiate market terms for their LPAs. SBA should require
LPA language that is nccessary to fulfill its statutory mandate and provide the necessary protections
to serve its role as a guarantor of a credit facility and as a regulator. Since SBA is a guarantor of a
credit facility and not an LP, it should leave the non-statutory and non-credit related terms to the
GPs and LPs to negotiate.

Affiliation

The SBA’s affiliate rules need to be updated to ensure that investments with private equity funds
are not inadvertently limited, survey respondents agreed. Some SBA regulations were written
before related SEC regulations were written and now the SBA regulations need to be updated to
reflect these changes. The lack of an exception from affiliation for portfolio companies that are
owned by private equity funds that are exempt from registration under the Investment Company Act
of 1940 because of Section 3(¢)(7) only restricts or harms SBICs™ investment activities. The
exemptions from the Affiliates definition should be changed to expressly include 3{¢c)(7) funds.
Many SBIC funds are affected by this regulation, and a simple fix would be to remove the current
exception under 13 CFR 121.103(b)(5)(vi) and replace it with a reference to any “private fund” as
defined by SEC Rule 203(m)-1. which includes any 3(c){1) or 3(c)(7) fund.

Capitalizing an SBIC: Private and Regulatory, Institutional Capital
LP Capital from Bona Fide *Funds of Funds” Should Be Recognized as Institutional Capital

There are a number of well-established, proven “Funds of Funds” whose investments in SBICs are
not treated as institutional regulatory capital. This harms capital inflows into domestic small
businesses and does not treat all significant LPs similarly. SBIA’s survey revealed that well-known
and established Funds of Funds who meet or exceed the qualifications to be an “institutional
investor” should be treated as providers of institutional, regulatory capital. We recognize that a new
Fund of Funds that might warrant scrutiny and a review, but there are top-tier, long establish, SEC-
regulated Funds of Funds that are not treated as institutional capital. Further, fair treatment of the
Funds of Funds model will allow new entities to form to provide professional investment
opportunities to unique sources of capital that may need to be pooled to gain the benefits of scale, to
access unique market expertise, or to find particularty SBIC characteristics (looking for SBICs that
focus on rural areas, for example).

Pensions and Endowments from State-Chartered Universities Should Be Recognized as
Private. Regulatory Capital nstead of as “Instrumentalities of the State.” (Instrumentalities of the
State May Not Qualify as Regulatory Capital.)

Recently, SBA has started treating endowments and pension funds from some universities as
“instrumentalities of the states.” This is not an accurate description of what they are. Further, this
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treatment effectively blocks other endowment and pension funds from investing in an SBIC that has
these investors. As one large LP described it, “SBIC investments are only a fraction of our
multibillion dollar endowment’s overall capital. 1f SBA continues to make it difficult to invest in
SBICs, then we can and will redirect our investments away from domestic small businesses to other
investment opportunities.” This new interpretation of the regulations runs directly counter to the
President’s goals for fostering domestic investment and small business job growth.

SBA Should Recognize LP Investments from Canada and Other Treaty Countries as Regulatory
Capital

Under US law, investments from certain countries may not be discriminated against. Canada,
Australia, and Mexico are three examples where this US law applies. Contrary to US law, SBA is
not treating investments from these countries as regulatory, institutional capital. Survey
respondents agreed that SBA’s regulations should be modified to reflect existing law. Creating
barriers for our trading partners to empower domestic small businesses via SBICs appears to run
counter to the President’s goals for job creation and more equitable treatment of American small
businesses.

Transfer of LP Interests That Represent 10% or Less of an SBIC Fund Should Be Streamlined or
Permitted without Prior SBA Approval

SBICs have Limited Partner Advisory Committees (LPACs). Survey respondents feel that if an
SBIC has the approval of its LPAC, then it should be allowed to transfer smaller LP interests (10%
or less of the committed capital). Existing restrictions are cumbersome and unnecessary.

Side Letters

Side letters are necessary documents for many LPs, particularly banks. Many banks have their own
standard side letter to reflect their bank’s (banking) regulatory requirements. Side letters are
extremely time consuming to the under-resourced legal staff because they are commonly treated as
if each were de novo. SBIA’s survey found that side letters that have already been approved and
used numerous times by LPs (commonly from bank LPs) should be presumed by SBA to be
acceptable for future commitments. Alternatively, LPs should be able to get a standard side letter
pre-approved once for use across multiple and future funds that they plan to invest in for a set
period of time. SBIA’s LP Council could work with SBA to provide guidance and standards for
these side letters.

SBIC Operations

Common Contact File/Resource to Prevent Multiple Reguests for Information

Survey respondents said that SBA should have a common contact file/resource/customer
relationship management system in place that will prevent SBA from asking for the same
information that has previously been submitted — often many times or in many similar ways.
Redundant requests of information are common, burdensome, and could be easily remedied. A
system of this type could expedite processes at SBA significantly and reduce burdens for both
SBICs and the SBA.,
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Addressing Regulatory Questions through a *“No Action Letter” System

SBIA survey respondents overwhelmingly support the establishment of a no action letter system,
modeled off that of the SEC, to help SBIC industry participants address good faith regulatory
questions that may arise. SBIA believes this would help facilitate productive communication
between industry participants and regulators and would provide an outlet to address questions and
potential issues early. As appropriate, no action letters should also be shared with the SBIC
community so there is clarity in the regulatory environment.

Conflicts of Jnterest (13 CFR 107.730)

The conflict of interest rules are being interpreted so narrowly that in some cases they are now
harming LPs and GPs by preventing or terminally delaying legitimate small business investments.
Similar to transfer of LP interests below a certain threshold, if the LPACs from two affiliated SBICs
(often two successive SBIC funds, e.g., SBIC Fund 1 and SBIC Fund 2) both agree that an
investment is appropriate, then it should be allowed. With LPAC approval, and when two SBIC
entities are financing a small business under the same terms, this should be automatically approved
and should not be viewed as a conflict of interest. SBIA survey respondents recommend that the
regulations follow 13 CFR 107.730(d)2) for conflicts of interest. The regulations should also
provide automatic approval if all SBIC LPACs have been approved and the SBA has not made a
determination within 30 days.

Overline Requests (13 CFR 107.740)

SBIA’s members recommended in the survey the establishment of clear, binding timelines within
which SBA must make a determination on overline requests, or else the request should be deemed
approved if the LPAC has already been approved of the investment. Such timelines will be helpful
in reducing uncertainty and providing structure for industry participants. 1f SBA does not decide on
an overline request within the time allotted (30 days), requests should be granted automatic
approval. It should be noted that during the economic stresses of 2008, small businesses failed, and
Americans lost their jobs because SBICs were not able to get timely approvals for follow-on SBIC
investments from the SBA. The economy is solid now, but the regulations will need to be applied in
tougher times, too. No American should lose their job because paperwork was pending for month
after month at SBA.

Similarly, SBIA and its members overwhelmingly feel that the SBA should develop clear and
binding timelines for processing all regulatory requests, not just overlines, to promote efficiency
and certainty in the industry. SBA should create a list of regulations that will be deemed approved if
SBA does not make a decision within a pre-determined amount of time.

Personnel Changes and Absences

By regulation, the SBA should provide SBICs with a formal notification when their analyst,
examiner, etc. is reassigned or on extended leave. It is not uncommon that an analyst leaves the
government, leaves SBA, goes on extended vacation, is out ill, or otherwise becomes unavailable.
Often, no notice is given to the SBIC, and no information is given as to whom critical and time
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sensitive requests should be submitted. In this scenario, SBICs could unknowingly submit time-
sensitive regulatory requests to a person who is unable to receive the filing.

SBIA members surveyed believe that SBICs should be aware of whom they are supposed to
communicate with at all times. SBIA hopes that informing SBICs of analyst changes will facilitate
improved communication between SBA and the industry and contribute to the smooth functioning
of regulatory processes. Further, the use of virtual data rooms and other off-the-shelf technologies
commonly used in the private sector will make it easier for SBA staff to find information and
records when assigned to a new SBIC.

Fund Expenses vs. Management Company Expenses

According to the survey, SBIA members feel that the allocation of an expense as either a fund
expense or a management company expense should be negotiated between the private LPs and the
GPs in the LPA. The expense allocation should not be decided solely via SBA regulation; rather, a
negotiated decision made jointly by LPs and GPs in the LPA will allow for a mutually beneficial
sotution. It is appropriate that expense allocations should be included in the LPA which is shared
with SBA.

Technological Modernization

Similarly, SBIA’s members support the removal of regulations related to outdated technological
requirements. Specifically, SBICs should no longer be required to maintain a fax machine at the
primary office {13 CFR 107.504), as email and mobile communication systems provide faster, more
reliable, and more ubiquitous forms of communication.

Additionally, to prevent fraud and protect market information, the SBIC industry participants
responding to SBIA’s regulatory survey agreed unanimously that the SBA should have a secure,
encrypted mechanism for communicating sensitive materials and information such as leverage
commitments and wiring instructions. Cybercrime is a growing problem across all industries, and
SBICs, their LPs, and the SBA all should have more secure communications for the movement of
large financial transactions than conventional email provides. It should be noted that the survey
received comments about making sure any new communications system or portal not be too
cumbersome, expensive, or limiting.

Recordkeeping

SBIA survey respondents recommend that SBICs be allowed to use a single safe to maintain the
records for all affiliated SBICs. SBICs should also be allowed to keep records electronically in
secure virtual data rooms or other secure cloud services.

Prepayment of Financing (13 CFR 107.830)

SBIA survey respondents also recommend that SBICs be allowed to put modest pre-payment
limitations on the capital they invest in small businesses. Small businesses should be allowed to
make prepayments, but reasonable limitations should be permitted. Every prepayment requires time
and some expense by the SBIC. Being paid a peany (or a single dollar) is not reasonable. Perhaps
prepayments of at least a certain percentage—35%, for example—would be reasonable.
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SBIC Industry Data

SBA should return to publishing SBIC industry data on a regular, timely basis, according to the
majority of survey respondents. The 7a and 504 programs release their data weekly. The SBIC
program used to release the data monthly, and it would be released within a week of the month
ending. Now SBA releases the data quarterly and waits an additional 6 weeks to release the data.
LPs and GPs would benefit from having fresh, not stale, data. SBIC industry participants rely on up-
to-date data to identify industry trends and remain informed as they make key decisions pertaining
to their businesses. This data should be released monthly and within 5-10 business days of the end
of the month.

Cost of Money

SBIA members believe that cost of money regulations should be made more flexible. Further, the
definition of “default interest” should be revised to allow for increased charges without violating the
Cost of Money. The definition of default should be expanded to be more consistent with the market
and to not leave SBICs and the SBA in a disadvantaged position. SBICs should be allowed to be
more proactive in taking necessary steps to address risks to investments.

Liquidations

SBIA members who were surveyed also overwhelmingly believe that an SBIC should be abie to get
out of “liquidations™ and back into regular operations if the issues that caused them to be moved to
liquidation are cured, and they otherwise would be able to operate as an SBIC. This is an unusual
circumstance, but it should be addressed.

Debenture Pooling

SBIA survey respondents feel that the SBA should pool SBIC debentures four times a year (instead
of the current two) and allow repayment four times a year (instead of the current two). Until about
10 years ago, SBA pooled four times a year (twice for Debenture SBICs and twice for the defunct
Participating Securities program). SBICs may draw leverage and have to wait up to six months to
know the interest rate on that leverage. SBICs also may be paid back from a small business and
have millions of dollars sit idle for up to six months. If SBA were to keep the exact terms on the
SBIC debentures, but pool/price four times a year instead of two, then SBICs would often have less
timing/interest rate risk and would be able to pay back debentures sooner and reduce risk to SBA.
This could be achieved without any change to the offerings other than adding summer and winter
pooling/pricing dates.

Oll Interaction with SBIC Fund Managers and Limited Partners

SBIA members would also like to see more engagement by Oll leadership with the SBIC industry
via SBIA. If there are regulations that are somehow preventing the Ol leadership from attending
industry gatherings, then those regulations should be changed. The leadership of OH has attended
only one of the many SBIA industry events held since January 2017, These events are an
opportunity to fearn about what is happening in the market the SBA is regulating. Industry dialogue
has been exclusively in closed, invite-only settings where the government chooses the participants;
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in private, one-on-one meetings with LPs and GPs; or in settings where all questions are
screened/chosen by SBA and all the answers are pre-scripted. This lack of engagement by SBA is
not only an inefficient and ineffective way of having two-way communication, but it also raises
doubts that market participants are being told the same information. As one LP put it, “The
leadership of the SBIC program should be engaging the SBIA to work with SBICs and with LPs.
Engagement should be regular and two-way.”

Examinations

Examination Reports

SBIA survey participants recommend that examination reports be provided to the SBIC within four
weeks of a completed examination. Despite recent massive increases in examination fees, the
examination process has recently become a choke point for the effective operation of the

program. Currently, exams are being completed with the examiner verbally informing the SBIC that
there were no findings, but the actual letter informing the SBIC of the results of their exam may not
be given for up to six months later — awaiting approvals from higher ups at SBA. There is no
Jjustification for these delays in issuing the examination letters. This means that the SBIC may be
blocked by SBA from reserving leverage or from submitting a licensing application for another
entire year and exam cycle because their exam results are considered out of date and stale. It is also
inappropriate for SBA to exclude from the licensing times report the amount of time SBA blocked
SBICs from filing for a license due to SBA’s inability to produce an examinations letter.

It should be noted that licensed SBICs have been unable to invest because they have been waiting
many months for the results of their examinations and therefore cannot purchase leverage. There is
no reason SBICs are not given their results promptly after the examination. Further, the SBIC has
begun misusing the existing regulations by applying a “must” standard to regulations that clearly
state “*should” regarding a fresh examination. Further, SBA’s delays in issuing exam reports prevent
SBICs from responding to potential findings and resolving any outstanding concerns — meaning that
they may get findings two consecutive years because SBA withheld that there was a finding, adding
to SBICs’ expenses under the new higher fee regime. Timely exam results empower the SBICs to
make needed changes prior to their next review.

Finally, it is critical to note that SBICs have absolutely zero control over when they receive an
exam, but SBA is holding SBICs accountable for the timing of the exams by blocking their ability
to file for a license or access leverage. Ultimately, both of these withholding actions hinder the
ability of small businesses to access capital.

Examinations for Multiple SBIC Licenses

The overwhelming number of survey respondents thought it best to have all licenses of an SBIC
platform examined at the same time. It is not uncommon to have multiple licenses under common
control examined at different times by different examiners. This is inefficient for both the SBIC
and the SBA. Further, during examinations, many smaller SBICs are unable to continue their
normal operations until the exam is complete, so spreading out the exams is particularly disruptive.
Finally, having all licenses reviewed simultaneously by the same examiner will prevent getting
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different results for the same practice inside the same SBIC group. However, simultaneous or
sequential examinations should not be a reason for SBA delaying examinations in a way that could
delay licensure, leverage, or other actions.

Examination Issues Shared with the Industry

There was overwhelming support in SBIA’s member survey for the SBA to share an annual notice
of the most common examination findings. Once a year, the SBA should share with the entire SBIC
industry the most common negative findings from examinations. SBIA would be happy distribute
this information and help the SBIC industry develop “best practices” to make regulatory violations
far more rare. If GPs and LPs are informed of the most common errors, then GPs will have the
opportunity to proactively review their practices to make sure they are in full compliance, and LPs
will be able to consider these matters when interviewing funds for future investments. All parties
will benefit from SBA sharing this information.

Examination of the Management Company

SBIA members also responded in the survey that examinations should be limited to the examination
of the SBIC. SBA commonly examines things well outside of the scope of their legal and regulatory
authority, specifically the management company contracted with SBICs. SBA should not conduct
such examinations unless there is a specific, clear, and compelling reason to review the
management company. Management companies regularly manage SBICs and non-SBIC vehicles,
and the examiners confuse the two, causing SBIC regulations questions to be raised on entities that
are not SBICs. SBA should clarify the regulations and SOP to make sure they are not wasting the
time of SBA examiners and the money of SBICs by examining issues outside their legal mandate.

Choice of Accounting Method

SBICs should be given the option of using Generally Accepted Accounting Principles (GAAP)
instead of statutory accounting at the time of licensure. Given the unique nature of leveraged SBICs,
statutory accounting is needed while leverage is outstanding. Once leverage is paid off, SBICs
should be allowed to reduce their operating expenses by going to GAAP.

Updating Forms

The survey received many comments that most SBA forms relating to the SBIC program are
outdated, confusing, redundant, or overly cumbersome and require updating. SBIA’s survey
participants specifically identified Form 468 as confusing and difficult to read, with no opportunity
to amend or correct investments that were entered erroneously. SBIC participants also identified
Form 1031 as particularly dated, complicated, and in need of reform. SBA and SBIA should
conduct a joint review of its SBIC forms to streamline and remove duplicative content.

The SBIC-Web system was always clunky, but recently it has become at times almost unworkable —
with delays for each data entry being measured in seconds. With hundreds of entries required, it
takes days and nights to enter the data. With the recent changes, SBIC-Web is also regularly
unavailable to even access. Recently, SBA’s use of technology has been getting worse, not better.
SBA should allow SBICs to submit an Excel spreadsheet if SBIC-Web is not working.
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SBIA thanks the Small Business Administration for its attention to SBIC regulatory issues and
appreciates the opportunity to share feedback from the SBIC community. We look forward to a
thoughtful and continued dialogue throughout the regulatory review process.

Sincerely,

o bl fue

Brett Palmer
President
Small Business Investor Alliance
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SMALL BUSINESS

INVESTOR ALLWNCE Febmal-y 27,2019
The Honorable Marco Rubio The Honorable Ben Cardin
Chairman Ranking Member
U.S. Senate Committee on Small Business 11.S. Senate Committee on Small Business
& Entrepreneurship & Entrepreneurship
428A Russell Senate Office Building 428A Russell Senate Office Building
‘Washington, DC 20515 Washington, DC 20515

Dear Chairman Rubio, Ranking Member Cardin, and Members of the Committee:

Thank you for asking questions about the Small Business Investment Company (SBIC) program
during the recent oversight hearing of the SBA. When allowed to function, the SBIC program is a
powerful catalyst for small business growth and job creation, As a 2017 Library of Congress study
revealed, SBIC-backed smali businesses created over 3 million new jobs and supported over 6
million more jobs. As the voice of small business investors, we feel it is important to clarify the
record of what has been happening with the SBIC program.

Despite strong, pro-small business policies of the broader Trump Administration and the
professionalism and dedication of the SBA career staff, for two years there have been serious
problems with the management of the SBIC program, Until the day before this hearing, over four
months into FY 2019 and through more than one third of the fiscal year, SBA had issued zero SBIC
licenses. Less than 24 hours before this oversight hearing, the Office of Investment and Innovation
(OIN) finally released the first SBIC licenses of the fiscal year. All three licenses were approved by
SBA’s Agency Committee on November 16, 2018, but the leadership of OII was unable or
unwilling to release the SBIC licenses until hours before the Committee’s oversight hearing. Until
2017 releasing Jicenses would have taken 1 to 2 weeks. SBICs are not allowed to operate until they
possess the license,

For the past two years, the SBIC program has suffered from ongoing problems that are clearly seen
in the licensing process but are also manifest in nearly all facets of the SBIC Program. Where the
OII leadership has inserted itself into any SBIC processes, each step of those processes has slowed
to near paralysis and the outcomes are at best uncertain. As the association representing small
business investors, we have been informing the OIl and leadership of the SBA of these emerging
problems from very early on, but the problems and the primary cause of these problems persist.

The Chairman asked a good question about SBIC licensing. The SBA Administrator answered
honestly with what normally would be the textbook answer of what is supposed to happen.
However, it is clear that the information being given to the Administrator, which was then passed
on to the Committee in good faith, does not reflect the complete picture. SBIA hopes that this chart
will inform the Committee and the leadership of SBA as to what is really happening from the
private sector perspective. While it is true that SBIC licensing in FY 2018 increased relative to FY
2017, it is also true FY17 was one of the worst licensing periods in nearly a decade. Licensing was
working well in FY 2017 until the Associate Administrator was appointed to oversee the OIL
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Licensing returned to near average in 2018, but this too is misleading because given the
underperformance and backlog of FY 2017 applicants, the number of licenses should have been
much higher in FY 2018. To be clear, time to fundraise is not the reason for the slowdown in
licensure, particularly for the funds licensed in FY 2019. SBIA agrees with SBA that technology
improvements are needed and will improve some of these issues, but technology alone will not fix
the primary cause of the problems at the Office of Investment and Innovation.

repeat funds)

of licenses issued were issued ina
timely manner by the previous
Administration (further, this data
excludes SBA-caused delays)
(includes new and repeat funds)

8.7 Months for FY 2018 (includes
new and repeat funds and exciudes
SBA-caused delays that are omitted
from SBA’s reported data)

Zero SBICs Licensed from Oct. 1,
2018 through Feb 10, 2019

FY 2019
FY 2010- Feb. 1, 2017-Feb. 10, 2019 {SBICs licensed from Oct 1, 2018
2016 through date of Hearing Feb. 13,
2019)
Time for
Greenlight Commonly Commonly up to 6 Months Average of 7.25 Months
Approval for | 0.5 Months (100% repeat SBICs)
Repeat Funds
Time to
Receive Commonly | Commonly 1 - 2 Months (sometime 3 snonths
License After 1-2 Weeks more)
Approval by
Agency
Committee
Annual Pace | 26.4 Licenses | Averaging 16 Licenses Per Year for On pace for 9 to 12 licenses
of funds Per Year the last 24 months {No new platforms licensed as of date
licensed per Average s 7in FY17 (excludes licenses of hearing)
year (Fewest 21 issued by previous
and highest Administration in FY 2017)
34 peryear) | e 25in FY 2018 (repeat and new
SBICs)
Average 6.6 Months | SBA reported numbers for FY 2017 9.7 months
Time for (185 first- are 5.1 months — this number is (100% repeat SBICs, which should be
Licensure time and misleading because more than 50% | much faster to analyze than first time

funds)

Source of data 2009-2018 SBA, Source of FY 2019 SBIA (OII appears to have ceased releasing
SBIC data for FY 2019)
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Licensing is only one area where OII's leadership has broken the efficient and successful operation
of this small business investing program. The leadership of the OII has created new uncertainty and
delays at every step of the entire SBIC process from pre-licensure to operations to examinations and
even to surrendering of licenses. Each of the new delays builds upon the preceding delays. Adding
to the delays is the fact that the OII has numerous critical career director, manager, and chief
positions that have been vacant for extremely long periods of time, but there has been no attempt by
the leadership of the OlI to post these open positions for replacement. Attached to this letter is a
sample of the private sector’s concerns that were submitted to the SBA in the summer of 2018.
SBIA has also highlighted these problems in Congressional testimony to the House Small Business
Committee with the hope that SBA would address the problem with OII's leadership. This small
business program needs your oversight to return it to a fully functional resource for small
businesses.

We encourage the Committee and the leadership of the SBA to review these concerns and address
them as warranted. This is a program regulating over $30 Billion in small business investment
capital, and it needs competent leadership. As an industry, small business investors want to be
working collaboratively with Congress and the SBA to get more SBICs in underserved areas, more
equity-oriented SBICs, more investments in rural areas, more women fund managers, more veteran
fund managers, and more small businesses growing. Instead our energy must be spent begging SBA
to get the most basic functions of the OII to work. The SBIA looks forward to working with
Congress and the SBA to better serve and empower growing small businesses with an efficient and
functional SBIC program.

gl [

Brett Palmer
President
Small Business Investor Alliance

cc U.S. Senate Committee on Small Business & Entrepreneurship
U.S. Senate Committee on Appropriations
U.S. House Committee on Small Business
U.S. House Committee on Appropriations
SBA Administrator Linda McMahon
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MARCO RUBIO, HLORIDA, CHARMAN
BENJAMIN 1. CARDIN, MARYLAND, RA

Lnited States Senate

t CommuTTee On Smait BUSINESS & ENTREPRENEURSHIP
Mo WasSHINGTON, DC 20510-6350

HER A COOM
Ha

HOSH HAWLEY, MISSOUR

TRUEPHONE: (202) 224-8175  Fax: (202] 224-5619
MICHAEL &, NEEDHAM, REPUL
SEAN MODRE, DEMGCR

N STARE DIECTOR
TAFE DAL YO

February 28, 2019

The Honorable Linda E. McMahon
Administrator

U.S. Small Business Administration
409 3rd Street, SW

Washington, DC 20416

Dear Administrator McMahon,

Thank you for appearing before the Committee on Small Business and Entrepreneurship on
February 13, 2019, at the hearing titled “Oversight of the U.S. Small Business Administration.”

Enclosed are questions for you that have been submitted by Chairman Rubio, Senator Risch,
Senator Inhofe, Senator Booker and Senator Hirono for the hearing record. Please submit your
answers to these questions by 5:00 pm on Thursday, March 14" to the attention of Steve
Gingerich, Senate Committee on Small Business and Entrepreneurship, 428A Russell Senate
Office Building, Washington, DC 20510. In addition, please provide the Committee with a copy
of your answers via electronic mail to Steve_Gingerich@sbc.senate.gov. To facilitate the
publication of the record, please reproduce the questions with your responses.

Again, thank you for your assistance. Please contact Meredith West of the Majority Staff or Sean

Moore of the Minority Staff at {202) 224-5175 with any questions you may have, We look
forward to reviewing your answers.

Sincerely, /?;

e |

I\';Iarco Rubio
Chairman
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Senate Committee on Small Business and Entreprencurship Hearing
February 13,2019
Follow-Up Questions for the Record

Questions for Administrator McMahon

Questions from:

Chairman Rubio

SBA Vacancies

Currently, the SBA has several positions vacant, some of which are key to agency operations,
including: Deputy Administrator, National Ombudsman, Director of Licensing, and the Deputy
Chief of Staff. These vacancies undoubtedly impact the SBA’s ability to serve American small
businesses. The Director of Licensing for the SBIC program is an integral position to manage
entry into the SBIC program, including the timely approval of licenses. The position has been
filled in an “acting” capacity for some time.

QUESTION 1:

Please list all positions that are currently vacant at the SBA.

QUESTION 2:

Why do these positions remain vacant more than two years into President Trump’s
administration?

QUESTION 3:

How do you plan to staff these positions appropriately to better aid our small businesses and
entrepreneurs?

QUESTION 4:

Do you have plans to make the acting SBIC Director of Licensing permanent?

SBA self-certification process

The SBA’s women-owned small business federal contracting program and the 8(a) development
program give disadvantaged business owners an opportunity to enter the federal contracting
market with competitive and single-source contracts with agencies. Both of these groups of
business owners are able to self-certify for program eligibility, while service-disabled veterans
and those in Historically Underutilized Business Zones (HUBZones) must be formally certified.
The Office of the Inspector General found that this current self-certification process is deficient
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and prone to fraud, leading to more than $126.8 million in contracts going to ineligible firms in
Fiscal Year 2017 alone.

QUESTION 5:

What are the budget line items and the total cost associated with certifying small businesses for
the 8(a) program and the HUBZone program?

QUESTION 6:

Are there any costs associated with certification of the women-owned and service-disabled
veteran-owned programs at this time?

QUESTION 7:

What steps has the SBA taken to implement a more thorough certification process for women
business owners as required by the 2015 NDAA?

QUESTION 8:

What specific controls will you put in place to ensure that businesses submit proper
documentation for certification?

QUESTION 9:

What progress have you made on setting up the Certify. SBA.gov website as a single portal for
contract certification?

SBA procurement program certifications

Both the SBA and the Department of Veterans Affairs operate procurement programs for
service-disabled veteran-owned small businesses. The 2017 NDAA made the SBA responsible
for all of these certifications to eliminate confusion.

QUESTION 106:

What is the current status of transferring the VA's verification program to the SBA?

QUESTION 11:

Have you determined how to pay for the veteran certifications that the SBA will now be
performing?

Spurring Business in Communities Act of 2017
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At a recent ficld hearing in Liberty City, | heard testimony that there are two Small Business
Investment Companies (SBICs) listed for Miami on SBA's SBIC Directory, both of which are
listed as "Likely Not Still Investing.” Last Congress, I introduced the Spurring Business in
Communities Act of 2017, to increase the number of Small Business Investment Companies in
under-licensed states like Florida. This President signed this bill into law.

QUESTION 12:

Can you update us on your implementation of this law?

QUESTION 13:

What steps does the SBA take to monitor whether SBICs are still investing?

QUESTION 14:

Has SBA discussed or partnered with the SBIC licensed investment companies and related trade

association to prioritize approving SBIC licenses in underserved parts of the country? If so,
please provide details of these partnerships and interactions.

SBIC license approval wait times

SBICs have reported excessive wait times for license approval, often more than a year and up to
18 months. Many are concerned that the recent government shutdown will exacerbate these
already onerous wait times. Additionally, since SBICs need SBA approval to draw down
leverage, funds were concerned about their ability to draw down leverage during the shutdown.
QUESTION 15:

What is SBA doing to address the backlog of SBIC applications?

QUESTION 16

Were there any instances of SBICs being unable to draw down their leverage?

QUESTION 17:

If so, how is SBA working with these funds to address any issues caused by a lack of leverage?

SBIC annual examinations

SBICs are supposed to receive an examination once every 12 months in order to be fully
operational. However, an SBIC does not have control over when their examination is scheduled,
performed, or completed. When an SBIC does not have a current exam, the SBA may take
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certain actions, such as not accepting an SBIC’s license application and restricting access to, or
the reservation of, leverage.

QUESTION 18:

From an SBIC’s last examination, what is the current average amount of time for SBA to
schedule an examination, how long does it take for SBA to conduct the examination, and
subsequently, what is the average timeframe between completion and submission of the
examination report?

QUESTION 19:

What is the current timeframe covered by examinations? For example, do the examinations cover
a period of time up to the most recent quarter? Is the time period covered consistent across
examinations? Please provide supporting data outlining the timelines and information requested.
QUESTION 20:

Have examinations been aftected by the shutdown? If so, what is SBA doing to eliminate a

backlog?

SBIC program reports

The SBA used to conduct and publish monthly reports on the SBIC program, but has since
switched to quarterly reports.

QUESTION 21:

What is the reason for this change?

QUESTION 22:

Is it possible for SBA to move back to monthly reports?
QUESTION 23:

How soon after the data is compiled does SBA make the quarterly report publicly available?

Small Business Act reauthorization

As Congress contemplates the reauthorization of the Small Business Act and other integral
programs, certain information pertinent to different programs will help inform the legislative
process. With regard to the SBIC program, please provide the following information:
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QUESTION 24:
The number of non-leveraged and debenture SBICs currently participating in the program.
QUESTION 25:

The number of licenses that have been issued since January 2017, and what type of funds have
been licensed since 2017.

QUESTION 26:

The most recent numbers, including percentage, of investiments made by SBICs that are
comprised of debt, equity, and a combination of debt and equity.

QUESTION 27:
The number, purpose, and function of contracts dealing with the SBIC program.
QUESTION 28:

All interim and final reports and updates that contractors provided to SBA dealing with the SBIC
program.

QUESTION 29:
The amount of money already spent on outside SBIC contractors and plans for future spending

for outside contracting affecting the SBIC program.

Additional data request

Please provide the following data:
QUESTION 30:
The number of Green Light letters issued since January 2017 and the timeframe for a fund to

receive a Green Light letter. Please include all delays caused by the fund not having a current
exam.

QUESTION 31:
The number of leverage requests currently outstanding and the average time it takes for a fund to

receive an approval for leverage. Please include all delays caused by the fund not having a
current exam.

QUESTION 32:
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The number of SBIC license applications currently submitted and the amount of time each has
been in the queue. Please include all delays caused by the fund not having a current exam.

QUESTION 33:

The number of SBIC licenses issued since January 2017 and the time for each applicant to get a
license in their possession after SBA’s Agency Committee approves one. Please include all
delays caused by the fund not having a current exam.

QUESTION 34:

A list of the all the travel performed by Associate Administrator for the Office of Investment and
Innovation. Please include the purpose of this travel.

Technology upgrades

SBA communicated a desire to update technology in the Office of Investment and Innovation.
QUESTION 35:

Please provide details of the specific IT projects being undertaken, their purpose, and any

involvement with the industries that are served by SBA’s Oll on these technology updates,
including involvement with organizations that represent the SBIC industry.

Reports due to Congress

The FY 2019 National Defense Authorization Act (P.L. 115-874) required the SBA to submit
backlogged reports on the overall Small Business Innovation Research (SBIR) and Small
Business Technology Transfer (STTR) programs, as well reports on the four pilot programs that
were reauthorized in P.L. 115-874, including the: 1) Phase Flexibility Pilot Program, 2) Phase 0
Proof of Concept Partnership, 3) Commercialization Readiness Pilot Program for Civilian
Agencies Pilot Program, 4) and SBIR/STTR Administrative Funding Pilot Program. These
backlogged reports are duc to Congress March 30, 2019 with reporting agencies required to
submit to SBA the data needed for the Administrator to fulfill the reporting requirement by
December 31, 2018.

QUESTION 36:



74

Did SBA receive the necessary data from reporting agencies by December 31, 2018? If not, has
SBA received this data to date?

QUESTION 37:

What progress is SBA making to complete these reports? Will SBA submit the required reports
to Congress by the March 30, 2019 deadline?

SBIR and STTR Reauthorization Act of 2011

The SBIR and STTR Reauthorization Act of 2011 included language to allow a Phasc Il awardee
to receive one additional Phase [1 award to build upon the work of the initial Phase Il award.
Please provide any data on the following:

QUESTION 38:

The use by agency of the sequential Phase I award authority;

QUESTION 39:

The number of sequential Phase 1l awards by agency since the SBIR and STTR Reauthorization
Actof 2011;

QUESTION 40:

Any outcome data regarding the commercialization success of firms who received a sequential
Phase Il award.

SBIR and STTR awardees

The Small Business Innovation Research (SBIR) and Small Business Technology Transfer
(STTR) programs are built on a tiered system in which an agency may award a Phase 1 award to
determine feasibility, a Phase Il award for demonstration and further development, and Phase 11
awards, which allow the business to pursue commercialization objectives, but are not funded by
the SBIR and STTR programs. In recent years, Congress has heard more frequently about, and
worked to address, commercialization issues faced by small firms participating in these
programs.

QUESTION 41:
What is the most recent data SBA has on Phase [II SBIR and STTR awardees?

QUESTION 42:
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What data, if any, does SBA collect on the commercialization success and outcomes of Phase I
awardees? Please share that data.

Changes to SBA’s entrepreneurial development programs

SBA’s revised strategic plan includes new performance goals to "better align" the entreprencurial
development programs with the agency’s mission. 1 have heard concerns from resource partners
that this change shifts the program metrics from an "outcome-based” model to an "assembly
line" model. More specifically, people are concerned that focusing on the number of clients
served disincentivizes counselors from referring clients to different programs that may be able to
better assist them.

QUESTION 43:

What can you tell me about those performance metrics and how the agency determined that they
were the appropriate measures for success?

Office of Inspector General (QIG) report

The Office of Inspector General (OIG) issued a report on November 8, 2018, entitled
“Consolidated Findings of OIG Reports on SBA’s Grant Programs — FY 2014-FY 2018.” This
report compiled results from nine separate reports on management deficiencies in the
entrepreneurial development and other grant programs. The OIG made four recommendations
and SBA management concurred with all four. I understand the deadline for SBA compliance
with the OIG’s recommendations is September 30, 2019.

QUESTION 44:

What progress is the SBA making to meet this deadline?

SBDC program funding

Over the past year, the SBDCs located in my home state of Florida provided more than 110,000
hours of no-cost, personalized, professional business consulting to more than 11,000 Florida-
based small businesses, many of which were overcoming the devastating effects of Hurricane
Irma, Hurricane Michael and Red Tide. An independent study by the Florida State University
Center for Economic Forecasting and Analysis reported that the businesses assisted by the
Florida SBDC impacted 28,876 Florida jobs, and returned $37 for every $1 of Florida taxpayer
money invested. In spite of the SBDCs' proven effectiveness, efficiency, return on investment,
and longstanding support from Congress, for FY2019 the SBA requested a reduction of more
than 15 percent in program funding (from $130 million to $110 million). The President’s budget
proposal for the SBA ignored the statutory funding formula and used 10 percent of the
Congressionally-appropriated SBDC program funding to create a competitive set-aside within
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the program to "reward" the SBDCs that most efficiently utilize their resources and provide
innovative methods to help entrepreneurs.

QUESTION 45:
Can you explain the rationale for cuts to this particular program?
QUESTION 46:

In light of overall cuts to the SBDC program, can you explain the reasoning for an additional set-
aside?

QUESTION 47:

What criteria would be used to make these set-aside awards?

Small business size standards

The important determination of how big a “small” business is can make a business eligible for
government contracts that are set aside for small businesses. Once a business becomes “big” —
even if it outgrows the small category by one employee or one dollar of revenue — it is forced to
compete against the giants of that industry.

QUESTION 48:

How can the SBA define size standards in a way that does not encourage small businesses to
stifle growth?

QUESTION 49:

Are there technical industries that merit a larger “small” size due to the nature of their work?
QUESTION 50:

What about legislation to provide more companies with the larger transition period made
available by the Small Business Runway Extension Act, such as expanding this Act to include
employee size count companies?

QUESTION 51:

What are ways that the SBA can help small businesses transition into their next stages?

Re-evaluation of size standards
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The SBA has to reevaluate size standards every five years, and 1 understand that you all have
developed a new methodology for this round of standards. One year has passed and no new
standards have been issued yet.

QUESTION 52:

Can you explain to me how you are setting size standards now?

QUESTION 53:

Will you have all of the standards issued within the next four years?

QUESTION 54:

Will you have time to give all of the standards careful consideration?

QUESTION 55:

Please provide your proposed plan, including dates, for issuing new size standards by industry.

Risk transfer program

Like several state programs, such as Florida’s Citizens Property Insurance Corporation, federal
programs, including FEMA’s National Flood Insurance Program, the Export-Import Bank, and
Fannie Mae and Freddie Mac, have successfully transferred some financial risk to the private
sector, protecting taxpayers and enhancing program resiliency.

QUESTION 56:

Is SBA considering opportunities for its program{s) to similarly transfer risk from taxpayers to
the private sector?

QUESTION 57:
If so, for which specific SBA programs?
QUESTION 38:

Does SBA have adequate authority and funding to successfully initiate a risk transfer
program(s)?

QUESTION 59:

If not, please describe what additional authority and/or funding is needed.



78

Mandated reports

As you know, the Committee is charged with oversight of the SBA. To help execute this
oversight function numerous reporting requirements have been included in statute over the years.

QUESTION 60:
I would ask as Chairman that you provide the Committee with the most recent reports mandated
under the statutes listed below and the reason that any of these mandated reports have not been
delivered on time and an estimated time for when any missing reports will be delivered.

a. 10 U.S.C. §2391-note {Report on small business exports)

b. 15U.S.C. §631c(f)

c. 153 US.C. §636()(16)(B)

d. 15 U.S.C. §637d(2)

e. 15 US.C. §638(b)(7)

f. 15 U.8.C. §639(a)

g. 15 US.C. §644(h)(2)

h. 15U.8.C. §645a

i. 15 U.S.C. §649(H)

j- 15US.C.§651(h)

k. 15 U.8.C. §656(0)(2)

I 15 U.8.C. §657a(e)(3)

m. 15 U.S.C. §657b-note (Report on veteran-owned small businesses)

n. 15 U.S.C. §657b(d)(4)

0. 15U.S.C. §657d(H)(2)

p. 15 US.C. §657h(c)2)(C)

q. 15 U.S.C. §657p(b)(6)



79

r. 15 U.S.C.8657r(c)(1)

s. 15U.8.C. §687(g)

Connecting small business borrowers with participating SBA lenders

As you are well aware, “Lender Match” is the SBA’s online referral tool connecting small
business borrowers with participating SBA lenders. This free online platform allows small
business owners to fill out a quick online form, without registration, and connects them with
lenders within 48 hours. The SBA reports that Lender Match has generated 3.6 million in leads
on behalf of small businesses to SBA lenders since its launch in September 2017,

QUESTION 61:

What percentage, and number, of these leads have resulted in funded SBA loans?

Oversight of SBA’s 7(a) lending program

As you know, legislation to improve oversight of SBA’s 7(a) fending program was signed in to
law last Congress. This legislation included several requirements for SBA to promulgate
regulations and ensure certain activities at SBA.

QUESTION 62:
Please provide an update on the following requirements in the law:

a. Section 47, subsection (e) outlines allowable enforcement authorities against 7(a)
lenders. Subsection (f) requires SBA to issue regulations no later than one year after
the date of enactment to carry out subsection (¢). What is the status of this regulation
and is SBA on schedule to issue this regulation, with an appropriate comment period,
by the statutorily specified date of June 21, 2019?

b. The status of the budget justification required to be submitted to the Administrator for
the Office of Credit Risk Management (OCRM)?

c. The legislation requires the Lender Oversight Committee (LOC) to meet quarterly
and report on their meetings and decisions to the Administrator. Please provide the
members of the LOC as appointed by the Administrator, the dates of meetings held
by the LOC, the minutes for these meetings, as well as such public information on the
activities of the Committee, including enforcement actions taken and not taken.

d. Information on any waivers that have been granted and are being maintained in an
indexed form since the enactment of the legislation.
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Commercial real estate appraisal thresholds

In the last Congress, legislation was passed to align both the 7(a) and 504 lending program
commercial real estate appraisal thresholds with the threshold set by the Office of the
Comptrolier of the Currency, Board of Governors of the Federal Reserve and the Federal Deposit
Insurance Corporation. That threshold is currently set at $500,000 for commercial real estate
appraisals, while SBA’s loan programs had previously required an appraisal for loans $250,000
and higher.

QUESTION 63:

What notice or information has SBA provided to lenders to make them aware of this change?
QUESTION 64:

Have all references to the previous $250,000 appraisal threshold been changed in the SBA’s
Standard Operating Procedure (SOP) document 50 10?

QUESTION 65:

If not, when will lenders be notified and changes be made to the SOP?

Awareness of SBA policy changes

504 lenders have anecdotally reported difficulty becoming aware of changes to SBA’s policies
with regard to 504 loan application requirements with several reporting they become aware of
changes only when an application is rejected several times and rises to the level of deeper
scrutiny by SBA’s loan processing centers.

QUESTION 66:

What is SBA doing to communicate changes in requirements to certified development companies
(CDCs)?

SBA 504/CDC loan guaranty program requirements

The SBAs 504/CDC loan guaranty program requires borrowers to meet at least one of two
specified economic development objectives. The borrower can 1) create or retain a job for every
$75.000 of project debenture (or $120,000 in the case of small manufacturers), or 2) meet any
one of five community development goals or 10 public policy goals.

QUESTION 67:
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If a borrower is meeting a community development goal or public policy goal, does SBA track
and keep a record of the goal that meets this requirement? If so, please provide a breakdown of
the goals met by community development or public policy category by number, as well as the
numbers for each specific community development and public policy goal that enabled
borrowers to meet this requirement.

QUESTION 68:
If SBA does not track this data, why not?

504 program third party investors

In Standard Operating Procedure (SOP) 50 10 5 (J), the SBA outlines requirements for
borrowers in the 504 program regarding real estate issues. In this SOP, when a small business
holds title to real estate in a real estate holding entity (known as an eligible passive company or
EPC) rather than the small business entity itself (the operating company or OC), the rent the OC
pays the EPC cannot exceed the mortgage plus costs to hold, maintain, and operate the building;
and 2) requires the operating company (OC) lease 100 percent of the space from the EPC and
then sublease space to any third party tenants. The Committee has heard anecdotally that these
requirements stem in part from a concern that third party investors have benefitted from the 504
loan.

QUESTION 69:

Please provide any information on the presence of third party investors in real estate transactions
in the 504 program.

Employee-owned business concerns

Section 862 of the John S. McCain National Defense Authorization Act of FY 2019 (P.L. 115-
232), which was signed into law on August 13, 2018, requires the SBA to make changes with
regard to opportunities for employee-owned business concerns through the SBAs loan programs.
Please provide an update on the following:

QUESTION 70:

The status of SBA’s outreach to Small Business Investment Companies (SBIC) and
intermediaries of the Microloan program to increase the investment and loans for transitions to
employee-owned business concerns;

QUESTION 71:
The implementation of the requirement for SBA to establish a Small Business Employee

Ownership and Cooperatives Promotion Program to offer technical assistance and training on the
transition to employee ownership through cooperatives and qualified employee trusts;
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QUESTION 72:

The status of the amended report to Congress on employee-owned firms, including metrics on
the total number of loans made to employee-owned business concerns guaranteed under section
7(a) of the Small Business Act and the SBIC program under the Small Business Investment Act
of 1958;

QUESTION 73:

The status of the new study and report on cooperatives required 180 days after enactment of the
legislation.

QUESTION 74:

The Senate and House Committees on Small Business sent a letter to Administrator McMahon
regarding the SBA playing a more active role in the Interagency Working Group on Cooperative
Development (IWGCD) on September 25, 2018 with a requested response date of October 15,
2018. The Committees have not yet received a response to this letter. Please respond with the
information requested in the letter, including whether or not SBA will actively participate in the
IWGCD, and if so to outline for the Committees the goals SBA intends to achieve through its
participation.

Advising customers on the basics of international trade

The Small Business Jobs Act requires that a certain number or percentage of counselors at each
lead SBDC be trained advising customers on the basics of international trade.

QUESTION 75:

What are you doing to monitor compliance with that mandate?
QUESTION 76:

Are all lead SBDCs meeting their training requirements?

SBA disbursements

The SBA consistently updates Congress with useful disaster loan and operation numbers.
However, the SBA does not include disbursements in these reports.

QUESTION 77:

Please provide updated numbers on loan disbursements for Hurricanes Harvey, Maria, Irma,
Hermine, and Michael.
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Questions from:
Senator Risch

Women’s Business Center

As you may know, Idaho is one of the only states that does not have a Women’s Business Center
or a licensed Small Business Investment Company. With that said, I was encouraged to see that
this week the SBA will be hosting events across Idaho seeking applicants for the Women'’s
Business Center.

QUESTION 1:

Could you tell me what would happen if no applicant is approved to open the Women's Business
Center?

QUESTION 2:

Also, is this model something that could be replicated to recruit more SBIC applicants to Idaho
and other “under-licensed” states?

QUESTION 3:

Finally, what can the SBA do to encourage more SBIC applicants in Idaho?
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Questions from:
Senator Inhofe

Declassification of staffing firm franchisees as small businesses

Administrator McMahon, as you are likely aware, on February 14th and October 13th 2017 the
SBA acted in two Policy Notices — 5001-1941 and 5000-17009, respectively, that resulted in the
declassification of staffing firm franchisees as small businesses by SBA for services including
loans that they previously qualified. It’s my understanding this action overturned years of SBA
precedent and is harming small business owners across the Nation including those owned by
veterans, women and minorities. Further, my understanding is this action was handed off by the
Obama administration to the Trump administration. The issue in question is whether the
franchisors of staffing firm companies like Express Employment Professionals in Oklahoma
City, Oklahoma directly control their franchisees, and, as a result, whether or not these
franchisees should be classified as small businesses. Unlike what SBA’s 2017 notices imply,
Express” corporate office does not directly control its franchisees. Express corporate does not
hire or fire its franchisees” employees and the 2017 notice does not take into account the unique
product of staffing firm franchises. Express corporate simply requires that its franchisees’
employees get paid on time and in full in order to ensure compensation for those workers and
protect the name of the company — as it is inherently providing a service of temporary paid
employment. This model is no different than fast-food corporate offices, which require their
franchisees to prepare and cook their food a certain way — as they are providing a service to
ensure safe and consistent food and drink products. The minimal level of oversight exercised by
staffing firm franchisees, like Express, should be clear they do not directly control their
franchisees. SBA should return its long-held previous standard that franchisees of staffing firm
franchises are small businesses.

QUESTION 1:
Have you heard from other businesses being adversely affected by the 2017 changes in policy?
QUESTION 2:

Can I count on you to bring regulatory relief to small businesses like those of Express by
resolving this issue?

QUESTION 3:

Will you personally sit down with Express to resolve this?
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Questions from:

Senator Booker

Opportunity Zones

The Opportunity Zones program, based on the Investing in Opportunity Act that [ introduced
with Senator Tim Scott along with several members of this Committee, creates a powerful new
tool for promoting lasting economic development in the places that need it most. Through a set
of targeted incentives, the program encourages private investors to re-invest their inactive capital
gains into high-impact projects in distressed communities.

QUESTION 1:

As you know, late last year, the President created the White House Opportunity and
Revitalization Council to align funding and technical assistance across agencies to amplify the
impact of the Opportunity Zones incentive, Can you provide an update on the Council, and what
the SBA is doing to ensure startups and entreprencurs are able to capitalize on this powerful new
tool?

Paid Family Leave

Research demonstrates that paid leave contributes to reduced turnover and higher employee
morale and loyalty, leading to productivity increases and significant cost savings for small
businesses. Replacing employees is expensive: turnover costs are estimated to average one-fifth
of an employee’s annual salary. Paid leave increases employee retention by encouraging
employees to stay in the labor force and with the same employer, leading to significant employer
cost savings through reduced turnover expenses.

QUESTION 2:

Do you believe that a national paid family and medical leave program, like The Family and
Medical Insurance Leave (FAMILY) Act, would help strengthen small businesses’ ability to
recruit and retain talent?

QUESTION 3:

What supports do you believe small businesses need to successfully implement a national paid
family and medical leave program? What do you think the Small Business Administration's role
should be to help small businesses successfully implement a national paid family and medical
leave program?
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Questions from:
Senator Hirono

Small Business Administration’s (SBA) Local District Offices

The Small Business Administration’s (SBA} local district offices provide important supports for
local businesses and the broader business community, while promoting the SBA’s mission to
help Americans start and grow their own businesses—regardless of where they may be located.
Last year in response to written questions submitted after your hearing before the Committee,
you reiterated your commitment to making sure local district offices have the necessary
resources to effectively deliver the SBA programs and services, including through staff trainings
for local district offices.

QUESTION 1:

Now that you have completed your lgnite Tour, how do you plan to continue your engagement
with local district offices?

QUESTION 2:

What has the SBA done over the last year to make sure local district offices continue to receive
the necessary resources to effectively deliver services?

QUESTION 3:

Can you elaborate on your field alignment project to better connect with local district offices and
deliver services?

Disaster Assistance

During last year's natural disasters in Hawaii, businesses were encouraged to seek assistance
from SBA resource partners like Small Business Development Centers (SBDCs) to replace
business documents, restructure their businesses, and receive general business counseling
services.

QUESTION 4:

How does the SBA work with local resource partners like SBDCs after natural disasters to make
sure they have the necessary resources to serve their clients—particularly in cases where these
resource partners see increased use by clients following natural disasters?

QUESTION 5:
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How does the SBA work with other resource partners like Women’s Business Centers, Veterans
Business Outreach Centers, and SCORE, following natural disasters?

QUESTION 6:

Does the SBA track increases in the number of clients who seek services from resource partners
like SBDCs after natural disasters?

Jovernment Shutdown

During the recent federal government shutdown thousands of small businesses were impacted
throughout the United States, as the shutdown not only impacted the SBA, but also affected other
federal agencies and the broader business community as a whole. This included many small
businesses in Hawaii, many of whom rely on federal programs or contracts, or other federal
resources like national parks, to support themselves and their families.

QUESTION 7:

Can you elaborate on what kinds of resources and outreach the SBA has provided to small
businesses that were affected by the government shutdown?

QUESTION 8:

While it is my sincere hope that government shutdowns are few and far between, what lessons
did the SBA take away from this shutdown?

QUESTION 9:
Are there any insights that will help you to improve SBA services or activities?

Contracting Goals

During our meeting last December you and I discussed the importance of federal contracting for
small businesses in Hawaii and elsewhere. As you know, the federal government purchases
nearly $400 billion in goods and services from the private sector every year, and has established
procedures to ensure that small businesses have opportunities to compete for contracts,
specifically through its contracting goals for small businesses and the SBA’s contracting
programs to provide businesses with set-asides, sole-source awards, and price-evaluation
preferences.

QUESTION 10:
Can you elaborate on how the SBA plans to meet its contracting goals this year?

QUESTION 11:
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What specifically is the SBA doing to promote contracting opportunities for women owned small
businesses and small disadvantaged businesses?

QUESTION 12:

Can you speak to how opportunities like set-asides, including for commercial products and
services, have been important for small businesses?

Native Hawaiian Owned Businesses

During our meeting last December you and 1 also discussed the importance of providing
opportunities for Native owned businesses, including Native Hawailan owned businesses
(*NHOs™) in Hawaii.

QUESTION 13:

Can you elaborate on how the SBA plans to support Native owned businesses and NHOs in the
coming year?

Native American Entrepreneurial Empowerment Workshops

Last year in response to written questions submitted after your hearing before the Committee you
mentioned that the SBA was planning to provide seven additional Native American
Entrepreneurial Empowerment Workshops where potential entrepreneurs and business owners
could receive specialized training and technical assistance in 2018, and that planning was in the
carly stages to schedule more workshops for 2019,

QUESTION 14:
Has the SBA finalized its workshops for 2019?
QUESTION 15:

If so, then could you provide an update about when and where these workshops will be held this
year?

QUESTION 16:
Can you elaborate on how these workshops will support business owners?

Small Business Manufacturing

Last year in response to written questions submitted after your hearing you also mentioned that
you had met with small manufacturers in the United States, and stated that the SBA can continue
to help small manufacturers by making sure they know about and have access to the SBA’s
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programs to support manufacturers, counseling opportunities through the SBA’s resource
partners, and other opportunities to pursue international markets.

QUESTION 17:

Can you elaborate on how these programs and opportunities can support small manufacturers in
the United States?

QUESTION 18:

What else has the SBA done in the last year to improve opportunities for these manufacturers,
including in providing access to international markets?

Science. Technology, Engineering, and Math (STEM) Workforce

I have continued to support programs that provide opportunities for women and minorities to
pursue science, technology, engineering, and math (STEM) fields, and have introduced
legislation that would strengthen the STEM pipeline and help businesses by making sure they
have the employees they need to remain competitive in industries that require workers with
backgrounds in STEM fields. Last year in response to written questions submitted after your
hearing you stated that this is an arca where the SBA could look more closely at through your
interagency discussions with other federal agencies and your focus on helping small businesses
better identify and meet workforce demands.

QUESTION 19:

What steps has the SBA taken since that time to make sure businesses have the workers they
need to remain competitive—through interagency discussions and otherwise?

QUESTION 20:

Has the SBA taken steps to examine how counseling provided through your resource partners
could better assist businesses that require workers with STEM backgrounds?

QUESTION 21:
What else could the SBA be doing more to examine the STEM pipeline?

Small Business Innovation Research/Small Business Technology Transfer (SBIR/STTR)
Programs

The Small Business Innovation Research (SBIR) and Small Business Technology Transfer
(STTR) programs provide set-asides for federal research and development for small businesses,
and support federal research opportunities for businesses in Hawaii and elsewhere. As you have
previously highlighted, the SBA Administrator plays a critical role in making sure federal
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agencies are compliant with statutory commitments to supporting small businesses through these
programs,

QUESTION 22:

I appreciate the commitment you have expressed to actively work with agencies and make sure
they meet or exceed their commitments to supporting small businesses through the SBIR and
STTR programs—will you continue working to address this issue?

QUESTION 23:

How do you think the contracting processes for SBIR and STTR awards could be improved to
make these programs more accessible for participants?

State Trade Expansion Program (STEP)

The State of Hawaii has previously used resources provided under the SBA’s State Trade
Expansion Program (STEP) to create the Hawaii State Trade Expansion Program, or HiSTEP,
which partners with the private sector to facilitate access to comprehensive export assistance,
counseling and training assistance, and opportunities for Hawaii small businesses to showcase
their services and products at trade shows. 1 have supported STEP since the program was
established, and more recently supported its renewal through 2020.

QUESTION 24:

Do you continue to recognize the importance of STEP, and will you continue to suppott the
program with resources appropriated through Congress?
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