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SMALL BUSINESS ACT AMENDMENTS OF 1962

THURSDAY, APRIL 12, 1962

U.S. SENATE,
COMMITTEE ON BANKING AND CURRENCY,

SUBCOMMITTEE ON SMALL BUSINESS,
Washington, D.C.

The subcommittee met, pursuant to call of the chairman, in room
5302, New Senate Office Building, at 10:12 a.m., Senator William
Proxmire

' 
chairman of the subcommittee, presiding.

Present: Senators Proxmire, Sparkman, and Javits.
Senator PROXMIRE. The Small Business Subcommittee of the

Banking and Currency Committee will come to order.
Today the Subcommittee on Small Business is holding hearings on

S. 2970,a bill to amend the Small Business Act. 
iThis s an administration-sponsored bill designed to amend section.

4(c) of the Small Business Act in two ways. First, it would re-
move the dollar ceilings on the total amount authorized to be ap-
propriated to the revolving fund and on the amounts which may be
used by SBA for its various lending programs i.e., regular business
loans, disaster loans and its program under the Small Business In-
vestment Act of 1958.
Secondly, it would change the method by which the Treasury com-

putes the interest rate that SBA pays to the Treasury for its dis-
bursements from the revolving fund.
Without objection, I will insert a copy of the bill in the record, to-

gether with a copy of the letter from the President transmitting the
bill to the President of the Senate a copy of an analysis of the bill
furnished by the Small Business :Administration, and copies of let-
ters from interested agencies, including the Comptroller General,
commenting on the bill and a reply to the views of the Comptroller
General by the Small Business Administration.
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2 SBA AMENDMENTS OF 1962

7( The material referred to follows:)

87TH CONGRESS S. 29702D SESSION

IN THE SENATE OF THE UNITED STATES

MARCH 12,1962

Mr. ROBERTSON (for himself and Mr. SPARKMAN) (by request) introduced the
following bill; which was read twice and referred to the Committee on
Banking and Currency

A BILL
To amend the Small Business Act.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That section 4 of the Small Business Act, approved July 18,

4 1958 (72 Stat. 384) , as amended, is amended by striking

5 out subsection (c) and inserting in lieu thereof the following:

6 "(o) There is hereby established in the Treasury a

7 revolving fund, referred to in this section as 'the fund',

8 for the Administration's use in financing the functions

9 performed under sections 7 (a) , 7 (b) , and 8 (a) and under

10 the Small Business Investment Act of 1958, as amended,

11 including the payment of administrative expenses in connec-
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2

1 tion with such functions. All repayments of loans and de-

2 bentures, payments of interest, and other receipts arising out

3 of transactions financed from the fund shall be paid into the

4 fund. As capital thereof, appropriations are hereby author-

5 ized to be made to the fund, which appropriations shall re-

6 main available until expended. The Administration shall

7 pay into miscellaneous receipts of the Treasury, following

8 the close of each fiscal year, interest on the outstanding

9 cash disbursements from the fund, at rates determined by

10 the Secretary of the Treasury, taking into consideration the

11 current average yields on outstanding interest-bearing mar-

12 ketable public debt obligations of the United States of com-

13 parable maturities as calculated for the month of June

14 preceding such fiscal year."
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,Following is the text of a letter from the President to the President of the
Senate and the Speaker of the House of Representatives.

THE WHITE HOUSE
MARCH 5, 1962.

Hon. LYNDON B. JOHNSON,
President of the Senate,
Washington, D.C.
Hon. JOHN W. MCCORMACK,
Speaker of the House of Representatives,
Washington, D. C.
DEAR MR. PRESIDENT AND MR. SPEAKER: I am transmitting herewith for ap-

propriate reference a bill to amend section 4(c) of the Small Business Act, as
amended. This section deals with the revolving fund of the Small Business
Administration, out of which are financed that agency's programs of financial
assistance to the small business community.
This bill would place the fund on a more permanent basis and eliminate un-

necessary duplication, by removing the statutory limitation on authorizations to
appropriate to the fund and the separate limitations on the amounts of appro-
priated funds which may be utilized for each of the Small Business Administra-
tion's financial assistance programs. Utilization of funds for these programs
would of course continue to be controlled by the Congress through the normal
appropriation process, and the House and Senate Appropriations, Banking and
Currency, and Small Business Committees would continue to exercise the same
degree of cognizance as they do now regarding the operations of the Small Busi-
ness Administration.
By making the Small Business Administration a permanent agency of the

Government in 1958, the Congress wisely recognized the important role that this
agency has played in assisting the small business sector of our economy, which
comprises by far the greatest number of businesses in the United States and
plays a key part in the economic life of our Nation. Under the current admin-
istration, that agency has vigorously expanded its assistance to the small busi-
ness community by increasing significantly the number of small businesses as-
sisted by its programs of business loans, loans to small business investment com-
panies, and State and local development companies, procurement and technical
assistance, and management assistance.
It is now time to remove the unnecessary statutory limitation on appropria-

tions and on usage of appropriated funds which has resulted in uncertainty re-
garding the future of these programs and necessitated a double congressional
review of funds.
In no respect would the proposed amendment diminish the controls which

the Congress presently exercises over the size and character of the programs
administered by the Small Business Administration, pursuant to the Small Busi-
ness Act and the Small Business Investment Act of 1958. These two statutes and
the operations of the agency are under frequent study in Congress. Since 1953,
when the agency was established, amendments have been made to either or both
of basic statutes in every year except two. Indeed, each has undergone numerous
and substantial revisions. There is no reason to expect that this legislative ac-
tivity with its attendant scrutiny of the agency's operations by the Banking and
Currency Committees will diminish.
Moreover, the progress of the Small Business Administration in discharging

its statutory duties is under the continuing observation of the Senate and House
Small Business Committees. At least once a ytear each of these committees
holds hearings at which the Administrator of the Small Business Administration
testifies in detail concerning the operations of his agency. The resulting reports
issued by the committees contain thorough reviews of the agency's programs and
evaluations of its success in conducting them.

Finally, in the course of the budgetary process, the agency's activities are
reviewed annually by the Appropriations Committees and the Congress to deter-
mine the amount of additional capital for the revolving fund which the agency
will require to carry out its financial assistance programs.
However, the necessity for obtaining statutory authorization for additional

appropriations virtually every year before Congress can appropriate funds in
the regular appropriation act creates unnecessary duplication and confusion.
During the last session of the Congress four separate statutes provided increased
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authorizations to appropriate to the SBA revolving fund, in addition to the actual
appropriations themselves contained in the regular appropriation act and a sup-
plemental appropriation act. Sound budgetary procedures argue against this
type of duplication and repetitive review over an agency which the Congress has
declared to be a permanent one and over programs which serve such an impor-
tant purpose in assisting our small business community.
The proposed legislation would also simplify the method of computing the

interest payable from the revolving fund to the Treasury, and would effect a
number of clarifications in the language of the act. A detailed analysis of the
bill is attached.
It is my hope that the Congress will consider this proposal promptly and that

the bill will be enacted into law.
Sincerely,

JOHN F. KENNEDY.

SMALL BUSINESS ADMINISTRATION

ANALYSIS OF THE BILL

The bill would amend section 4(c) of the Small Business Act, hereinafter
referred to as the act, in two substantive respects. First, it would remove the
dollar ceiling now limiting the total amount authorized to be appropriated to the
fund and the respective dollar ceilings limiting the amount of such total which
may be used by SBA for each of its financial assistance programs. Second, it
would simplify the method of computing the interest which SBA pays into
miscellaneous receipts of the Treasury, following the close of each fiscal year, on
the outstanding cash disbursements from the revolving fund. In addition to
these substantive amendments, the bill proposes a number of clarifications in the
language of the section.
In connection with the first of the two substantive amendments it is to be noted

that, in its present form, section 4 ( c) of the act limits the total amount of appro-
priations to the fund to $1,200 million. The section further provides, in sub-
stance, that no more than $725 million of this total can be used for the purposes
of the business loan and prime contracts programs; that no more than $150 mil-
lion of such total can be used for the purposes of the disaster loan programs,
including loans to small business concerns displaced by construction projects
conducted by or with funds of the Federal Government; and that no more than
$325 million can be used for the purposes of the Small Business Investment Act
of 1958, including the furnishing of financial assistance to small business invest-
ment companies and to State and local development companies.
The 1963 budget submitted to the Congress contemplates the elimination of

these dollar ceilings. This budget program estimates $80 million in additional
appropriation for 1962 and $300 million for 1963, which together with previous
appropriations are $100 million above the limitation of $1,200 million now in the
statute. The budget also estimates that the amount of business loans and
reservations outstanding as of June 30, 1962, will be $10 million in excess of the
present $725 million limitation on such loans. A further increase of $200 million
will be required for the fiscal year 1963. Equally clear is the necessity of
removing the $325 million limitation on activities under the Small Business
Investment Act of 1958, since requirements for the fiscal year 1963 will be
$15.2 million in excess of this amount.

This bill, by removing the ceiling on appropriations and on program usage,
would eliminate the necessity for amending the Small Business Act almost every
time additional appropriations are required or program usage exceeds the statu-
tory ceilings.
The desirability of the second substantive amendment effected by the bill can

best be explained by a brief description of the manner in which the following
provisions of section 4(c) of the act have been administered:
"Advances shall be made to the administration from the revolving fund when

requested by the administration * * *. The administration shall pay into mis-
cellaneous receipts of the Treasury, at the close of each fiscal year, interest on
the net amount of the cash disbursements from such advances at a rate deter-
mined by the Secretary of the Treasury, taking into consideration the current
average rate of outstanding interest-bearing marketable public debt obligations
of the United States of comparable maturities."

82910-62 2
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The evident purpose of these provisions is to tie the interest rate paid by.
SBA, on moneys disbursed by it, as closely as possible to the cost of these same
funds to the Government. However, prior to July 1, 1960, the Secretary of the
Treasury applied the current interest rate, yielded by the statutory formula,
not only to disbursements made by SBA during the current year but also to
funds disbursed in earlier years when the cost of money to the Government may
have been substantially higher or lower. For example, SBA was required during
the fiscal year 1960 to pay 4% percent on funds disbursed in the fiscal year
1959 when the applicable rate was only 2% percent.
In an effort to correct the situation, the Department of the Treasury, at the

request of SBA, inaugurated a 'method of computing the rate each year on a
weighted average basis, taking into consideration the rates in effect during prior
years. Although this system has effected a substantial improvement, its value is
limited by the mathematical complexities involved. Because of them, it was not
until November 1961 that SBA could furnish the Department with the program
data essential to a determination of the rate for the fiscal year 1962.
The bill would overcome the basic difficulty by eliminating the existing re-

quirement of the statute that the Secretary compute each year a single rate
applicable to all outstanding cash disbursements made by SBA. Instead of
following this method the Secretary would, in June of each year, set the rate
to be applied to all disbursements made during the succeeding fiscal year. This
rate would remain applicable to such disbursements, regardless of any subse-
quent fluctuations in the borrowing costs of the Government, until the money
is returned to the Treasury. Current colections would be applied in reduction
of the oldest outstanding disbursements from the fund.
The proposed system of multiple rates promises to provide a more efficient

method of computing interest charges which reflect the cost to the Government
of moneys utilized by SBA. Moreover, the simplicity of the system would facili-
tate SBA's accounting and reporting operations.
As already indicated the bill would effect changes in section 4(c) of the act,

in addition to the two amendments discussed above, which are not substantive
in nature. Their purpose is merely to bring the provisions of the section into
closer accord with the evident intent of Congress in enacting it and to eliminate
language which does not reflect existing practice. In its present form, the
section does not expressly provide for the establishment in the Treasury Of a
revolving fund for the use of SBA. Also absent from the section are express
Provisions that loan repayments and other receipts are to be paid into the fund
and that appropriations made to the fund are to remain available until expended.
Such authority is, to be sure, so clearly implied in the terms of the section that

an amendment for the sole purpose of spelling it out would not be appropriate.
However, it is believed desirable, in connection with the proposed revision of
the section for substantive reasons, to insert the described provisions. This
would be accomplished by the bill. The bill would also emphasize that appro-
priations made to the fund constitute "capital" thereof.

Since only one account is required to be maintained in the Treasury, the bill
would strike from the section all references to "advances" to SBA from the
revolving fund. Finally, the bill contemplates that the interest payments of
SBA are to be made "following" instead of "at" the close of each fiscal year.
The purpose of this is to make allowance for the time which necessarily elapses
before the amount due can be computed.

Hon. A. WILLIS ROBERTSON,
Chairman, Committee on Banking and Currency,
U.S. Senate, Washington, D .0 .
DEAR MR. CHAIRMAN: Reference is made to your request for the views of this

Department on S. 2970, to amend the Small Business Act.
The bill would amend section 4(c) of the Small Business Act to (1) remove

the dollar ceiling on the revolving fund established by the section; and (2)
revise the method of computing the interest which the Small Business Adminis-
tration pays to the Treasury on cash disbursements from the fund.
The proposed legislation was transmitted to the Senate by the President and

the Department favors the enactment of the bill. As to the interest rate pro-
visions of the bill, the Department collaborated in their preparation and there

TREASURY DEPARTMENT,
Washington, April 6, 1962.
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follows an explanation of those provisions and how they would operate if the bill
were enacted into law.
Under the proposed legislation, the Secretary of the Treasury would deter-

mine interest rates applicable to outstanding cash disbursements from the fund
each fiscal year by taking into consideration the average yields on outstanding
interest-bearing marketable public debt obligations of maturities comparable
to those of the loans made by the Small Business Administration under its
various programs. The rate would be calculated on the basis of yields pre-
vailing in the month of June preceding the fiscal year. This method of deter-
mining interest rates is generally the same as that used in determining the
interest rates to be charged on Treasury loans to Government agencies unless
a different rate is specified by law. The proposed bill would thus make it pos-
sible to determine interest rates on a current yield basis on public debt obliga-
tions with maturities comparable to the maturities of loans made by the Small
Business Administration, in lieu of the present procedure which is restrictive in
that it provides for only a single interest rate which the Small Business Ad-
ministration must apply to the disbursements made for all of its programs in
reimbursing the Treasury.
The procedure would be for the Small Business Administration to advise the

Treasury of the average maturity of the loans under each program it is ad-
ministering. If the average maturities for all programs are approximately the
same, only one rate of interest would be determined. If the average maturities
are different for different loan programs, an interest rate would be determined
for each program. The Treasury would advise the Small Business Adminis-
tration of the appropriate interest rate or rates early in July of each year calcu-
lated on the basis of rates for the preceding month of June. Average market
yield rates on public debt securities are calculated by the Treasury each month
and furnishing such rates to the Small Business Administration would require
no special effort. The interest rates furnished by the Treasury would be ap-
plied by the Small Business Administration to the amount of outstanding dis-
bursements made for that fiscal year making future payments to the Treasury.
The rates furnished each year would continue to apply to the disbursements for
that year until full repayment of such disbursements is made to the Treasury.
Interest rates previously determined for prior fiscal years under the weighted
average formula now in effect would continue to apply to the outstanding dis-
bursements for those fiscal years until full repayment to the Treasury. For
example, the rate for the fiscal year 1961 is 31/2 percent and the rate for the
fiscal year 1962 is 3% percent.
To summarize, separate interest rates instead of a single rate could be fur-

nished by the Treasury to the Small Business Administration. Such rates would
be more realistic in that they would be related to the maturities of the loans
made under the various lending programs of the Small Business Administration_
and would thus reflect the cost of borrowing to the Treasury.
The Department has been advised by the Bureau of the Budget that there is no

objection from the standpoint of the administration's program to the submission
of this report to your committee.

Sincerely yours,
ROBERT H. KNIGHT, Genera/ Counsel.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, March 20, 1962.

Hon. A. Wm.'s ROBERTSON,
Chairman, Cominittee on Banking and Currency,
U.S. Senate.
DEAR MR. CHAIRMAN: This is in response to your request of March 13, 1962,

for a report on S. 2970, a bill to amend the Small Business Act.
The bill would amend section 4 of the Small Business Act, approved July 18,

1958, 72 Stat. 384, as amended, 15 United States Code 633, by substituting a
new subsection (c) for the current provisions of that subsection relating to the
financing of loans to small business concerns, disaster loans, procurement con-
tracts and subcontracts to small business concerns, and function under the
Small Business Investment Act of 1958. Subsection 4(c) of the 1958 act estab-
lished a revolving fund and currently authorizes the Small Business Administra-
tion to obtain money from the Treasury of the United States for these purposes
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not to exceed a total of $1.2 billion outstanding at any one time. Limitations
are also stated for the various purposes individually. The subsection authorizes
not to exceed $1.2 billion in appropriations to the revolving fund. The net effect
of S. 2970, if enacted, would be the removal of these limitations. Other provi-

sions of subsection 4(c) relating to use of funds for administrative expenses
and the payment of interest by the Administration on net cash disbursements
from advances from the Treasury are contained in substantially the same form.

While it is true that in the absence of the current limitations, the Congress
will nevertheless retain overall control through the appropriation process of the
amount of funds which will be available to the Small Business Administration
for carrying out all of the functions involved, there would not be any assurance
that these functions would be limited individually. In this connection it should
be noted that there would not be any assurance that sufficient funds would be
continually reserved to meet the emergency disaster loan purposes for which
the fund is available. Moreover, neither the current legislation nor the proposed
provisions of S. 2970 contain any requirement for subjecting the activities covered
to periodic review by the Congress. In the absence of a request for additional
funds by the Administration, there is no provision for assuring the con-
tinuing appraisal by the Congress of these programs. We have consistently
taken the position that departures from the regular annual congressional re-
views and affirmative action through the budgetary and appropriation processes
constitute a lessening of congressional control which, in our opinion, should be
permitted only on a clear showing that an activity cannot otherwise be suc-
cessfully operated in the public interest.
We therefore recommend that the proposed legislation be revised to include

provisions for what we consider to be minimum requirements for adequate
congressional control. This could be accomplished by inserting the following
or similar language before the period at line 6 on page 2 of the bill:
": Provided, That amounts in the fund may be obligated for the purposes

enumerated in sections 7(a), 7 (b) , and 8(a) and under the Small Business
Investment Act of 1958, as amended, only when so provided in annual ap-
propriation acts which are hereby authorized and within such limitations as
may be included in annual appropriation acts.".

Sincerely yours,
( S) JOSEPH CAMPBELL,

Comptroller General of the United States.

SMALL BUSINESS ADMINISTRATION,
OFFICE OF THE ADMINISTRATOR,

Washington, D.C.
Hon. WTTNJ A  M PROMS/EIRE,
U.S. Senate,
Washington, D.C.
DEAR SENATOR PROXMIRE : I have your letter of April 3, requesting my com-

ments on the views expressed by the Comptroller General, in his letter of March
20, with respect to S. 2970.
The Comptroller General states that "neither the current legislation nor the

proposed provisions of S. 2970 contains any requirement for subjecting the
activities covered to periodic review by the Congress." He comments further
that in the absence of a request for additional funds, there is no provision for
assuring the continuing appraisal by the 'Congress. In drawing the latter
conclusion, the Comptroller General overlooks the fact that the President,
through the Bureau of the Budget, requires that all agencies having revolving
funds submit business-type budgets annually and that such budgets are included
in the annual budget submitted to the Congress. This furnishes the opportu-
nity to the appropriation committees to review the planned operations of each
such activity and to take such action as it considers necessary. Furthermore,
these submissions are required irrespective of whether additional appropriations
are requested.
There is 'another aspect with respect to SBA's annual budget which, appar-

ently, was not considered. The procurement and technical assistance and the
management and research assistance programs are financed by a direct ap-
propriation which requires an annual submission. Further, the administrative
expenses for the financial assistance and investment and development company
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programs are funded by a transfer from the revolving fund to a combined
salaries and expense account which includes the direct appropriations pre-
viously mentioned. This transfer also requires congressional approval and
the amount is determined through the regular budget process.
The Comptroller General also comments that "there would not be any as-

surance that sufficient funds would be continually reserved to meet the emer-
gency disaster loan purposes for which the fund is available." S. 2970 would
in no way affect the reserves we keep for such purposes under existing law.
The financial plan included in each budget presentation identifies the amounts
estimated to be required for each of SBA's major programs. These amounts
serve as target figures to be used in the years indicated and are adhered to
unless there are significant changes in volume which warrant 'subsequent revi-
sion of the plan. Because of the impossibility of forecasting the incidence or
the financial impact of disasters, a 'token" amount of $14 million customarily
has been included in the budget estimate. In accordance with prudent financial
management procedures, precautions are taken to assure that at least this
amount is retained in the financial plan for disaster loans as long as required.
In addition to the above, of course, there are operational reviews of SBA

made by the Small Business Committees of the House and the Senate and reviews
made by the respective Banking and Currency Committees pertaining to both
SBA operational and legislative matters.
In my opinion, the above requirements would assure that there would be no

lessening of congressional control and I, therefore, recommend against adoption
of the amendment suggested by the Comptroller General.
The Bureau of the Budget has advised that there is no objection to the sub-

mission of this •report from the standpoint of the administration's program.
With kind regards, I am

Sincerely,
XOHN E. HORNE, Administrator.

Senator PROXMIRE. Today we will have testimony from Mr. John E.
Horne, Administrator of the Small Business Administration.
Mr. Horne, we are delighted to have you with us, and I request

that you identify the distinguished gentlemen who are at the witness
table with you this morning.

STATEMENT OF JOHN E. HORNE, ADMINISTRATOR; ACCOM-
PANIED BY KEITH L. HANNA, ASSISTANT ADMINISTRATOR
(CONTROLLER) ; LOGAN HENDRICKS, ACTING DEPUTY ADMIN-
ISTRATOR (FINANCIAL ASSISTANCE) ; SEROME S. PLAPINGER,
DEPUTY GENERAL COUNSEL; AND LAWRENCE S. CASAZZA,
ACTING DEPUTY ADMINISTRAT'OR (INVESTMENT DIVISION),
SMALL BUSINESS ADMINISTRATION

Mr. HORNE. Thank you very much, Mr. Chairman.
To my immediate left is Lawrence Casazza, who is Acting Deputy

Administrator of the Investment Division, which is responsible for
the small business investment company program and the local and
State development company programs.
To my immediate right is Keith Hanna, who is the controller of the

agency.
Next to him is Logan Hendricks, who is acting this morning as

Deputy Administrator of the Financial Assistance Division, under
which our regular business loans, disaster loans, and displaced small
business loans are administered.
To his right is Jerome Plapinger, who is Deputy General Counsel of

the agency.
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We all appreciate being here this morning, Mr. Chairman, and I am
especially glad to have this opportunity to discuss with you the bill
( S. 2970) to effect certain changes in the Small Business Act which
are desired by the President. It is my hope that this subcommittee
will give the measure favorable consideration.
As you pointed out, Mr. Chairman, S. 2970 would amend section

4(c) of the Small Business Act by removing the dollar ceiling now
limiting the total amount authorized to be appropriated to the revolv-
ing fund and by removing the respective dollar ceilings limiting the
amount of such total which may be used by SBA for each of its finan-
cial assistance programs. It would also simplify the method of com-
puting the interest which SBA pays into miscellaneous receipts of the
Treasury, following the close of each fiscal year, on the net amount
of cash disbursements from the revolving fund. In addition, the bill
proposes a number of clarifications in the language of the section.
In its present form, section 4(c) of the act limits the total amount

of the fund to $1,200 million. The section further provides, in sub-
stance, that no more than $725 million of this total can be used for
the purposes of the business loan and prime contracts programs;
that no more than $150 million of such total can be used for the pur-
poses of the disaster loan programs, including loans to small business
concerns displaced by construction projects conducted by or with
funds of the Federal Government; and that no more than $325 million
can be used for the purposes of the Small Business Investment Act
of 1958, including the furnishing of financial assistance to small busi-
ness investment companies and to State and local development
companies.
Four separate statutes were enacted, during the last session of

Congress increasing these authorizations to make appropriations to
the revolving fund. This legislation was, of course, in addition to
the actual appropriations contained in the regular appropriation act
and in a supplemental appropriation act.
The 1963 budget, as submitted by the President, assumes that the

amount of business loans and reservations outstanding as of June 30,
1962, will be $10 million in excess of the $725 million limitation on such
loans.
A further increase of $200 million will be required in this authoriza-

tion for the fiscal year 1963.
Also an increase of $16 million will be required in the $325 million

limitation governing the financing of small business investment com-
panies and business development companies.
While the bill before the committee would avoid the necessity

of repeated applications for increases in authorizations, it would
in no respect diminish the controls which Congress presently exer-
cises over the size and character of the programs administered by
SBA pursuant to the Small Business Act and the Small Business
Investment Act of 1958. These two statutes are under continuous
study in Congress.

Since 1953, when SBA was established, amendments have been made
to either or both of these statutes in every year except one. Indeed,
each has undergone numerous and substantial revisions. There are
a number of bills now pending that would further amend these
statutes. Thus, it is unlikely that this legislative activity, with its
attendant scrutiny of SBA's operations, will lessen.
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In the course of the budget process, SBA's activities are reviewed
annually by Congress to determine the amount of appropriations of
additional capital for the revolving funds which the agency will
need to meet the demands which probably will be made on the fund
during the budget year. Thus, through the appropriations procedure,
Congress can and does govern SBA's activities.
Moreover, the progress of SBA in discharging its statutory duties

is under constant observation by the Senate Small Business Committee
and the House Small Business Committee. At least once a year one
of these committees holds hearings at which the Administrator of
SBA testifies in detail concerning the operations of the agency. The
resulting reports issued by the committees contain thorough reviews
of SBA's programs and evaluations of its success in conducting them.
In all, SBA works under the watchful eyes of six congressional

groups: The Senate Committee on Banking and Currency, the House
Committee on Banking and Currency, the Senate Committee on Small
Business, the House Committee on Small Business, the Senate Com-
mittee on Appropriations, and the House Committee on Appropria-
tions. It is doubtful if any other agency of the Government is more
closely supervised to assure that it operates in conformity with the
intent of Congress.
By letter of April 3, 1962, the Comptroller. General stated that--

neither the current legislation nor the proposed provisions of S. 2970 contains any
requirement for subjecting the activities covered to periodic review by the
Congress.

He commented further that in the absence of a request for additional
funds, there is no provision for assuring the continuing appraisal by
the Congress.
In drawing the latter conclusion, the Comptroller General overlooks

the fact that the President, through the Bureau of the Budget, re-
quires that all agencies having revolving funds submit business-type
budgets annually and that such budgets are included in the annual
budget submitted to the Congress.
This furnishes the opportunity to the appropriation committees to

review the planned operations of each such activity and to take such
action as it considers necessary. Furthermore, these submissions are
required irrespective of whether additional appropriations are re-
quested.
There is another aspect with respect to SBA's annual budget which,

apparently, was not considered by the Comptroller General. The pro-
curement and technical assistance and the management and research
assistance programs are financed by a direct appropriation which re-
quires an annual submission.
Further, the administrative expenses for the financial assistance and

investment and development company programs are funded by a
transfer from the revolving fund to a combined salaries and expense
account which includes the direct appropriations previously men-
tioned. This transfer also requires congressional approval, and the
amount is determined through the regular budget process.
The Comptroller General also commented that "there would not

be any assurance that sufficient funds would be continually reserved
to meet the emergency disaster loan purposes, for which the fund is
available."
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S. 2970 would in no way affect the reserves we keep 
i 
for such pur-

poses under existing law. The financial plan included n each budget
presentation identifies the amounts estimated to be required for each
of SBA's major programs. These amounts serve as target figures to
be used in the years indicated and are adhered to unless there are
significant changes in volume which warrant subsequent revision of
the plan.
Because of the impossibility of forecasting the incidence or the

financial impact of disasters, a "token" amount of $14 million cus-
tomarily has been included in the budget estimate. In accordance
with prudent financial management procedures, precautions are taken
to assure that at least this amount is retained in the financial plan
for disaster loans as long as required.

Senator PROXMIRE. At this point, since you have been discussing
lifting the authorization, we might pause and consider that in a little
greater detail before we go on to the next part of your presentation.
Mr. HoRNE. All right, sir.
Senator PROXMIRE. In the second paragraph of your statement, in

the last three sentences you say:
The 1963 budget, as submitted by the President, assumes that the amount

of business loans and reservations outstanding as of June 30, 1962, will be $10
million in excess of the $725 million limitation on such loans. A further
Increase of $200 million will be required in this authorization for the fiscal
year 1963. Also an increase of $16 million will be required in the $325 million
limitation governing the financing of small business investment companies
and business development companies.

This is just exactly why I think this proposal is a bad idea, because
it is only when the Small Business Administration has to come before
Congress and ask for an increased authorization that this committee
has an opportunity to evaluate the basic law as it stands and to relate
the amount that the Administration is requesting to the law.
For example, it may be the feeling of this committee that the SBA

is expanding too rapidly, particularly under circumstances in which
we have the prospect of an unbalanced budget and very serious defense
problems and foreign policy commitments, and so forth.
Under these circumstances, it seems to me it is most desirable that,

this committee as well as the Appropriations Committee, should con-
sider such a request, because only this committee is in a position to
adapt it to the policies which the Congress intends to pursue.
Let me give you two quick examples.
We may feel, for example, that because SBA is asking for a $200

million increase and expansion we ought to do something about the
size of a loan; $350,000 may be too much.
I notice the administration decided as a matter of policy to request

SBA to reduce the size of the loan to $200,000 except for defense-
related industry. And it may be that the Congress may have the
same view.
The Appropriations Committee, as I understand it, cannot provide

any such limitation. All they can do is limit the amount. They have
no right to write policy. Any Senator can make a point of order who
wishes to do so, if anyone tries to write policy into an appropriation
act.
As to the nature of the loan, we may decide that some of the loan

purposes are not the kind of thing Congress would approve.
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We already have provisions in the law at the present time, as you
know, Mr. Home, restricting the kind of loans you can make to
liquor concerns and so forth, industries of that kind. I understand
such loans are not permitted.
Mr. HORNE. That is proscribed by regulation.
Senator PROXMIRE. That is in your regulations; you are correct.
But that might become a matter of congressional intent if the Con-

gress wished to make it that.
The Congress might decide to follow the policy that has been inno-

vated by the administration of making the bigger loans only to de-
fense-related industries.
My question is: Why should not, of all the committees you list, the

two committees, this committee and its corresponding committee in the
House, retain authority over, the amount of money to be authorized,
in view of the fact that it is only at this stage that we can relate the
amount to the policies Congress intends the Administration to follow?
Mr. HORNE. The only answer I can give to the question, Mr. Chair-

man, is that which the President himself gave in his letter.
Senator PROXMIRE. Who gave?
Mr. HORNE. The President. And also that which I gave in my

statement. That is that practically every year we are before this
committee for legislation one way or another. You have a constant
opportunity there to review our activities.
We also are reviewed constantly by the House Banking and Cur-

rency Committee by the Appropriations Committees of both Houses,
and by the Small Business Committees of both Houses.
Seemingly, the President is of the opinion that there is adequate

supervision of the agency even should the amount be lifted.
As regards a reduction of loans to $200,000—
Senator PROXMIRE. Let me just follow up on that. You say there

is all kinds of supervision. There are the Small Business and Ap-
propriations Committees of the House and Senate you say. But I say
that the Banking and Currency Committee of the Senate and the
Banking and Currency Committee of the House are the only commit-
tees that have the ability to relate the amount of money to the policy
that the Congress intends to follow. We have the opportunity to
review from time to time what the Administration is doing.
But we will have given up any capacity to attempt to influence

policy as to the amount of money that is authorized if we pass this
bill.
Mr. HORNE. Except for the fact, Mr. Chairman, that we are con-

stantly before you for legislation and, of course can be before you
any time you have legislation on which you want to hold hearings.
And, of course, whether or not you pass this bill, the Small Business

Administration, like any other agency of Government, is subject to
call by committees of Congress at any time.
Senator PROXMIRE. Yes. But the difficulty, of course, is that all

the committees of Congress are extremely busy. We have all kinds of
things in which we are deeply interested.
For instance, there are 10 members of this subcommittee and I am

the only one here. And, of course, this is typical. This is not because
the other Senators are not very interested in SBA—I am sure they
are—but it is just because they have so many other duties.

82910-62 3
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Unless there is a regular reminder to the Congress that this is to.
come up, then you would not get the systematic, responsible kind of
review which I think is absolutely essential.
You say the Appropriations Committee has a duplicating respon-

sibility. Well, the Appropriations Committee is the most over-
worked group of men in the Senate and in the House. The fact is
that the SBA is only one part of the Commerce and Related Agencies
Subcommittee of the Appropriations Committee. They have all kinds
of other responsibilities. All they can do is to have a review of the
relationship between what the SBA is requesting and the available
authorization and pass on the amount.
It seems to me that if our committee is taken out of the act as to the

amount of money that the SBA is able to spend, we are losing one of
the most useful, perhaps the most useful, contributions that Congress
can make to the Small Business Administration.
Mr. HORNE. Mr. Chairman, perhaps the chairman would like to

check on what is done in other agencies. That may be a point of
information the committee might want to look into.
I do not know whether this agency is in a peculiar position so far

as its authorization is concerned.
I am inclined to believe, however, that we are in a peculiar position

in this regard, but I confess that I do not have the exact information
on it.
Senator PROXMIRE. I have some information right here on that very

point. Let me give that to you first and then you can speak to it.
It is my understanding that various Government loan funds do have

an authorization ceiling. For example, the Development Loan Fund,
has a total of $1.2 billion authorized—a definite authorization.
The Defense Department Sale Credit on Military Supplies and

Foreign Assistance Act of 1961 has no specific limit but an annual
authorization for the whole, of which this is part.
The fisheries loan fund in Interior has a $20 million authorization,

plus interest. It is a revolving loan fund. The small reclamation
project loans, $100 million authority. Indian loans, $10 million
authorized.
These are all precedents. Those all are loan funds, just like the

loan fund of SBA, which require regular authorizations.
Mr. HORNE. Are these borrowed funds or are they appropriated

funds?
Senator PROXMIRE. It is my understanding that these are borrowed

funds as well as 
Mr. HORNE. My observation would be too, Mr. Chairman, that un-

doubtedly we are not the only agency about which this may be true
but I am rather of the opinion that there are not many such agencies
of which this situation is true.
But then, of course, as the chairman knows, this is just a question

of the President recommending one thing and I am supporting the
President's position. If the Congress does something else, SBA ad-
heres to that decision.
As far as reduction of loans is concerned which took place last

December, this was a matter which was controlled by the lack of
appropriations, not by the lack of authorization.
Senator PROXMIRE. I am sorry. What was that last?
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Mr. HORNE. I say, Mr. Chairman, that the reduction in the loanceiling, reduction in amount beyond which we would not accept aloan application, was a matter determined by appropriations, not by
authorization.
The revolving fund was being depleted to the extent that we volun-tarily reduced the loan ceiling to $200,000, and this was a matter thatwas determined, as I say, by appropriations.
Senator PROXMIRE. I remember very distinctly last year we hada real battle in this committee. It was a very helpful, useful battle,and we all learned a lot from it. Some of us were interested in keep-ihg the authorization for SBA down and others were interested in

expanding it.
We had a very useful and enlightening discussion on that basis.We finally came up with a compromise figure.
We then went into conference with the House and had a further

discussion.
All the discussion attempted to relate SBA policy to the amount

of money available. We finally compromised on the figure which
we have.
If we lifted this authorization allowance, then this committee would

lose all of that regular, systematic review which is now required and
which is now necessary; and which I think is thoroughly desirable.
Mr. HORNE. I would just say this, Mr. Chairman: I do not want

to be placed in the position of disagreeing with the chairman so fre-
quently, but we still would be before you on many occasions. You
would give up the authority so far as the authorization is concerned,
but I do not quite see that you would give up the possibility or the
right or the opportunity to review this agency's operations.
I might add too, Mr. Chairman, I have just been advised that the

President, as far as the fund for the housing for the elderly is con-
cerned, is making the same recommendation he has made relative to
the authorization for the Small Business Administration.
Senator PROXMIRE. Yes. The housing fund for the elderly is also

a loan fund which does still require a $125 million authorization
limitation.
Mr. HORNE. Yes. As I say, he is making the same recommenda-

tion there that he is making in S. 2970 as regards the Small Business
Administration.
Senator PROXMIRE. You prefer, just as all of us do, to be agreeable

rather than to disagree, and I feel the same way about the President.
He has requested a lot of authority which some of us in Congress feel
should not be surrendered by the Congress. I think that this is re-
lated to that same kind of thing.
I think we should insist on maintaining our authorization responsi-

bility, particularly with regard to the Small Btisiness Administra-
tion, which I think in many respects has been doing a fine job. I
have the greatest admiration for the skilled job you are doing and that
your assistants are doing.
But at the same time I think that this is something that the Con-

gress should watch very, very carefully. It can easily develop into
a large-scale empire, and it can easily get into an area—at least some
of us feel this is true—which competes with, conflicts with, the opera-
tions of our free credit system.
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While there are provisions now in the law to safeguard against that,
I think that it is a matter of degree as well as a matter of kind.
What I am getting at is that there is some danger if SBA grows

too big, that its competition with banks may become really serious.
I am concerned particularly about the kind of requirement that you

have now requiring a bank turndown before an SBA loan is made.
The bank turndown is pretty automatic because the bank has a great
deal to gain, the individual bank, for various reasons.
While this may not be serious as long as SBA is the kind of modest

agency it is now, if SBA continues to grow at the immense rate at
which it grew during most of this last year, this could become serious,
and the Congress should watch it.
Perhaps Congress wants to go ahead and make this into a very,

very large agency. But I think if we are going to do that we ought
to do it deliberately, and we ought to consider what we are doing
every single year. We ought to be reminded this is what we are
doing. It should not be something that should be surrendered by the
kind of appropriation process which makes it extremely difficult for
Congress to relate its intent to the growth of an agency like the SBA
which has all kind of political appeal, all kind of political muscle.
Mr. HORNE. May I say that, whatever Congress does, the Admin-

istrator of SBA will be glad to comply with it wholeheartedly and
conscientiously as long as I am still there.
Senator PROXMIRE. I am sure that is true.
Mr. HORNE. I would like to comment though, if I may, briefly on

one or two other statements you made.
I rather doubt that this agency is going to become an exceedingly

large agency as long as it has to run the gamut of the Bureau of the
Budget and the Appropriations Committees. I see no real indication
that that is a very likely prospect.
I might add that sometimes I personally feel a great deal of frustra-

tion. This is of no concern to the chairman and nothing with which
I should be bothering the chairman. But, on the one hand, this
agency is constantly criticized because it is too Scrooge-like, because
it is not making loans that ought to be made, and, on the other hand,
we are criticized because we are building a bureaucracy.
I should like to point out in that connection, if I may, two or three

things:
One is that last year we did double our output of services to the

small business community.
I remember several members of this committee indicated, when I

first appeared before it, and this has been true of other Members of
Congress, that this agency was not moving rapidly enough, and that
it ought to do more in behalf of the small businessman than it was
doing.
I took the situation seriously and also agreed with it. We endeavored

to do a better job. And in 1961, as I repeat, we just about doubled
our output of services.
This was not only true in the case of loans, but this was true in a

lot of other areas—in practically all of our areas, as a matter of fact.
We did it, Mr. Chairman, with a relatively small increase in

personnel.
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But I think when you take into consideration that SBA theoreti-
cally is supposed to represent about 41/2 million small businesses and
relate that to the activities of some other Government agencies—here
again I am not being critical of what Congress is doing or what the
Bureau of the Budget is doing or what the President is doing or what
the agencies themselves are doing—when you relate our total net cost
to the taxpayer in trying to service 41/2 million small businesses, and
I say theoretically, to some other agencies that have similar respon-
sibilities in other areas, we are literally a drop in the bucket.
It is up to Congress, of course, to determine in which direction the

agency goes. I look on this agency more as a handiwork of Congress
than I do anything else, because the Congress has generally taken the
lead to create this agency and guide it and determine its course.
I served on the Hill, and I am very anxious to cooperate with

Members of Congress to the fullest degree that I can. Of course be-
ing a member of the executive branch of the Government, as you know,
I have to support and do support what the administration does.
But I might just point out one point in connection with our cost.
This fiscal year, 1963, if we get every penny that we have asked for

in the 1963 budget, the net costs of this agency would be approxi-
mately $32 million. That is for everything we do.
I think sometimes it is overlooked that, by and large

' 
most of the

money this agency uses is money that is loaned to small businesses,
small businesses who otherwise would not get this help. Small busi-
nesses, because of these loans, are able to keep the doors open, are able
to expand, and are able to contribute to the economy.
But that money is paid back and paid back with interest.
So far as competing with banks, this agency tries in every way

possible to avoid competing with banks. We encourage bank
participation.
I realize that sometimes a bank may, without thorough investigation,

turn down a loan application and have the person come to us and we
either make all the loan or he gets no financial assistance at all.
But, by and large, this is not the case, as evidenced by the fact that

over 60 percent of the loans that the agency makes are made in par-
ticipation with banks.
This is sometimes extremely helpful, particularly in rural or semi-

rural areas where otherwise there would not be the financial assistance
that is needed to help a particular business.
I was going 

i 
to make one other point, Mr. Chairman. We are try-

ing this year n our 1963 budget—we are asking for only $400,000—
to do research work for small business. There is another agency of
Government that represents about the same number of people in
another area of need as we represent in small business, but this agency
is requesting $170 million just for research.
This Government is spending this year probably around $8 billion

for research. I saw figures the other day that by the end of this
decade the U.S. Government would be spending about $17 billion
annually for research work. So far as the small businessman is con-
cerned, very little of this is going for his benefit.
So far as the Government letting contracts to the small business-

man is concerned, the small businessman is getting only about 2.5
percent of what the Government spends for research.
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In our program, which costs the Government some money directly,
we are trying to get a larger share of this research contract letting
into the hands of small business, and we are also trying to get a little
sum—as I say, $400,000—to enable this agency to do a research job
on problems connected with small business to see somehow if we can
reduce the number of failures taking place among small business, to
see if we can enhance this segment of our economy, which, as the chair-
man so well knows and in which I am sure the chairman is also as
interested as anybody else, has been going down constantly and
gradually over the years.
Senator PROXMIRE. This is not any blunderbuss criticism of SBA at

all. I think SBA, as I said, has done a very good job in many
respects.
There is no question as far as getting Government contracts is con-

cerned. If anything, I would like to see a much more vigorous pro-
()Tam than the Congress has permitted SBA to have. SBA has had
some limitations over which it had no control.
Mr. HORNE. If we are able to get the help, we will do it.
Senator PROXMIRE. I have been fighting hard. That is what I have

been doing in this committee. That is one of the things we have been
trying shard to develop—the toughest kind of small business pro-
curement program we can develop.
Mr. HORNE. We need assistance.
Senator PROXMIRE. Anything I can do to help you get it I will do.

I have been doing that as the chairman of this subcommittee.
I think you are absolutely right on research. There is no question

small business has not been getting the opportunity for research that
it ought to get. I think SBA has been working hard and valiantly
and deserves a lot of credit for what it has done in this respect.
There are three difficulties, as I see it:
The first difficulty, and perhaps the biggest, is one we cannot blame

SBA for. It is Congressmen with great influence poking their noses
into SBA.
The report I get is that often they will "demand" a loan be made.

The loans that are made under these circumstances, it is my under-
standing, do not always turn out very well, often turn out to be a
loss to the Government, and very frequently to be uneconomical and
improper kinds of loans.
I know it is terribly hard for the Administrator to discuss that or

to accept that kind of a statement from the chairman, because he is in
a very different position over this.
But we all know what is going on. We have to be awfully naive in

Washington not to know there is a terrific amount of pressure on the
part of Members of the House and the Senate to get loans into their
districts. This I think is very bad, because, as I say, No. 1, the loan
may be bad, and, No. 2, it may simply be keeping a business alive
which should not be alive which is inefficient, which is badly man-
aged, which is uneconomic, and so forth.
Then, in the second place, I notice in the listing of loans which the

SBA makes that there are a number of loans, a very large number of
loans, to motels, bowling alleys, and so forth.
I think motels and bowling alleys are fine. But I do not think they

provide much employment. I do not think they can be considered
really essential for our economy.
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It seems to me that if any part of our economy, should be able tostand on its own feet and not have to rely on a Government agency to.provide loans to them, it ought to be in this area.
I find that many loans have been in that area. Incidentally, fre-quently .some of these loans are very big loans, $350,000 loans to abowling alley or to a motel.
Finally I am not at all satisfied with the present procedures in get-ting a bank turndown.
Mr.'HORNE. Getting what, sir?
Senator PROXMIRE. Getting a turndown from a bank before SBA.makes a loan.
From what I have heard from bankers and from businessmen, thisis pretty much automatic. If SBA did not exist, it would be pos-sible in most cases, or at least in a very large number of eases, for thesmall business to get the bank loan. But since SBA does exist, thesmall business, which usually has a good relationship with its bank,would go in and go to the president of the bank or the cashier andsay, "Joe, give me a turndown. I want to get an SBA loan."You bet your life he will give them a turndown just like that. Ihave seen it happen in various parts of the country.
I do not know exactly how we can change or modify the law to im-prove that situation, but I think it is something we ought to look intoand think about very seriously.
Mr. HORNE. Mr. Chairman, if I may, I would like to comment onone or two points. I will take the last point first.
So far as the bank turndown is concerned, I want to emphasize mostof the loans we. make are made in participation with banks.
Sometimes the bank has a position of liquidity, or sometimes itsportfolio is as full of small business loans as it feels it can take at thistime. •
Senator PROXMIRE. Mr. David Rockefeller of the Chase Bank, one

of the two or three biggest banks in the world, as you know, tells me
that it is his conviction that a great deal of this could be handled by
correspondent banks. •
In other words, if the local bank is too small to make even a relatively

small loan to small business, its correspondent bank in Chicago or New
York or its correspondent bank in whatever is. the nearest big city
could participate and provide the additional money. It would be
delighted to do it under most circumstances as long as it has reserves
available.
Mr. HORNE. Mr. Chairman, if that is true, there is nothing in the

world that keeps a bank from doing it right now, because he has the
chance on every.application that is made. He has the chance to make
the loan if he wants to take it.
Logan Hendricks has worked with this program of increasing bank

participation tremendously and has been in this business of helping
small businesses get financial assistance for a good many years

' 
per-

haps longer than he would want me to point out. I am going to ask
him, if I may, Mr. Chairman, after I make one or two other points, to
comment further on this. I think there may be some misunderstand-
ing here about banks.
Seantor PROXMIRE. All right.
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Mr. HORNE. I would like to point out also that I can tell you in all

honesty I have had no Congressman or Senator ask me to make a loan.

Now, I have had Congressmen or Senators get in touch with me and
express an interest in behalf of a constituent, and, as you know better

than I, sir, that is customary on the part of Congressmen and Senators.

They hear from their constituents, and they refer their inquires to the
appropriate agency in order primarily to get a reply.

Senator PROXMIRE. I have had top officials recently in your adminis-

tration tell me privately and, of course, I am not going to reveal their

identities, that this happens constantly, that Congressmen get in touch
with them, that they insist that loans be made, and that loans are made.
And that in the judgment of the people who have talked to me, who
have been officials in your agency or are officials now in your agency,
these loans are bad loans and should not be made.
Perhaps they do not talk to the head of SBA. I am sure, Mr. Home,

you are the kind of efficient top executive who does not pass on every
loan made by SBA. You have to delegate this authority.
Mr. HORNE. Sometimes, Mr. Chairman, and I say this facetiously,

based on the number of calls I get I think perhaps most of them must
come to me, though I am sure some of them do not.
I will say this, Mr. Chairman, the staff is instructed not to make

a loan recommentation unless they think the loan can be repaid. As a,
matter of fact, that is one reason sometimes whey we are severely criti-
cized for being too tight on loans.
The act is pretty specific on this. And, here again, judgment be-

comes important. But the act is specific that the agency not make a
loan until we are reasonably sure the loan is going to be repaid.

Also it is true that as a body, not on an individual loan, however,
Congressmen or Senators express the belief that SBA is justified in
being a little bit less tightfisted than the average banker usually
would be.
But the fact that our loan record is as good as it is is indicative

that we are not making very many loans, whether there are pressures
or not, that are turning out to be bad loans.
Our default ratio, our loss ratio, is relatively, I think, very good. It

may not be quite as good as a banker's, but, on the whole it is some-
thing that I do not think that the agency or Members of Congress need
have any great fear of.
I shall be glad to say again, as I have said in the past, that when

it comes to acting on loans we look at them from the standpoint of
merit, from the standpoint of the ability to recover what the Govern-
ment has invested, not from the standpoint of who may or may not be
pressuring that a loan be made.
But I have a good many calls from staff members and a good many

calls from Members of Congress inquiring about the status of a loan.
Senator PROXMIRE. I think that is perfectly all right.
Mr. HORNE. They are seeking information.
Senator PROXMIRE. Nobody can complain about that. It is when

the contact goes beyond the inquiry stage.
Mr. HORNE. I should thing that if there are exceptions to that gen-

eral rule based on my conversation with my staff and based on my own
experience, there are not very many of them.
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I would like, if I may, to ask Logan Hendricks to comment further
on the bank participation plan, because he works with it more on a
day-by-day basis, Mr. Chairman, than I do.
Mr. HENDRICKS. Mr. Chairman, I do not mind disclosing the num-

ber of years I have had in this business. It has been about 30 years.
This matter of bank participation, of course, ever since the early days

of our predecessor, the RFC, has been a factor. The RFC had a
record that was just about opposite to ours. They perhaps carried
on an average of two-thirds direct loans and about one-third bank
participation loans. Our record is exactly the opposite. It runs
approximately two-thirds bank participation loans and one-third di-
rect loans.
We do have a procedure that in the smaller country banks a turn-

down from the bank is necessary. It is true that if a man walks in to
the banker and the banker issues a turndown letter over his signature,
he may or may not cite a reason why he does not choose to participate.
We cannot very well question the banker on his reasons.

• A different position would be present, however, possibly, if this man
already owed a bank a substantial amount of money which the banker
wanted repaid out of the loan but, by the same token, would not come
back in for a participation. This we term a "bailout."
We are extremely reluctant to commit our money in this direction

unless we can see a definite advantage to the borrower in doing this.
• For example, if by acceding to this the bank can perhaps, due to a 

inarrow lending limit, grant him short-term credit n addition to the
long-term credit that he seeks from us and thus rehabilitate this bor-
rower to a considerable extent, then we think there is some justifica-
tion perhaps for meeting the banker halfway.
In those cases, however, we would perhaps be quite insistent that we

have some participation in the loan if the bank is to be paid a', large
amount.
If it is new exposure, if the man owes nothing to the bank, of course,

we are bound largely by the bank's answer.
• In a larger city, with a population over 200,000, we would, of course,
require a turndown from two banks. We feel that it is reasonable
to believe theman could go to a second bank in a large city and re-
ceive attention.

• In the small country town I think we must accept the fact that if
he is dealing with the bank on the corner, for him to go to a bank
down the street where he has never dealt means he is very apt, of
course, to get a plain "No" on a loan, unless this bank down the street
sees a chance to get his account. Then the second bank might be
interested.

• We feel quite strongly about this bank participation, and we have
made every effort to develop it.
I would like to just mention, if the chairman will permit, a new

plan that we initiated last September, and I presume the chairman
is familiar with it.
This we call our simplified bank participation plan. We have heard

over the years from bankers that our procedures were a little too in-
volved in redtape, that it took too long to process, and that conse-
quently it also took too long to receive a disbursement.

82910-62--4



22 SBA AMENDMENTS OF 1962

There was some merit in this criticism. If it were a good, clean, and
strong credit, this complaint perhaps had more merit. 

iWe concluded then that n a certain category of cases where the
bank was participating and servicing the loan, our experience had
been exceptionally good. Confining ourselves to this category of loans,
we came to the conclusion that we could take a calculated risk, and
streamline the forms down to a one-page application. We would
abide to a substantial extent by the bank's opinion of the credit and,
by the same token, that we would make disbursement available
immediately.
• Now, this would contemplate, and the underlying theory was, that
this plan was to accommodate the stronger credits and not the weaker
ones, again on the theory that the weaker credits also require more
detail and more explanation.
I would like to give just one example out of our San Francisco

region, which also handles the islands of Hawaii.
It was somewhat automatic for the banks in Hawaii to come in on

a 10-percent participation as a minimum. When this plan was
adopted and put into effect, the banks in the islands thought so much
of its simplicity and liked it so well—and since this plan carries a
minimum participation of 25 percent—they came in automatically
almost under this plan for 25 percent. This has the effect of raising
bank participation in those cases 15 percent across the board.
Senator PROXIVIIRE. You changed it from 10 to 25 percent as a

minimum ?
Mr. HENDRICKS. This is the minimum under this particular plan,

but the minimum under the law, of course, is 10 percent.
Mr. HORNE. We continue the other plan, Mr. Chairman,, if they

want to go to the other plan, but they may also go to the 25-percent
plan if they want to.
Mr. HENDRICKS. If they prefer this streamlined plan, we think, as

a protective measure, they should take a little stronger position in the
loan.
Most of them are glad to, because, again, it is to accommodate the

stronger credits.
This is another indication of our effort to enhance bank partici-

pation.
We are talking with banking groups continually, individually and

collectively, to explain our plan, and I think that this has had the
effect of bringing the merits of bank participation forward, the ad-
vantage to a bank of supplementing its program, to the extent that
we are able to maintain bank participation average or percentage of
program at two-thirds.
I might add on the simplified plan our approvals, because they are

stronger credits, are running close to around 90 percent, as con-
trasted with perhaps—

Senator PROXMIRE. What proportion of your participations are 10
percent?
Mr. HENDRICKS. The proportion of 10 percent participations would

be
Senator PROXMIRE. Of all your participations.
Mr. HENDRICKS. Perhaps I could answer the chairman this way:

our average participation straight across the board, with all our
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participation programs, is approximately 23 percent. This would
indicate—

Senator, PR0X1VIIRE. That is better than I thought it would be. That
is pretty good.
Mr. HENDRICKS. Sir?
Senator PROXMIRE. That is interesting. I did not realize it would

be that high. That is reassuring.
Mr. HENDRICKS. Last year, in 1961, I see the actual figure is a shade

lower than that, about 21 percent. It is 23.6 for 1962, the 8 months of
the fiscal year 1962. So that is fairly close to the 23 percent I
mentioned.
I would have to approximate my answer. The 10 percent partici-

pations would probably be under 30 percent, to hazard a guess, of all
participations.
Senator PROXMIRE. The thing that concerns me most is this and I

invite the Administrator to challenge this if it is wrong. SBA prob-
ably makes a fraction of 1 percent of the loans made to small business
in the country. I estimate that on the basis of, say, four to eight loans
a month made in Wisconsin by SBA. If there are only 400 to 800
loans from other sources made in Wisconsin to small businesses I
would be amazed.
Maybe it is more than that, but it is a very, very small fraction.
What concerns me is: Who gets these small business loans? Do

not the small business loans usually go, since they go to only a fraction
of 1 percent of all the small businesses in the country, to those who
are politically aware, or who have a friend in Congress or who have
some sophistication in being able to use this service of SBA?
I am very enthusiastic about the SBA procurement program and

about many other aspects of SBA which I think are splendid. But I
am just wondering why in States like Massachusetts, for example,
which is very heavily banked, which has banking facilities that should
be ample, and in some other States the same way, SBA should be
making loans which they say are sound and good when every small
businessman I talk to tells me it requires a lot more collateral than the
usual bank loan.
Mr. HORNE. Mr. Chairman, I just do not agree that the small busi-

nessman is giving you the correct information when he says we re-
quire constantly more collateral than the bankers do. Sometimes per-
haps we do, because we use Government funds. But so far as the
New England area is concerned—by the way, that is an area in which
we have one of our best percentages of bank participation—
Senator PROXMIRE. I did not say the New England area. I said

Massachusetts, specifically. I think there is quite a different situation
in northern New England.
Mr. HORNE. I do not know the story in Massachusetts. I will be

glad to get it for the committee. But I think most of the loans we
make in Massachusetts are made in participation with banks.
I will be glad to get it for you, but my guess now is most of the

loans we make in Massachusetts are made in participation with banks.
Senator PROXMIRE. What is wrong with our banking system there,

which have reserves available, and obviously get less interest from
investing in Government securities, that they cannot persuade the
correspondent banks to put their money into these small business
loans?
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Mr. HORNE. I would not say anything is wrong with the banking
system, Mr. Chairman, except to point out here again several things.
They have certain requirements they have to meet. They have to

maintain a position of liquidity. They maintain a varied portfolio.
We have only one portfolio; that is small businesses.

Also, banks just simply do not make loans in excess of usually 3
or 4 years. Some of them make loans up to 5 years. Every now
and then you will find one that will make a loan up to 10 years.
Senator PROXMIRE. In my business in Wisconsin when we wanted

to buy a press or expand the size of our plant we would always do it
on the basis of bank loans. And if the loan was for 2 or 3 years, we
would refund it after 2 or 3 years. There was no problem.
Mr. HORNE. You got into the bank at the right time then, when

he had funds available, or you were a good customer
' 

he knew you
personally and knew his loan was good. He cannot lend to every-
body, so through his experience he lets it go to just those with whom
he has good experience with. He is not able to take care of all the
needs that come to his attention.
I do not know, Mr. Chairman, what the percentage of the total

amount of money loaned to small business is that comes from the Small
Business Administration. My guess is it is beyond 1 percent. I do
not know how to prove it.
My further guess is, based on the record of loans we make being

good, that this 1 percent, if it is 1 percent, might be very important
so far as the overall economy is concerned, so far as enabling these
people to stay in business, so far as enabling the employees of the
business not to have to go on unemployment compensation payrolls
or some other form of Government help.
I would also like to point out that so far as the large banks are

concerned I do not expect many of the large banks, although there
are, no doubt, some exceptions, to support this agency. We have
certain newspapers that also oppose this agency. But, by and large,
I think the mediuni-sized bank and the small bank, and particularly
the independent banks, do support this agency, have come to accept it.
I say this based on the fact that last October, for example, for the

first time, a Small Business Administration Official was invited to
address the American Bankers Association at its national convention.
I also say it based on experience that I have with banking members

of our advisory councils who serve as members of SBA's advisory
council, at State, regional and national levels.
I also say it based on testimony we have gotten from banks saying

how pleased they are to have had this experience in making loans
where they could take part of it but where they could not possiblY
have taken all of it. But the fact that we can take a part and they can
take a part has made it possible for them to give assistance to this small
business industry or to bring into the loCation a new small business
industry which otherwise could not possibly have gotten the help.
I think., by and large, that the bankers, particularly again the

medium-sized and smaller independent bankers, do accept SBA, andthey realize they cannot provide all the needs that the small business-men have in the form of financial assistance.
We do, of course, have this difficulty quite frequently: When we runout of funds, as we presently have, we have a hiatus between working



SBA AMENDMENTS OF 1962 25

with banks and not working with banks. They get discouraged and
say that, "We cannot depend on the consistency of your program."
Sometimes this interferes with our having as much bank participa-
tion as much bank support as we otherwise would have.

Air. HENDRICKS. May I make an added comment, Mr. Chairman?
The length of the maturity in these loans has a great effect upon

the banks. We hear repeated evidence from the banks that when the
bank examiners arrive they scrutinize the portfolio. If they find a
number of loans with long 

maturities, 
what they would call long-term

loans, and particularly if they are not participated in by the U.S. Gov-
ernment, this becomes a criticized asset.
This is perhaps one of the reasons that many a credit which is rea-

sonably good might go to a bank but would properly require the money
for 7, 8, or up to 10 years, and they find that the banker is disinclined
to go along with them.
We know this because when he does come to us and we are able to

find that the credit is acceptable and do approach the bank to come
in, say, for a 25-percent participation, they will do an exact reverse,
meaning that if they can come in for a minimum of 25 percent they are
willing to go in on a 10-year loan. But if they must shoulder the entire
loan by themselves, they would be disinclined to go along.
I think maturity is one factor that has a profound effect on this

so-called gap that exists as between what the banks collectively will
do for the small businessman and what they will not do.
We should also look to the maturity of the obligation as perhaps one

of the reasons for this attitude.
Senator PROXMIRE. I do not want to detain you, Mr. Administrator.

This testimony has been very, very helpful to me. But I do want to
inquire a little bit about one other area, since we are considering lift-
ing the authorization. We will have to consider later, presumably,
if we do not lift the authorization, what particular authorization will
be necessary for this year.
As you know, in the judgment of many Members of Congress, and

I am sure of many members of the administration, we are at a stage
now where we want to do all we can to economize on Federal spend-
ing wherever we possibly can, particularly in the domestic area.
We had a bill that passed the Senate just yesterday for $13 billion

for procurement. If you include everything in it, it was $13.5 billion,
as a matter of fact. That is a perfectly fantastic burden on the
American people, but necessary because it was military procurement
and we have to defend our country.
If we do reduce the authorization below what SBA has requested,

below what you anticipate would be your needs, if we do cut it back,
it seems to me that we can do that, although all of us would do it with
reluctance, and at the same time conform with what seems to be a very
prevalent viewpoint on the part of many small businessmen in my
State which I am sure is shared nationally; reducing the size of the
loan that could be made.
What I run into more than anything else when I bring up the

Small Business Administration with small businesses is: "Oh, that is
not for small business. That is for the big boys. Why, they loan to
people who have 200 or 250 employees. They loan to people who
have a million dollars or more of sales. This does not really help
small business."
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Then I tell them most of the loans, of course, are made to small busi-
nesses and are not in this big category at all.

Nevertheless, the fact is, though, that whereas 90 percent of your
loans are less than $100,000, roughly—this was for the January to
June period—about 50 percent of your money goes into big loans of
over $100,000.
While these are certainly in many cases very small businesses,

usually they are bigger businesses than the ones that borrow the lesser
amount.
So that if there should be a policy determination on the part of this

committee or on the part of the Congress to reduce the authorization,
under the circumstances, feeling that we should economize wherever
we can, what would be wrong with doing it on the basis of reducing
the size limit of the loan and thereby saving at least a large part of
the amount that is loaned over $100,000, since this involves about
half of the amount of loans that are made but only 10 percent of the
businesses that borrow?
Mr. HORNE. Mr. Chairman, if I understand your question correctly,

you are asking what would be wrong, what would be my viewpoint
on it. My viewpoint necessarily has to be that as long as I am Ad-
ministrator of SBA I comply with the legislation under which I op-
erate. If Congress saw fit to make such a move, anybody administer-
ing the agency has to comply with it.

Personally, though, I would not favor it. I would not favor it
for several reasons. One is that I am not in agreement with the
belief that 
Senator PROXMIRE. I do not mean to interrupt you in the middle of

a statement, but I do want to get a little history right here.
SBA started off with a maximum loan size of $150,000.
Mr. HORNE. $100,000.
Senator. PROXMIRE. How much?
Mr. HORNE. Wait a minute. It started off with $150,000 in 1953.

Congress has seen fit on two occasions to raise this to the present
$350,000.

Senator PROXMIRE. First they went from $150,000 to $250,000, as
I recall.
Mr. HORNE. Then to $350,000.
Senator PROXMIRE. And from $250,000 to 5350,000.
Mr. HORNE. That is right, sir.
Senator PROXMIRE. So Congress started out with $150,000 as a

maximum.
Mr. HORNE. $150,000 at that time. At the time Congress began

with $150,000 there were some Members of Congress who felt it
should be higher, and evidently the majority has thought since that
time that $150,000 was not adequate because it has been raised on two
different occasions to its present $350,000.
Now, if Congress should reverse its attitude and reverse its posi-

tion, then, of course, the agency would have to comply with whatever
Congress decides the policy is to be.
But, as I recall the raises that took place from $150,000 to $350,000,

they took place because Members of Congress recognized that there
were many small businesses who needed in excess of this $100,000.
There are many types of small businesses. There are many types
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of small businesses which require larger financial assistance than
others.
They also took place because the cost of doing business continues to

go up, and with the recent developments that the chairman knows
about I think the small businessman is going to be squeezed even
more and he is going to need additional help to overcome the effects.
Senator PROXMIRE. The fact still remains that 90 percent of your

loans are, roughly, maybe a little less but about 90 percent of the loans,
are to businesses that borrow less than $100,000. Only 10 percent
borrow more, and those 10 percent take about 50 percent of your
money.
The commonsense interpretation would be that these are the bigger

firms that borrow the larger amount of money.
Mr. HORNE. Well, not necessarily, Mr. Chairman.
Senator PROXMIRE. Not necessarily and not in all cases, of course.
Mr. HORNE. That is true.
Senator PROXMIRE. But generally is that not true?
Mr. HORNE. I do not have the figures. I would say 
Senator PROXMIRE. Furthermore, let me say one more thing. That

is, this participation which you have begun is very interesting. This
would not prevent a small business that needed $200,000 or even $350,-
000 from borrowing $100,000 from the SBA and getting the rest from
banking sources.
Mr. HORNE. No, it would not prohibit it from doing so, but I do

not believe that you will find that many banks would participate be-
yond the 25 percent.
Right now the banks can participate up to any amount they want to.

They can go up to 50 percent. They can go up to 95 percent and we
take five.

Senator PROXMIRE. They can if they wish. But then you would
have a real selling job on the part of the businessman to sell the bank
on the soundness of the loan. It seems to me that you would put
it into a desirable category in those bigger loans plus satisfying a
whale of a lot of small businessmen who now say they do not like
these big loans because they tend to be made to bigger business and
that this is not a small business administration but it is a medium-
size or even in their view a big business administration.
In many communities in the country, as I am sure the Admin-

istrator recognizes, the big business is the one that employs 100 people
or 150 people.
• In Waterloo, Wis., where my business was, we were not the biggest
business in town but the biggest business in town employed about 70
people.
When you talk in terms of 250 people, this may be small potatoes

in New York City, but, believe me, it is awfully big in almost every
town and village in Wisconsin.
Mr. HORNE. Mr. Chairman, there are two points about it, and there

are probably other points that both you and I could make about it.
One point is that the present ceiling of $350,000 is not preventing

the smaller man from getting his loan. Now, that conceivably might
take place if there is not adequate appropriation.

Senator PROXMIRE. That is right, and I did not say that. What I
said was that if we are going to economize—this was the preface to
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my statement---and if we are going to cut back, while we might be
reluctant to do so, here is one area we can do it. It would seem to me,
to inconvenience a minimum number of businesses, and at the same
time have some side effects that. might even be salutary.
Mr. HORNE. In doing that, I know, Mr. Chairman, you would

weigh the importance of these businesses that you would eliminate.
Senator PROXMIRE. We would not eliminate business. We would

just eliminate their right to come to the Government and get over
$100,000.
Mr. HORNE. I mean eliminate their prospects for getting financial

assistance from SBA.
Senator PROXMIRE. For getting more than $100,000 assistance, yes.
Mr. HORNE. Certainly many businesses who otherwise qualified,

important small business concerns, would not be able to get financial
assistance so far as the SBA is concerned.
Based on our records, I do not think that many of these businesses

would get all of their needs from the bank, and I think the practical
effect would be that you would deprive them of the means of financial
assistance.
Mr. Hendricks has some figures, Mr. Chairman, that may interest

you.
By the way, if you are interested in my doing so, I just made a

record of some of the businesses in your own State of Wisconsin to
which we made loans in excess of $100,000-
Senator PROXMIRE. You made a number of them.
Mr. HORNE. From January 30, 1959, through September 30, 1961.

I find that the number of employees varies considerably. This is true
because
Senator PROXMIRE. Of course, I do not want to he making points

against myself, but the fact is that it is 
true, 

the most shocking part of
it is that when you make a big loan of $350,000 to an outfit that
employs two people, which is not unusual on the basis of the report
that you made, or three people, a motel or something of that kind 
Mr. HORNE. I do not know many motels now, Mr. Chairman. You

may know more about the number of employees employed by motels
than I do. But I think when it comes to motels and bowling alleys you
take into consideration not just the direct number of people who are
working but you take into consideration the people you have em-
ployed by manufacturing the materials that go into the motel and
also the number of people who were employed to build the motel.
I think you also take into consideration that we have a moving

economy. People when they have money to spend like to move from
one part of the country to the other to see parts of the country, and
they need accommodations to stay in.
So far as bowling alleys are concerned, I think there again you

get into something that has intangible benefits that cannot be meas-
ured necessarily in dollars. I think at most bowling alleys, the few
I have attended, and I do not go to very many of them, but the few
I have attended, you find a wholesome kind of entertainment. You
find a clean kind of entertainment. You find a lot of people there
that are spending their time in clean recreation. They are going to
have recreation somehow.
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I would rather, I think, for a child of mine to go to a bowling alley
than to some other kind of entertainment that could be named. •
I think these things serve a purpose both directly and indirectly.
Senator PROXMIRE. Let me make it clear the Senator from Wis-

consin is not against bowling alleys. I enjoy bowling very much. And
I am certainly not against poolrooms. I think that is good exercise.
As a matter of fact, the last thing in the world I can be against is
taverns. I think taverns are fine.
But I just do not see any argument that could be made for any

kind of Federal assistance to this kind of very healthy recreation.
I do not think it is needed.
I have read articles in the Wall Street Journal, the last couple of

weeks, that the bowling industry is in trouble because there are too
many bowling alleys. I think anybody who drives around most of our
cities can see the kind of competition they have.
Mr. HORNE. I do not know what our loan record is in the case of

bowling alleys, because I have not broken it down by different indus-
tries, but I believe that they are probably about as good as any other
industry to which we make loans.
As the chairman also knows, talking about the number of employees,

there are just some businesses that require more capital assistance than
others, depending upon what kind it is. Sometimes a very small
concern so far as total employment is concerned will need a loan in
excess of the loan that would be needed by a firm that might have a
larger number of employees, depending on the industry.
With some of these exotic industries, new industries requiring tech-

nical know-how, people who work with electronics and things of that
sort, it just requires more financial assistance to help these businesses
than it does for a corner grocery store or even a fairly good sized
grocery store sometimes.
Here again, Mr. Chairman, if Congress sees fit to go back to $100,000,

of course, whoever is running this agency would have to administer
it in accordance with that. But since Congress has constantly raised
it instead of lowering it, it would be a reversal of sentiment. Of
course, that sometimes takes place.
Mr. Hendricks was going to mention one thing, Mr. Chairman, that

might have a bearing on this.
Mr. HENDRICKS. Mr. Chairman, I saw an excerpt in the Congres-

sional Record of March 13 that has a bearing on this point, in which it
spoke of the companies that may apply for large amounts. Quoting:
The requirements of these companies have no necessary correlation with the

company size but more often depend on the company's objectives, its facility, and
its equipment requirements, and whether or not it is in heavy or light industry
or is in a manufacturing or selling organization.
I think this emphasizes the points that Mr. Horne made.
We do have some figures with respect to loans made over a 33-month

period ending September 30, 1961, that further amplify this thought
from the standpoint of size of concern. For instance, in the food
manufacturing industry, where the size and standard to qualify for
a small business ranges between 250 and 700 employees—these are
loans over $100,000—there were 94 out of the 121 made to concerns
who employ 100 or fewer people.
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In manufacturing, exclusive of food, out of 441 loans, 337 loans
were made to concerns that have fewer than 100 employees.
Senator PROXMIRE. Three-quarters of them?
Mr. HENDRICKS. Yes, sir.
In other words, again, these are loans over $100,000.
Mr. HORNE. But to firms with less than 100 employees.
Mr. HENDRICKS. And in the wholesale industries, out of 64 loans,

44 were made to concerns with sales of $2 million or less.
In the wholesale business we judge the size by their annual gross

rather than by number of employees.
These three examples would indicate what I excerpted from the

Congressional Record, which says that very frequently company size
has no direct bearing on the amount of money that they may need to
do a job.
I would like to make one more point. If a concern has no other

means of borrowing money on the outside—and I am thinking of term
money particularly—and our limit, we will say, was reduced to
$150,000 and they needed $300,000, to make this concern the loan, even
though their credit seemed good, at the moment for $150,000 would
be doing half a job and often would turn out to be a disservice,, mean-
ing that often it is better to make no loan than to make a loan that
is too small to do the job.
Mr. HORNE. Mr. Chairman, I have one other case that, with your

permission, I think will interest you. I make this because it is from
Stevens Point, Wis., but it is typical of many loans of which we have
records.
This company, located in an area of substantial and persistent un-

employment, was established in 1926 as a small retail bakery. A year
later it entered the wholesale field. In order to remain competitive,
a complete plant modernization was effected in 1959. A $350,000
SBA-bank loan provided the needed term financing. The result has
been that sales volume has increased by over $1 million a year. Em-
ployment has increased from approximately 170 to nearly 200.
Annual payroll has increased about $200,000.
Senator PROXMIRE. What was the increase?
Mr. HORNE. From 170 to 200.
Senator PROXMIRE. Employees?
Mr. HORNE. Yes. But it had to do this modernization job to stay

in business. Otherwise there were going to be 170 people unem-
ployed.
Senator PROXMIRE. Now, wait a minute. I, of course, am all for

helping Stevens Point. I think it is a wonderful place. I have often
been up there. But I do not think you can necessarily argue that if
the SBA had not made a $350,000 loan there would have been 170
people unemployed.
Mr. HORNE. You cannot say that; no.
Senator PROXMIRE. Suppose they had borrowed $100,000 from the

SBA.
Mr. HORNE. Well, $100,000 would not have done the job.
Senator PROXMIRE. I know, but we do not know whether or not

it might have been possible—it might have been very possible then—
for them to go out and get the additional money they needed elsewhere
from priva4 banking sources.
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Mr. HORNE. They went to a bank, and the bank in this case prob-
ably took about 10 percent. I do not have the figures here as to what
the bank took.

Senator PROXMIRE. The question is: Would they have then gone to
Wausau? Would they have then gone possibly to Milwaukee, maybe
even Chicago?
It is just hard to tell.
I think you make a fine point, and I think these loans probably have

been very useful in many respects. I certainly would not criticize the
SBA for making loans of more than $100,000, not only because it is
legal, but because I think it is probably good policy. I do say,
however, if we are interested in saving money and if we are look-
ing for ways in which we can reduce the commitments of the Federal
Government, this may be one area which we can consider because it
does involve 50 percent of the money of the SBA—that is, loans over
$100,000—and only 10 percent of the small businesses.
' I think you make a good case on the other side, but this is an ex-
ample of the kind of consideration which I think the Banking Com-
mittee can properly give to your authorization request when you come
up. We perhaps would not give the same kind of consideration if
we did not have a regular annual authorization process of the kind
we have now and which your bill would knock out.
Mr. HORNE. Perhaps not, Mr. Chairman, but there are two other

sources that would give this kind of consideration.
There is the Bureau of the Budget, and let me tell you they do give

this kind of consideration.
I have also been before both sides of the Congress on appropriations,

and let me tell you they also give this kind of consideration.
Senator PROXMIRE. Oh, yes, but I have an answer to both of those.
In the first place, the Bureau of the Budget is an executive agency

under the President.
MT. HORNE. Of course.
Senator PROXMIRE. I think if we are going to have any meaning to

checks and balances in our political system, if Congress is going to
perform any function, they certainly should not say, "Well, if the
Bureau of the Budget is handling it, we can forget it."
As far as the Appropriations Committees are concerned, they are

bound not to bring up policy matters. They cannot. You can make
a point of order against them if they put any policy considerations
in or any change in the policy set forth in the basic law. Any Senator
can stand up and make a point of order and he will be sustained by
the Senate on this.
Mr. HORNE. Of course, further, Senator, the Senate Small Business

Committee and the House Small Business Committee and the Banking
and Currency Committees when we are up for legislation, which is
fairly often, also have this supervising or checking, so to speak,
authority.
I would like to comment too on this, Senator. Of course, you can

reduce the appropriations by one way or another of the money avail-
able to this agency, but I like to keep in mind that while you may
save on the one hand, the impact on the budget, you are not neecssarily
saving money, because this money is being repaid and is being repaid
with interest.
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You may very well be making a lot of money by stimulating the
economy with these people who otherwise would not get loans and by
keeping employment up which otherwise might not be able to be kept
up.
Senator PROXMIRE. I think that is a perfectly respectable and valid

argument. Nevertheless, when we loan money, it is a matter of Federal
dispensation of funds. It is a matter of appropriations, which do
unbalance the budget. They do have the effect of the Federal Gov-
ernment paying money out although that money is repaid.
Mr. HORNE. Of course, that is true, Mr. Chairman, but I guess

one reason I keep coming back to the point that this money is being
repaid and is rendering a good service to the overall economy is that
so frequently when we talk about this agency—and I am sure this
agency is no exception to other agencies in this regard—we talk about
its overall appropriation, and I like sometimes to relate, as I did a
few moments ago, what its actual costs are to the taxpayer.

-When you look at its actual cost to the taxpayer, as I said a few
moments ago, it is, relatively speaking, a drop in the bucket.
Senator JAVITS. Mr. Chairman will you yield ?
Senator PROXMIRE. I am delighted to yield.
Senator JAvrrs. I have only just come to the hearing, and I must

leave very shortly, but I came expressly to express my support for the
views of the Chair that the committee should retain the dollar limit
provisions in this legislation, as the Chair has said. What they shall
be is a matter for our judgment.
But having sat and heard the testimony on SBIC's in New York

and being well acquainted with the fact that this is a fairly new pro-
gram and in many cases experimental and in many cases just building
up a body of experience, I think whatever might be said for taking
off the dollar limits on a permanent basis when, as, and if it has really
proved itself in every aspect certainly cannot be said now.
I therefore support the Chair in continuance of dollar limits until

we have had somewhat more experience with how this agency will
work out.
Senator PROXMIRE. I thank the Senator from New York very, very

much. He has been very helpful.
I suggest we might move ahead to the interest rate charges by the

Treasury. You have been extremely patient and very responsive.
Mr. HORNE. Thank you, Mr. Chairman.
Another change called for by S. 2970 involves the interest rate

charged SBA on moneys disbursed by it. This change can best be
explained by a brief description of the manner in which the following
provisions of section 4(c) of the act have been administered:

Advances shall be made to the Administration from the revolving fund when
requested by the Administration. * * * The Administration shall pay into mis-
cellaneous receipts of the Treasury, at the close of each fiscal year, interest on
the net amount of the cash disbursements from such advances at a rate deter-
mined by the Secretary of the Treasury, taking into consideration the current
average rate of outstanding interest-bearing marketable public debt obligations
of the United States of comparable maturities.

The evident purpose of these provisions is to tie the interest rate
paid by SBA, on moneys 'disbursed by it, as closely as possible to the
cost of these same funds to the Government. However, prior to July
1, 1960, the Secretary of the Treasury applied the current interest rate,
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yielded by the statutory formula, not only to disbursements made by
SBA during the current year but also to funds disbursed in earlier
years when the cost of money to the Government may have been sub-
stantially higher or lower.
For example, SBA was required during the fiscal year 1960 to pay

4% percent on funds disbursed in the fiscal year 1959 when the appli-
cable rate was only 2% percent.
In an effort to remove the inequity of that system, the Department

of the Treasury, at the request of SBA, inaugurated a method of com-
puting the rate each year on a weighted-average basis, taking into con-
sideration amounts outstanding and the rates in effect during prior
years and a projection of disbursements at a current rate for the cur-
rent year.
Although this system has effected a susbtantial improvement, its

value is limited by the mathematical complexities involved.
For example, it was not until November 1961 that SBA could fur-

nish the Department with the estimated disubursement data for the
fiscal year 1962 essential to a determination of the rate for that year.
The language recommended in the bill would overcome the basic

difficulty by eliminating the existing requirement of the statute that
the Secretary compute each year a single rate applicable to all out-
standing cash disbursements made by SBA. Instead of following this
method the Secretary would, in June of each year, set the rate to be
applied to all disbursements made during the succeeding fiscal year.
This rate would remain applicable to such disbursements, regardless
of any subsequent fluctuations in the borrowing costs of the Govern-
ment, until the money is returned to the Treasury. Repayments
would be applied against the oldest outstanding disbursements.
The proposed system of multiple rates would provide a more

efficient and a more equitable method of computing interest.
Senator PROXMIRE. What are the main disadvantages of this pro-

posal, if any?
Mr. HORNE. Main disadvantages of this proposal?
Senator PROXMIRE. Of the new proposal.
Mr. HORNE. If you are speaking of the proposal, Mr. Chairman, in

the bill, and you ask 
Senator PROXMIRE. Yes. Would there be any disadvantage to SBA

if we adopt this proposal you are making here?
Mr. HORNE. No, sir, there would not be.
Senator PROXMIRE. Would there be a time, on the baths of your cal-

culations, when you would have paid higher interest than you actually
did pay—or would have been charged higher interest I should say?
Mr. HORNE. It is unlikely, Mr. Chairman.
The interest that we would pay for one year's disbursements might

be different from interest we would pay on another year's disburse-
ments, but we would pay in accordance with the cost each time.
Senator PROXMIRE. I understand that. But has there ever been a

time when you paid less than the cost?
Mr. HANNA. Mr. Chairman, there may have been 1 or 2 years where

the rate was building up during the course of the year, and, of course,
that is potentially true here. The rate is set based on the June com-
putation of Treasury, and that applies for the succeeding year.
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In past years, in particular, where the rate was applied against all
outstanding disbursements, that may have been some significance.
Mr. HORNE. But the answer to your previous question, sir, that it

would be of no disadvantage to the agency. As a matter of fact, it
would over the years prove to be an advantage.
Senator PROXMIRE. Is it true that the proposed legislation, just like

the existing legislation, would give the Secretary of the Treasury
unusual discretion in setting the rate?
Mr. HORNE. He would have the discretion to set the rate, but he

would, of course—
• Senator PROXMIRE. He would simply take it into account? He
would not be required to compute and then add on a certain amount
for service or anything like that?
• Mr. HORNE. No, sir.
Senator PROXMIRE. He just takes it into account?
Mr. HORNE. Yes, sir.
Senator PROXMIRE. So he has discretion to go as high or as low as

he wants to go?
Mr. HORNE. Yes, sir.
Senator PROXMIRE. IS it not more customary that the Congress

specifies that it shall be calculated in terms of Treasury cost plus a
certain amount for service rather than to leave this discretionary with
the Secretary of the Treasury who might either be a little too enthu-
siastic for SBA or a little bit too much opposed to it?
Mr. HORNE. There are some of our programs, Mr. Chairman, where

Congress sets the interest rate on our loans, and in some programs it
does not. I do not know, frankly, what is customary throughout the
Government as a whole.
Senator PROXMIRE. If we adopt this proposal to provide the ad-

vantages you have mentioned of more responsiveness to the actual cost
of Treasury, but have it computed in an objective way without having
the Secretary of the Treasury having to intervene—the Secretary
would not, I presume, do it anyway; he would presumably delegate
it to somebody else, and conceivably through human prejudice or
error this might be disadvantageous to SBA—
Mr. HORNE. Mr. Chairman, of course, I am only authorized to tes-

tify in support of the measure before you. But I might answer your
question by saying this: On the displaced small business loan author-
ity that was granted this agency last year, the legislation does spell
out a particular formula. It does spell out a formula approach for
the Secretary of the Treasury to make in setting an interest rate for
these loans. I think this in effect does the same thing with respect
to our revolving fund not as specifically.
I think under this proposal that we would not have a case of the

Secretary of the Treasury being unresponsive to what the costs of the
money we get from the Treasury are, and I think he would certainly
charge us an adequate amount to cover that cost to the Treasury.
The Treasury Department, Mr. Chairman, already has a formula.

I do not know the details of that formula, but they already have a
formula.
Senator PROXMIRE. How would this affect the interest rates you

would charge to your customers?
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Mr. HORNE. It does not affect the interest rates the agency would
charge for its loans. It would not affect those interest rates.

Senator PRoxmluE. Would this enable you to come in next year and
tell us instead of this costing $31 million that you had made a profit
out of SBA ?
Mr. HORNE. Mr. Chairman, I am not going to try to mislead, and I

could not if I tried to, the chairman of this committee. SBA in its
present operations is not likely overall to produce a net profit to the
Government. I do not see how it possibly could, taking into consid-
eration all of its programs.

Senator PROXMIRE. If you loan at—what ?--51/2 percent—
Mr. HORNE. All of our loans, of course, are not 
Senator PROXMIRE. And the interest rate, which many of us hope

will develop, is reduced substantially below what it is now so the
Federal Government can borrow money at a lower rate you could
have a pretty good spread. You could have a spread of ,2 or 3 per-
cent between the cost of your money conceivably, and what you are
getting for your money.
On that basis, even with heavy overhead, even with -a fairly bad

loan record, you could conceivably come in saying, "There is no
basis for criticism. We are making money for you.
Mr. HORNE. I do not think we can do it any time soon, just to be

honest with the chairman. And I am quite sure we cannot do it if
we reduce the size loans we can make to $100,000. Because it costs
just about as much to make a $100,000 loan as it does to make a
$350,000 loan.

Senator PROXMIRE. I am sure that would show up as a debit.
Mr. HORNE. Moreover, Mr. Chairman, it costs about as much to

process and examine a loan which we turn down as it does to process
a loan that we approve. Moreover, there are certain lending au-
thorities which we have on which Congress has set statutory limita-
tions, and it costs us more money to borrow than we get in interest.
In aeldition, we have the administrative cost on top of it.
For example, our disaster loan—
Senator PROXMIRE. Except for that last qualification, this is true

of banks as well as true of SBA. It costs them more money. They
have to investigate loans they never make. They do make small
loans in which their investigation might wipe out their profits.

Incidentally, you have just indicated another reason why the
argument for making loans of more than $100,000 is not nearly as
persuasive as the loans for less. It is exactly because of bigger re-
turns in terms of investigation cost that private banking is more
likely to make that big loan rather than the small one.
Mr. HORNE. Of course, also Mr. Chairman, I cited the disaster

loans. If it is not inside an Area Redevelopment Area we charge
51/2 percent. We have some spread there because the money today is
costing us I believe about 3% percent so we certainly would have
more income on a $350,000 outside of an ARA than we would have
on a $100,000 loan or $50,000 loan outside an ARA.
So some loans of $350,000 with the spread we have certainly would

help the agency to more nearly meet its actual net cost to the
Government.
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But, as I was saying, we have several programs in which we can-
not charge in excess of what the limitation is, and the interest rate
on one of these programs is less than what the money costs us. That
is one the disaster loan authority which prescribes a 3-percent rate.
In case of the displaced businesses, as you know, that authority was

added last year, wherein we make loans at special rates to businesses
that are displaced by any kind of Federal construction activity. Con-
gress did, write into this authority a formula approach for the Secre-
tary of the Treasury to use. We do get that money from the Secre-
tary of the Treasury at the cost to the Treasury, and we add one-fourth
of 1 percent as the rate SBA charges.
But there is no spread allowed for administrative cost of handling

these other loans.
Senator PROXMIRE. Tell me. What would have been the report you

would have made to us on the cost to the taxpayers of the SBA if you
had had this system of computing it in 1962?
You probably cannot tell us that now. Maybe for the record you

could.
Mr. HORNE. We might be able to supply it.
Senator PROXMIRE. You just told us about $32 million.
Mr. HORNE. If we get all we ask for in 1963, we estimate the net

cost would be about $32 million on all the things we do.
Senator PROXMIRE. Including this method of computing the cost of

money to you?
MT. HORNE. Yes, sir.
Senator PROXMIRE. And what will it be if we turn you down on

this particular provision?
Mr. HORNE. If I may, sir, let me ask my controller to answer that.
Mr. HANNA. With respect to the method of computing interest, Mr.

Chairman, the composite basis we are using at the present time comes
out to essentially the same answer we would have under the new bill.

Senator PROXMIRE. You have been computing on this basis even
though 
Mr. HANNA. We did it on the composite basis for the past 2 years.
Senator PROXMIRE. I see. What is the reason and what is the

effect of using yields instead of rates as in the existing legislation?
Mr. HANNA. That has been in effect. "Yields' as compared to

"rates" can furnish a more current indication of cost for certain matur-
ities not frequently borrowed. By relating the comparable maturities
of SBA to comparable maturities of the Treasury Department, a more
accurate and current rate can be determined for SBA.
Mr. HORNE. Mr. Chairman, since I know that you want all the

information that we can give you on any of these questions, I want to
make another statement with which I am sure you are familiar. This
is simply to call your attention to it.
We also do make 4 percent loans even under our regular business

lending authority in areas designated by the Area Redevelopment
Administration.
Senator PROXMIRE. It is 3 percent, 4 percent, and 51/2 percent?
Mr. HORNE. We also make 3% percent loans too, Mr. Chairman.
Senator PROXMIRE. Apparently this method you have suggested is

the best for the SBA. Is it also for the Treasury?
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Mr. HORNE. The Treasury is supporting it so I am inclined to
think the answer to your question is "Yes."

Senator PROXMIRE. Would it reflect the average rate for the year
better than say December or May if the June figure is used? Let me
put it this way: Is the June figure generally the average rate for the
year?
Mr. HANNA. I would have to answer it this way, Mr. Chairman:

That the June rate is the customary rate used on this type of approach
where there is an annual rate.
In other words, that gives you the rate at the beginning of the

year so your current borrowings and withdrawals can be immediately
charged at the new rate.

Senator PROXMIRE. And you say this is better than December or
March because it does reflect a midyear-
Mr. HANNA. I could not answer that directly, sir.
Senator PROXMIRE. Let me ask you: Will you furnish for the record

the amount of interest you paid into the Treasury from 1958 to the
present compared with the amount you would have paid had the
rate formula suggested by this bill been in effect?
Mr. HANNA. Yes, sir.
( The information requested follows:)

Statement of interest payments to the Treasury Department, compared with
interest computed per S. 2970, fiscal years 1958-61

[In thousands],

Fiscal year
Actual
interest
cost

Interest
computed
per S. 2970

1958 1 $6,649 $2, 606
1959 1 6,294 7,246
1960 114 875 10,606
1961 2 14,248 14,093

Total 42,066 34, 551

1 Through the fiscal year 1960, interest was computed each year at the current fiscal year rate on all out-
standing disbursements regardless of the year in which such disbursements were made.
2 Fiscal year 1961 was the first year in which the weighted average rate was developed by the Treasury

Department.

Senator PROXMIRE. Would not the 1961 amount, since it was deter-
mined by the weighted rate, be the one most nearly 'comparable to
this proposed formula?
Mr. HANNA. Yes, sir.
Senator PROXMIRE. Is it not true that the Treasury now advances

funds to some agencies with separate statutory programs such as
FNMA at rates reflecting the operating requirements of each separate
program?
Mr. HANNA. I believe that is correct. I am not certain.
Senator PROXMIRE. Why do you not proceed?
Mr. HORNE. Mr. Chairman, we now get into the section having to

do with technical amendments.
There are a number of changes in the bill which are designed to

bring the provisions of section 4(c) of the act into closer accord with
the evident intent of Congress and to eliminate language which does
not reflect existing practice.
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In its present form, for example, the section does not expressly pro-
vide for the establishment in the Treasury of a revolving fund for
the use of SBA. Also absent from the section are express provisions
that loan repayments and other receipts are to be paid into the fund
and that appropriations made to the fund are to remain available until
expended.
Such authority is, to be sure, so clearly implied in the terms of the

section that an amendment for the sole purpose of spelling it out
would probably not have been appropriate. However, it is believed
desirable, in connection with the proposed revision of the section for
substantive reasons, to insert the described provisions. This would
be accomplished by the bill. The bill would also emphasize that ap-
propriations made to the fund• constitute "capital" thereof.
Since only one account is required to be maintained in the Treas-

ury, the bill would strike from the section all references to "advances"
to SBA from the revolving fund.

Finally, the bill contemplates that the interest payments of SBA
are to be made "following' instead of "at" the close of each fiscal year.
The purpose of this is to make allowance for the time which neces-
sarily elapses before the amount due can be computed. Subsequent
to the submission of the bill, however, the Budget Bureau suggested a
further revision by the substitution of the words "as of" instead of the
word "at." The words "as of" would recognize the current situation
and would permit the payment to be reflected both on the books of
Treasury and SBA as of June 30 if certain technical problems can be
resolved at a further date.
Mr. Chairman, I would like to emphasize the importance of prompt

action on S. 2970 or I might ad lib and say on whatever the com-
mittee decides to do about this proposed change.
Our 1963 budget estimate is now being considered by the House

Appropriations Committee
' 

which is expected to report an appropria-
tion bill including SBA's funds within the next few weeks.
The budget estimate for SBA for the fiscal year 1963 contains a

request for an additional appropriation of $300 million which would
make a cumulative total of $1,310 million. This would be $110 million,
in excess of the present revolving fund authorization of $1.2 billion.
It is my understanding that the Appropriations Committees are

reluctant to recommend any amount in excess of an authorization
since such an item would be subject to a point of order. Consequently,
it will be necessary that some action be taken with respect to the revolv-
ing fund authorization if the full budget program is to be carried out
for fiscal year 1963.
Mr. Chairman, I would like to express my very warm thanks for

the courteous treatment which this committee always gives me and
the employees of my staff. We may not always be in complete agree-
ment, but I appreciate the fact very much the chairman has always
been most kind and most courteous to me and to this agency.
If we can now, sir, answer any questions that you or Senator Spark-

man may have, we will be glad to do so.
Senator PROXM1KE. I think this is a very fine, very persuasive, pres-

entation. As I have indicated, I have some disagreement with at
least your first request, and I think that there is at least some chance
that the Congress may not act favorably on lifting the authorization.
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With that in mind, I wondered if you would care at this point or,
if you would 

justifying 
later to appear before the committee or write

a letter to us  your authorization needs in the event that the
authorization is not lifted.
(The information requested follows:)

SMALL BUSINESS ADMINISTRATION,
Washington, D.C., April 18, 1962.

Hon. WILLIAM E. PROXMIRE,
Chairman, Subcommittee on Small Business, Committee on Banking and Cur-

rency, U.S. Senate, Washington, D.C.
DEAR SENATOR PROXMIRE : As requested by you during the hearing on Thursday,

April 12, on S. 2970, I am furnishing the following information:
1. A brief justification of authorization increases needed through fiscal year

1963 (exhibits la, lb, and 1c).
2. A projection of estimated authorization requirements for the 5-year period

fiscal years 1964 through 1968 (exhibits 2a and 2b).
3. A statement reflecting the extent of bank participation in each of the New

England States and in Wisconsin, as compared with the national average (exhibit
3).
The increases in authorizations estimated to be needed during the fiscal year

1963 are those which would be required to carry out the estimated level of
activity as set forth in the budget for that year. They are, in my judgment, most
Conservative estimates when one takes into consideration the growth experience
of this agency.
The projection of business loan activity for the next 5 years is a straight line

projection of current volume and does not provide for any increase in volume
which would be most natural in the light of our past experience. It does point
up the fact that further authorization increases will be required in future years
even though the business loan activity leveled off at approximately the present
volume. The projection for investment and development company programs is
based upon the continuation of existing policies, particularly with respect to a
showing of unavailability of private funds. Neither of these projections has
been cleared with the Bureau of the Budget and cannot, therefore, be considered
as official estimates. However, I believe they• should be of some assistance to
the committee in consideration of this legislation and in anticipating future
authorization requirements.

All of the above estimates are based on existing legislation.
You also requested an indication of the timing required on this bill. To the

best of our knowledge, the House Committee on Appropriations has not scheduled
a date for reporting the appropriation bill which will include funds for SBA.
I would assume, therefore, that it is unlikely that it will occur before May 1.
If the appropriation bill is reported and passed by the House during the first
week in May and if Senate appropriation hearings start promptly after House
action, it is conceivable that the senate Appropriation Committee could be in a
position of reporting out on the bill before the end of May. Since the Appro-
priation Committees must act on the basis of existing authorizations, it becomes
imperative that congressional action on the authorization be Completed at least
prior to the time the Senate Appropriation Committee takes action.
In the event the committee determines that monetary limitations should be

retained in the revolving fund, I would recommend some flexibility at least be-
yond that which is indicated by the budget estimate for the fiscal year 1963. For
example, it is possible that fluctuations in volume within the total funds avail-
able might result in greater dollar requirements for business loans and less for
investment and development company loans or vice versa. The use of the exact
computations reflected in the budget estimate would remove this element of
flexibility which is essential to good management. It is possible further that
substantial variations in volume might justify a supplemental appropriation re-
quest during 1963. Unless some flexibility is given, a supplemental appropriation
request would also entail an additional authorization request and would be a
further burden on this committee.
If any additional information is desired in connection with the information

being submitted, please feel free to call upon us.
With kind regards, I am

Sincerely,
JOHN E. HORNE, Administrator.
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EXHIBIT 1A

Revolving fund authorization activity, fiscal years 1962 and 1963

[Dollars in millions]

Business loans Disaster loans
Investment and
development
company loans

Total

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
year year year year year year year year
1962 1963 1962 1963 1962 1963 1962 1963

Outstanding loans and commit-
ments start of year $528. 6 $735.0 $60. 1 $91.2 $80.0 $168. 7 $668.8 $994. 9

Plus:
New loan approvals 1 354. 5 1 390. 0 43.0 20.0 2 91.0 2 176.0 488.5 586.0
Commitment to purchase loans
sold with recourse 45.0  10.0  55.0

Total 354. 5 435.0 43.0 20.0 91.0 186.0 488.5 641.0

Minus:
Principal repayments to SBA
or banks 126.8 164. 0 11.9 14.4 1.5 2.8 140.2 181.2

Loans sold 50. 0  10. 0  60.0
Loan cancellations 21.3 23.4  . 9 1. 7 22.2 25. 1

Total 148. 1 237.4 11. 9 14.4 2.4 14. 5 162.4 266.3

Outstanding loans and com-
mitments end of year 735.0 932.6 91.2 96.8 168. 7 340.2 994.9 1, 369. 6

1 Budget assumptions, business loans:

1962 1963

Applications per month 1,250 1,370
Withdrawals (percent) 5 5
Approvals (percent) 55 60
Cancellations (percent) 6 6
Net approvals for year:

Number 7,405 8,813
Average size $45,000 $41,600

2 Budget estimates-Investment and development company loans:

1962 1963

SBIC's debentures purchased  $61 $72. 5
Section 303(b) loans to SBIC's 13 72.0
Loans to State development companies 3 5.0
Loans to local development companies 14 26. 5

Total 91 176.0

EXHIBIT 1B

EXPLANATION OF INCREASE REQUIRED IN BUSINESS LOAN AUTHORITY-FISCAL YEAR
1963

The 1963 budget, as submitted by the President, assumes that the amount of
outstanding business loans and reservations for undisbursed loans will increase
from $735 million at June 30, 1962, to $932.6 million at June 30, 1963. The esti-
mate as of the end of fiscal year 1962 will require an increase of $10 million in
the existing authority, and the estimate as of June 30, 1963, will require a fur-
ther increase of almost $200 million ($197.6 million to be exact).
As stated, this increase of $200 million in business loan authority predicated

on the President's 1963 budget estimates for the business loan program, which
in turn are based on the following assumptions concerning the level of applica-
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tions, the proportion to be approved and the average size of the SBA share of
loans approved:

Applications per month  1, 370
Withdrawals, 5 percent  68
Approvals, 60 percent of remainder  781
Cancellations, 6 percent  47
Gross approvals at $41,600 average size million____ $390. 0
Cancellations at $41,600 average size do $23. 4
On the basis of the foregoing factors, the increase during fiscal year 1963 in

outstanding loans and reservations for undisbursed loans may be summarized as
follows:

Millions
Estimated outstanding loans and commitments, June 30, 1962  $735. 0
Plus:

New loan approvals  390.0
Commitment to purchase loans sold with 90-percent recourse  45. 0

Minus:
Principal repayments to SBA or banks  164. 0
Loans sold  50. 0
Loan cancellations  23. 4

Estimated outstanding loans and commitments, June 30, 1963____ 963.6
In the light of our experience over the past several years, the estimate of an

average of 1,370 applications per month for 1963 is very reasonable, representing
an increase of only 9.6 percent over 1962.
The actual and estimated application volume by years beginning with fiscal

year 1958 is as follows:

Fiscal year
Number of
applications

Percentage
increase from
previous year

Fiscal year
Number of
applications

Percentage
increase from
previous year

1958 
1959 
1960_  

7, 898
10,213
8,331

15. 1
29.3

—18.4

1961 
1962 (estimated) 
1963 (estimated) 

10,880
15,000
16, 440

30. 6
37. 9
9.6

As referred to above, the budget estimate for 1963 is predicated in part on
an average of $41,600 for the SBA share of loans approved. This average
size assumes an increase in both the proportion of participation loans and the
banks' share of such loans, primarily because of the new simplified bank loan
participation program. Although the response to this program has been ex-
cellent since its inception last September, and we expect it to continue so in
the months to come, the average size of the SBA share of loans approved during
the first 9 months of fiscal year 1962 has been $47,950.
Because of the continuing record demand for loans in relation to funds

available, it was necessary as of December 1, 1961, to restrict the dollar amount
of business lean applications being accepted to $200,000 (SBA share) for other
than defense-oriented concerns. Undoubtedly, this policy will result in a re-
duction in the average SBA share amount, as will an expected increase in
the banks' proportion of participation loans discussed just above. However,
because of applications in the "pipeline," we have not yet had sufficient experi-
ence to appraise the effects of this policy action.
The amount of authority required is also influenced, of course, by repayments

on loans previously made. The estimate of $164 million for repayments has
been 'derived by computations based on the average term of our business loans
(approximately 6% years) and the amounts disbursed in prior years. In
relation to current repayments and the anticipated increase in the amount of
outstanding loans receivable held by SBA or participating banks, the estimate
is as accurate as can be computed.
In summary, our current experience as concerns both the anticipated level

of applications and the average size of loan requested fully supports, in our
opinion, the estimate of a required increase in business loan authority in 1963
of approximately $200 million.
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EXHIBIT lo

EXPLANATION OF INCREASE REQUIRED IN INVESTMENT AND DELEVOPMENT COMPANY
LOAN AUTHORITY—FISCAL YEAR 1963

The 1961 amendments to the Small Business Investment Act increased the
authority of the Agency to purchase subordinated debentures of the small busi-
ness investment companies from $150,000 to $400,000. The estimate submitted
for the fiscal year 1962 for the purchase of subordinated debentures is $61 mil-
lion. The increase in the statutory authority coupled with the steady increase in
the application rate for the formation of small business investment companies
has resulted in an estimate of $72.5 million for 1963.
We have made a strenuous effort to encourage the flow of private funds into

this program in order that the Government participation may be kept at a
minimum level.
As the small business segment of the economy is becoming more aware of

the availability of equity and long-term financing, the interest in the formation
of SBIC's increases, as do the demands upon this capital.
Through regulations we have held the maximum Government participation

in the formation of SBIC's to $150,000 in subordinated debentures. When the
investment company has increased its private capital, and has exhibited to us
that they have loaned up to 75 percent of their paid-in capital and surplus, they
can then apply for the additional $250,000 of subordinated debentures matching
the increased private capital raised for growth purposes. Thus, most of the
companies licensed in fiscal year 1962 will be in a position to request the addi-
tional subordinated debenture funds in fiscal year 1963. This accounts for
the requested increase of funds in this area.
The agency is authorized under certain conditions to lend funds to small busi-

ness investment companies in amounts which may not exceed 50 percent of the
paid-in capital and surplus of a company, or $4 million, whichever is less.

With the increase in the amount authorized for the purchase of subordinated
debentures, the borrowing power authorized under section 303(b) of the act
is correspondingly increased.
In order to provide the assistance to small businesses with a minimum of

Government funds involved, this agency has embarked on a program to have
these section 303(b) loans made by commercial banks under a standby guaran-
tee. A fund reservation of 50 percent is held against such loans. Although
this plan conserves our appropriations, the full amount must be charged against
the statutory authorization. We estimate $8 million will be loaned on a direct
basis by SBA, and $64 million will be loaned by commercial banks.
The 1961 amendments to the act increased the authority for local development

company loans from $250,000 to $350,000 for assistance to identifiable small busi-
ness concerns and increased the maturity from 10 to 25 years. In addition,
several more States have passed enabling legislation which permits State devel-
opment companies to borrow from SBA in an amount equal to the total borrowing
power of such development companies. These loans, both local and State, are
made for plant construction, conversion, and expansion including the acquisition
of land.
The enactment of the amended legislation brought the terms of these loans

more in line with the construction industry standards, and a definite increase
in loan application rates has resulted.
As a net result of this program to date, approximately 9,900 new jobs have been

created in the small business community.
In fiscal year 1962, we had estimated a need for $17 million for this program,

and our present rate of applications indicates a definite need for $31.5 million
for 1963.
We are presently requiring each proponent to submit a certification that no

additional private funds are available for investment in this program before
Government funds are made available.
In addition, we have established controls to determine that no violations exist

before considering applications for the purchase of subordinated debentures or
the approval of a loan.
We are endeavoring to reach the maximum in participation with commercial

banks on a standby guarantee basis in order to minimize the outflow of Gov-
ernment funds in this program.
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OFFICE OF BUDGET,
April 16, 1962.

Projection of business loans and commitments outstanding, fiscal years 1964 to
1968, inclusive

[Dollars in millions]

Estimates for fiscal years-

1964 1965 1966 1967 1968

Outstanding loans and commitments, start of year___ $932.6 $1,149.5 $1,315.6 $1, 430. 2 $1,499.7
Plus: New loan approvals 426. 8 426. 8 426. 8 426. 8 426.8
Minus:

Repayments to banks or SBA 184. 6 235. 4 286. 9 332. 0 369.2
Loan cancellations 25.3 25. 3 25. 3 25. 3 25.3

Total 209.9 260. 7 312. 2 357.3 394. 5

Outstanding loans and commitments end of year 1, 149. 5 1, 315. 6 1, 430. 2 1, 499. 7 1, 532. 0

ASSUMPTIONS

Applications per month 1,300 Gross approvals at $48,000 average,
Withdrawals, 5 percent 65 annually $426,816,000
Approvals, 60 percent remainder 741 Cancellations at $48,000 average, an-
Cancellations, 6 percent 44 nually 25, 344,000

OFFICE OF BUDGET,
April 18, 1962.

EXHIBIT 2B

Projection of investment and development company loans and commitments
outstanding, fiscal years 1964 to 1968, inclusive

[Dollars in millions]

Outstanding loans and commitments start of year 

Plus nrw loan approvals:
Purchase of SBIC debentures (sec. 302) 
Loans to SBIC's (sec. 303) 
Loans to State development companies (sec. 501)..

Loans to local development companies (sec. 502) 

Total 

Minus repayments to SBA or banks:
Debentures purchased from SBIC's (sec. 302) 
Loans t a SBIC's (sec. 303) 
Loans to State development companies (sec. 501)..
Loans to local development companies (sec. 502) _ _

Total 

Outstanding loans and cbmmitments end of year:
SBIC debentures (sec. 302) 
Loans to SBIC's (sec. 303) 
Loans to State development companies (sec. 501) _
Loans to local development companies (sec. 502)....

Total 

Estimates for fiscal years

1964 1965 1966 1967 1968

$340.2 $673.9 $861.6 $1, 013. 0 $1, 161. 9

60. 0 30. 0 20.0 20. 0 20. 0
184.0 80.0 60.0 60.0 60.0
30. 0 20. 0 20. 0 20. 0 20.0
64.0 64. 0 64. 0 64.0 64.0

338.0 194.0 164.0 164.0 164.0

2.4 1.1 2.6
.3 1.5 2.5 3.4 4.2
4.0 4.8 7.7 10. b 13.3

4.3 6.3 12.6 15.1 20.1

247. 5 277.5 297.5 317. 5 337.5
280. 3 360. 3 417. 9 476. 8 534.2
36. 1 54. 6 72. 1 88. 7 104.5
110. 0 169.2 225. 5 278.9 329.6

673.9 861.6 1, 013. 0 1, 161.9 1, 305. 8

OFFICE OF BUDGET,
April 15, 1962.
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EXHIBIT B

Number and percentage of participation business loans approved, specified States
and periods

Fiscal year 1961 First 6 months,
fiscal year 1962

Cumulative through Dec. 31, 1961

State Bank's share
Number of Percent Number of Percent Number of Percent as a percent
participation of total participation of total participation of total of total

loans loans loans lonas loans loans amount of
participation

loans

Connecticut 15 45. 5 19 54.3 140 63. 1 18. 0
Maine 24 80.0 23 71. 9 153 64.3 19. 7
Massachusetts 111 76.0 129 75.0 662 71.4 24. 7
New Hampshire 18 60.0 16 66. 7 111 65.3 22. 6
Rhode Island 28 44. 4 24 36. 9 174 50. 1 24. 7
Vermont 10 76. 9 5 62. 5 88 75. 9 24. 7
Wisconsin 76 90. 5 66 89.2 549 91.3 24. 4
Total, all States 2,997 60. 1 2,286 60.7 18,314 62.9 22.0

You say in your statement a further increase of $200 million would
be required in the business loan authorization for the fiscal year 1963.
That is a huge increase, and I would presume that we would want a
pretty detailed and exacting justification for that to approve it.
Mr. HORNE. Mr. Chairman, we will do that.
Senator PROXMIRE. In the event the committee acts unfavorably

on this bill, which it may not. It may approve it.
Mr. HORNE. Would this be in keeping with what the chairman

would like to have, if I understand you correctly? I have in mind
the possibility of submitting to the committee perhaps three things.
One would be approximately the same testimony that we have pre-
sented to the Appropriations Committees justifying our request for
appropriations. Another could be a projection as to what increase
in authorization we would need for fiscal year 1963 and the remainder
of 1962 provided the committee saw fit to increase its authorization in
accordance with our request for appropriations. And another might
be a similar projection for the next 5 years.
Senator PROXMIRE. I think we would want a different kind of

justification than the Appropriations Committee might. The Appro-
priations Committee, as I understand it, is prevented from acting on
the basic law.
I would certainly be interested as chairman of the subcommittee

in the kind of justification that was implied by Senator Javits' state-
ment for insurance of the SBIC's. Whether there are any pros-
pective changes in the law which might permit economy in that area
or not, or whether it might go the other way if the basic law were
improved to let SBA do a bigger job, and the SBIC's move ahead
more rapidly, there might be required larger authorization.
This is the basic reason I feel we should continue to pass on this.

I think it is such a fine way to coordinate the basic policy decision on
the law and the money needs of the SBA.
So I would prefer to have you give us that kind of justification

as well as what you are giving the Appropriations Committee.
Mr. HORNE. Very well, sir.
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Of course
' 
I did not have in mind duplicating the Appropriation

itestimony. There are certain bits of information n there that would
apply to your request. ,( See p. 39.)
At the same time, assuming that this committee recommended an

authorization in keeping with our already recommended appropria-
tion, would you like to have these other two bits of information pro-
jecting what we would need for fiscal year 1963 and the remainder
of 1962 and also would you like to have a projection

' 
based on current

activity, of what our increased authorization might be if you decided
to give an increased authorization even for a period of 5 years?

Senator PROXMIRE. Yes indeed. And we would also like an indica-
tion of the timing on this, because we want to make sure that this
authorization bill is passed in ample time so you can be protected.
The time is getting short.
Mr. HORNE. Yes, sir.
Senator PROXMIRE. It is only a matter of less than 60 days? It is

less than 90 days before the absolute deadline.
MT. HORNE. Yes, sir.
Senator PROXMIRES. And we have to go through the Senate and the

House, possibly to conference, et cetera, in the event this is not ap-
proved. So that we probably had better act quite promptly and work
out a schedule and stick to it.
Mr. HORNE. I agree with you, Mr. Chairman, because, as I indi-

cated in the last few sentences of my- statement, it is important that
we get whatever the committee is going to do as soon as we can, and
in view of that we will submit this information that you have re-
quested as soon as we can get it together.

Senator SPARKMAN. May I ask just this question? It is not de-
tailed because it would entail duplication.
The amount you say you need in order to carry on the business loan

activity includes the ability to do away with this restrictive limitation
that you have placed on the amount of loans?
In other words, I believe last fall SBA found it necessary to cut the

limit on small business loans to $200,000 from the statutory limit of
$350,000. Is that not right?
Mr. HORNE. Yes, sir. That is correct.
Senator SPARKMAN. Is that still in effect?
Mr. HORNE. Yes, sir.
Senator SPARKMAN. Would the $200 million make it possible for

you to lift that?
I will tell you the reason I ask the question. I think it is a terrible

commentary—and I have said this under the past administration and
I say it under our administration—when it is necessary for budgetary
reasons to effectuate savings that the first two groups hit most are the
small business people and the homebuilders of the country.
Just look at it. Go back and get your records in the past and see

that they are the ones that are hit first and hardest.
Senator PROXMIRE. If the Senator would yield at that point, I want

to make sure it is absolutely clear in the record that the reduction to
$200,000 had nothing whatsoever to do with the congressional limita-
tion on authorization. It was a decision made by the administration
to cut down spending of various kinds.

Senator SPARKMAN. Yes.
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Senator PROXMIRE. I am sure if you had not done that and had
come back and asked for additional authorization this committee
would have probably given it to you promptly.
Senator SPARKMAN. Yes. I said it was made necessary by budg-

etary limitations.
I recognize that fact, and I have expressed myself to the executive

department about it.
First of all, we have always had some difficulty in getting the loan

level up as high as $350,000. In the beginning I contended it ought
to be a million dollars, and I took that simply because that was the
breakeven point that the Securities and Exchange Commission found
15 years ago when they made a study, or at least a good many years
ago when they made a study, as to the availability of credit for small-
and medium-sized businesses. They found that a business wanting
to borrow not less than a million dollars—could not afford to go into
the securities market. And I suppose that would be considerably
higher now.

Finally we got the level up to $350,000, and I think it is very bad
that you had to cut the level to $200,000 because there are lots of small
businesses in this country that have been denied adequate credit to
step up their operations to provide better plant, better equipment,
and so forth, by reason of that limitation.
I hope that as soon as the funds are available, and I assume that the

Budget will clear it, the amount will be increased.
Senator PROXMIRE. If the Senator would yield at that point, it is

my understanding that the securities studies indicated that the million
dollars was for investment banking money, long-term money, equity
money, and so forth.
Senator SPARKMAN. That is true.
Senator PROXMIRE. And this, therefore, would apply to the SBIC

program but not so much—to the business loan program.
Senator SPARKMAN. Not to the same extent. But similarly 
Mr. HORNE. I should like, Senator Sparkman, to answer your ques-

tion in two parts. I might add that this question has been asked prior
to now and I have informally cleared my reply with officials of the
Bureau of the Budget.
The supplemental request now before Congress which has been acted

on by the House and by the Senate Appropriations Committees—
Senator SPARKMAN. It is coming up today I believe, or tomorrow.
Mr. HORNE. It is coming up soon.
Senator SPARKMAN. Monday.
Mr. HORNE. Our request was for $80 million for business loans,

SBIC, and our regular programs. We had an additional $10 million
for disaster.
The House gave us the $10 million for the disaster and reduced the

$80 to $75 million. The Senate committee took $5 million from the
$80 million and put it over with the $10 million for disaster so we now
have so far as the Senate is concerned $15 million for disaster and
$75 million to run our lending programs through the remainder of the
fiscal year of 1962.
The original request of $80 million for this purpose was based on

the fact that we would not be able to restore the $350,000 limitation,



SBA. AMENDMENTS OF 1962 47

that we would continue for the remainder of this fiscal year the
$200,000 limitation.

It is clear that if we have less than the $80 million somehow we have
to absorb whatever the lesser amount is.
As regards the 1963 budget, this matter has not been determined as

to whether or not we would return following action on our 1963 bud-
get, to the $350,000 limitation. I can tell the committee that in my
opinion if we do return to the $350,000 on July 1—and I say in all
frankness that would be my personal hope—we would not at our
present rate of applications be able to run through the entire fiscal
year 1963. We would require additional money through forms of
deficiency appropriation or supplemental appropriation.
Senator PROXMIRE. Thank you very, very much. This has been

extremely helpful and responsive testimony, and I appreciate it.
We have letters on this legislation from the Chamber of Commerce

of the United States and the American Bankers Association.
CHAMBER OF COMMERCE OF THE UNITED STATES,

Washington, D.C., April 12, 1962,
Hon. WILLIAM PROXMIRE,
Chairman, Subcommittee on Sm,all Business,
Senate Banking and Currency Committee,
U.S. Senate, Washington, D.C.
DEAR SENATOR PROXMIRE : The Chamber of Commerce of the United States is

vitally interested in advancing the well-being of smaller business firms because
their growth and prosperity are essential to the continued economic progress of
our country. The chamber has vigorously supported measures which would
strengthen smaller businesses in such areas as tax reform, antitrust enforcement,
and patent policy.
However, we must oppose such legislation as S. 2970, which is currently before

your Subcommittee on Small Business.
Subsection (c) of the Small Business Act of 1958 provides important statutory

limitations on the amounts of money which may be loaned by the Small Business
Administration in the performance of its three main functions: business develop-
ment and disaster loans, investment company loans, and technical advice. If
amended, as proposed by S. 2970, these ceilings would be removed, allowing
greater latitude for expansion of the Small Business Administration.
A study of the growth of the Small Business Administration from its incep-

tion in 1953 reveals that funds for salaries and expenditures alone have grown
from $3,775,000 in fiscal 1954 to the 1963 budget request of $34 million—an eight-
fold increase in 9 years. This in itself should be enough to command continued
program and fiscal review of Small Business Administration activities by both
the legislative and appropriations committeees, rather than removal of one of
these necessary checkpoints.
The chamber strongly favors congressional control over Federal expenditures

of taxpayers' dollars. To enact legislation which would directly or indirectly
lessen controls over departmental and agency spending could serve to prolong
the existence of a program long after its functional value has terminated.
The continuous and critical review of all Government activities and spending

authorizations by Congress is essential in pointing the way toward reduction of
the national debt.
For these reasons, the chamber urges the rejection of S. 2970.

Sincerely yours,
THERON J. RICE,

Legislative Action General Manager.
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THE AMERICAN BANKERS ASSOCIATION,
Washington, D.C., April 13, 1962.

Hon. A. WILLIS ROBERTSON,
U.S. Senate,
DEAR SENATOR ROBERTSON: The American Bankers Association wishes to

register opposition to S. 2970 which would eliminate the present ceiling on the

overall amount SBA can spend on its programs and the ceiling on the amounts
that can be expended in individual SBA programs. This association believes that
the present joint control which your committee and the Appropriations Commit-
tee has over SBA expenditures is most desirable.
The American Bankers Association feels that it would be unwise for your com-

mittee, which originally considered the legislation establishing SBA and which
handles amendments to the act, to give up all control over SBA expenditures at
a time when SBA is expanding its lending functions. Therefore, the American
Bankers Association recommends that S. 2970 not be enacted.

Sincerely yours,
CHARLES R. McNEILL,

Director, Washington Office.

Senator PROXMIRE. The subcommittee will stand recessed.
(Whereupon, at 12.02 p.m., the subcommittee recessed, subject to

the call of the chairman.)
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