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SMALL BUSINESS AMENDMENTS OF 1967

THURSDAY, JUNE 1, 1967

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

SUBCOMMITTEE ON SMALL BUSINESS
'Washington,D.C.

The subcommittee met, pursuant to notice, at 10:08 a.m. in room
5302, New Senate Office.Building, Senator Thomas J. McIntyre (chair-
man of the subcommittee) presiding.
Present: Senators McIntyre, Sparkman, Proxmire, Spong, and

Percy.
Senator MCINTYRE. The subcommittee will come to order. This is

the first meeting of the year of the Subcommittee on Small Business.
It is the first meeting over which I have had the honor to preside as
chairman, and at which the distinguished Senator from Illinois has
sat as the ranking minority member.
I hope that I will be able to continue along the lines of imaginative,

nonpartisan, constructive innovation which have been followed by my
predecessor, Senator Proxmire.
Today the Small Business Subcommittee is holding hearings on S.

1862, a bill to amend the authorizing legiSlation of the Small Business
Administration and for other purposes.
This bill represents the administration's recommendations for

amendments to the Small Business Act and the Small Business In-
vestment Act of 1958.

Title I of the bill would provide for an increase in the authoriza-
tion ceiling for SBA's various loan programs and other recommended
amendments to the Small Business Act.
In the last session when the Congress considered the Small Busi-

ness Investment Act Amendments of 1966, Mr. Boutin, the Adminis-
trator of SBA, promised that he would send to the Congress his rec-
ommended incentive legislation for SBIC's this year. Title II of this
bill contains his recommendations.
S. 1862 was introduced on May 24, 1967, by the distinguished chair-

man of the Senate Banking and Currency Committee, Senator Spark-
man. I ,was glad to cosponsor the bill with Min. Senators Bennett,
Percy, Tower, and Brooke also joined in cosponsoring this bill. I am
pleased with this bipartisanship.
I am certain that all of the members of the subcommittee under-

stand that the extent of support for this particular bill should not
be taken to mean that amendments proposed by members will not
receive full consideration. I don't believe that any of us are com-
mitted to any specific language in this bill which we have introduced,

1
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although I am certain that we are all committed to strengthening the
small business of our country.
Without objection, the bill, S. 1862, together with a covering letter

to the President of the Senate and a section-by-section analysis of the
bill prepared by the Small Business Administration will be printed in
the record following these remarks.
At the time Senator Sparkman introduced this bill he also intro-

duced S. 1863, a bill to amend the 'Internal Revenue Code of 1954 with
respect to the income tax treatment of small business investment com-
panies. S. 1863 was part of the legislative package recommended by
the administration to assist SBIC's. S. 1863 was referred to the Fi-
nance Committee. We will follow its progress with great interest.
The subcommittee will hear testimony from Mr. Boutin and mem-

bers of his staff and from the president of the National Association of
Small Business Companies, Mr. Milton Stewart.
(The material referred to above follows:)
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90TH CONGRESS
1ST SESSION S. 1862

IN THE SENATE OF THE UNITED STATES

MAY 24, 1967

Mr. SPARKMAN (for himself, Mr. BENNETT, Mr. BROOKE, Mr. MCINTYRE, Mr.
PERCY, and Mr. TowEn) introduced the following bill; which was read
twice and referred to the Committee on Banking and Currency

A BILL
To amend the authorizing legislation of the Small Business

Administration, and for other purposes.

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

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

3 TITLE I

4 SEC. 101. This title may be cited as the "Small Business

5 Act Amendments of 1967".

6 SEC. 102. Paragraph (4) of section 4 (c) of the Small

7 Business Act is amended-

8 (1) by striking out "$1,400,000,000" and insert-

9 ing in lieu thereof "$1,900,000,000";

II
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(2) by striking out "$400,000,000" and inserting

in lieu thereof "$450,000,000";

(3) by striking out 1200,000,000" and inserting

in lieu thereof "$300,000,000"; and

(4) by striking out "$100,000,000" and inserting

in lieu thereof "$200,000,000".

SEC. 103. Paragraph (4) of section 7 (a) is amended

by striking out "except that a loan made for the purpose

of constructing facilities may have a maturity of ten years"

and inserting in lieu thereof "except that such portion of a

loan made for the purpose of constructing facilities may have

a maturity of fifteen years".

SEC. 104. The subsection added to section 7 of the Small

Business Act by the Disaster Relief Act of 1966 (Public

Law 89-769) , and designated thereby as subsection (e) , is

redesignated as subsection (1).

SEC. 105. Subparagraph (B) of paragraph (1) of sec-

tion 8 (b) of the Small Business Act is amended to read as

follows •

20 "(B) in the case of any individual or group of per-

21 sons cooperating with it in furtherance of the purposes of

22 subparagraph (A) , (i) to allow such an individual or

23 group such use of the Administration's office facilities

24 and related materials and services as the Administration

25 deems appropriate; and (ii) to pay the transportation
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1 expenses and a per diem allowance in accordance with

section 5703 of title 5, United States Code, to such an

3 individual or group of persons for travel and subsistence

4 expenses incurred at the request of the Administration

5 in providing gratuitous services to small businessmen

6 in furtherance of the purposes of subparagraph (A) or

7 in connection with attendance at meetings sponsored by

8 the Administration;".

9 SEC. 106. Paragraph (13) of section 8 (b) of the Small

10 Business Act is amended to read as follolvs

11 "(13) to establish such advisory boards and corn-

12 mittees as may be necessary to achieve the purposes of

13 this Act and of the Small Business Investment Act of

14 1958; to call meetings of such boards and committees

15 from time to time; to reimburse the members of such

16 boards and committees in accordance with section 5703

17 of title 5, United States Code, for travel and other ex-

18 penses incurred in attending the meetings of such boards

19 and committees; and to rent temporarily, within the

20 District of Columbia or elsewhere, such hotel or other

21 "accommodations as are needed to facilitate the conduct

22 of such meetings; and".

23 SEC. 107. Section 8 (b) of the Small Business Act is

24 amended—
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1 (1) by striking out "and" at the end of paragraph

2 (13) ;

3 (2) by striking out the period at the end of para-

4 graph (14) , by inserting "; and" in lieu thereof, and

5 by adding the following new paragraph:

6 "(15) to disseminate, without regard to the pro-

7 visions of section 4154 of title 39, United States Code,

8 data and information, in such form .as it shall deem ap-

9 propriate, to public agencies, private organizations, and

10 the general public."

11 SEC. 108. The subsection added to section 402 of the

12 Economic Opportunity Act of 1964 by section 405 of the

13 Economic Opportunity Amendments of 1966 (Public Law

14 89-794) , and designated thereby as subsection (b) , is redes-

ignated as subsection (c) .

16 TITLE II

17 SEC. 201. This title may be cited as the "Small Busi-

18 ness Investment Act Amendments of 1967".

19 SEC. 202. (a) Section 302 (a) of the Small Business

20 Investment Act of 1958 is amended to read as follows:

21 "(a) (1) Each company which receives a license after

92 the effective date of the Small Business Investment Act
93 Amendinents of 1967 (hereafter referred to in this sub-

21. section as the effective date) shall, unless prior to such date
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the company had applied for the license and in connection

with such application had received from the Administra-

tion a 'Notice To Proceed', have a combined paid-in capital

and paid-in surplus of $1,000,000.

"(2) Each company which receives a license or a

"(A) A company whose combined paid-in capital

and paid-in surplus on the effective date is less than

$300,000 shall have a combined paid-in capital and

paid-in surplus of at least $300,000 by February 28,

1969; of at least $500,000 by February 28, 1971; and

of at least $1,000,000 by February 28, 1975;

"(B) A company whose combined paid-in capital

and paid-in surplus on the effective date is at least

$300,000, but less than $500,000, shall have a com-

bined paid-in capital and paid-in surplus of at least

$500,000 by February 28, 1971; and of at least $1,-

000,000 by February 28, 1975;

"(C) A company whose combined paid-in capital

and paid-in surplus on the effective date is at least

7



8 SMALL BUSINESS AMENDMENTS OF 1967

1 $500,000, but less than $1,000,000, shall have a corn-

2 bined paid-in capital and paid-in surplus of at least

3 $1,000,000 by February 28, 1971.

4 "(3) The Administration may by regulation (A) ex-

5 empt any group or category of companies from the require-

6 ments of paragraph (2) , and (B) extend any of the time

7 limits established in paragraph (2) for the benefit of all

8 the companies affected by the limit or any group or cate-

9 gory of such companies. The Administration shall exercise

10 its powers under this paragraph whenever it determines that

11 such exemption or extension of time (A) is necessary in

12 order to carry out the purposes of this Act with reference

13 to any geographic area or locality of the -United States, or

14 (B) is appropriate for certain types of companies by reason

15 of their adequate profitability, financial soundness and assist-

16 ance provided to small business concerns.

17 " (4) Any company which fails to coniply with ry

18 of the minimum capital requirements of this subsection ap-

19 plicable to it shall be deemed in violation of this Act."

20 (b) Section 309 (a) of the Small Business Investment

21 Act of 1958 is amended by striking out the period at the

22 end of paragraph (5) , by inserting a semicolon in lieu

23 thereof, and by adding the following new paragraph:

24 "(6) for failure or refusal to comply with any of
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1 the minimum capital standards established by section

2 302 (ti) ".

3 SEC. 203. Section 302 (b) of the Small Business In-

4 vestment Act of 1958 is amended by striking out "2 per-

5 cent" and inserting in lieu thereof "5 percent".

6 SEC. 204. Section 303 (b) of the Small Business In-

7 vestment Act of 1958 is amended to read as follows:

8 "(b) To encourage the formation and growth of small

9 business investment companies the Administration is author-

10 ized (but only to the extent that the necessary funds are

11 not available to the company involved from private sources

12 on reasonable terms) to purchase, either directly or in co-

13 operation with banks or other lending institutions through

14 agreements to participate on an immediate basis, the deben-

15 tures of ally such company. Debentures purchased by the

16 A dministration under this subsection shall be subordinate to

17 any other debenture bonds, promissory notes, or other debts

18 and obligations of such companies. Such debentures may be

19 issued for a term of not to exceed fifteen years and shall bear

20 interest at a rate not less than (1) a rate determined by

21 the. Secretary of the Treasury taking into consideration the

22 current average market yield on outstanding marketable

23 obligations of the United States with remaining periods to

24 maturity comparable to the average maturities on such deben-

9
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1 tures, adjusted to the nearest one-eighth of 1 per centum,

2 plus (2) such additional charge, if any, toward covering

3 other costs of the program as the Administration may deter-

4 mine to be consistent with its purposes. The debentures shall

5 also contain such other terms as the Administration may fix,

6 and shall be subject to the following restrictions and limita-

tions:

8 "(1) The total amount of debentures purchased and

9 outstanding at any one time from a company which does

10 not qualify under the terms of paragraph (2) of this

11 subsection, shall not exceed 200 percent of the corn-

12 bined paid-in capital and paid-in surplus of such corn-

13 pany. In no event shall the debentures of any such

14 company purchased and outstanding under this para-

15 graph exceed $7,500,000.

16 "(2) The total amount of debentures which may be
17 purchased and outstanding at any one time from a coin-
18 pany which (A) has a combined paid-in capital and
19 paid-in surplus of $2,500,000 or more and (B) has an
20 investment of 65 percent or more of its total funds avail-
21 able for investment in small business concerns invested
22 in equity capital as defined in section 304 (a) (2) of this
23 Act, shall not exceed $5,000,000 plus 300 percent of
24 that portion of the company's paid-in capital and paid-in
25 surplus which exceeds $2,500,000. In no event shall the
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1 debentures of any such company purchased and out-

2 standing under this paragraph exceed $10,000,000.

t) Such additional purchases which the Administration

4 makes under this paragraph shall contain conditions to

5 insure appropriate maintenance by the company receiv-

6 ing such assistance of the described ratio during the

7 period in which debentures under this paragraph are

8 outstanding.

9 " (3) Outstanding amounts of financial assistance

10 provided to a company by the Administration prior to

11 the effective date of the Small Business Investment Act

12 Amendments of 1967 shall be deducted from the maxi-

13 mum amount of debentures which the Administration

14 would otherwise be authorized to purchase under this

15 subsection."

16 SEC. 205. Section 304 of the Small Business Invest-

17 ment Act of 1958 is amended-

18 (1) by inserting the paragraph designation " (1) "

19 after " (a)" in subsection (a) ;

20 (2) by inserting the following new paragraph (2)

21 in subsection (a) ;

22 "(2) For purposes of section 303 (b) (2) of this Act

9',—, the term 'equity capital' shall include such common stock,

21 preferred stock, or other financing with subordination or non-
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amortization characteristics, as the Administration shall de-

termine to be substantially similar to equity financing."

(3) by repealing subsection (c) ; and

(4) by redesignating subsection (d) as sub-

section (c) .

SEC. 206. Section 306 of the Small Business Investment

Act of 1958 is amended to read as follows:

"SEC. 306. Without the approval of the Administration,

the aggregate amount of obligations and securities acquired

and for which commitments may be issued by any small busi-

ness investment company under the provisions of this Act

for any single enterprise shall not exceed 20 percent of the

combined paid-in capital and paid-in surplus of such com-

pany: Provided, however, That with respect to obligations

or securities acquired prior to the effective date of the Small

Business Investment Act Amendments of 1967, and with

respect to legally binding commitments issued prior to such

date, the provisions of this section as in effect immediately

prior to such effective date shall continue to apply."

SEC. 207. Section 310 (b) of the Small Business Invest-

ment Act of 1958 is amended by adding after the first sen-

tence thereof the following new sentence: "Unless waived

by the Administration for good cause, each such company

shall be examined at least once each year."

SEC. 208. (a) The section heading of section 302 of
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1 the Small Business Investment Act of 1958 is amended to

2 read as follows: "CAPITAL REQUIREMENTS"

3 (b) The description of section 302 in the table of

4 contents of the Small Business Investment Act of 1958 is

amended to read as follows: "Capital Requirements".

6 SEC. 209. The effective date of this title shall be ninety

7 days after enactment.

79-985 0-67--2
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SMALL BUSINESS ADMINISTRATION,
Washington, D.C., May 20, 1967.

Hon. HUBERT H. HUMPHREY,
President of the Senate,
Washington, D.C.
DEAR MR. PRESIDENT: Enclosed are copies of two draft bills, together with

section-by-section analyses thereof. The first of the bills would amend the Small
Business Act and the ,Small Business Investment Act of 1958. The second bill
would amend the Internal Revenue Code of 1954 with respect to the income tax
treatment of small business investment companies. For the reasons stated in the
analyses, I recommend the enactment of this legislation.
Title I of the first bill would effect certain increases in the limitations govern-

ing the amount of obligations and commitments which may be outstanding at
any one time from the business loan and investment fund of the Small Business
Administration. It would also have the effect of lengthening the maximum term
permitted on business loans made by SBA for construction purposes; would in-
crease the authority of SBA to establish advisory boards and to reimburse
the members of such boards, as well as other persons cooperating in the work
of the Agency, for expenses incurred 'by them; and would broaden the authority
of the Agency to utilize the mails for the promotion of its programs.

Title II of the first bill would introduce major changes in the small business
investment program established by the Small Business Investment Act of 1958
to provide small 'business concerns with equity capital and long-term financing.
The provisions of this title are designed to remedy three basic weaknesses which
have developed in the program since its inception nine years ago.
The first of these weaknesses is that the average small business investment

company is much too small, much too limited in financial resources and manage-
ment skills, to do the job contemplated by the Congress. The second weakness is
that the leverage inducements offered to investors by existing law are not strong
enough to attract private capital in the volume needed to assure the success of
the program. The third weakness is that the financing provided to portfolio com-
panies by SBICs is mostly of a debt nature, rather than the more desirable
equity-type investment.

Title II stipulates that, after enactment of the bill, a license will not be issued
to an applicant unless it has a private capitalization of at least $1 million.
Although this new size standard would not be immediately applicable to exist-
ing SBICs, those which are below it would be required to comply with specified
time limits. These time provisions are sufficiently broad and flexible to mini-
mize hardship.
The financial incentives offered by Title II should evoke a satisfactory response

from the private market. Through the sale of debentures to SBA, an SBIC
could obtain up to $7.5 million of Government financing. Additional financing
could be obtained by an SBIC which places at least 65 percent of its available
funds in investments of an equity nature. In no case, however,- could such Gov-
ernment financing exceed $10 million.
The bill to amend the Internal Revenue Code would operate to remedy certain

significant problems and deficiencies which have become apparent in the pres-
ent income tax treatment of SBICs. Current tax provisions tend to dicourage
the higher risk equity and long-term debt financing of small concerns by SBICs
which is most desirable. This tax bill would aid in encouraging such financing
by allowing loss reserves and bad debt treatment for losses on all types of debt
investments by SBICs, and by extending ordinary loss treatment to losses on
equity investments by SBICs (subject to certain limitations). The measure
would also conform the tax treatment of SBICs under the personal holding com-
pany and regulated investment company provisions of the Internal Revenue
Code to accord with SBA regulations governing the companies, thus removing
inappropriate requirements on SBICs under existing tax law. We believe these
corrective tax amendments are vital to the success of the SBIC program.
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Let me emphasize that the purpose of these bills is to provide needed reform
and incentives for an industry in serious difficulty, and thereby to help achieve
the objectives of the small business investment program. I am convinced that
prompt adoption of these reforms and incentives will carry the program through
its present crisis and, in time, establish it as a valuable source of long-term
financing, especially equity-type financing, for the small business community.
The Bureau of the Budget has advised that it has no objection, from the

standpoint of the Administration's program, to the submission of the bills to
the Congress. ,

Sincerely yours,
BERNARD L. BOUTIN,

Administrator.
SECTION-BY-SECTION ANALYSIS OF THE BILL

TITLE I
Section 1

Section 1 of title I provides that, when the bill is enacted, this title may be
cited as the "Small Business Act Amendment of 1967."

Section 2
Section 2 of title I would effect four amendments to the provisions of section

4(c) (4) of the Small Business Act governing the amount of loans, guarantees,
and other obligations or commitments which may be outstanding at any one time
from the business loan and investment fund of SBA. The first of these amend-
ments would increase from $1,400,000,000 to $1,900,000,000 the amount which
may be outstanding from the fund at any one time under sections 7(a), 7(b) (3),
7(e), and 8(a) ,of this Act, and title IV of the Economic Opportunity Act of
1964. The second amendment would increase from $400,000,000 to $450,000,000
the amount which may be outstanding at any one time under Title III of the
Small Business Investment Act of 1958. The third amendment would increase
from $200,000,000 to $300,000,000 the amount which may be outstanding at any
one time under title V of the Small Business Investment Act of 1958. The
fourth amendment would increase from $100,000,000 to $200,000,000 the amount
which may be outstanding at any one time under title IV of the Economic Op-
portunity Act of 1964.
The Congress has indicated its intent that, at the first session of each Con-

gress, SBA is to submit an estimate of the needs of the business loan program,
authorized by section 7(a) of the Small Business Act, not merely for the coming
fiscal year but for the two succeeding fiscal years as well (H. Rept. No. 1974,
87th Cong. 2nd Sess.). Accordingly, a review has been made of the probable re-
quirements of the program through June 30, 1970, based on a straight-line projec-
tion of fiscal year 1968 budget estimates for this program. However, the amount
of the limitation applicable to this particular program ($1,400,000,000) also limits
in addition the maximum outstanding amount for displaced business loans under
section 7 ( b) (3), trade adjustment assistance loans under section 7(e), prime
contracting actvities under section 8(a) and business loans under title IV of the
Economic Opportunity Act of 1964.

Consequently, in order to determine the increased limitation amount adequate
as of June 30, 1970, to cover the probable requirements for all the activities
covered by the one specific limitation, straight-line projections of the 1968 budget
estimates have also been made for the other loan programs identified above (no
prime contracting activities under section 8(a) have been entered into nor are
any presently contemplated).
These projections indicate that a limitation of about $1,816,000,000 is needed

for the combined loan activities. In order to provide a reasonable reserve for
contingencies, it is recommended that the limitation amount be increased from
$1,400,000,000 to $1,900,000,000.
The projected amount outstanding at June 30, 1970, for business loans under

title IV of the Economic Opportunity Act of 1964, as included in the figure of
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$1,816,000,000 cited above, is slightly in excess of $176,000,000. Allowing in this
instance also a reserve for contingencies, it is recommended that the present
limitation of $100,000,000 for title IV loans be increased to $200,000,000. With
further reference to this limitation, the budget estimates for 1968 indicate that
this is the only one of the four under discussion which will be exceeded prior
to June 30, 1968. This makes it essential that Congressional action on an in-
crease be taken during the 1st Session of the 90th Congress, if the program is
not to be curtailed.

Section 4(c) (4) establishes a separate limitation of $400,000,000 on the amount
of loans, guarantees, etc., which may be outstanding at any one time under title
III of the Small Business Investment Act of 1958. Estimates have been made of
transactions through June 30, 1970, also. These indicate a need for a limitation
of about $430 million without any provisions for contingencies. Allowing for a
small reserve, it is recommended that the limitation of $400,000,000 be increased
to $450,000,000.

Section 4(0 (4) establishes an additional separate limitation of $200,000,000
on the amount of loans, guarantees, etc., which may be outstanding at any one
time under title V of the Small Business Investment Act of 1958 (loans to State
and local development companies). The budget estimates for 1968 indicate that
for all practical purposes this limitation will have been reached by June 30 of
that year. Accordingly, straight-line projections through June 30, 1970, of prob-
able limitation requirements for these loans have been made. These projections
indicate a need for a limitation of $272 million, without any provision for con-
tingencies. Including a small reserve, it is recommended that the present limita-
tion of $200,000,000 be increased to $300,000,000.

Estimated business loan limitation requirements, fiscal years 1967-70

[Dollars in millions]

Outstanding loans and commitments, start

Plus new loan approvals:
7(a) business 
Economic Opportunity 
Displaced business 
Trade adjustment 

Total, new loan approvals 

Minus repayments and cancellations:
7(a) business 
Economic Opportunity 
Displaced business 
Trade adjustment 

Total, repayments and cancellatio

Outstanding loans and commitments,
Plus contingency reserve 

Recommended limitation

Memorandum: Outstanding by program:

7(a) business 
Economic Opportunity 
Displaced business 
Trade adjustment 

Budget estimates Projected

Fiscal
year 1967

Fiscal
year 1968

Fiscal
year 1969

Fiscal
year 1970

)f year $1, 004. 5 $1, 135. 6 $1, 399. 7 $1, 630. 3

• 308. 7 476.6 476.6 476.6
• 50. 0 60.0 60.0 60.0

30.0•  35.0 35.0 35.0
1.2•  1.2 1.2 1.2

• 389. 9 572.8 572.8 572.8

• 247. 1 285.4 308.4 342. 1
7.0•  14.4 21.5 28.9

4.7•  8.9 12.3 15.8

s 258.8 308. 7 342. 2 386.8

end of year 1, 135.6 1,399. 7 1, 630. 3 1, 816. 3
69.7 83.7

1, 700. 0 1, 900. 0

June 30,
1966

1, 009. 3 1, 200.5 1, 368. 7 1,508. 2$947.7
17.9 60.9 108.5 145.0 176. 1
38.9 64.2 90.3 113.0 132. 2

1.2 2.4 3.6 4.8
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Estimated investment company limitation requirements, fiscal year 1967-70

[Dollars in millions]

Outstanding loans and commitments, start

Plus new loan approvals 

Purchase of SBIC debentures (sec. 302)
Loans to SBIC's (sec. 303) 

Minus repayment and cancellations 

SBIC debentures (sec. 302) 
SBIC loans (sec. 303) 

Outstanding loans and commitme
year 

SBIC debentures (sec. 302) 
SBIC loans (sec. 303) 

Plus contingency reserves 

Recommended limitation 

Revised
esti d ate,
fiscal

year 1967

Budget
estimate,

fiscal
year 1968

Projected

Fiscal
year 1969

Fiscal
year 1970

of year $300.9 $315 $350 $390

25.0 55 55 55

8.9  
16. 1  

10.9 20 15 15

7.4  

ts, end of

3. 5  

315.0 350 390 430

June 30,
1966

160.4  $158. 9
142.0 154. 6  

10 20

400 450

Estimated development company limitation requirements, fiscal years 1967-70

[Dollars in millions]

Budget estimates Projected

Fiscal
year 1967

Fiscal
year 1968

Fiscal
year 1969

Fiscal
year 1970

Outstanding loans and commitments, start of year $120. 1 $157. 1 $198. 1 $236.4
Plus new loan approvals 47. 0 55. 0 55.0 55.0

Minus:
Loan repayments 6.6 10.2 12.9 15.6
Cancellations 3. 4 3.8 3.8 3.8

10. 0 14. 16.7 19.4

Outstanding loans and commitments, end of
year 157. 1 198. 1 236.4 272.0

Plus contingency iagency reserve 13. 6 28. 0

Recommended limitation 250. 0 300.0

Section 3
Section 3 of title I would extend from 10 years to 15 years the maximum term

covering any portion of a business loan made, pursuant to section 7(a) of the
Small Business Act, to assist a small firm in financing construction activities.
The operating experience of SBA under the business loan program contains

indications that it is not uncommon for the size of the installment repayments
to be so large, as a result of the existing ten-year limitation, as to create an ex-
cessive drain on the working capital of the borrower. In some instances the
Agency has felt it necessary, because of the prospect of such a drain, to deny con-
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struction loans to applicants who were otherwise eligible. The provisions of sec-
tion 3 of title I, permitting repayments in smaller installments spread over a
longer period, should serve to eliminate or at least reduce such financial strain.
While the proposed fifteen-year maximum is in conformity with recent real

- estate lending trends and is in keeping with the recognition given in SBA disaster
and development company loan legislation to the need of long amortization pe-
riods for construction loans, the Agency would continue to be highly selective
in granting loans for the maximum term. There would be no departure from
its firmly established policy of relating amortization schedules to repayment
ability rather than to any legislative maximum.

Sections 4 aad 8
Sections 4 and 8 of title I would correct certain technical errors in the Disaster

Relief Act of 1966 (Public Law 89-769) and in the Economic Opportunity Amend-
ments of 1966 (Public Law 89-794). These sections have no substantive effect
on the law.

Section 5
Section 5 of title I would authorize SBA to pay the transportation expenses and

per diem in lieu of subsistence expenses, in accordance with 5 U.S.C. 5703, for
travel by any individual or group of persons who, although not employed by the
Agency, are cooperating with it in providing management advice and guidance
to small business concerns. Such payments could be made, however, only for travel
undertaken at the request of SBA in connection with such cooperation.
The principal purpose of the amendment is to facilitate the work of the Service

Corps of Retired Executives ( SCORE). About three thousand retired business
executives have volunteered to cooperate with SBA in providing management ad-
vice and assistance to small businessmen on a person-to-person basis. Such advice
and assistance is generally furnished without cost to the recipient.
Not infrequently a small firm is confronted with managerial or technical prob-

lems calling for skills or experience which can be found only in a SCORE member
residing beyond commuting distance. It will be much easier to induce that mem-
ber to visit the concern, if SBA can offer him reimbursement for expenses.
The requested authority will be particularly helpful in extending the benefits

of SCORE to small firms in rural areas (such as Appalachia and the Upper Penin-
sula region of Michigan) where the program has been relatively ineffective be-
cause of distances and the lack of qualified volunteers nearby. SBA's plans for
sending SCORE circuit riders into such places will be furthered by the ability
to offer these volunteers reimbursement for expenses.
Another factor to be considered in connection with this amendment is that,

notwithstanding their broad knowledge and experience in business matters, most
or many of these volunteers are not conversant with the best counseling tech-
niques and relatively few of them are familiar with SBA's programs and pro-
cedures. To remedy these deficiencies the Agency plans to authorize at least some
of its regional directors to assemble volunteers from their respective areas, dur-
ing the current year, for a two-day training meeting. The response of the volun-
teers to such a call will, of course, be larger if they are assured of reimbursement
for the resulting expenses.

Section 6
Section 6 would also make it clear that the Administration has authority to

to establish such advisory boards and committees as may be necessary to achieve
the purposes of the Small Business Investment Act of 1958, as well as the purposes
of the Small Business Act.

Section 6 would also make it clear that the Administration has authority to
(1) reimburse the members of such boards and committees in accordance with
5 USC 5703, for travel and other expenses incurred in attending the meetings
of such boards and committees; and (2) rent temporarily, within the District of
Columbia or elsewhere, such hotel or other accommodations as are needed to
facilitate the conduct of such meetings.
The members of the Advisory Councils serve without compensation in the

course of making valuable contributions to the programs of the Agency. It is
believed they should be reimbursed for reasonable costs incurred in attending
the meetings.
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Unless specifically authorized by legislation, agencies including SBA, are pro-
hibited from renting conference rooms and related facilities in the District of
Columbia. This restriction has imposed limitations on the way in which meetings
can be planned and conducted, to the detriment of desirable objectives.

Section 7
Section 7 of the bill would extend to SBA discretionary authority, identical

to that possessed by the Office of Economic Opportunity, to disregard the general
rule (39 U.S.C. 4154) prohibiting Government agencies from using the mails to
distribute information to people who have not requested it.
The desirability of the general rule needs little discussion. Nevertheless ex-

ceptions should be made for Government agencies which, like 0E0 and SBA,
are charged with responsibility to alert underprivileged persons to the assistance
available to them from the Government. A good many of the people in this cate-
gory do not request information about such assistance, because they are unaware
of its existence. In such cases the responsible Government agency can fulfill
its mission only by taking the initiative, only by carrying the message to the
people.
An outstanding illustration of the need for the requested authority is to be

found in the management training programs conducted or sponsored by SBA, in
collaboration with educational institutions, for the benefit of small businessmen.
When a conference or course is scheduled for a particular city or area, it is
vitally important that small business concerns in that locality be given advance
notice. The only satisfactory medium for providing such notice and related in-
formation is the mails.
The growing number of small business concerns being displaced by Federal,

or federally aided, construction activity provides another illustration of the need
for such authority. It is essential that such firms be promptly apprised of the
special loan program established for their benefit by section 7(b) (3) of the
Small Business Act. Under existing law, SBA can use the mails to provide such
notice only where the displacement is caused by urban renewal activity. Section 7
of the bill would permit mailings by the Agency when the displacement is caused
by other forms of construction, such as the Federal Highway Program.

TITLE II

Section 1
Section 1 of title II provides that this title may, when enacted, be cited as

the "Small Business Investment Act Amendments of 1967."

Section 2
Section 2 of title II establishes new minimum capital requirements for small

business investment companies. At present, section 302 (a) of the Act establishes
a minimum capital for SBICs of $300,000, which may consist of half private
capital and half subordinated debentures which the section authorizes the
Administration to purchase from such companies. Any subordinated debentures
are considered part of the company's capital for purposes of financial assistance
and for certain other requirements under the Act.
The bill would, in effect, over a period of years, raise the minimum capital

requirements for SBICs to $1,000,000 of private capitalization. This would be
accomplished by generally requiring new licensees (except those whose applica-
tion for a license had been substantially completed at the time of enactment)
to have a minimum private capitalization of $1,000,000; and by allowing exist-
ing licensees an appropriate period to increase their private capitalization to at
least $1,000,000. The minimum private capitalization required would include
only equity funds which the SBIC had committed to its permanent capitalization,
and thus would not include debt or uncapitalized earnings of the company.
Experience for eight years in the operation of the program has shown that

private capital in excess of the present $300,000 minimum requirement is neces-
sary to assure profitable and successful SBICs. SBA recently conducted a survey
to determine the minimum size SBIC needed to meet the goals of the Act. This
study indicated that a minimum of $1 million in private invested capital is
required to assure adequate income, to interest competent management, to make
the company attractive to private investors, to allow diversification of invest-
ments and to enable an SBIC to have reasonable expectations of a successful
long-time operation.
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The study focused on the minimum size which an SBIC should achieve in
order to meet criteria for profitability of operations and rate of return on
invested capital. It was indicated that:

1. Profits were a function of size, up to a total private capital of $5 mil-
lion, at which point a downtrend occurred;

2. $1 million of private capital was needed for successful operations; and
3. The most profitable operations could be expected in SBICs which placed

at least 65 percent of their investable funds in investments other than
straight loans, i.e., in equity or equity-type financings.

SBA data shows that SBICs with statutory capital of over $1 million number
88, or 13 percent of the total companies. These 88 larger companies had in-
vested about 72 percent of all the private capital in the program, but had ob-
tained only 31 percent of the Government loan funds. Yet this group accounted
for 64 percent of the earned income of the industry and had made 60 percent of
the total dollar financings to small business concerns.

It has become evident that a restructured program is needed, to be made up of
SBICs having greater amounts of private capital, and which would be able to
concentrate in the field of equity financing.

Therefore, the bill provides for private invested capital of at least $1 million
for any new licenses.
However, the bill also recognizes that to apply a requirement of this magnitude

immediately to all licensees would be inequitable to presently licensed companies
having capital of less than $1 million. Therefore, present licensees would be
allowed until February 1969 to increase to at least $300,000 private capitaliza-
tion, until February 1971 to reach $500,000, and (if they had less than $500,000
when the bill takes effect) until February 1975 to reach $1,000,000 private
capitalization. Licensees with private capital of at least $500,000 but less than
$1,000,000 when the bill takes effect would be allowed until February 1971 to
meet the $1,000,000 requirement. It is believed that these are reasonable periods
within which to reach the $1 million level.
It is recognized, moreover, that exceptions to the time limits may still be

needed in unusual circumstances. Language in the proposed bill would allow such
flexibility by providing that the Administration could by regulation as to groups
of companies extend the time limits or grant an exemption in order to insure that
the benefits of the program are adequately available to small concerns as in-
tended by the Act. For instance, extension of a period of time to meet the
minimum capital requirements may be necessary in communities having less than
a specified population, where there is only one SBIC in a state, or as to certain
types of SBICs. By authority of this provision the Administration would be able
to grant exceptions across the board to all companies affected or to any group
having similar characteristics, to lessen the impact of the statutory requirement
if necessary or appropriate in the interests of the program.

Since the time period established to meet the various levels of private capital
would be reasonable and the Administrator would have authority to grant ex-
ceptions as necessary, it is anticipated, in order to assure consistent application
of the private capital criteria, that licensees not meeting these proposed stand-
ards would be phased out of the program. This phasing out would be on a vol-
untary basis within the life of presently existing borrowings from SBA if there
are no regulatory deficiencies or credit problems; on an involuntary basis in those
cases where violations or credit problems exist. Some SBICs will increase their
capital by merger when this is mutually acceptable to SBA and the SBICs
involved.

If an SBIC failed to increase its capitalization as required it would be deemed
in violation of the Act, and its license would be subject to revocation by the
Administration in accord with established procedures under the Act for revo-
cation of SBIC licenses.

Section 3
Section 3 of title II would amend section 302 ( b) of the Small Business In-

vestment Act of 1958 to increase from 2 percent to 5 percent the maximum per-
missible amount of their capital and surplus which banks may invest in the
stock of small business investment companies.
At the present time, under this 2 percent limitation, about 200 of the largest

banks in the country may wholly own an SBIC under the program. Experience
has been that bank owned and affiliated SBICs with adequate resources and
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qualified management are among the more successful operators. But, by raising
the SBIC minimum capital requirements to $1 million, as the bill does, the num-
ber of banks which would be able to be sole owners of an SBIC would be sharply
reduced under the 2 percent limitation. However, this section by raising the

allowable percentage of bank capital and surplus from 2 percent to 5 percent

would permit about 150 banks to avail themselves of the opportunity to be owners

of an SBIC. Other banks would be able to join as partial owners. The amend-

ment is thus necessary to allow bank participation in the program.

Section 4
Section 4 of title II amends section 303(b) of the Act to establish a new frame-

work for SBA financial assistance to small business investment companies. Sec-
tion 4 (in conjunction with section 2) repeals present statutory provisions for

SBA financial assistance to SBICs, and provides new authority for extending

such assistance.
The existing authority, which would be replaced under the bill, authorizes

SBA to provide funds through debenture purchases matching up to $700,000

of the private capitalization of the SBIC, and to further lend to the company'

an amount equal to the lesser of $4,000,000 or 50 percent of its total private capi-

talization and SBA debenture purchases. While financial assistance extended to

SBICs under these authorities prior to enactment of the bill would continue

outstanding, future lending to SBICs would be, of course, under the bill's new

provisions; but it should be noted that the outstanding amounts of prior SBA

financial assistance would count against the maximum SBA financial assistance

authorized under the bill.
SBA would be empowered under amended section 303(b) of the Act to pur-

chase subordinated debentures issued by small business investment companies.

The debentures could be issued for terms of not to exceed fifteen years, would

bear interest at a rate (not lower than the average yield on outstanding Treas-

ury obligations of comparable maturities) and contain such other terms as deter-

mined by SBA. The total amount of debentures purchased and outstanding at

any time, in the case of a company which cannot meet the equity test described

below, may not exceed the lesser of $7,500,000 or 200 percent of the private capi-

talization of the company.
In order to provide additional incentive for more equity-type investments by

SBICs in small concerns, the bill provides that if the SBIC has more than $2,500,-

000 of private capital and has invested at least 65 percent of its total funds

available for investment in "equity capital" of small concerns, SBA may purchase

an amount of debentures of the company up to an amount not to exceed $5,000,000

Plus 300 percent of that portion of the SBIC's private capitalization which ex-

ceeds $2,500,000. In no case, however, could the total amount of purchases from

an SBIC, including such additional purchases, exceed $10,000,000.
If a company received this additional SBA financing, it would be required to

maintain to the maximum appropriate extent (as determined by SBA) at least

the 65 percent ratio (i.e., the percentage of equity in its portfolio to its total

investments and funds available for investment) for the period during which

these additional debentures remained outstanding.
Equity investments which would qualify for purposes of the 65 percent re-

quirement would be defined by SBA rule, and would include such common stock,

preferred stock, or other financing with subordination or non-amortization

characteristics as SBA determines are substantially similar to equity financing.

These new provisions serve two major aims: to provide increased incentives for

larger SBICs, and to encourage more equity-type investments in small concerns.

The Small Business Investment Act was passed in 1958 following Congressional

review of numerous economic studies, in particular one conducted by the Federal

Reserve Board, with respect to the needs of small business companies for equity

capital and long-term loan funds. The Federal Reserve study found that such

a gap existed, and that it could not be filled with the techniques and financial

intermediaries then existing.
The basic purpose of the Small Business Investment Act as stated in Section

102 is to establish ". . . a program to stimulate and supplement the flow of

private equity capital and long-term loan funds which small business concerns

need for the sound financing of their business operations and for their growth,

expansion and modernization and which are not available in adequate supply."

It is obvious that the basic intent and purpose of the Act as originally con-

templated still exist, particularly in the field of equity and equity type financing.
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The need still exists, but the program experience over the past 8 years indicates
quite clearly that the potential envisaged for the industry has not been met.
As of March 31, 1966, private capital investment in the program amounted to

about $475 million. Some $260 million in Federal funds had been loaned to SBICs.
For the first time since inception of the program the industry as a whole showed
a profit. Net earnings for 606 reporting companies totalled $10.7 million, repre-
senting a 2.4 percent return on invested capital. It is apparent that existing
profitability has not been sufficient to stimulate the needed flow of capital to the
SBIC indusry. The new provisions would allow greater leverage for private
capital invested in the program, thus enhancing the potential for profitable and
effective SBIC operation.
Another difficulty has been that under present law, SBA may purchase deben-

tures of an SBIC • to the amount of private capital but not to exceed $700,000.
In addition, it may make loans equal to 50 percent of the sum of private capital
plus debentures purchased from the SBIC but not to exceed $4 million. These
provisions are discriminatory against the larger capitalized companies. It is,
therefore, proposed that SBA may match private invested dollars more fully on
a ratio of two to one—Government to private—up to a maximum of $7.5 million
for any one SBIC.

It is anticipated that a reasonable time limit would be established by the Ad-
ministration for the acceptane of applications for SBIC financing. This financ-
ing, evidenced by a subordinated instrument, will be senior only to the private
capital of the SBIC, will have a maturity of up to 15 years and bear interest at
a rate which would include not only the cost of money to the Treasury but may
include an additional charge to cover other program costs, as determined by the
Administrator. SBA intends that the new debentures will have a moratorium on
principal payments until the end of the tenth year and thereafter amortize at 20
percent per year for the remaining 5 years. An interest rate of 5y2 percent is
contemplated.
The new provisions would also encourage more equity-type financing. When

established, the program's main thrust was to equity financing since no other
weapon was available in the Government arsenal to meet the "equity gap." De-
spite this aim, there has been more emphasis on 'straight loans to small business
concerns than is considered desirable. Latest figures available indicate that ap-
proximately 15 percent of funds made available to small business concerns by
SBICs are in the form of stock, some 35 percent in the form of equityAype financ-
ing, and the balance of 50 percent in straight loans. An SBA study recently com-
pleted indicated that the more successful SB1Cs had a maximum of 35 percent
in straight loans. To channel a greater portion of SBIC assistance to equity-type
transactions a special incentive would be afforded to SBICs which utilize 65 per-
cent of their funds available for investment, in such transactions. From such
concerns, SBA would be authorized to purchase debentures in an amount not to ex-
ceed $5 million plus 300 percent of that portion of the combined paid-in capital
and paid-in surplus of the company which exceeds $2.5 million. Such financing
will not only encourage equity-type investments, in accordance with the intent
of the original Act, but should also increase the percentage of investments going
to small manufacturing concerns—a more productive use of SBIC funds.
The bill would authorize the Administrator to promulgate a realistic defini-

tion of equity investments which would qualify an SBIC for such additional
financing, based on the characteristics of the instrument or obligation. For in-
stance, in addition to common and preferred stock such financings or subordi-
nated long-term loans, since they would encourage short-term bank financing and
suppliers, would qualify as equity capital, as would unsecured loans which do
not require amortization for at least five years, which is the pre-Tribed minimum
for SBIC long-term loans to small concerns.

Section 5
Section 5 of title II would amend section 304 of the Small Business Invest-

ment Act of 1958, the section relating to provision by SBICs of equity financing
to small business concerns. The above described definition of "equity capital"
for purposes of additional SBA assistance to SBICs under the 65 percent rule
has been placed in section 304, with cross reference between sections 303 and
304 of the Act.

Section 304 also would be amended to delete subsection (c), the provision
which presently gives an option to small business concerns to purchase stock
of an SBIC in an amount up to 5 percent of any equity-type financing which
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the SBIC provides to it. Numerous regulatory and administrative problems
mainly involving "bootstrapping" (i.e., lending money, the proceeds of which
are used to buy stock in the SBIC) have arisen with respect to section 301(c)
of the Act relating to the option of a small business concern to purchase capital
stock of an SBIC. It, therefore, has been determined to request the elimination
of this option as a statutory matter.

Section 6
Section 6 of title II would amend section 306 of the Small Business Invest-

ment Act of 1958. At present, except when SBA grants approval, the provision
prohibits investment or commitment by an SBIC of more than 20 percent of its
capital and surplus (defined to include SBA debenture • purchases) in any one
small business concern. The bill would amend the provision by prohibiting, with-
out SBA approval, investment or commitment by an SBIC of more than 20 per-
cent of its private capitalization in any one small business concern. However,
this amendment would not apply retroactively to investments or commitments
made before the effective date of the legislation.
One of the most serious difficulties encountered in the regulation of the industry

arises out of the amount of capitalization which may be invested in, or loaned
to, a single small business concern. With the proposed new concept of capital in
the Act (not including any government funds) and the establishment of new
minimum capital requirements and financing, the amount of allowable loans and
investment in a single concern would be restricted to 20 percent of private in-
vested capital.

Section 7
Section 7 of title II would amend section 310( b) of the Small Business Invest-

ment Act of 1958 to require that SBA examinations of small business investment
companies be made at least once each year, unless waived by the Administra-
tion for good cause.
Prior to the last half of calendar year 1966, examinations were conducted

spasmodically and not sufficiently in depth. During 1966, all companies were
examined at least once except in those cases where the companies were in the
process of having some legal action taken by SBA or under investigation. It is
essential that every SBIC should be examined at least once a year and that this
should be a legislative requirement.

Section 8
Section 8 would make appropriate amendments to the table of contents and

section headings of the Small Business Investment Act of 1958.

Section 9
Section 9 of title II would provide that the effective date of title II, the Small

Business Investment Act Amendmentes of 1967, would be ninety days after en-
actment of the bill.

Senator MCINTYRE. Before hearing from Mr. Boutin, I would like
to ask if the Senator from Alabama would like to make any statement?
Senator SPARKMAN. No, Mr. Chairman, I don't have any point to

make especially. I appreciate this opportunity. I am going to have to
leave shortly before 10:30. There is a special meeting of the Foreign
Relations Committee, and the chairman is out of the country, so I
have to preside over that meeting. I am sorry I can't be here for the
testimony. I do have copies of the statement. I have read them in part
and I will read them in full.
I think it is a fine proposal that has been made, and I trust that

favorable action will be taken.
Senator MCINTYRE. The Senator from Illinois?
Senator PERCY. I would only like to say that I am honored to have

an opportunity to work on this problem. I have spent my whole busi-
ness life trying to get out of the category of small business into big
business, and I think that is probably an objective shared by most
small businessmen. They do have unusual problems and I think the
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SBIC's can enable the private sector to work in cooperation with the
public sector for the common good and strengthening of our economic
system.
I believe this bill will take advantage of the experience we have had

to date with the SBIC program.
I think we all have open minds on ways to improve and strengthen

the concept.
Senator MCINTYRE. The Senator from Wisconsin?
Senator PROXMIRE. I have nothing to say at this time.
Senator MCINTYRE. All right.
At this time we are pleased to hear from the Administrator, a fel-

low townsman of mine, Mr. Bernard L. Boutin.

STATEMENT OF BERNARD L. BOUTIN, ADMINISTRATOR, SMALL
BUSINESS ADMINISTRATION, ACCOMPANIED BY PHILIP ZEID-
MAN, GENERAL COUNSEL; AND HOWARD GREENBERG, ASSOCI-
ATE ADMINISTRATOR FOR INVESTMENT

Mr. BOUTIN. Thank you very much, Mr. Chairman.
Before I start my testimony, I would like to introduce to the chair-

man and members of the committee a few key members of my staff
whom I have with me.
First of all, the Deputy Administrator, Robert C. Moot. I have at

the table with me Howard Greenberg, who is the Associate Admini-
strator for Investment, and Phil Zeidman, who is our General
Counsel.
I also .have an old friend of this committee, Irving Maness, who is

the associate administrator for the procurement and management as-
sistance program. And another old friend who has been a long time
with the agency, Mr. Logan Hendricks, who is the associate adminis-
trator for our regular financial assistance programs. In addition, I
have Mr. William Turpin, who is in charge of all of our broad pro-
grams of administration internal to the agency itself. They in turn
have members of their staffs with them.
I don't want the committee to think, with the large entourage, that

SBA is at a standstill this morning, but I thought it would be good for
them to have exposure to this testimony that I think is so important.
I apologize to you, Mr. Chairman, and to the members of the com-

mittee for the length of my statement. But this is a sticky problem, and
I thought it well to treat it in depth, and as comprehensively as I
could. So without further ado, I would like to go into my prepared
statement, and would be prepared at any time to answer questions
that you or members of the committee may want to direct to me.
Senator SPARKMAN. Mr. Chairman, may I interject this thought at

this point?
Just recently Mr. Boutin testified before the Select Committee on

Small Business, in which he gave a general roundup of the operations
of the Small Business Administration, and the small business opera-
tions throughout the country. Our committee thought so well of it
that we had it printed as a document, or at least put in type in such a
way that it would be available to anyone who wanted it. I would com-
mend to each member of this subcommittee that statement, and I think
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you will find you can get a copy from the Select Committee on Small
Business. It was quite comprehensive.
I thought of it when he referred to the length of this statement, be-

cause it is rather lengthy, but quite comprehensive and a very fine
statement.

Senator McINTYRE. I think that is a very good suggestion. I believe
I have read it.
You may proceed, Mr. Boutin.
Mr. BouriN. Thank you, Mr. Chairman.
When I testified before this committee last summer in support of

the legislation which was subsequently- enacted to strengthen the regu-
latory controls of the Small Business _Administration over small busi-
ness investment companies (Public Law 89-779) , I promised to re-
turn at a later date with further proposals. I committed SBA to de-
velop proposed legislation whose purpose it would be to strengthen
the small business investment program and to convert it into a more
effective instrumentality for providing the equity and long-term fi-
nancing so urgently needed 'by the small business community. I appear
before you today to fulfill that commitment.
The intervening months have been full ones. We have studied the

small business investment program and we have evaluated it. We have
consulted with leaders of the industry. We have exchanged views with
knowledgeable representatives of the financial community, as well as
with other Government officials. We have maintained close contact
with interested committees of the Congress.
To summarize, we have concluded that the 'SBIC program is full of

problems—but full of promise as well. The legislation we propose
today will not, of itself, solve all those problems or guarantee the ful-
fillment of that promise. But it is, in my judgment, a sound and sig-
nificant step forward.
The bill before you, S. 1862, which was introduced by Senator

Sparkman, contains two principal parts. Title I of the measure, which
1 shall discuss at the close of my testimony, calls for a number of
amendments to the Small Business Act. Title II, taken together with
S. 1863, the tax legislation which was also introduced by Senator
Sparkman, proposes the most extensive revision of the small_ business
investment program since Congress enacted the original legislation in
1958. This legislative program, which has been reviewed by the af-
fected agencies of the executive branch of the Government, has the full
support of the administration. I appear here today to urge its enact-
ment by the Congress.
The provisions of title II and of the related tax bill take deliberate

and direct aim at three basic problems which have characterized the
small business investment program.
The first of these problems is that the average small business invest-

ment company is much too small, much too limited in financial re-
sources and management skills, to do the job contemplated by the
Congress.
The second problem is that the leverage and other inducements of-

fered to investors by existing law are not strong enough to attract
private capital in the volume needed to insure the success of the
program.
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The third problem is that the financing provided to portfolio com-
panies by SBIC's is too frequently of a conventional debt nature, rather
than the more desirable and needed equity-type investment.

Before considering the details of the remedial provisions in title II,
I would like to review the history and status of the small business
investment program, since background information is important to
a full understanding of the issues involved here.

HISTORY AND STATUS OF THE INVESTMENT PROGRAM

The Small Business Investment Act of 1958 was the result of nu-
merous studies made by and for the Congress on the problem of sup-
plying equity capital and long-term loan funds to small concerns. In
reporting the bill, this Committee cited research conducted as far
back as 1935; and it is known that the existence of the "equity gap"
for small business had been recognized many years earlier.
At the request of the Senate, the Board of Governors of the Federal

Reserve System undertook a study on financing small business. Chair-
man William McChesney Martin, Jr., in testifying with respect to the
Board's findings, reported that "there is a gap in the existing struc-
ture of financial institutions which lies in the longer term debt and
equity capital areas," and that the primary need was in the small manu-
facturing field. He suggested "a Government program to foster the
flow of private investment funds to small business.

After extensive hearings, the Small Business Investment Act became
law, on August 7, 1958. Senator Sparkman, then chairman of the Select
Committee on Small Business, stated that with its passage, "a serious
gap in the financing facilities available to small firms was
bridged * * * this legislation should greatly increase the flow of long-
term debt and equity capital to many small companies which have
desperately needed this form of financial assistance in order to grow
and prosper."
The intent and purpose of the investment program ale clearly stated

in section 102 of the act:
It is declared to be the policy of the Congress and the purpose of this Act

to improve and stimulate the national economy in general and the small-business
segment thereof in particular by establishing a program to stimualte and sup-
plement the flow of private equity capital and long-term loan funds which small-
business concerns need for the sound financing of their business operations and
for their growth, expansion, and modernization, and which are not available in
adequate supply.

The vital statistics of the industry, set forth in an attachment
(exhibit A) to this statement, show that substantial progress has been
made toward the goals established by Congress.
At the middle of last year, 686 licensed SBIC's were in existence.

From the inception of the program to March 31, 1966, SBIC's had
provided more than $1 billion in over 20,000 financings to small busi-
ness concerns. Reported interest rates were not unreasonable in light
of the risks involved.
Senator MCINTYRE. May I interrupt you at that point?
Mr. Bournsr. Surely.
Senator MCINTYRE. I note you say that interest rates are not un-

reasonable in light of the risks involved. Do you have a regulation
that sets any maximum interest that can be charged?
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Mr. BouTIN. Yes, we do, Mr. Chairman. We have a regulation that
provides that the maximum interest rate, simple interest, including all
charges

' 
cannot exceed 15 percent.

Senator MCINTYRE. What has been the average interest rate that
has been charged by SBIC's?
Mr. Bourn/sr. It has ranged, depending upon the type of investment,

whether in terms of equity financing or straight loans. The median
is a range of 7 to 8.9 percent.
Senator MCINTYRE. I was struck by a question asked by a colleague

in the other House during one of your appearances there, expressing
some dismay that an interest rate of 8 percent had been charged by
SBIC's. But my own experience has taught me that the only way
I would be willing, as an investor, to go into a venture-type enter-
prise would be with the thought of  a substanti.al return. So I have
been quite pleased to find you have a regulation that would permit
a return up to 15 percent.
Mr. BouTIN. I think it might be noted that, for the latest fiscal year

on which we have information from the SBIC's themselves, for the
whole industry the rate of return on investment was about 2.4 per-
cent. Even with this provision for a relatively high interest rate, the
rate of return has not been extremely large.
Senator MCINTYRE. I have been interested in attempting to get at

some of the troubles you have found in the SBIC industry. Have you
found that you were curbing rather than being more liberal in per-
mitting interest rates that were in the vicinity of 10 percent?
Mr. BOUTIN. No, we have not found in any way, Mr. Chairman,

that our regulations or procedures in any way inhibited the SBIC's
from charging a reasonable rate within the framework of our regu-
lations.
Senator MCINTYRE. I am assuming that the SBA might have had

an opportunity to say to SBIC's, you are charging too heavily, or too
high a rate of interest here, thereby causing SBIC's to reduce the rate
of interest.
Mr. BOUTIN. We have not done that.
Senator MCINTYRE. They have complete freedom up to 15 percent,

as long as it is a negotiated deal. My only thought was, perhaps, the
heavy hand of SBA had prevented what I would consider a reward-
ing return on some of these loans.
Mr. Boy-TIN. No, the only additional inhibition, Mr. Chairman, has

been the State usury laws.
I think, Senator Spong, our rate in Virginia is—what, 6 percent?

And many other States, of course, have similar laws. And those laws
prevail.
It is the. lower of the State law, or the 15 percent, in our regula-

tion.
Senator MCINTYRE. I wanted to ask a question later on about that.

But thank you very much.
Senator SPARKMAN. Mr. Chairman, before I go, and I must leave,

I want to ask this question. Mr. Boutin hasn't reached it yet. in his

paper, but I have read it all, and I wanted to ask it before, I leave.
That is concerning your proposal to require companies with less

than a million dollars of capital to increase their capital to at least

a million dollars by 1971—I believe that was the date.
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Mr. BOUTIN. By 1975, those with presently under $300,000. In 1971,
those with presently under a million dollars, but over $500,000, Mr.
Chairman.
Senator SPARKMAN. You do that on the basis of the overall survey

of the small companies, which shows there is actually a loss in profits
isn't that right?
Mr. BOUTIN. We show from our studies, Senator, that the small

companies, those of under $325,000 statutory capital, actually had a
loss in their most recent fiscal year of 2.3 percent on invested capital.

Senator SPARKMAN. Did all of them have a loss, or is that the
average?
Mr. Bourmr. No, that was the average.
Senator SPARKMAN. Suppose there is a small company that is op-

erating in an area, it is doing a good job, it is operating profitably and
wants to continue to operate as a community service. And perhaps it
couldn't very well increase its capital to a million dollars. Would that
one be killed?
Mr. BOUTIN. Actually, the bill proposes, Senator, that for those

companies either unable or unwilling—and I prefer to concentrate
on those who are unable rather than those who are simply unwilling,
who just don't want to do it—but those who are unable, the Admin-
istrator would have, under the terms of this bill, the flexibility to ex-
empt broad categories of companies.
Now, there is no provision for an ad hoc decision, so that each case

would come to us. I think that would be impossible to administer.
But it does provide that we can provide extensions of time or we can
provide outright exemption.
As a very good example, in the Senator's State, as in the Chairman's

State, there are SBIC's that are of minimum size. They have very
little capital available, and probably would have an impossible time
raising the million dollars even with the time frame we have allowed.
We could, in order to preserve the availability of the SBIC program
in States within this whole broad category grant an exemption or an
extension. We would want to be very, very fair in our administration
of this.
And also we would want to be very fair in our treatment of proposed

mergers.
Senator SPARKMAN. Thank you very much.
Mr. BOUTIN. Thank you, Senator.
Senator MCINTYRE. You may proceed.
Mr. BOUTIN. The average size of the financings has been held at a

sufficiently low level to remove any fears that the needs of the tradi-
tional small business community are being disregarded.

Nevertheless these accomplishments, substantial though they are,
fall short of expectations. The truth is that the program is in diffi-
culty—very serious difficulty. Failure is a definite future possibility
unless major reforms are promptly introduced.

PROBLEMS OF THE INVESTMENT PROGRAM

To date, nearly all of the public discussion of the problems facing the
industry has focused on the need of effecting improvements in regula-
tory controls over SBIC's—such matters as clarifying and tightening
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the regulations; clearing undesirable elements out of the program; de-
veloping information essential to an evaluation of progress under the
program; and devising more efficient audit and examination proce-
dures.
Such administrative problems must indeed be mastered if the pro-

gram is to be placed on a sound basis. These problems have taken up a
good deal of my time since I took office, and they will undoubtedly con-
tinue to do so. In an attachment (exhibit B) to my statement, you will
find a brief review of the progress we are making toward the solution
of each of them.
You will note that, for example, we have initiated more legal pro-

ceedings, both judicial and administrative, during the last year than
in the entire prior history of the program. That record, together with
the action of the Congress last year in providing us with additional
enforcement tools, should make it crystal clear that we can and will
proceed resolutely against those who flout the act and our regulations.
But even complete success in these efforts will do nothing to remedy

or alleviate the three basic ailments of the program mentioned at the
outset of my testimony. I want to explain them carefully at this point,
so that you will have a full understanding of the reforms and incen-
tives we are proposing to stimulate the industry.

MOST SBICS ARE TOO SMALL

The great bulk of the companies in the industry have the bare mini-
mum of private capital required by the statute. The inadequacy of
such resources is reflected, intangibly, in poor management skills and,
tangibly, in a low return on invested capital. For the year ended March
31, 1966, SBIC's in this category (statutory capital and surplus of
$325,000 or less) actually suffered a loss of 2.3 percent on their invest-
ment.
We undertook a detailed study to determine the size of SBIC which

would stand the best chance of establishing and maintaining a profit-
able operation. In this study, we attempted to develop a model to meet
such requirements. The results of the study indicated to us that at least
$1 million of private capital would be necessary to (1) interest prospec-
tive investors and competent management; (2) pay competent, full-
time management (3) make thorough investigations of investment
prospects; (4) maintain continuous service for portfolio concerns in-
cluding advisory services; (5) insure a competitive return on invest-
ments; and (6) create reasonable prospects for success.
Another result of the study was a finding that profits are closely

related to size, up to an investment of capital of $5 million.
A further comparison of large versus small companies revealed that

88 of the largest SBIC's-69 with statutory capital from $1 million to
$5 million and 19 with statutory capital over $5 million—or 13 percent
of the companies in the program, had (1) invested 72 percent of the
total private capital in the program; (2) borrowed only 31 percent of
the Government money; (3) made 64 percent of the net income from
operations of the program; and (4) made 60 percent of all the dollar
financing of the program.
Or, stated in the alternative, 87 percent of the companies had in-

vested 28 percent of the private capital; borrowed 69 percent of the

79-985 0-67 3
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Government money; made 36 percent of the net income from opera-
tions; and made about 40 percent of the dollar financings.
The weaknesses resulting from inadequate resources tend to tempt

smaller companies, unfortunately, into violations of the regulation as a
means of making ends meet. This is perhaps the principal reason why
the largest number of our enforcement actions are taken against smaller
companies.
These are the considerations which make it essential that the mini-

mum size of SBIC's be raised to a higher level, a point I will develop
further when I come to the provisions of title II.

Senator MCINTYRE. May I ask you to give me a few examples? What 
type of violations have you run into with these smaller companies?
Mr. Bournv. They run the full gamut of violations that almost defy

the imagination, Mr. Chairman, from self-dealing, loaning to officers,
stockholders, or directors of the SBIC itself for furthering of their
own business interests, boot-strapping.
We have instances, too, of simply failure to carry on a business in

a businesslike way. We have found SBIC's, as an example, operating
out of a sunporch in someone's house, or out of a basement apartment.
We have found misuse of Federal funds. We have had n number of
convictions, criminal convictions, secured by the Department of
Justice.
It has run the full spectrum, Mr. Chairman. But these are a few ex-

amples of the things that we have found.
Senator MCINTYRE. Thank you.
Mr. BOUTIN. Existing leverage is inadequate. Earlier in this state-

ment I quoted the congressional policy governing the small business
investment program. However, section 102 of the act, laying down the
policy, stipulates that it is to be "carried out in such manner as to in-
sure the maximum participation of private financing sources."
To date, the program has attracted $475 million in private money,

which is approximately $200 million more than the Government's in-
vestment in the industry. Nevertheless this response from the private
market is far below the level that must be reached to place the pro-
gram on a stable basis. If that level is to be achieved, the inducements
offered by the Government in the form of matching funds must be
increased.
Existing law, which would be repealed by the bill, authorizes SBA

to purchase the debentures of an SBIC on a matching basis up to a
maximum of $700,000. In addition to such assistance, the agency can
lend to the company an amount equal to the lesser of $4 million or 50
percent of the combined amount of (a) such debenture purchases, and
(b) the company's combined capital stock and paid-in surplus.

It is obvious that, while companies with private capital of up to
$700,000 may obtain a straight 2 to 1 matching of funds, those with
more than $700,000 receive proportionately lower matching as the
amount of private capital increases.
Senator MCINTYRE. Mr. Boutin, from what I presume is your ex-

tensive knowledge of the history of SBIC legislation, I wanted to in-
quire, what was the reason for the limit of $700,000? Was there any
logic behind it?
Mr. Bournv. Mr. Chairman, I wish I could answer that, but I can't

because I don't know from reading the legislative history, but it must
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have been by agreement between the appropriate committee of Con-
gress and the agency.

Senator MCINTYRE. I thought that perhaps at the time this 1958 bill
was enacted they might have had an idea they wanted to keep these
SBIC's small, because after $700,000 then your leverage starts to
decrease.
Mr. BOUTIN. It would be hard to rationalize that, Mr. Chairman,

because of course there is in the loan provision, section 303, a limita-
tion of $4 million. I would think that at the time it perhaps was
thought of by the Congress and the agency that there would be limited
demand for subordinated debentures, and that the concentration should
be in loans instead.
I think, too, Mr. Chairman, that it perhaps was thought by the

Congress and the agency that the subordinated debenture, with a
limitation of $700,000, offered a limited exposure to loss as compared
to the loans by the Government to an SBIC, where security in the
forms of pledged assets in the portfolio would be required.

Senator MCINTYRE. I am told by Mr. Barnes here, our professional
staff member, that it started out at $150, went to $400,000, and even-
tually $700,000, which was a compromise figure. So I didn't know,
but I thought perhaps originally the idea was to try to keep the
SBIC's small, whereas your analysis has indicated the small SBIC's
don't have a fair chance and are not making progress, and your re-
commendations are to bring this leverage into high play as the SBIC
gets larger and larger.
So thank you very much. You may proceed.
Mr. BOUTIN. This result clearly discriminates against the companies

with larger amounts of private capital—precisely those companies
which we believe we must encourage and foster.
Thus a company with a private capitalization of $3 million, for

example, could obtain no more than $2.55 million from the Govern-
ment—the total amount resulting from $700,000 in debenture money
and $1.85 million in the form of a loan.

MORE EQUITY FINANCING IS NEEDED

There has been a tendency in the industry to concentrate on loans,
to the detriment of equity financing. Latest available statistics indi-
cate that only 17 percent of the financing extended to small firms is
in the form of equity. Some 33 percent may be considered equity-type
financing but the balance is in straight loans.
The equity form of financing is normally more suitable to the needs

of small firms than assistance having conventional debt character-
istics. In 'contrast to straight loans, equity-type financing does not
place the recipient under early repayment pressure. It does not take
priority over other obligations of the borrower. It does not tie up
his assets for collateral. And it does not shut off other sources of
credit.
The equity-type transactions we want to encourage are by no means

limited to common stock. They include preferred stock, as long as such
stock does not carry unduly early redemption requirements. They also
include debt obligations which are subordinated to other debts of the
small concern, or which have no early amortization requirements to
cramp the growth of the small concern.
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The equity capital gap we are considering here is going to be met
by SBIC's, in our opinion, only if they are provided with inducements
to offset the high risks involved, and only if the tax treatment of re-
sulting losses is placed on a more realistic basis than is the case under
existing law. Both these aspects of the problem are dealt with in the
legislation I am about to discuss.

REMEDIAL LEGISLATION PROPOSED

Clearly, this review of the SBIC industry reveals the need for
changes in the program—changes that will result in larger, more effi-
cient companies'; that will result in greater inducements to attract pri-
vate money into the program; that will result in the generation of
more equity capital for small business. Let us turn now to title II of
S. 1862 and consider, one by one, the amendments to the Small Busi-
ness Investment Act of 1958 which are designed to effect such reforms.

INCREASING THE SIZE OF SBIC'S

Our study revealed that an SBIC must have at least $1 million in
private capital in order to create a reasonable prospect for success.
This minimum amount is needed to assure an adequate income, to at-
tract competent management, to attract investors, and to allow sound
diversification of investments. Accordingly, section 2 of title II stipu-
laths that, after the effective date of the act, no license shall be issued
to an applicant unless it has a combined paid-in capital and paid-in
surplus of at least $1 million. The only applicant excepted from the
rule is one which had received from the administration, prior to the
effective date, a "notice to proceed" with formal processing of its
application.
I do not believe that it would be wise to make this new standard im-

mediately applicable to existing SBIC's. The suggested legislation
therefore provides those companies whose private capitalization is be-
low $1 million with an opportunity to expand to that level gradually.
Thus, section 2 would allow the very smallest companies until Feb-
ruary 28, 1969, to reach the $300,000 level. They would be given 2
additional years to reach $500,000 and 4 years thereafter to reach the
new statutory floor. Not until February 28, 1975, therefore, would the
$1 million requirement be fully effective in their case.
The deadlines for larger companies are somewhat more demanding,

as should be expected, since they are likely to have less difficulty than
smaller SBIC's in raising funds. An SBIC which already has at least
$500,000 would have until February 28, 1971, to increase its capitaliza-
tion to $1 million. This is a reasonable period, in my judgment.
It is recognized, nevertheless, that unforeseeable circumstances may

arise to render one or more of these time limits unrealistic or other-
wise undesirable. The necessary flexibility to meet such situations is to
be found in the provisions of the bill authorizing the administration
to grant time extensions or even total exemptions for the benefit of
all companies affected by a deadline, or for the benefit of any group
or category of such companies. This discretion may be applied where
the agency determines that such action is (1) necessary to carry out
the purposes of the Small Business Investment Act of 1958 with
reference to any geographic area or locality or (2) appropriate for
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certain types of companies because of their adequate profitability,
financial soundness and assistance provided to small business concerns.
For example, we might have a situation in a number of smaller

States where the only existing SBIC is unable, for one reason or
another, to meet an impending deadline. Rather than see such States
deprived of their only contact with the program, we might grant an
appropriate time extension to their SBIC's. Similar action might be
taken to insure the continuance of at least one SBIC in population
and business centers designated as standard metropolitan statistical
areas.
Again, we might find that some SBIC's are operating at an adequate

profit level even though they are unable to meet our size standards. For
example, our study of the 'industry reveals that, in contrast to the
management deficiencies which characterize so many other SBIC's,
bank-affiliated companies have generally demonstrated a high degree
of efficiency and have conducted profitable operations. We may need
to make an exception for all or some of such affiliates in the small
categories.
Within the limits of these safeguards, the bill provides that an SBIC

which fails to increase its capitalization as required would be deemed
in violation of the act, and its license would be subject to revocation
by the administration. Such companies would be required to leave the
program. SBA will, however, make every effort to assist such smaller
SBIC's to work out suitable mergers rather than leave the program.
The prospect is that the new standard, together with the drive we

are currently conducting to clear violators out of the program, will
eventually lead to a reduction in the number of companies from the
present figure of 616 to approximately 200—about one company per
million of population.
Senator MCINTYRE. Excuse me. I want to go back quickly to that.

There is nothing in the bill here about mergers, nothing in the pro-
posed amendments about mergers?
Mr. BOTJTIN. That is correct.
Senator MCINTYRE. You hear quite a bit among the SBIC people

about mergers and how this might be a practical way to move up to
the new limits you are setting for them.
Then I also get the impression that in the past mergers have been

extremely difficult to consummate.
Now, if SBIC's want to merge, must they discuss with you their

merger plans and clear through your SBA office as to whether it can
be accomplished or not?
Mr. BOUTIN. Yes, Mr. Chairman, merger proposals have to be cleared

with us for a number of reasons.
No. 1, we would want to know what the capital structure would

be from the resulting company.
Two, we would want to know who the officers are going to be, those

in decisionmaking and directorship positions, because in each case
we conduct a thorough check of the background of that person to
make sure that (a) they are qualified and (b) that there are no
actions pending against them in the courts, which obviously would be
undesirable from our viewpoint.
I think SBA, in the past, has taken too stringent, too hard a line

on merger proposals.
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As I stated to Senator Sparkman, it would be the intention of SBA,
and certainly the intention of this Administrator and of the Associate
Administrator, to take a much more realistic line in helping the com-
panies actually to effect mergers, working with SEC, and other agen-
cies who would, of course, be interested, depending upon the particular
circumstances.
Senator MCINTYRE. Then you are willing to state that as a matter of

policy in the future, particularly when and if these amendments be-
come law, that you are going to adopt a much more liberal policy in
effecting mergers of SBIC companies than has been the policy in the
past?
Mr. BourriN. That. is absolutely correct, Mr. Chairman.
Senator McINTyRE. Thank you.
Mr. BouriN. It is projected that branches of these companies will be

established outside of the large urban areas. to help the smaller com-
munities.
Of course, there I am referring to branch offices of these larger

SBIC's. We can see here one of the countless applications of the old
adage that nothing succeeds like success. An SBIC which increases its
size becomes more attractive to investors. The additional private funds
thus obtained qualify the company for still more Government money,
thereby increasing its leverage. At the same time such growth leads
to better management, better methods of selecting investment oppor-
tunities, better financial controls, and better supervision of portfolio
firms. Equally as important; larger companies should find it easier to
borrow needed funds from banks and other private lending institu-
tions, thereby reducing their reliance on Government funds.

INCREASED LEVERAGE FOR SBIO'S

The bill would increase by more than five times—from $700,000 to
$3.75 million—the amount of priVate SBIC funds which the Govern-
ment stands ready to match on a 2 to 1 basis. This increased assistance
should stimulate SBIC's to grow to the level we believe necessary
for the most effective and efficient operation. Special benefits are also
offered to encourage equity investments by SBIC's, a point I shall
come to later in my statement. But even those companies which can-
not qualify for such special benefits will have far more Government
assistance available to them than is the case under existing law.
A table attached, exhibit C-1, to my statement shows what the

proposed formula offers to companies at various size levels and con-
trasts those amounts with the amounts available under existing law.
Let us look again at the SBIC with a private capitalization of $3
million. Instead of being limited to $2.55 million, as under existing
law, the SBA assistance available to the company could reach $6
million—that is to say, $2 Government for each private dollar. A
somewhat larger company, with a private capitalization of $3.5 mil-
lion, could get $7 million, as contrasted with the $2.8 million to which
it ; presently limited.

moking at it another way, exhibit C-2 shows how much private
capital has to be raised, both under existing law and under the terms
of the bill, in order to make a stipulated number of dollars available
through the instrumentality of an SBIC for the assistance of small
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business. Under existing law for example, it is necessary to raise $5.96
million of private funds in order to reach a total of $10 million in
both private and Government money. Under the terms of the bill
that figure will decline to $3.33 million.
Another beneficial feature of the bill is that it will eliminate the use

of two types of paper (debentures and loans) for the financing of
SBIC's. This cumbersome system will be displaced by a simple, single
form of financing which, evidenced by a subordinated debenture, will
be senior only to the private capital of the company. It will have a
maturity of up to 15 years and bear interest at the rate of 51/2 percent.
There will be a moratorium on principal payments until the end of
the 10th year. For the remaining 5 years the financing will be amor-
tized at 20 percent per year. At the end of the 15th year, a prudently
manager SBIC should have little need for further Government funds.
It should be on a sound financial footing.
With this simplification of financing, there is no longer any reason

to retain the concept of "statutory" capital (private capital plus
matching debentures) . It is desirable, therefore, in my opinion, to
make a corresponding adjustment in the rule that an SBIC cannot,
without SBA consent, invest in any one firm an amount which exceeds
20 percent of the SBIC's combined capital and surplus. Accordingly,
section 6 of title II would make this 20 percent figure applicable only
to the private capitalization of the company. Thus the figure would
no longer be applicable, as it is under existing law, to both the private
capitalization and the amount of debentures sold by the company to
SBA.
The increased leverage available to all SBIC's under the bill will

undoubtedly lead to a more favorable response from the private mar-
ket. I am particularly hopeful that banks will develop a stronger in-
terest in creating and expanding SBIC affiliates. This type of com-
pany has established a very fine record for efficiency. To stimulate
expansion of such institutions, section 3 of title II would increase
from 2 to 5 percent the maximum amount of its capital and surplus
which a bank may invest in the stock of an SBIC.
On the other hand, it must be recognized that, despite the proposed

new incentives, the degree of response from the private market may
be limited by a factor which, though foreign to the provisions of this
bill, deserves mention here. An important aspect of the willingness. of
investors to invest in SBIC's is the treatment the companies receive
under the tax laws.
While the Congress in 1958 enacted a number of tax provisions

recognizing the unique venture capital nature of SBIC's experience
under the .program shows a definite need for modifications in certain
areas. S. 1863, accompanying tax legislation which has been intro-
duced simultaneously with the bill before you, will accomplish cor-
rective improvements in the tax provisions applicable to the com-
panies. The bill would allow loss reserves and bad debt treatment for
losses on all types of debt investments by SBIC's; extend ordinary
loss availability to equity investments, subject to certain limits; and
allow SBIC's to take advantage of certain exemptions and benefits
under the personal holding company and regulated investment com-
pany provisions of the Internal Revenue Code.
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In effect, these amendments to the code would allow SBIC's to
increase their profit potential by making risk investments in con-
formity with the purposes of the Small Business Investment Act,
without the danger, presented by existing law, of their incurring
tax disadvantages or penalties by reason of such operation. The bill
also contains other amendments dealing with SBIC investments, with
the objective of more equitable and appropriate treatment under the
tax laws. It is clear that such tax legislation is a necessary part of
the steps to improve the program and .attract additional investor
interest.

MORE EQUITY CAPITAL FOR SMALL BUSINESS

For the reasons already mentioned, the bill offers a special induce-
ment to larger SBIC's to make equity funds available to small business
concerns. A company can qualify if it (1) has a private capitalization
of at least $2.5 million and (2) has placed 65 percent or more of its
investments, and of the funds available to it for investments, in
"equity capital"—as that term is to be defined in regulations issued by
SBA. Before issuing such regulations, I might add, we plan to hold
public hearings to elicit the views of the industry and of the financial
world generally.
A company which qualifies under this portion of the bill could

obtain from SBA $5 million plus an amount equal to 300 percent of
that portion of its private capitalization which exceeds $2.5 million.
In effect, therefore, an SBIC which becomes equity-oriented could
obtain, in addition to the 2-1 financing already available to it, a
"third dollar" of Government funds to match its private capitaliza-
tion in excess of $2.5 million. The maximum amount allowable is
$10 million, in contrast to the $7.5 million ceiling governing assistance
to non-equity-oriented companies.
Let us return now to the example I cited of a company with a

private capitalization of $3 million. As we saw, such a company could
in any case obtain $6 million from SBA. If equity-oriented, however,
it could get $6.5 million. An equity-oriented company with a private
capitalization of $4 million could obtain $9.5 million. Exhibit C-1
spells out additional examples.
Here again the provisions of our tax bill, S. 1863, complement the

bill under consideration. They call for the removal of impediments
which have tended to inhibit equity-type financings by SBIC's. For
example the liberalization of the bad debt reserve provisions and
improved loss recognition treatment of the tax bill should encourage
more financings by SBIC's through stock investments and long-term,
subordinated debt with equity features. Also, the amendments of the
regulated investment company provision should encourage more
equity-type investments by SBIC's.
Senator IVIchsTryitu. Mr. Boutin, I noted in Mr. Stewart's state-

ment—Mr. Stewart is the president of the National SBIC Associa-
tion—he recommends the incentive equity start dollar for dollar with
private capital of $500,000, and run up to $3 million. The NASBIC
formula would limit the amount of the incentive to $2.5 million and
retain the ceiling provided in the SBA formula.
If this amendment of Mr. Stewart's should be adopted, can you

give us an estimate of the impact this would make on your budget?
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Mr. BOUTIN. Well, it would be very difficult, Mr. Chairman, to give
you anything, resembling a precise impact. I have difficulty, very
frankly, with the proposal.
Because first of all, in our bill we are proposing we have a minimum

size company, with a few exceptions, of a million dollars. The smaller
companies already, by the terms of the bill, have substantial attractions
offered in the way of leverage, because instead of a limited leverage,
limited to $700,000 for 302, and then the corresponding under section
303, we provide a straight 2-to-1 matching, which I think is a great
incentive to the smaller companies up to $2.5 million in size. The $2.5
million-and-up company, because we are looking here for growth, I
think deserves the additional attraction provided they made the right
type of investments, at least 65 percent in equity type, of the 3-to-1
matching provision.
In any case, as I understand the NASBIC proposal, as enumerated

in the statement of Mr. Stewart, in each proposal, our and theirs, that
$2.5 million would be the limitation on the third tier of matching.
But I would be gald to provide for this committee our best estimate

of what that additional matching would cost. I am more troubled, very
frankly, by the concept than I am because of the possible additional
impact of loaned dollars.
Senator MCINTYRE. I think it would be a good idea if we did have

your prepared answer on the impact on the budget. I have your
thought on the overall policy.
One thing I was quite taken with, as I was studying the material

on your proposed amendments, when I came to this 65 percent equity
capital incentive, I started to do a little arithmetic, and I didn't
think that the rewards for additional financing were as great as I
had anticipated, if a company were to meet this criteria.
In other words, when I put it in the formula, I first thought, these

SBIC companies that have a 65-percent portfolio in equity type in-
vestments will be given a real boost in the arm. But I didn't find that
so. Would you care to comment?
I realize they get more financing, but not as much as I had antici-

pated. I was rather surprised.
Mr. BOUTIN. I think that is a very fair statement, Mr. Chairman.

It is certainly not an open door. It is certainly not a huge incentive.
Perhaps it would be interesting for the chairman and the committee
to know how we arrived at this 65 percent in the first place.
We did it by examining a number of the companies listed by SBA

and looked at their profitability. As a result of our studies, we deter-
mined that those who had at least 65 percent in equity financing were
the most successful companies.
The additional leverage isn't all that great. I would be the first

one, Mr. Chairman, to concede that. However, I am very hopeful,
as I intimate in my statement, that this will be leverage available to a
company, not necessarily to use by borrowing from the Government,
but as an attraction to private lenders—banks and other lending insti-
tutions—to make money available.
But we will provide that money figure, additional cost, for the

record.
Senator MCINTYRE. I will come back to that.
I thought, Mr. Boutin, that at the conclusion of your statement on

the SBIC amendments, we would pause to allow for questioning by
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members of the committee, and then when we have exhausted that, we
can continue on the SBA amendments, if that is agreeable.
Mr. Bourrix. That would be fine, Mr. Chairman.
Senator MCINTYRE. I want to come back to that $2.5 million figure,

as to how you came up with that. So why don't you proceed now?
Mr. BOUTIN. This concludes my discussion of title II of the bill.

I believe that the remedies and incentives prescribed by it are, quali-
tatively and quantitatively, what is needed by the program. I do not
wish to be misunderstood on this point. Having lived with the extraor-
dinary and frequently frustrating complexities of. the SBIC pro-
gram for a year, I know that it would be presumptuous of me to assure
you that these reforms will transmute the SBIC industry into pre-
cisely the vehicle Congress envisioned. What I can assure you is that
the program I propose today is the product of a year of thoughtful,
informed examination by those most knowledgeable about the industry
and the problems I have described. I therefore urge its adoption.
At the same time, I am aware that no laws

' 
however wise, can have

the curative effects desired unless they are administered by SBA in
close cooperation with members of the industry. It is essential that we
have the benefit of industry views, as we proceed with reform of the
program. To facilitate the receipt of such information we plan to estab-
lish an advisory board composed of indlistry representatives. The au-
thority of the agency to take such action is emphasized in the pro-
visions of the bill.
I further would like to make it crystal clear that the proposals we

have made would not mean an open door for the SBIC industry to the
Federal Treasury. As a matter of policy, we do not and would not
make funds available to any SBIC until their available funds are
invested to the extent of at least 75 percent and unless their applica-
tion for assistance is accompanied by an acceptable investment plan
clearly delineating their requirements for, and planned investment of,
the funds requested. Nor will SBA provide assistance if funds are
otherwise available from private sources at reasonable terms.
We will continue to carefully scrutinize the operations of each com-

pany to assure compliance with the law and our regulations. I call
to the attention of the committee the provisions of the bill requiring
annual SBA examination of each company.
Senator MCINTYRE. I would like to pause right here. I want to con-

gratulate Mr. Boutin and his staff for this fine presentation on these
amendments to the SBIC law. Especially Mr. Howard Greenberg
whom I know has worked very hard on this. I believe this bill will go
a long way toward filling in the deficiencies which you and we have
found to be existing in the SBIC program. It represents a substantial
tribute to the work of the SBA Investment Division during the past
year.
Mr. Bo-crriN. Thank you, Senator.
Senator MCIN'TYRE. Now, would the Senator from Illinois like to

ask some questions?
Senator PERCY. Thank you very much, Mr. Chairman.
On page 2 you indicate that S. 1862 will not of itself solve all of

the problems of SBIC programs. What are some of the principal prob-
lems that you see that will remain?
Should this subcommittee look into additional problems? Are you

preparing such legislation?
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Mr. BOUTIN. I refer specifically there, Senator, to problems of ad-
ministration, both by the agency, and I would be the first to concede
that our administration of the program has left something to be de-
sired over the years.
I refer also to attracting private investors and competent managers

to the program. This is such a highly complex business—how do you
make good investments? What kind of judgment factors? What kind
of experience do you look for in a manager?
SBIC's, even the big ones, the real good ones, have a constant prob-

lem of recruiting the type of talent they need, the type of managers
they need.
So perhaps I refer essentially to mechanical problems within the

agency and within the industry itself, rather than in terms of

I could not, Senator, at this point, point out any single additional
legislation that I think is presently needed. I think some time in the
future it may be well for the Congress and for the executive branch
to take a very hard look at the possibility for a capital bank. I think
it would be premature at this point. Such a capital bank might be
quasi-governmental, with both government and private participation.
I think the proposals we have made, however imperfect they may be,

would at least put the industry on a sound footing, and responsive to
the mandate of Congress to fill this equity gap that is so essential and
so badly needed.

Senator PERCY. You are, in other words, saying that there isn't a
great deal more we can do, and the burden of responsibility now for
the progress of the program, should these two bills be enacted, will
largely rest with you?
Mr. BOUTIN. If this doesn't work, Senator, I am at a loss as to what

to propose. I must say that I have been sorely tempted, as we have
gone through this year of difficulty and tribulation, to recommend to
the Congress abolition of the program. But I think that would be a
coward's way out on my part, and we have therefore taken a hard
look at it, and these are the best proposals at this time, working with
the industry, that collectively we could formulate to put this on a sound
footing.
Senator PERCY. On page 2 you also say that present law does not

contain inducements to investors strong enough to attract private
capital in the volume needed.
At the present time it is my understanding that there is approxi-

mately $1.70 in private funds invested for every dollar of Federal
funds.
Mr. BOUTIN. That is correct.
Senator PERCY. What do you believe to be the ratio needed to—as

you put it—insure the success of the program?
Mr. Botrrii.T. I think, No. 1, Senator, we need a lot more both private

and Government money in the program.
Right now we have approximately $475 million of private money

as against $283 million of Government money in this program. With
that the industry has made about a billion dollars' worth of financing
available to small business.
Today that is in the area of $552 million of outstanding investments.

We think much more is needed than that.
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We, of course, would like to see the day—and I think this bill actu-
ally could provide the vehicle for that—when there would be very little
Government money and a lot more private money, not only invested
capital, but bank-loan money.
And I think the subordinated debenture concept for Government

money would provide the attraction for banks and insurance com-
panies and other lending institutions to play a greater role.
We would like to see, as a matter of fact, a very minimum Senator,

of a billion dollars available from all private sources in the SBIC pro-
gram for the assistance of small business.
In other words, substantially more than twice what there is now.

A billion and a half, a billion and a quarter, available over the next 2
to 3 years.
Senator PERCY. Have you done much thinking about alternate pro-

grams of Government-guaranteed loans as opposed to the present
program?
Mr. BOUTIN. Yes, we have done that, Senator. We, of course, in our

regular business loan program have a guarantee program where we
guarantee up to 90 percent with a limitation of $350,000.
We have guaranteed some bank loans to SBIC's.
This, 

however, 
hasn't worked out well in the SBIC program, while

it has worked extremely well in our regular 7—a program, our regular
business program.
We also have given thought to the possibility of an investment

guarantee program. And we have had assistance from some of the
universities, some people in the industry, and we just simply haven't
come up with anything that would be a suitable alternative to what we
are proposing here.
Senator PERCY. On page 8 you state that the response from the pri-

vate market is far below the level that must be reached to place the
program on a stable basis. If that level is to be achieved, the induce-
ment offered by the Government in the form of matching funds must
be increased. For what reason do private investors fail to invest in
SBIC's at the present time, and how will more Federal funds make
this investment more attractive?
Mr. BOUTIN. There are a number of answers to that question, Sena-

tor. First of all, if we look at the profile of the industry for the last
3 years, in fact go back 5 years, in 1962 it was a glamour industry,
stocks were selling at a high rate it looked like a get-rich-quick
scheme, and a lot of people invested their money. Then the day of
reckoning came with the decrease in the values of the stock on the
stock market, many people lost a great deal of money and I think on
the part of investors, as well as on the part of leaders of the industry
and the Government itself, apprehension started to set in that the pro-
gram needed reformation.

Therefore, in recent years SBIC stock has been selling at very low
prices—in most cases much lower than the book value. We have seen
recently the very unusual occurrence of the stocks being so attractive
in ratio of selling price to book value that there have been—perhaps
we could characterize them as raids on these SBIC's, where people have
tried to move in to get a majority of the stock, we are afraid for the
purpose of liquidating. So there has been a lack of confidence in the
program.
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Secondly, with the limitation on the Government leverage available,
there has been a reluctance on the part of managers of individual
SBIC's to move forward. They have largely in the last couple of years
sat still wondering if they should be in the program at all. So there
has not been an aggressive posture within the industry.
Senator PERCY. In your proposals here, you point out the fact that

the large SBIC's are showing a profit on their investment, while the
smaller ones show an accumulated net loss. Is that right?
Mr. Bou-TiN. That is correct.
Senator PERCY. And, of course, the tendency now is to move in the

direction of success, move away from failure. It is certainly a sound
principle. Before we do so, however, I think it would be well to know,
as a matter of record, whether the loan history is similar or dissimilar
with the large and small SBIC's? In other words, do they finance the
same type and size of companies? Is the large SBIC fulfilling the
same need as the small one?
Mr. Bo-lynx. I could answer that a number of different ways. First,

let's look at the average-size financing made available by different-
sized SBIC's. Those with private capital or available funds from all
sources of $1 to $5 million, the average size is about $61,000. For com-
panies with over $5 million, about $161,000. For the whole industry,
about $44,000.
So it has run the total spectrum, depending on size. But I think the

most significant thing, Senator, is that these small, minimum-sized
companies, having to have the wherewithal to pay the rent, pay the
light bill, have not been able to make the equity-type investments that
are most seriously needed. They have had to have ready income. They
have had to pay SBA interest. They have had to meet payroll costs
and so forth. So they have been largely small loan companies. They
have made loans that required immediate amortization in many cases,
certainly immediate interest payments, and therefore have not filled
the gap that we have discussed.
Senator PERCY. This next point I would like to make a matter of

record. I am not thinking of Illinois, certainly, but I am thinking of
certain smaller States where Members of the Senate may feel that as
we increase the size and capitalization it might mean squeezing out
SBIC's in some of those States where the economy wouldn't support
larger ones. You have an enabling clause here where you can take a
look at it, and through your own compassion and understanding of the
problems, you have discretion. If Senators from smaller States would
propose an amendment which would require the retention of at least
one SBIC in each State, regardless of capitalization—if an SBIC
presently exists in the State—you would oppose such amendment?
Mr. BOUTIN. I would oppose it for just one reason, Senator. I think

it would be far better if we had the discretionary authority we are
asking for in this bill and then could evaluate those companies. I can
state categorically before this committee that that would be the high-
est priority in granting exemptions those companies in smaller States
where funds simply were not available, so that the SBIC program
would be available to small business in those States. But if it became
a matter of law, a matter of compulsion, then literally we would be
put in handcuffs in administering the program. So I would much pre-
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fer it to be available to the Administrator to make those exemptions
which I commit myself to this committee to make.
Senator PERCY. Mr. Chairman, what is our time situation? I have

a few other questions here, but I would yield to you-
Senator MCINTYRE. You go right ahead.
Senator PERCY. Fine. A comment, if you don't mind, on your plans

for mergers of existing SBIC's, whether you feel the plan you have
developed is a truly practical one.
Mr. BOUTIN. I am sorry, I missed the question.
Senator PERCY. Do you feel the plan for mergers of existing SBIC's

is a practical one?
Mr. BOUTIN. Yes, I do. I think the merger route is an excellent al-

ternative to preserving many of these smaller companies, either by
getting a group of them to merge together, or smaller companies to
merge with larger companies. I think this is a good alternative and
one that we would encourage and we pursue the administration Of the
program.
Senator PERCY. In your statement you indicated that under the pro-

visions of the new bill a prudently managed SBIC should have very
little need for further Government funds after a 15-year period. Now
that the SBIC program has been in existence for about 8 or 9 years, do
you foresee many SBIC's soon beginning to stand on their own with-
out Federal funds?
Mr. BounN. We have a great many of the larger companies that

have never borrowed any Federal funds at all. But unfortunately the
program in the past, rightly or wrongly, has carried with it the im-

• pression in the industry that when a loan came due, it really didn't have
to be paid, because SBA would simply renew it. I am just trying to
make crystal clear in this proposal, both in the bill and in my testi-
mony, that we would require a full payback during the last third of
the loan period so that they would in fact be totally paid back to the
Government by the end of the Federal financing. And we would hope
by then they would have reached a sufficient degree of strength so that
the banks and other lending institutions could meet their needs with-
out dependency on the Federal Government.'
Senator PERCY. Over period of years, since this SBIC program

went into effect, I have had presented to me personally a number of
get-rich-quick schemes which I have never seen fit to go into. I ended
up lecturing the people who made such proposals to me, and I am glad
I didn't go into them. I was pleased that the bill passed last year gave
you a good deal of authority to root out some of these undesirables in
the industry. Do you feel you have made sufficient progress under this
new legislation?
Mr. BOUTIN. I think this legislation, Senator, was a godsend to

SBA and its Administrator, because it provided additional tools we
needed to clean out the wrongdoers and the ne'er-do-wells in the pro-
gram. We have brought more cases before the agency itself for admin-
istrative proceedings

' 
more show-cause orders have been issued, we have

brought more cases before the Justice Department in the past year
than we have cumulatively in the whole previous history of the agency.
We have right now sufficient cases before the Justice Department

and in our Office of General Counsel for additional proceedings to
assure that by a year from now this program should be on a firm foot-
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ing with people who are not only skilled, but who are free from taint,
running these SBIC's. So this committee and the Congress have given
us just exactly what we have asked for and for that we are very
grateful.
Senator PERCY. How much money has the Federal Government lost

on SBIC's since the inception of the program in 1958?
Mr. BOUTIN. First of all, we will be glad to answer any questions

submitted for the record, Senator. And, second, we have a loss reserve
that we have established of $50,567,000; is that correct, Mr, Green-
berg? $50,571,607. Now, this is a loss reserve. There is no one in the
agency or out of the agency that could tell this committee or anyone
else what the actual losses are going to be. As an example, this fiscal
year to date we have had 22 receivers appointed by the courts. Until
these receivers actually have had an opportunity to evaluate all of
the portfolio assets, we couldn't even tell on those companies what our
losses are going to be. So, potentially, $50 million. I hope it will be
much less than that.
Senator PERCY. But you can determine what they have been since

1958, can't you?
Mr. BOUTIN. Our actual losses written off, since 1958, have been ex-

tremely small, Mr. Greenberg? About $10,000 principal actually writ-
ten off, which is a far cry from the $50 million.
Senator PERCY. And its accounts that are in the doubtful category

are in accordance with accepted common accounting practices?
Mr. Bournsr. Yes.
Senator PERCY. Mr. Chairman, I have one other question. On page

18 I notice you propose the equity incentive only to SBIC's with more
than $2.5 million. Why is this not available to the smaller institu-
tions?
Mr. BOUTIN. The reason we established the cutoff or the floor at

$2.5 million, Senator, is because we felt that we were providing under
the provisions of the bill satisfactory incentives to the smaller com-
panies with a straight 2 to 1 matching which this bill provides, a far
better provision than existing legislation. Two, we are providing in
both cases, of course, for a subordinated debenture, rather than a com-
bination debenture and loan provision.
The $2.5 million is just our best judgment. There is no magic to it.

We examined a number of different levels. NASBIC feels that
$500,000 is the figure. I would take issue with that. I think it should
be something substantially higher. 'Whether $2.5 million is proper,
I don't know, this is just my judgment.

Senator PERCY. Thank you very much.
Senator. MeINTyRE. Pursuing that a little further, it does seem to

me, as a result of your judgment on this $2.5 million, what you are
actually doing is not providing the incentive for the $1.5 million
private capital SBIC, or the $2 million SBIC, but you are giving to
the $2.8 or $2.6 million, and I don't know any reason in the world
why the smaller SBIC's shouldn't have the same incentive.
Mr. BOUTIN. There are a number of factors, one of which is of

course limitation on funds available. We have tried to keep the an-
ticipation of demands for Federal funds in the reasonable proximity
of what we have budgeted for the current fiscal year. Now we have
examined the payback potential for those companies that have left
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and are leaving the program and we have taken a hard look at what
the potential demands will be. So this has been a factor in our con-
siderations, that we only have so many dollars available. We are esti-
mating, as the attachment to the statement shows, a level of program
of $55 million a year. Now, that is gross and not net. That does not
take into consideration payback at all. That is simply outgo. My best
guess is that the additional investment between the program we are
proposing and the program as it is now constituted would be some-
where in the vicinity of $150 million, but industrywide, about $100
million of that will be repaid over a relatively short period, so that
about $50 million would be the additional demand on Federal funds.
Senator MCINTYRE. Well, I think that for the record, to take it out

of any guesswork, because there might be some feeling on this sub-
committee that this figure of $2.5 million could be lowered to give the
same incentive to the smaller SBIC's, for the record you ought to
furnish exactly what we would be getting involved in costwise, if
we get into a position of considering such an amendment in our execu-
tive sessions.
Mr. BOUTIN. I will be glad to do that. One further point I would

like to make to the committee is that the smaller companies, of course,
would be more apt, because of income requirements, to be dependent
upon a larger volume than 35 percent for loans, which would be in-
terest-producing and therefore would provide income.
Senator MCINTYRE. It has been suggested that in providing that

information for the committee that you might take those figures of
$2, $1.5, and $1 million and show us just what we would get involved
in as to cost of the program at those arbitrary points.
Mr. BOUTIN. I would be glad to do that, Mr. Chairman.
(The material referred to follows:)

Estimated Government investment in 3 to 1 equity leverage provision

[Dollars in millions]

Basis 1 3 to 1 equity leverage starting at—

Size of SBIC
Number

of
SBIC's

Amount of
private
capital

NA SBIC
plan, $0.5 $1 $1.5 $2 S. 1862, $2.5

$1 150 $150 $375 $300 $300 $300 $300
$1.5 8 12 32 28 24 24 24
$2 

20 50 140 130 120 110 100
$3 10 30 85 80 75 70 65
$3.5  
$4 2 8 20 20 20 20 19
$4.5 
$5 10 50 100 100 100 100 100

Total _ 200 300 2 752 658 639 624 2 608

1 This tabulation is based on a model of the industry reflecting 200 SBIC's with an average of $1.5 in private
capital and indicates the maximum amount of Government funds that may be invested.

2 Comparison of the provisions of the NASBIC plan with S. 1862 reflects a difference in the potential
investment of Government funds of $144,000,000.

Senator MCINTYRE. There is another policy decision that is in these
amendments of yours that has puzzled me, and that is the decision to
define equity financing by regulation rather than by statute. I would
think that a statutory definition of equity financing would add a great
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deal of stability and certainty to SBIC financing, and in the event
that we should decide to try to write this definition into the bill, could
you supply us with appropriate language to pin down precisely what
you have in mind to treat as eligible for that 65-percent equity require-
ment? And, back to the original question, why do it by regulation?
Mr. BourriN. Flexibility, first, Mr. Chairman. We intend, if Con-

gress approves the provisions as we have suggested, we would intend
to hold some hearings to get the input, the opinions of people in the
industry, and in the financial world, and if something wasn't work-
ing, then we could administratively change it. If it is a matter of law,
we have to come back -to Congress for a change. As an example, we
define it ourselves as common stock, as preferred stock, provided that
the redemption period on preferred stock is not too short—we always
have to consider these things—or other financing with subordination
or nonamortization. That would have to be much more precise if it
were going to be a matter of statute. I might suggest to the chairman
of the committee that that same question might be directed to Mr.
Stewart this afternoon, because I would be interested in NASBIC's
interpretation of what constitutes equity. Webster doesn't do an awful
good job in defining this word, and we are constantly troubled by it.
We just want to be fair and that is why we suggest that we hold hear-

ings on it and get maximum input from others.
Senator MCINTYRE. I will be happy to ask Mr. Stewart that ques-

tion for .you so we will have it on the record. Now, there is another
area of these amendments that bothered me, and that is the very im-
portant suggestion you are making that we increase the capital re-
quirements. What I am thinking of is, suppose up in New Hampshire
I got together with two or three fellow businessmen in my hometown,
and we had managed to put together a company of about, say $350,000
of statutory capital and we are getting along pretty good, we are not

making what we thought we would make, but we feel we are being of
some use to the community. Now, all of a sudden you are changing

the rules that we originally came in under. I don't like this. Aren't
you actually breaking a contract that you had with these original

SBIC's, who were invited in and who were licensed, I know not by
you, but by the program, with great rapidity, and now suddenly you
say, all right, fellows, we will give you 81/2 or 71/2 years to get to $1
million.
Well, in New Hampshire I am done, because I am not going to get

that. And in Mississippi I am not going to get that. So I am quite
concerned about the policy decision that you have made that in effect
could be said to break faith with the original SBIC's that are plug-
ging along, doing a pretty good job.
Mr. BOUTIN. It is only because the industry is in such a drastic

situation that we have recommended to the Congress a step as drastic
as this one is. I think it can be interpreted as the Agency breaking
faith with licensees. On the other side of the coin, I would be less than
candid if I didn't say from the look of the reports and the number
of violations, there has been little hesitancy on the other side to break
faith, too. I testified earlier we would take a very liberal view on those
small companies that are doing a good job, that are in fact meeting
the requirements of the law and the regulations, that are helping
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small business. I think, however, at this point it would be well for us,
Mr. Chairman, to take a good look at what we are trying to do.
Well, it is well and find that we are trying to devise an industry

here that is going to be compensatory to the investors, that is going
to be attractive to investors and to good managers. But essentially
what the Congress wanted us to do, and what we have been trying
to do, is to have a program that was going to be responsive to the needs
of small business.
We don't think the industry has to date even scratched the surface

of what they should be doing to help small business. The whole intent
of this new profile is to provide the degree of additional assistance,particularly in equity-type financing, that we think American small
business needs in this day and age. Now, together with our own at-
titude on exempting certain categories, extending time for other cate-
gories, we think that this can be very fairly administered. I think it
would be well to point out to the chairman and the members of the
committee too that of the number of companies we have right now
licensed by SBA, from our best projection of what they are doing,
are they dormant or are they active, are they in violation or not in vio-
lation, have they been referred to the Department of Justice, are they
involved in administrative proceedings, that we will be doing very

iwell if we come out, after all of this s said and done over the next
year of cleansing, if you will, of sanitizing, of improving the posture
of the industry, if we have 50 companies with under $300,000 capitali-
zation that we could characterize as doing a good job.
So therefore the breadth of our exemption is not terribly great.Now, this testimony follows exactly what I testified before Senator

McClellan and his colleagues on the Senate Permanent Subcommitteeon Investigations so this is nothing new and novel. I think the largercompanies, together with the smaller companies who have potential forgrowth, are really the companies that we must concentrate on if weare going to do the job that needs to be done. But we will definitely takea very reasonable and very liberal, if you will, approach to try to assistthose small companies that have been doing a good job to stay in theprogram, either independently or through mergers.
Senator MCINTYRE. On page 12 of your statement you indicate thattime extensions, total exemptions may be granted to groups or cate-gories of SBIC's and you also say these extensions or exemptions maybe granted to SBIC's on geographical bases or types of companies oron the basis of their profitability, financial soundness. This is found insection 202 of the bill.
Now .going back to that New Hampshire company, or it could be aMississippi company, that is around $350,000 statutory capital, whatis your view on granting these extensions or exemptions on an indi-vidual company basis?
And let me add this to it at the same time: Up in New Hampshire wemay decide that we want to break up this partnership. What con-sideration will SBA give to our small outfit up there as we try toliQuidate?
Mr. Bounic. Let me answer the second question first. We have re-cently taken care of that by a new regulation which we call the "easyexist" regulation. T might add that up to a month or 2 months agoSBA's regulation was so tough, so difficult for the SBIC's that it was
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much harder to get out of the program than it was to get in in the
first place. We have changed that regulation to allow these companies
that do not want to stay in as licensed SBIC's but who may want to
stay as a State chartered company, investment company, or who may
want to simply proceed with liquidation, so long as restitution is made
to the Government, and so long as we are assured that the portfolio of
small business companies will not be injured, we are making it very,
very easy for these companies to get out.
So your example of a few people in New Hampshire getting together

and wanting to liquidate, wanting to get out of the program, we have
a new regulation that provides for that, and that can be done.
As far as the categories of exemption are concerned, Senator Percy

brought up the category of the small States, and I said that this would
be of highest priority. My statement also deals with banks, where they
are small banks and they just couldn't put any more money in. That
would be another category.
If we got, Mr. Chairman, however, into a situation where the Ad-

ministrator as a matter of statute would take each case independently
I think it would open up a Pandora's box that would be difficult for
the Congress as well as for the executive branch, in that an individual
SBIC would be saying he was treated differently than SBIC X or
SBIC Y and it would be extremely difficult to administer.
I would be of course subservient to the will of the Congress.
Senator MCINTYRE. Somewhere in your statement you say that at

the present time you have 689 Sine's and when this is all through
you are going to have 200. It isn't as if you are dealing with 5,000. It
looks to me as if it is not asking too much that each SBIC could be
handled on an individual basis, particularly when I feel that you have
shifted ground on them.
Mr. Bouirmr. We have indeed.
Senator MCINTYRE. I know I was talking with a gentleman from

Mississippi and he said we have been doing a good job down there, we
would like to stay in but holy smoke, if we have to go to a million
dollars we have to just out.
So I am quite concerned about the SBIC's that have gotten into this,

have done a good job, have served small business, they haven't been
startlingly successful, but in the proposed amendments you have they
are going to be just swept under and not given the consideration I
think that they are entitled to in view of their original contract.
Mr. Bourrusr. With the indulgence of the chairman of the com-

mittee, I would be very happy working with the staff of the committee
to try and come up with some language that perhaps could provide
that if an SBIC was free of violation and actually doing a good job
assisting small business, it would be required to come in with an ac-
ceptable and feasible plan to SBA at some subsequent time with per-

haps plateaus spelled out, to reach this minimum standard or some
lesser standard, which the exemption clearly -provides for anyway 
Senator MCINTYRE. That sounds encouraging. I recognize you have

had to step into what is a deterioriating situation and you had to
come up with some strong suggestions. And I think you are on the
right track. But I just wonder if in the process of doing what you
have to do that you may not be clipping the wings of some good sound
unspectacular companies that have pledged good faith with the Gov-
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ernment in a partnership and will now be hurt. That is all I am
worried about.
Along that same line, may an SBIC which now has received section

302 and 303 funds from SBA turn them in after the contemplated
passage of S. 1862 and get loans under the new section 303 authority
or must it wait until its present loans come due?
Mr. BouriN. It could be actually handled either way, Mr. Chair-

man, as I understand the provisions of this bill myself, but it could
not exceed, in any event, the limitations of available funds spelled
out in the bill. In other words, the limitation of $7'.5 million and $10
million would still apply.
However, for those smaller companies we would only provide them

with funds up to the plateau spelled out in the bill unless they were
in an exempted category. As an example, take a company with $185,-
000 of private capital. Under the terms of the bill it would have to
reach $300,000 by February of 1969. We would not loan them addi-
tional funds beyond February of 1969 or February of 1971 in the
case of the next plateau, or the $500,000 and above category. So that
we wouldn't find ourselves—which would be the case otherwise—in
the position of having substantial money outstanding where they have
taken advantage of one provision of the statute and then proceeded
to violate the other.

Senator MCINTYRE. Why is the effective date—switching to an-
other subject now—why is the effective date of this bill set for 90 days
after its enactment?
Mr. BOUTIN. Well, essentially we did this for those license appli-

cants who have actions pending, to give them an opportunity to make
a decision whether they wanted to come in or wanted to stay out.I would certainly not object to an immediate effective date althoughissuance of regulations would take some time.
Senator McIrantE. How many SBIC's now have $1 million in pri-vate capital?
Mr. BouTIN. Actually we have—
Senator MCINTYRE. Excuse me, that is actual private capital, notstatutory.
Mr. BOUTIN. Actual private capital we have right now, Mr. Chair-man, 45 companies with $1 million or over.
Senator MCINTYRE. Mr. Percy?
Senator PERCY. The figures in your September 30, 1966, memoran-dum show that SBIC's with capital and surplus of $1 to $5 millionhave a larger return on invested capital than those with over $5million.
If your premise that bigness means success is true, how do you ex-plain these figures?
Mr. BouTIN. Senator, it is impossible to explain. We have lookedat these figures from every angle. The fact of the matter is from theanalysis of the industry as it is presently constituted, size is a func-tion reflected in profit up to $5 million. We don't believe as a matterof fact that these figures are conclusive and that as the industrychanges we think there is going to be a degree of profit for those over$5 million commensurate with those under $5 million.The only way I can possibly rationalize is that there are substantialunrealized profits, unreported to SBA, where investments have-been
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made and they are just holding on to the stock and sitting back and
watching it appreciate.
Senator PERCY. It is undeclared profits that you feel are in there

somewhere?
Mr. Bo-crriN. Yes, as well as noninvested funds.
Senator PERCY. The February 20, 1966, memorandum shows that

one-third of the outstanding balance of nonmanufacturing industries
is in real estate. Is this the type of small business which is envisioned
under the 1958 act? Why has so much money gone into this one area?
Mr. BOUTIN. Into real estate?
Senator PERCY. Yes.
Mr. BOUTIN. I think, Senator, a lot of money has gone into real

estate because it has been a very easy way. There are lots of apartment
houses being built, commercial properties, lots of shopping centers.
Land almost any place in the United States looks like a chance to get
rich quick. The investors and the SBIC's have found out otherwise,
unfortunately, that it doesn't always work that way. But again I think
it goes back to the problem of skilled management. Much of manage-
ment of these smaller concerns just simply wouldn't know how to
evaluate potentials of a manufacturing firm, but they can see a piece
of land. And it looks like pretty good security. An awful lot of them
have gone into nursing homes.
•Senator PERCY. Is there a preponderance of this in States of popu-

lation growth such as California? Do you happen to know whether
California SBIC's have invested heavily in real estate?
Mr. BOTJTIN. Yes, there is a lot of it in California, particularly

southern California. There is a good deal of it in New England, and
an awful lot of it in New York, the New York companies.
But it really doesn't follow a precise pattern, Senator, unfortunately.

It is pretty much across the country.
Senator PERCY. I really wonder whether that is what this act

was really intended to do, provide money for someone to be able to make
money in real estate, rather than start up small enterprises in areas
where there isn't business opportunity. Where people have to leave the
area if they can't establish small businesses, and whether really the
whole function and purpose of the act is being thwarted by this large
proportion going into real estate.
Maybe there is something behind it I don't understand.
Mr. BotrriN. When I testified earlier I made the statement that there

were deficiencies in SBA, in the operation of the program. I think per-
haps the most significant deficiency was the regulation that applied
to real estate investment. I find nothing in the legislative history or
in the act where Congress intended that SBIC's were to be in the real

estate business and real estate investment business.
I think that is what we have HUD for, to provide assistance where

assistance is needed in real estate loans, and I would be very frank

to say to the Senator and to this committee if I had my "druthers,"
if it wasn't too drastic an action to take, I would prohibit real estate
loans unless they were directly associated with a small business and
provide that no such investments could be made. And I think it would

be a step in the right direction. But we took the next best step and

reduced it to one-third as the maximum which I personally think is

still too high, and I think subsequently our regulations will again be

amended to a lower level.
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I think the real estate investment portion of the activities of this
program has led to some of the greatest deficiencies, the greatest prob-
lems, the greatest violations, speculation, using Government funds im-
properly, as well as invested funds, and I am just sorry it happened
and we are trying to provide corrective actions now.
Senator PERCY. I would like to commend, Mr. Chairman, the candor

of our witness. It is a loophole, it is not intended to be, this was not
the intention of the act, and I think it encourages into this area the
least desirable, or not the most desirable. Certainly real estate is a
solid, sound investment. But I feel this committee should cooperate
with the Administrator in trying to reassess what we are doing here.
It is an easy way to show a return on investment over a period of time,
but that is not what we here in Congress are attempting to achieve, it
is not what you, Mr. Boutin, are giving your life up for, to make it
easy for someone in a get-rich-quick operation.
I think to the extent we can plug this loophole, I think we would be

wise in doing so.
Mr. BotrriN. I couldn't agree more with the Senator, and I would

welcome additional legislative history to support the hand of the
Administrator in this regard. I think this has been a mistake in the
past, we are trying to rectify it, and I will be glad to take another giant
step forward with the support of this committee.
Senator McINTyRE. I don't know whether I should say anything on

this or not. I do appreciate the real estate problem, and what you have
tried to do to handle it. And I think I agree with the Senator from
Illinois. But here again the horse got out of the barn.
Mr. BotrriN. Exactly.
Senator McINT-yRE. Because your suggested amendments do ask for

administration flexibility in the question of exemptions or extensions
for these SBIC's, I would like to just take the time to refer you again
to page 12.
I am just going to relate in my own mind what you are trying to say

here and you can tell me when I am wrong.
I have particularly in mind, Mr. Boutin, the individual company.

It seems to me what you are saying here is that under certain condi-
tions, No. 1, your thought that every State should have at least one
SBIC. You also go on further and say it could even be a standard
metropolitan area, urban area. You then say necessary to carry out
the purposes of the act, that this State or other geographical area
would be considered in these extensions or exemptions. Then you say
"or." I don't know whether that is a conjunctive or a disjunctive "or.
I assume that there is another class now—this is what leads me to this
question of individual treatment—that this isn't necessarily just one
SBIC in a State, or one SBIC in any standard metropolitan area, but
there is an opportunity for an extension or exemption to certain types
of companies because of their adequate profitability, their financial
soundness, and the 'assistance they provide to small business. Is that
what you mean ?
Mr. Bourmr. In other words, under these provisions we have rec-

ommended we could exempt or we could extend the time limitations
for those companies that are (a) operating profitably; (b) that are
operating free of violation; and (c) are meeting the requirements of
the law and regulations in the way they are doing business, they are



SMALL BUSINESS AMENDMENTS OF 1967 51

being of substantial assistance to small business. In other words, it
is extremely flexible.
I also go on to say in the statement, Mr. Chairman, that the SBIC

industry could well be represented in a State by a branch office as
well as by a separate SBIC.
Senator MCINTYRE. We all dislike to deal with those city people

from Boston. I made a note on the page where you talked about
branch offices that I can see the handwriting on the wall that the SBIC
serving New Hampshire would be operating out of Boston.
But getting back to this question then, this doesn't have to be an

SBIC in a State or a large urban area, and a SBIC that shows a
record of adequate profitability, financial soundness, and assistance
being provided to small business; it hasn't got to be all of those things
in order to come in and plead for this exemption?
Mr. BOUTIN. Exactly. But on a category basis, as the provision is

now written, rather than on an individual basis.
Senator MCINTYRE. You use rather loosely the words "in violation."

I imagine there are all degrees of violation.
Mr. BOUTIN. They are indeed.
Senator MCINTYRE. If you have that stick to hold over them, they

might have failed to file an audit return on the appropriate date,
does that put them in violation?
Mr. BOUTIN. I would consider that a serious violation, as a matter

of fact, and there is a provision in the law passed by the Congress
last fall that provides for a penalty of $100 a day.
Now if there is a persistent violation of that, if they say we are

not going to file any reports, that would be very serious. If they filed
it late and paid $100 a day, that would not be a serious violation.

A serious violation I would say would be bootstrapping or cross-
dealing.
Senator MCINTYRE. You don't say serious violation here, you say

"in violation."
Mr. BOUTIN. I could very well have said serious violation and meant

the same thing.
Senator MCINTYRE. You could be in technical violation as well as

in serious violation.
Mr. BOUTIN. We would administer this prudently. A violation of

the regulation could be failing to have dual control over assets, it

could be failing to have your name on the door, it could be failing

to have the license on the on the wall.
Senator MCINTYRE. I would suggest that what you mean by viola-

tion is willfull violation.
Mr. BOUTIN. Exactly—willful or serious violation.
Senator McINTna. All I am trying to do is make sure you are not

reserving the right to yourself to say, well, you were in violation, tech-

nical as it was, but nevertheless we will not consider your application

for special treatment.
Mr. BOUTIN. No, we would not be that heavyhanded.
Senator MCINTYRE. The Senator from Wisconsin. Do you have any

questions?
Senator PROXMIRE. Yes. I just have a couple of brief questions on

this.
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What concerns me about this legislation, Mr. Boutin, more than
anything else is what has concerned me all along with the SBIC pro-
gram, and that is that I think there is always pressure on Congress
to legislate for those who get the big loans and need the big money,
and operate in a big way, and to forget about the smaller business
people.
I know it is very very hard to reach a compromise. I notice we have

following you today, Mr. Stewart, the president of the National Asso-
ciation of Small Business Investment Cos. We don't have this morn-
ing a small businessman and I don't know how we can get one. That
was our problem when I was chairman of the subcommittee too.
So my concern is that under your present change in the law the mini-

mum size company changes from a capital of $300,000 to $1 million.
I think that is right and sound and necessary.
However, with the $300,000 minimum capital the maximum loan a

small firm could make was $120,000, as I understand it, because you
have 20 percent of the $300,000, plus the matching SBA funds.
Now under the proposed law your capital will be $1 million and 20

percent of that is $200,000, so these smallest firms can go from $120,000
under the present law to $200,000.
Now you and I know there is a tendency to make big loans for many

reasons and not the smaller loans, because it is more profitable, and
easier and cheaper to have one $200,000 loan than 10 $20,000 loans or
investments.
I am wondering if you can suggest any way in which this obstacle

can be overcome as far as the little firms are concerned, because there
are firms that need investments that are certainly in my judgment
likely to be left out.
Mr. BOUTIN. Well, I think we have to look at our own statistics. We

worried a good bit over this one, Senator, in putting the provisions in
the bill that we did. Of course the reasons why we limited it to 20 per-
cent of the private capital to make sure--
Senator PROXMIRE. Yes, that was good, I think that is right. You

have gone more than half way in doing that. That is good.
Mr. BOUTIN. I think we just have to take a look at the history of

the program. Those companies between $1 million and $5 million in
size have an average financing of about $61,000, whereas for the whole
industry it is in the vicinity of $45,000.
In our business loan program in SBA it is about $39,000 projected

for fiscal 1968.
Senator PROXMIRE. These are the statistics that concern me. The

larger the SBIC, the larger the loan they make.
recall so well the biggest SBIC in the country testified, a few years

ago that they don't make any investments of less than a million
dolfars each, they are not interested in them. And this is why when
you eliminate the smaller firms, which I see why you have to do it, it
is necessary, you can't get a full-time competent man under ordinary
circumstances at least to operate unless you have at least a million
dollars of capital, but still I am very much concerned about the fact
that these will be bigger investments being made now, not the smaller
ones.
Mr. Botrnisr. We even contemplated, Senator, a sliding scale, start-

ing at 10 percent, let's say, up to $2 million in size, 7 percent at $2.5
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and perhaps 5 percent at $5 million to $10 million, something of that
type. But it reduces the flexibility so drastically we were afraid it
would do more harm than good. Of course in any event, any SBIC
of any size is required to comply with the statutory definition of small
business insofar as the type of firm that they can help, which does
eliminate a good deal of those 

Senator PROXMIRE. It is a pretty flexible definition though.
Mr. BOUTIN. Not too much; in the SBIC program your definition

of $5 million in gross assets and $2.5 million in net worth and profits
in the last 2 years of $250,000 is a lot more precise than for example
under 
Senator PROXMIRE. It is precise, but you go into any town in Wis-

consin and they laugh at you with statistics like that. The biggest
firm in town is smaller than that.
Mr. BOU'llN. That is true in my. own State, too. It is a difficult one.

I worry about it, and I really don't have a good answer. If we made
it more stringent, more difficult, more restrictive, I wonder if we
wouldn't be defeating the very purpose. Perhaps we are going to have
to act more as a catalyst and good will ambassador to get these com-
panies to make more of the smaller loans and smaller investments than
they have.
Senator PROXMIRE. Maybe it has to be done by administration. I

certainly have the greatest confidence in your ability. I think you are
the best administrator in the Government.

Senator McINT-yRE. Yes; I agree.
Senator PROXMIRE. I recommended him, you know, for an award,

as the best.
Senator MCINTYRE. Yes, you told me I was going to get a chance to

recommend him, too.
Mr. BOUTIN. Thank you. I appreciate that.
Senator PROXMIRE. Thank you, Mr. Chairman.
Senator MCINTYRE. I want to say without objection the record on

this will be closed on Friday, June 9, and I have enjoyed very much
your testimony up to this point.
I suggest now you go ahead and conclude on the proposed amend-

ments to the SBA Act, page 21 of your prepared statement.
Mr. Bourn.r. Thank you very much. The stress I have placed on

the provision of title II, reforming the small business investment pro-
gram, is not intended to minimize the importance of the amendments
proposed in title I to the Small Business Act, the basic charter of SBA.
Title I contains a number of proposals to improve the operations of
the agency and to benefit small business.
Revolving fund ceilings: Section 2 of title I would effect four amend-

ments to the provisions of section 4(c) (4) of the Small Business Act
governing the amount of loans, guarantees, and other obligations or
commitments which may be outstanding at any one time from the
business loan and investment fund of SBA. The first of these amend-
ments would increase from $1.4 billion to $1.9 billion the amount
which may be outstanding from the fund at any one time under sec-
tions 7(a), 7(b) (3), 7(e), and 8(a) of this act, and title IV of the
Economic Opportunity Act of 1964. The second amendment would
increase from $400 million to $450 million the amount which may be
outstanding at any one time under title III of the Small Business In-
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vestment Act of 1958. The third amendment would increase from
$200 million to $300 million the amount which may be outstanding
at any one time under title V of the Small Business Investment Act
of 1958. The fourth amendment would increase from $100 million to
$200 million the amount which may be outstanding at any one time
under title IV of the Economic Opportunity Act of 1964.
The basis for these proposed increases is to be found in tables (ex-

hibit D) attached to my statement. I would like to highlight the more
important considerations here.
The Congress has indicated its intent that, at the first session of

each Congress, SBA is to submit an estimate of the needs of the busi-
ness loan program, authorized by section 7(a) of the Small Business
Act, not merely for the coming fiscal year but for the two succeeding
fiscal years as well (H. Rept. 1974, 87th Cong:, 2d sess.). Accordingly,
a review has been made of the probable requirements of the program
through June 30, 1970, based on a straight-line projection of fiscal
year 1968 budget estimates for this program. However, the amount
of the limitation applicable to this particular program ($1.4 billion)
also limits in addition the maximum outstanding amount for dis-
placed business loans under section 7(b) (3), trade adjustment as-
sistance loans under section 7(e), prime contracting activities under
section 8(a), and business loans under title IV of the Economic Op-
portunity Act of 1964.
Consequently, in order to determine the increased limitation amount

adequate as of June 30, 1970, to cover the probable requirements for
all the activities covered by the one specific limitation, straight-line
projections of the 1968 budget estimates have also been made for the
other loan programs identified above (no prime contracting activities
under section 8(a) have been entered into nor are any presently con-
templated).
These projections indicate that a limitation of about $1.816 billion

is needed for the combined loan activities. In order to provide a rea-
sonable reserve for co,ntingencies, it is recommended that the limita-
tion amount be increased from $1.4 billion to $1.9 billion.
The projected amount outstanding at June 30, 1970, for business

loans under title IV of the Economic Opportunity Act of 1964, as
included in the figure of $1.816 billion cited above, is slightly in excess
of $176 million. Also allowing in this instance a reserve for contingen-
cies, it is recommended that the present limitation of $100 million for
title IV loans be increased to $200 million. With further reference to
this limitation, the budget estimates for 1968 indicate that this is the
only one of the four under discussion which will be exceeded prior to
June 30, 1968. This makes it essential that congressional action on an
increase be taken during the first session of the 90th Congress, if the
program is not to be curtailed.

Section 4(c) (4) establishes a separate limitation of $400 million
on the amount of loans, guarantees, etc., which may be outstanding at
any one time under title III of the Small Business Investment Act of
1958. Estimates have been made of transaction through June 30, 1970,
also. These indicate a need for a limitation of about $430 million with-
out any provisions for contingencies. Allowing for a small reserve, it
is recommended that the limitation of $400 million be increased to
$450 million.
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Section 4(c) (4) establishes an additional separate limitation of $200
million on the amount of loans, guarantees, etc., which may be out-
standing at any one time under title V of the Small Business Invest-
ment Act of 1958 (loans to State and local development companies) .
The budget estimates for 1968 indicate that for all practical purposes
this limitation will have been reached by June 30 of that year. Accord-
ingly, straight-line projections through June 30, 1970, of probable
limitation requirements for these loans have been made. These pro-
jections indicate a need for a limitation of $272 million, without any
provision for contingencies. Including a small reserve, it is recom-
mended that the present limitation of $200 million be increased to
$300 million.
SCORE travel: Section 5 of title I would authorize SBA to pay

the transportation expenses and per diem in lieu of subsistence ex-
penses for travel by any individual or group of persons who, although
not employed by the agency, are cooperating with it in providing man-
agement advice and guidance to small business concerns. Such pay-
ments could be made, however, only for travel undertaken at the request
of SBA in connection with such cooperation.
The principal purpose of the amendment is to facilitate the work

of the Service Corps of Retired Executives (SCORE) . About 3,000
retired business executives have volunteered to cooperate with SBA in
providing management advice and assistance to small businessmen on
a person-to-person basis. Such advice and assistance is generally fur-
nished without cost to the recipient.
Not infrequently a small firm is confronted with managerial or tech-

nical problems calling for skills or experience which can be found only
in a SCORE member residing beyond commuting distance. It will be
much easier to induce that member to visit the concern if SBA can
offer him reimbursement for expenses.
The requested authority will be particularly helpful in extending

the benefits of SCORE to small firms in rural areas (such as Appa-
lachia and the Upper Peninsula region of Michigan) where the pro-
gram has been relatively ineffective because of distances and the lack
of qualified volunteers nearby. SBA's plans for sending SCORE mem-
bers into such places will be furthered by the ability to offer these
volunteers reimbursement for expenses.
Another factor to be considered in connection with this amend-

ment is that, notwithstanding their broad knowledge and experience
in business matters, many of these volunteers are not conversant with
the best counseling techniques and relatively few of them are totally
familiar with SBA's programs and procedures. To remedy these de-
ficiencies, the agency plans to authorize its regional offices—in fact, it
plans to direct these regional offices, with SCORE chapters, to assem-
ble volunteers during the current year for a 2-day training meeting.
The response of the volunteers to such a call will, of course, be greater
if they are assured of reimbursement for the resulting personal ex-
penses.
Advisory boards: Section 6 of title I would make it clear that the

Administration has authority to establish such advisory boards and
committees as may be necessary to achieve the purposes of the Small
Business Investment Act of 1958, as well as the purposes of the Small
Business Act.



56 .SMALL BUSINESS AMENDMENTS OF 1967

Section 6 would also make it clear that the Administration has
authority to (1) reimburse the members of such boards and commit-
tees for travel and other expenses incurred in attending the meetings
of such boards and committees and (2) rent temporarily, within
the District of Columbia or elsewhere, such hotel or other accommo-
dations as are needed to facilitate the conduct of such meetings. I
refer, of- course, to meeting rooms.
Senator MCINTYRE. Let me ask you this, can you furnish a little

more justification for this? I am sure from your vast knowledge of
the setup herein Washington, I can see some Senator raising a ques-
tion here as to whether or not this is a departure from the regular
rules. Your justification here is very simple and very quick. Can't
you give us some more? For instance, what does the Commerce De-
partment have on this? What do they do?
Mr. BouTIN. Well, there is a provision in the statute right now,

Mr. Chairman, that agencies cannot hire meeting rooms, hotel meet-
ing rooms in the District of Columbia. I understood that the Ad-
ministration may very well later this year or in the next session rec-
ommend to the Congress a repeal of this provision.
It is particularly difficult for SBA. We just had a meeting of our

National Advisory Council, as the chairman knows, and the only
way we could provide for renting of a meeting room for this meeting
in Washington was to assess all of our top staff in the agency $25
apiece. This wasn't a very pleasant thing for the Administrator to
have to do.
It seems like a very poor procedure for the Government to have to

assess its employees to carry on its own business.
Senator MCINTYRE. Are there other agencies that have the same

difficulties?
Mr. BourriN. I think there are some agencies that have exemption,

but I am not sure. But SBA never has. I can cite another case where
if it wasn't for our employees' association, we would still be owing
a substantial bill in the District of Columbia to a hotel, where GAO
told us we just couldn't pay the bill. So the employees' association
that time came to our rescue.
Now, we are not talking about a lot of money. The total cost for

meeting rooms such as were used at this last meeting of the National
Advisory Council would approximate $350. Other meetings like
the advisory council that I am requesting authority for for the SBIC
program would probably at most be a five-man organization, and
they would meet right at SBA itself.
But our National Advisory Council, we bring people in from all

over the country, we have 76 members of that Council, and we have
no facilities to provide for such meetings. Therefore, we are asking
for authority to pay the minimum bills that would be incurred.

Senator MCINTYRE Thank you.
Mr. BOUTIN. The members of the advisory councils serve without

compensation in the course of making valuable contributions to the
programs of the agency. It is believed they should be reimbursed
for reasonable costs incurred in attending the meetings.

Unless specifically authorized by legislation, agencies, including
SBA, are prohibited from renting conference rooms and related facili-
ties in the District of Columbia. This restriction has imposed limita-
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tion on the way in which meetings can be planned and conducted,
to the detriment of desirable objectives.
Use of mails by SBA: Section 7 of the bill would extend to SBA

discretionary authority, identical to that possessed by the Office of
Economic Opportunity, to disregard the general rule-39 U.S.C.
4154—prohibiting Government agencies from using the mails to dis-
tribute information to people who have not requested it.
The desirability of the general rule needs little discussion. Never-

theless, exceptions should be made for Government agencies which,
like 0E0 and SBA, are charged with responsibility to alert under-
privileged persons to the assistance available to them from the Gov-
ernment. A good many of the people in this category do not request
information about such assistance, because they are unaware of its
existence. In such cases the responsible Government agency can ful-
fill its mission only by taking the initiative, only by carrying the mes-
sage to the people.
An outstanding illustration of the need for the requested authority

is to be found in the management training programs conducted or
sponsored by SBA, in collaboration or cooperation with educational
institutions, for the benefit of small businessmen. When a conference
or course is scheduled for a particular city or area, it is vitally im-
portant that small business concerns in that locality be given advance
notice. The only satisfactory medium for providing such notice and
related information is the mails.
The growing number of small business concerns being displaced

by Federal, or federally aided, construction activity provides another
illustration of the need for such authority. It is essential that such
firms be promptly apprised of the special loan program established
for their benefit by section 7(b) (3) of the Small Business Act. Under
existing law. SBA can use the mails to provide such notice only
where the displacement of the small businessman is caused by urban
renewal activity. Section 7 of the bill would permit mailings by the
agency when the displacement is caused by other forms of federally
assisted construction, such as the Federal highway program.
Senator MCINTYRE. We are going to get into a controversial area,

are we not, unless the information you are sending out is information
limited in some specific way. I know the Senator from Utah has quite
frequently objected to trying to drum up a lot of loans, as he some-
times puts it. What is your attitude on this? Is this going to run the
whole gamut on advertising SBA, or are you going to restrict it to
certain areas?
Mr. BourriN. It will be restricted, Mr. Chairman. I think one of the

key areas is the last one I mentioned—displaced business loans. We
receive information from local public authorities and from the De-
partment of Housing and Urban Development that they are going for-
ward with an urban renewal plan. Or we get information from Gen-
eral Services Administration that they are going forward with a
Federal construction program. Or from the Department of Trans-
portation and Bureau of Public Roads on a federally assisted highway
program.
We need to reach these people to tell them what their Government

has, in fact, provided for them. In our own city of Laconia, for example,
we had to send people up there to visit each one of these displaced
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businessmen to tell them what the program was all about, and the
utilization they could make of it.
So that could be one area. The second major area where we would

want to use this authority would be in our seminars, workshops, and
conferences. As an example, we put on a great many conferences all
over the country, working with other agencies of Government, with
big business, with local chambers of commerce, with the cooperation
of Governors, and with educational institutions, where we want to
invite the small businessmen to attend. They attend at their own ex-
pense, but I think it will be helpful to them. Without the mails, it is
impossible to reach them. The cost of telephoning would, of course,
be prohibitive. Personal visits would be impossible. But to notify them
that a meeting is going to be held would seem to me to be a very pru-
dent use of the mails for the purpose of advancing the programs of
the agency.
Loans for construction purposes: Section 3 of title I would extend

from 10 to 15 years the maximum term covering any portion of a busi-
ness loan made, pursuant to section 7(a) of the Small Business Act,
to assist a small firm in financing construction activities.
The operating experience of SBA under the business loan program

contains indications that it is not uncommon in the case of construc-
tion loans for the size of the installment repayments to be so large,
as a result of the existing 10-year limitation, as to create an excessive
drain on the working capital of the borrower. In some instances the
agency has felt it necessary, because of the prospect of such a drain, to
deny construction loans to applicants who were otherwise eligible. The
provisions of section 3 of title I, permitting repayments in small in-
stallments spread over a longer period, should serve to eliminate or
at least reduce such financial strain.
While the proposed 15-year maximum is in conformity with recent

real estate lending trends and is in keeping with the recognition given
in SBA disaster and development company loan legislation to the
need of long amortization periods for construction loans, the agency
would continue to be highly selective in granting loans for the maxi-
mum term. There would be no departure from its firmly established
policy of relating amortization schedules to repayment ability rather
than to any legislative maximum.

Conclusion: Let me thank you and your colleagues, Mr. Chairman,
for permitting me to appear here and present the case for this legis-
lation. For the reasons I have stated, I am hopeful that you will take
early and favorable action on it.
I can assure the chairman of this committee and the members of

the full committee that we will do everything we can to cooperate in
providing additional information, to discuss with you, perhaps even
alternatives as you arrive at final decision on our proposal.
(The prepared exhibits follow:)

EXHIBIT A

PROGRAM EVALUATION 1 FOR SBIC FISCAL YEAR ENDED MARCH 31, 1966

Data compiled from program evaluation reports submitted by the SBICs as
of March 31, 1966, showed the impact of SBIC financings on small business con-

1 Preliminary and incomplete data. The numbers of "old" and "new" concerns reflect
only those for which prefinancing and postfinancing data were reported in each category.
In the above data, the term "old" represents concerns in business at the time SBIC
financing was made.
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cerns. The data listed below was obtained from a review of some 540 such reports
covering about 6,000 small business concerns.

Employment of Portfolio Companies
1,735 "old" concerns obtained $241 million from SBICs and increased employ-

ment 39 percent, from 59,409 before financing to 82,434 after financing.
1,165 "new" concerns obtained $152 million and established 22,664 jobs.

Gross Revenues of Portfolio Companies
1,684 "old" concerns obtained $250 million from SBICs and increased annual

gross revenues 54 percent, from $1,295 million before financing to $1,990 million
after financing.
1,118 "new" concerns obtained $145 million and grossed $421 million—$2.90 for

each $1.00 of SBIC financing.

Profits
1,678 "old" concerns obtained $250 million from SBICs and raised their net

profits 265 percent, from $8.5 million to $31 million.
1,129 "new" concerns obtained $148 million and had net losses during their

latest fiscal year totalling $2.8 million.

Assets
1,918 "old" concerns obtained $268 million from SBICs and increased their

total assets 57 percent, from $1,116 million to $1,750 million—$2.36 added for
each $1.00 of SBIC financing.

1,205 "new" concerns obtained $156 million. Following this financing their assets
totalled $553 million, or $3.55 in assets for each $1.00 of SBIC financing.

Net Worth
1,907 "old" concerns obtained $267 million from SBICs and increased their net

worth 23 percent, from $369 million to $453 million.
1,205 "new" concerns obtained $156 million and had net worth of $121 million.

Short-Term Borrowings
1,707 "old" concerns obtained $248 million from SBICs and increased their

short-term borrowings from other sources by 67 percent, from $169 million to
$283 million.

1,036 "new" concerns obtained $141 million and reported $75 million short-
term borrowings, or 53 cents additional credit for every $1.00 supplied by SBICs.

[Memorandum No. 67-4]

'SMALL BUSINESS ADMINISTRATION,
OFFICE OF THE ADMINISTRATOR,

Washington, D.C., September 30, 1966.

To All Licensed Small Investment Companies:
Attached are Condensed 'Statements of Financial Condition as of March 31,

1966, and Condensed Statements of Income and Expense for the year ended
March 31, 1966, for all reporting SBICs. Condensed statements are also included
for four groups of companies according to their statutory capital and 'surplus as
follows:

1. Small companies—not more than $325,000;
2. Medium companies—$325,000 to $1,000,000;
3. Large companies—$1,000,000 to $5,000,000;
4. Largest companies—more than $5,000,000.

'Separate amounts and percentages are shown with respect to each financial
statement for all reporting companies within the above size groups, as of March
31, 1966, with an indication of the number of licenses in force. Separate data
are also Alown for all reporting companies within each size group which had
been licensed for three years or more as of March 31, 1966.
In addition, data are furnished showing condensed financial statements for

selected companies, as of March 31, 1966, arranged in the above four size groups.
These data reflect the financial condition and results of operations of 'selected
companies which were in the top quarter of the group as to total return on in-
vested capital for the year ended March 31, 1966, and which had not reported
lasses for the previous year ended March 31, 1965. In reviewing the progress
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and plans of your company it should be particularly helpful to you to compare
the percentages in the statements presented for the 'selected group of companies,
as well as those companies which have been licensed for three years or more as
of March 31, 1966, with the corresponding percentages for your company.
There are also attached condensed 'statements of financial condition for all

reporting companies as of March 31, 1964; March 31, 1965; and March 31, 1966,
and 'statements of income and expense for the years then ended. Each of these
statements indicates the number of licenses in force on those dates.

All financial statements included in the attached summaries reflect data sub-
mitted to SBA by reporting ISBICs on Financial Reports, SBA Form 468, as
required by regulation. SBA is currently engaged in an accelerated program of
examining all licensed SBles with the view of providing assurance that SBA
has current and accurate information on each Licensee. Also, SBA is reviewing
its own financial record's to make certain that the information supplied by such
records is accurate and up-to-date.
The presentation of the material reflected in the attached financial statements

has been expanded for the purpose of providing Licensees with the greatest
practicable amount of information to assist in the review and evaluation of the
progress of the companies' operations.

'HOWARD GREENBERG,
Deputy Administrator for Investment.

Licensed small business investment companies-Condensed financial statements

CONDENSED STATEMENT OF FINANCIAL CONDITION

ASSETS

Cash and U.S. Government obligations 

Loans to small businesses (sec. 305) 
Equity securities of SBC's (sec. 304):

Debt securities of SBC's 
SBC capital stocks and stock rights for which separate

costs have been determined 

Gross loans and investments 
Less allowances for losses 

Net loans and investments  
All other assets 

Total assets 

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 
Funds borrowed from SBA (sec. 303)  
Funds borrowed from other than SBA 

All other liabilities 

Total liabilities 

Capital stock and paid-in surplus 
Retained earnings (deficit) 

Total capital stock and surplus _ 

Total liabilities, capital stock, and surplus 

Unrealized appreciation of investments 

649 reporting
of 710 licensed
companies as
of Mar. 31,

1964

645 reporting
of 713 licensed
companies as
of Mar. 31,

1965

606 reporting
of 700 licensed
companies as
of Mar. 31,

1966

Millions

$166.5

Millions

$171.4

Millions

$145.6

209.1

223.0

58.4

258.4

203.1

75.0

279.3

179.6

93.5

552.4
47.6

490.5
39.4

536.5
54.0

451.1
39.6

482.5
45.8

504.8
59.8

657.2 699.7 710.2

108.9
54.5
53.6
12.1

126.9
84.1
58.9
17.5

137.8
94.2
61.0
19.6

312.6229.1 287.4

463.7
(35.6)

459.9
(47.6)

433.8
(36.2)

397.6428.1 412.3

657.2 699.7 710.2

(I) 39.8 77.4
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Licensed small business investment companies—Condensed financial
statements—Continued

CONDENSED STATEMENT OF INCOME AND EXPENSE

Year ended
Mar. 31, 1964

Year ended
Mar. 31, 1965

Year ended
Mar. 31, 1966

INCOME
Thousands Thousands Thousands

Income from loans and investments $32,719 $39, 046 $40,699
Other income 7,071 5,799 6,068

Total gross income 39,790 44,845 46,767

EXPENSE

Interest and other financial expenses 9,134 11,607 13,864
Operating expenses 17,557 17,695 17,830

Total expenses 26,691 29,302 31,694

Net income from operations before provision for losses
and income taxes  13,099 15,543 15,073

Provision for losses on loans and investments 23,477 31,440 16,201
Provision for income taxes 438 440 807

Total 23,915 31,880 17,008

Net income (loss) from operations (10, 816) (16, 337) (1,931)

Realized gain (loss) on investments (7,792) 835 14,551
Less: provision for income taxes 201 459 1,880

Net realized gain (loss) (7,591) 376 12,671

Combined net income (loss) from operations and realized
gain (loss) (18, 407) (15, 961) 10,736

Not known.

79-985-67-5
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Small business investment companies having statutory capital and surplus of not more
that $325,000—Condensed financial statements as of Mar. 31, 1.966

CONDENSED STATEMENT OF FINANCIAL CONDITION

275 reporting of 349
licensed companies

229 companies licensed
for 3 years or more as

of Mar. 31, 1966

Amount Percent Amount Percent

ASSETS

Cash and U.S. Government obligations $23,438,827 23.8 $20, 590, 490 25. 6

Loans to small businesses (sec. 305) 52, 633, 863 53.6 40,968, 516 50.9
Equity securities of SB C's (sec. 304):

Debt securities of SBC's 10,821, 827 11.0 8, 656, 768 10.7
SBC capital stocks and stock rights for which separate
costs have been determined 6, 604,332 6. 7 6, 132, 548 7. 6

Gross loans and investments 70, 060,022 71.3 55, 757, 832 69. 2
Less: allowances for losses 6, 656, 214 6.8 5, 391, 516 6.7

Net loans and investments 63, 403, 808 64.5 50, 366, 316 62. 5
All other assets 11, 475,396 11.7 9, 611, 424 11.9

Total assets 98, 318, 031 100. 0 80, 568, 230 100.0

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 38, 123, 887 38.8 31, 299, 887 38.9
Funds borrowed from SBA (sec. 303) 18, 843, 588 19. 1 15, 243, 588 18.9
Funds borrowed from other than SBA 3, 583, 202 3. 6 3, 026, 463 3.8

All other liabilities 3, 593, 098 3. 7 3, 088, 911 3.8

Total liabilities 64, 143, 775 65.2 52,658,849 65. 4

Capital stock and paid-in surplus 41, 045, 986 41.8 33,834,134 42.0
Retained earnings (deficit)  (6, 871, 730) (7.0) (5,924,753) (7.4)

Total capital stock and surplus 34,174,256 34.8 27, 909, 381 34.6

Total liabilities, capital stock, and surplus 98, 318, 031 100.0 80, 568, 230 100.0

Unrealized appreciation of investments 2,181,760  2,119,703  

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED
MAR. 31, 196

INCOME

Income from loans and investments 
Other income 

Total gross income 

EXPENSE

Interest and other financial expenses 
Operating expenses 

Total expenses 

Net income from operations before provision for

$6, 289, 777
890, 119

87. 6
12. 4

$5, 062, 891
779, 671

86. 7
13.3

7, 179, 896 100. 0 5, 842, 562 100. 0

3, 028, 395
2, 641,221

42. 2
36. 8

2, 524, 985
2, 076, 383

43. 2
35. 5

5, 669, 616 79. 0 4, 601,368 78. 7

losses and income taxes 1, 510,280 21.0 1, 241, 194 21.3

Provision for losses on loans and investments 3, 075, 880 43.0 2,440, 550 41.8
Provision for income taxes 178,628 2.3 157,612 2.7

Total 3,254,508 45.3 2,598,162 44.5

Net income (loss) from operations (1,744,228) (24.3) (1,356,968) (23.2)

Realized gain (loss) on investments 834, 993  786, 328  
Less: provision for income taxes 29,062  25,082  

Net realized gain (loss) 805,931  761,246  

Combined net income (loss) from operations and
realized gain (loss) (938,297)  (595,722)  

Net return on invested capital (2.3)  (1.8)
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Small business investment companies having statutory capital and surplus of
$325,000 to $1,000,000—Condensed financial statements as of Mar. 31, 1966

CONDENSED STATEMENT OF FINANCIAL CONDITION

243 reporting of 260
licensed companies

210 companies licensed
for 3 years or more as

of Mar. 31, 1966

Amount Percent Amount Percent

ASSETS

Cash and U.S. Government obligations $33,848,170 17.6 $29,714,950 17. 7

Loans to small businesses (sec. 305) 91, 375, 293 47.4 80, 558,893 48. 0
Equity securities of SBC's (sec. 304) :

Debt securities of SBC's 46,312,984 24. 0 38, 643, 449 23. 0
SBC capital stocks and stock rights for which separate
costs have been determined 13, 042, 244 6.8 11, 412, 199 6.8

Gross loans and investments 150, 730, 521 78.2 130,614, 541 77.8
Less: Allowances for losses 10,795,611 5.6 9,884,212 5.9

Net loans and investments 139,934,910 72.6 120, 730, 329 71.9
All other assets 18,939,306 9.8 17,386,546 10. 4

Total assets 192,722,386 100.0 167,831,825 100.0

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 63, 863, 120 33. 1 54, 569, 620 32.5
Funds borrowed from SBA (sec. 303) 39, 584, 498 20. 5 35, 737, 998 21.3
Funds borrowed from other than SBA  11, 568, 820 6.0 10, 555, 083 6.3

All other liabilities 6,858,228 3.6 5,930, 163 3. 5

Total liabilities 121,874, 666 63. 2 106, 792, 864 63. 6

Capital stock and paid-in surplus 80, 253, 666 41.6 69, 549, 010 41. 5
Retained earnings (deficit) (9, 405, 946) (4.8) (8,510,049) (5.1)

Total capital stock and surplus 70, 847, 720 36.8 61, 038, 961 36. 4

Total liabilities capital stock and surplus 192,722,386 100. 0 167,831,825 100.0

Unrealized appreciation of investments_  12,001, 113  11,578,262  

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED
MAR. 31, 196

INCOME

Income from loans and investments $13, 200, 476 90. 5 $11, 633, 650 90. 6
Other income 1, 383, 363 9. 5 1, 200, 806 9.4

Total gross income 14, 583, 839 100. 0 12, 834, 456 100. 0

EXPENSE

Interest and other financial expenses 5, 492, 434 37. 7 4, 874, 325 38. 0
Operating expenses 5, 209, 281 35. 7 4, 535, 951 35. 3

Total expenses 10, 701, 715 73. 4 9, 410, 276 73. 3

Net income from operations before provision for losses
and income taxes 3,882, 124 26. 6 3,424, 180 26. 7

Provision for losses-on loans and investments 5, 179,971 35. 5 4, 583,073 35. 7
Provision for income taxes 358,320 2. 5 350,246 2. 7

Total 5, 538,291 38. 0 4, 933, 319 38.4

Net income (loss) from operations (1, 656, 167) (11.4) (1, 509, 139) (11.7)

Realized gain (loss) on investments 2, 209, 251  2, 191,916  
Less: Provision for income taxes  278,248  302, 582  

Net realized gain (loss) 1, 930, 963  1, 889, 334  

Combined net income (loss) from operations and
realized gain (loss) _ 274,796  380, 195  

Net return on invested capital. .3  .5
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Small business investment companies having statutory capital and surplus of $1,000-
000 to $5,000,000—Condensed financial statements as of Mar. 31, 1966

CONDENSED STATEMENT OF FINANCIAL CONDITION

69 reporting of 71
licensed companies

60 companies licensed
for 3 years or more
as of Mar. 31, 1966

Amount Percent Amount Percent

ASSETS

Cash and U.S. Government obligations $28,187,278 15. 7 $25,838,732 15. 6

Loans to small businesses (sec. 305) _ 67,455,684 37.6 58,448,946 35.3
Equity securities of SBC's (sec. 304):

Debt securities of SB C's 55,771,500 31.1 54,357,842 32.8
SB C capital stocks and stock rights for which separate
costs have been determined 22,178,152 12.4 21,278,429 12.8

Gross loans and investments 145,405,336 81. 1 134, 085, 217 80. 9
Less: allowances for losses 12,618,110 7.0 11, 884, 511 7.2

Net loans and investments 132, 787,226 74. 1 122, 200, 706 73.7
All other assets 18, 289,861 10. 2 17, 694, 652 10. 7

Total assets 179, 264,365 100.0 165, 734, 090 100. 0

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 33,485, 500 18. 7 29, 644, 500 17.9
Funds borrowed from SBA (sec. 303) 29, 101, 596 16. 2 26, 176, 596 15.8
Funds borrowed from other than SBA 18, 982, 562 10. 6 18, 277, 562 11. 0

All other liabilities 5, 393, 637 3.0 5, 129, 759 3. 1

Total liabilities 86, 963, 295 48. 5 79,228,417 47. 8

Capital stock and paid-in surplus 103, 297, 009 57. 6 97, 213, 195 58. 7
Retained earnings (deficit) (10, 995, 939) (6.1) (10, 707, 522) (6.5)

Total capital stock and surplus _  92, 301, 070 51. 5 86,505,673 52. 2

Total liabilities, capital stock, and surplus_ 179, 264, 365 100.0 165, 734,090 100. 0

Unrealized appre,ciatior of investments 15,888, 595  15,428,803  

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED
MAR. 31, 196

INCOME

Income from loans and investments 
Other income 

Total gross income 

EXPENSE

Interest and other financial expenses 
Operating expenses 

$11, 021, 808
1, 298, 891

89. 5
10. 5

$10, 261,359
1, 250, 967

89. 1
10. 9

12. 320. 699 100.0 11, 512, 326 100.0

3, 848, 171
4, 267, 230

31.3
34.6

3, 549,929
4, 114,719

30. 8
35.8

Total expenses 8,115,401 65.9 7,664,648 66.6

Net Income from operations before provision for
losses and income taxes 4,205,298 34.1 3,847,678 33.4

Provision for losses on loans and investments 4, 196,288 34.0 3, 708,008 32.1
Provision for income taxes 43,727 .4 29,082 .3

Total 4,240, 015 34.4 3, 737,990 32.4

Net income (loss) from operations (34, 717) (.3) 109,688 1.0

Realized gain (loss) on investments 5,198,249  5,131,945  
Less provision for income taxes 578,862  559,513  

Net realized gain (loss) 4, 619,387  4. 572, 432  

Combined net income (loss) from operations and
realized gain (loss) 4,584,670  4,682,120  

Net return on invested capital 4.4  4.8
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Small business investment companies having statutory capital and surplus of
$5,000,000 or more—condensed financial statements as of Mar. 31, 1966

CONDENSED STATEMENT OF FINANCIAL CONDITION

19 reporting of 20
licensed companies

19 companies licensed
for 3 years or more
as of Mar. 31, 1966

Amount Percent Amount Percent

ASSETS

Cash and U.S. Government obligations 

Loans to small businesses (sec. 305) 
Equity securities of SB C's (sec. 304):

Debt securities of SB C's 
SBC capital stocks and stock rights for which separate
costs have been determined 

Gross loans and investments 
Less: Allowances for losses 

Net loans and investments
All other assets 

Total assets  

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 
Funds borrowed from SBA (sec. 303) 
Funds borrowed from other than SBA 

All other liabilities 

Total liabilities 

Capital stock and paid-in surplus 
Retained earnings (deficit) 

Total capital stock and surplus 

Total liabilities, capital stock, and surplus 

Unrealized appreciation of investments 

$60, 103,743

67,787,518

66,664,899

51,645,626

25. 1

28.3

27.8

21.5

186, 098, 043
17, 501, 107

168, 596, 936
11,095, 661

239,796,340

2,300, 000
6, 650, 000

26, 821, 423
3,793, 074

39, 564,497

209,186,716
(8,954,873)

77. 6
7.3

$60, 103,743

67,787,518

66,664,899

51,645,626

186, 098,043
17,501, 107

70.3
4. 6

168, 596,936
11, 095, 661

100.0 239,796,340

25. 1

28.3

27.8

21.5

77.6
7.3

70.3
4. 6

100.0

1.0
2.8
11.3
1.4

2,300, 000
6, 650, 000

26, 821, 423
3,793, 074

1.0
2.8
11.3
1.4

16. 5 39, 564,497 16. 5

87. 2 209, 186,716 87. 2
(3.7) (8, 954, 873) (3. 7)

200, 231, 843 83. 5 200, 231,843 83. 5

239,796,340

47,372,493

100. 0 239, 796, 340 100. 0

47,372,493

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED
MAR. 31, 1966

INCOME

Income from loans and investments 
Other income 

Total gross income 

EXPENSE

Interest and other financial expenses 
Operating expenses 

$10, 187,031
2, 495, 701

80.3
19.7

$10, 187,031
2, 495, 701

80.3
91.7

12,682,732 100. 0 12, 682, 732 100. 0

1, 495, 022
5, 712, 447

11.8
45.0

1, 495, 022
5, 712, 447

11.8
45.0

Total expenses 7,207,469 56.8 7,207,469 56.8

Net income from operations before provision for losses
and income. taxes 5,475,263 43.2 5,475,263 43.2

Provision for losses on loans and investments 3, 749, 255 29. 6 3, 749, 255 29. 6
Provision for income taxes 226,692 1.8 226,692 1.8

Total 3,975,947 31.4 3,975,947 31.4

Net income (loss) from operations 1,499,316 11.8 1,499,316 11.8

Realized gain (loss) on investments 6, 308, 966  6, 308, 966  
Less: Provision for income taxes 993,817  993,817  

Net realized gain (loss) 5,315,149  5,315,149  

Combined net income (loss) from operations and
realized gain (loss) 6,814, 465  6,814, 465  

Net return on invested capital 3.3  3.3
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Selected small business investment companies 1 licensed for 3 years or more—
Condensed financial statements as of Mar. 31, 1966

CONDENSED STATEMENT OF FINANCIAL CONDITION

57 selected companies
having statutory

capital and surplus
of not more than

$325,000

54 selected companies
having statutory
capital and surpus

of $325,000 to
$1,000,000

Amount Percent Amount Percent

13. 9

ASSETS

Cash and U.S. Government obligations 

Loans to small businesses (sec. 305) 
Equity securities of SBC's (sec. 304):

Debt securities of SBC's 

$6, 084, 586 25.9 $6,722,217

13,533,670

2,158,572

57. 5

9.2

27,657,295

7,825,609

57.4

16.2
S13 C capital stocks and stock rights for which separate
costs have been determined 948,929 4.0 1,864,264 3. 9

Gross loans and investments 16, 641, 171 70. 7 37, 347, 168 77. 5
Less: Allowances for losses 1, 422, 021 6.0 2, 050, 674 4. 2

Net loans and investments 15,219,150 64. 7 35,296,494 73.3
All other assets 2,228,370 9.4 6,187,707 12. 8

Total assets 23,532,106 100. 0 48,206,418 100.0

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 8, 081, 850 34. 3 14, 176, 193 29.4
Funds borrowed from SBA (sec. 303) 3, 600, 000 15.3 9, 044, 437 18. 8
Funds borrowed. from other than SBA. 1, 233, 727 5. 3 3, 871, 712 8.0

All other liabilities 1, 092, 529 4. 6 2, 796, 614 5.8

Total liabilities 14, 008, 106 59. 5 29, 888, 956 62. 0

Capital stock and paid-in surplus 9, 027, 996 38. 4 17,562,594 36.4
Retained earnings (deficit)  496, 004 2. 1 754,868 1.6

Total capital stock and surplus 9, 524, 000 40. 5 18,317,462 38.0

Total liabilities, capital stock, and surplus 23,532,106 100. 0 48,206,418 100. 0

Unrealized appreciation of investments 1,085, 152  1, 004, 426  

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED
MAR. 31, 1966

INCOME

Income from loans and investments 
Other income 

Total gross income 

EXPENSE

Interest and other financial expenses 
Operating expenses _ 

Tot al expenses 

Net income from operqtions before provision for losses

$1,771,822
213,570

89. 2
10.8

$4, 040,618
256,633

94.0
6.0

1,985,392 100. 0 4, 297, 251 100.0

661,904
491,044

33.4
24. 7

1, 403, 111
1, 060, 182

32.6
24.7

1,152,948 58. 1 2,463, 293 57. 3

and income taxes 832,444 41.9 1,833,958 42.7

Provision for losses on loans and investments 236,361 11.9 545,594 12.7
Provision for income taxes 120, 524 6.0 268,254 6.3

Total 356,885 17.9 813,848 19.0

Net income (loss) from operations 475,559 24.0 1, 020, 110 23.7

Realized gain (loss) on investments _ 287,734  670, 531  
Less: Provision for income taxes 14,574  113,993  

Net realized gain (loss) 273,160  556,538  

Combined net income (loss) from operations and
realized gain (loss) 748,719  1,576,648  

Net:retum on invested capital 8.3  9.0

See footnote at end of table, p. 67.
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Selected small business investment companies' licensed for 3 years or more—
Condensed financial statements as of Mar. 81, 1966—Continued

CONDENSED STATEMENT OF FINANCIAL CONDITION

67

16 selected companies
having statutory cap-
ital and surplus of

$1,000,000 to $5,000,000

5 selected companies
having statutory cap

tal and surplus of
$5,000,000 or more

Amount Per-
cent

Amount Per-
cent

ASSETS

Cash and U.S. Government obligations $6, 273,402 13. 7 $18, 620, 555 25.5

Loans to small businesses (sec. 305)  21, 967, 646 47.9 25, 739,817 35.2
Equity securities of SB C's (sec. 304):

Debt securities of SBC's 11,386, 273 24.8 22, 086, 661 30. 2
SB C capital stocks and stock rights for which separate

costs have been determined 4, 870, 476 10.6 6, 485,878 8.9

Gross loans and investments 38, 224,395 83.3 54, 312, 356 74.3
Less: Allowances for losses 2,529, 236 5.5 2, 812, 599 3.8

Net loans and investments 35,695,159 77.8 51,499,757 70. 5
All other assets 3,868,465 8.5 2,935,242 4.0

Total assets 45,837, 026 100. 0 73,055, 554 100.0

LIABILITIES, CAPITAL STOCK, AND SURPLUS

Borrowings:
Subordinated debentures issued to SBA (sec. 302) 8,885,500 19.4 1, 500, 000 2. 1
Funds borrowed from SBA (sec. 303) 7,322,596 16. 0 4, 000, 000 5. 5
Funds borrowed from other than SBA 7,488,600 16.3 16, 931, 044 23. 2

All other liabilities 1,155,881 2.6 1, 376, 855 1.8

Total liabilities 24,852,577 54.3 23,807,899 32. 6

Capital stock and paid-in surplus 19,041, 610 41.5 46, 222, 043 63.3
Retained earnings (deficit) 1, 942, 839 4. 2 3, 025, 612 4. 1

Total capital stock and surplus _ 20, 984, 449 45.7 49,247,655 67.4

Total liabilities, capital stock, and surplus 45, 837, 026 100.0 73,055, 554 100.0

Unrealized appreciation of investments  2, 272, 517  3,322,196  

CONDENSED STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED

MAR. 31, 1966

INCOME

Income from loans and investments $3, 479, 570 95. 6 $3, 971, 479 90. 7
Other income 160,217 4.4 410, 761 9.3

Total gross income 3, 639, 787 100.0 4,382,240 100.0

EXPENSE

Interest and other financial expenses 1, 089, 453 30. 0 535,396 12.2
Operating expenses  1,119,144 30. 7 1,402,283 32. 0

Total expenses 2,208,597 60. 7 1,937,679 44.2

Net income from operations before provision for losses
and income taxes 1,431,190 39.3 2,444,561 55.8

Provision for losses on loans and investments.. 709, 942 19. 5 885,411 20.2

Provision for income taxes 40, 037 1. 1 33,171 .8

Total 749,979 20. 6 918,582 21.0

Net income (loss) from operations 681,211 18. 7 1,525,979 34.8

Realized gain (loss) on investments 2, 429, 485  3,654,451  
Less: Provision for income taxes 372,385  935,252  

Net realized gain (loss) 2,057, 100  2,719,199  

Combined net income (loss) from operations and
realized gain (loss) 2,738,311  4,245,178  

Net return on invested capital it 4  9.2

1 Companies in the top quarter as to total return on invested capital for the year ended Mar. 31, 1966,

and which did not report losses for the year ended Mar. 31, 1965.
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[Memorandum No. 67-14]

SMALL BUSINESS ADMINISTRATION,
OFFICE OF THE ADMINISTRATOR,

Washington, D.C., February 20, 1967.
To All Licensed Small Business Investment Companies:

ACTIVITIES DATA REPORT FOR THE YEAR ENDED MARCH 31, 1966

Attached are statistical tabulations of activity data extracted from various
schedules included in the Financial Report, SBA Form 468, submitted by
Licensees as of March 31, 1966, and for the year ended that date.
The attached tables show information supplied by 606 reporting small business

investment companies concerning loan and equity financing of small business con-
cerns outstanding as of March 31, 1966, by (1) state, (2) nonmanufacturing
industry, (3) manufacturing industry, (4) stated rate of interest, and (5) actual
or potential ownership of voting stock of financed small business concerns.
In addition, the attached tables show loan and equity financing disbursements

to small business concerns by the 606 reporting companies, for the year ended
March 31, 1966, by (1) state, (2) non-manufacturing industry, (3) manufactur-
ing industry, (4) stated rate of interest, and (5) size of disbursement by size of
small business investment company.
The attached tabulations should assist you in keeping abreast of trends in

SBIC financings and may be helpful in comparing your financing operations with
those of the entire group of 606 reporting companies.

HOWARD GREENBERG,
Associate Administrator for Investment.

LICENSED SMALL BUSINESS INVESTMENT COMPANIES-606 REPORTING OF 700
LICENSED COMPANIES

Loan and equity financing outstanding balances as of Mar. 31 1966

BY STATE

Loans Debt securities Capital stock 1 Total financings 1

Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2

Alabama 33 $1,327,104 $872, 763 13 $248, 935 55 $2, 448, 802
Alaska 24 494,466 3 231, 000 7 148, 500 34 873, 966
Arizona 35 1,693,350 29 3, 704, 101 11 712, 253 75 6, 109, 704
Arkansas 5 181,542 2 280, 000 6 29, 356 13 490, 898
California 1,125 50, 545, 070 273 27, 602, 611 386 15, 320, 684 1,784 93, 468, 365
Colorado 66 7, 115, 792 45 3, 245, 186 43 1, 812, 379 154 12, 173, 357
Connecticut 528 12, 485, 341 34 1, 894, 791 45 4, 161, 375 607 18, 541, 507
Delaware 21 1, 323, 373 5 47, 094 2 29, 542 28 1, 400, 009
District of Columbia  54 2,131,405 10 607, 500 18 578, 396 82 3, 317, 301
Florida 308 9,724,546 80 5, 672, 048 94 5, 695, 049 482 21, 091, 643
Georgia 124 7,992,729 57 4, 458, 364 76 3, 048, 019 257 15, 499, 112
Hawaii 8 250,999 10 506, 710 2 100, 000 20 857, 709
Idaho 15 426,183 14 744, 000 6 97, 740 35 1, 267, 923
Illinois 85 5,086,492 93 9, 791, 617 55 2, 057, 330 233 16, 935, 439
Indiana 34 1,068,142 30 4, 167, 958 42 1, 348, 152 106 6, 584, 252
Iowa 49 1,640,449 23 866, 678 22 238,811 94 2, 745, 938
Kansas 50 1,953,325 30 1, 255, 870 23 273, 080 103 3, 482, 275
Kentucky 5 553,503 8 1, 710, 653 3 211, 000 16 2, 475, 156
Louisiana _ 168 5,084,930 13 1, 261, 895 29 642, 142 210 6, 988, 967
Maine 7 127,095 4 960, 000 2 146, 50 13 1, 101, 745
Maryland 57 1, 707, 738 29 2, 270, 564 32 1, 315, 149 118 5, 293i 451
Massachusetts 492 13, 218, 640 64 5,622, 937 107 6, 466, 096 663 25,307, 673
Michigan 29 1, 622,236 25 2, 021, 854 18 745, 989 72 4,390, 079
Minnesota 68 2,248, 097 51 6, 437, 311 39 1, 717, 038 158 10, 402, 446
Mississippi 72 2, 193, 978 7 138, 000 8 49, 008 87 2, 380, 986
Missouri 67 3,452,221 27 2, 529, 980 34 569, 363 128 6, 551, 564
Montana 26 767,887 4 147,762  30 915,649
Nebraska 13 223,362 34 2,268,325 13 141,030 60 2, 632, 717
Nevada 16 638,686 3 80,000 4 42,501 23 761, 187
New Hampshire 6 207,963 549,093 12 385,643 26 1, 142, 699
New Jersey 228 11,711, 055 93 10,265,489 82 3,678,800 403 25, 655, 344
New Mexico 19 726,652 33 2,334,692 9 64,886 61 3, 126, 230
New York 892 39,814,209 318 24,183,268 317 12,938,474 1,527 76, 935, 951
North Carolina 191 5,813,202 33 1,960,416 41 1,148,779 265 8, 922, 397
North Dakota 3 73,864 4 332.800 1 37,500 8 444, 164
Ohio 50 8,204,340 64 7,052,927 66 7,123,346 180 22, 380, 613

See footnote at end of table, p. 70.
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LICENSED SMALL BUSINESS INVESTMENT COMPANIES-606 REPORTING OF 700
LICENSED COMPANIES-Continued

Loan and equity financing outstanding balances as of Mar. 31, /966-Continued

BY STATE

Loans Debt securities Capital stock 1 Total financing 1

Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2

Oklahoma 230 $5, 981, 939 83 $3, 133, 971 64 $1, 534,350 377 $10, 650,260
Oregon 51 1, 651, 733 31 1,702, 037 29 618,346 111 3, 972, 116
Pennsylvania 258 8, 834, 729 84 5, 879, 348 63 4, 417, 513 405 19, 131, 590
Rhode Island 50 4, 856, 071 4 650,495 12 2, 207, 156 66 7,713. 722
South Carolina 154 3, 578, 480 6 869, 050 13 209, 190 173 4, 656, 720

South Dakota 3 50, 454 1 350, 000  4 400, 454

Tennessee 43 2, 764, 293 10 598, 812 9 289, 380 62 3, 652, 485

Texas 851 26, 533, 879 165 17, 484, 930 149 7, 052, 575 1,165 51, 071, 384

Utah 26 599, 968 11 543, 599 8 130, 370 45 1,273, 937

Vermont 1 30, 000 5 470, 950 1 5, 000 7 505, 950

Virginia 259 12, 669, 830 63 3, 212, 996 8 1 1,905, 582 403 17, 788, 408

Washington 72 3, 192, 653 30 1, 425, 958 7 143, 805 119 4, 762, 416

West Virginia 2 68, 000 4 62, 442 2 22, 110 8 152, 552

Wisconsin 50 1, 897, 912 44 3, 676, 859 39 1, 492, 631 133 7, 067, 402

Wyoming 5 20, 500 1 170,833 2 20, 001 8 211,334

Guam 17 314, 585  17 314,585

Puerto Rico 26 667, 780 20 1,262,673 1 8 95,900 64 2, 026, 353

Virgin Islands 7 1, 709, 586  5 135,450 12 1, 845, 036

Total 7, 078 279,252,358 2, 131 179,571,210 2, 180 93, 470,354 11,389 552,293,922

BY INDUSTRY

NONMANUFACTURING
INDUSTRIES

Agricultural services _ 16 $318,328 5 $258,445 3 $47,728 24 $624, 500
Forestry 1 10, 725 75,336  2 86,061

Fisheries 10 221,258  10 221,258

Metal mining 3 178,800 4,000 4 182,800

Anthracite mining  2 85,000  20,000 3 105,000

Bituminous coal and lignite
mining 1 59, 593  1 59,593

Petroleum and natural gas
(extracting, etc.) 127 5, 907, 795 36 2, 152, 431 28 247, 461 191 8,307, 687

Mining and quarrying, non-
metallic minerals 15 2, 675, 231 3 541,599 8 501,106 26 3, 717, 936

Building construction-General
contractors 537 16, 461, 364 63 4, 358, 006 63 3, 116,296 663 23,935, 666

Other construction-General
contractors 80 2, 880, 902 9 271,240 10 365, 745 99 3, 517,887

Construction-Special trade
contractors 128 3, 020, 739 24 1, 533, 617 13 197, 505 165 4, 751,861

Railroad transportation 7 2, 659, 235 4 170,161 5 230, 593 16 3, 059, 989

Local and suburban passenger
transportation 40 1, 119, 542 10 310, 703 17 14,100 67 1, 444, 345

Motor freight transportation
and warehousing 51 1, 903, 849 17 976, 513 8 392, 188 76 3,272, 550

Water transportation 28 733,842 7 136,114 3 10, 080 38 880,036

Air transportation 16 737,986 13 1, 464,820 17 123, 614 46 2, 326, 420

Pipeline transportation 7 1, 532, 817 2 54,404 4 7, 650 13 1, 594, 871

Transportation services  14 501,609 6 93,753 5 117, 011 25 712,373

Communications 103 12,859, 024 47 6, 007, 268 58 3, 201, 690 208 22, 067, 982

Electric, gas, and sanitary serv-
ices 51 1,790, 079 6 782, 804 23 3, 301, 353 80 5, 874, 236

Retail trade:
Building materials, hard-
ware, and farm equipment_ 150 3,397, 105 24 2,266,584 19 311,871 193 5,975, 560

General merchandise 146 2, 931, 410 34 3,441,567 15 1,677,920 195 8, 050,897

Food 572 9, 569,459 19 1,099,811 18 362,687 609 11, 031, 957

Automotive dealers and fill-
ing stations 

Apparel and accessories 
120
49

3, 357, 130
1, 326, 935

15
10

758,503
1,272,414

24
9

456, 710
82, 667

159
68

4, 572, 343
2, 682, 016

Furniture, home furnishings,
and equipment 

Eating and drinking places 
60
214

1, 339, 130
7, 083, 295

18
44

969,855
2,925,494

9
24

160, 685
764,482

87
282

2, 469, 670
10, 773, 271

Miscellaneous retail stores_  159 3, 204, 549 24 851,960 31 970,543 214 5, 027, 052

Total, retail trade 1, 470 32, 209, 013 188 13,586,188 149 4,787,565 1, 807 50, 582,766

See footnote at end of table, p. 70.
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LICENSED SMALL BUSINESS INVESTMENT COMPANIES-606 REPORTING OF 700
LICENSED COMPANIES-Continued

Loan and eqwity financing outstanding balances as of Mar. 81, /966-Continued

BY INDUSTRY

Wholesale trade 
Security and commodity brok-

ers, dealers, etc 
Insurance carriers 
Insurance agents, brokers, and

services 
Real estate 
Combinations-real estate, in-
surance, law offices 

Hotels, motels, camps and other
lodging places 

Personal services 
Miscellaneous business services_ _
Automobile repair, rental, and
storage 

Miscellaneous repair services_ _ _ _
Motion pictures 
Amusement and recreation
services  

Medical and other health serv-
ices 

Legal services  
Educational services  
Museums, art galleries, botani-
cal and zoological gardens 

Miscellaneous services 
Unclassified 

Total nonmanufacturing_ _

MANUFACTURING INDUSTRIES

Ordnance and accessories 
Food and kindred products 
Textile mill products 
Apparel and other finished
products made from fabrics
and similar materials 

Lumber and wood products,
except furniture 

Furniture and fixtures 
Paper and allied products  
Printing, publishing, and allied
industries  

Chemicals and allied products__ _
Petroleum refining and
related industries 

Rubber and miscellaneous
plastic products  

Leather and leather products___
Stone, clay, and glass products_ _
Primary metal industries 
Fabricated metal products,
except machinery  

Machinery, except electrical 
Electrical machinery, equip-
ment and supplies 

Transportation equipment _ 
Professional, scientific, etc.,
equipment 

Miscellaneous manufacturing
industries  

Total manufacturing 

Total, all industries 

Loans Debt securities Capital stock 1 Total financing I

Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2 Num-
ber

Amount 2

263 39, 158,839 106 $9, 187, 070 81 $3, 160, 579 450 $21, 506,488

4 157, 475 1 60,000 5 217, 475
5 140, 601 2 54, 157 21 2, 158, 600 28 2, 353, 358

55 1, 045, 648 6 366, 537 13 1, 939, 408 74 3, 351, 593
1,934 87, 445, 817 334 26, 276, 450 536 8, 086,437 2,804 121, 808, 704

32 1,966, 108 1 60,000 1 450, 000 34 2,476, 108

260 10, 596, 148 74 5, 245, 334 42 896,948 376 16, 738, 430
115 1,886, 200 6 179, 736 7 168,399 128 2, 234, 335
145 6, 141, 735 107 7,722, 123 94 2,836, 165 346 16, 700, 023

84 2, 312,035 28 1, 148, 232 16 492, 196 128 3, 952, 463
13 283,007 9 472,350 4 169,801 26 925, 158
28 587, 169 18 1, 268, 293 11 221, 255 57 2, 076, 717

186 6, 886, 632 53 4, 954,012 36 1, 202, 485 275 13,043, 129

232 10,085, 994 78 4, 938, 155 79 1, 919,902 389 16, 944,051
6 82, 857 6 82, 857
19 734,036 4 65,000 7 72,766 30 871,802

4 97,950 1 24, 950 3 130,000 8 252,900
91 2, 111,211 43 3, 212, 915 22 651, 660 156 5,975, 786
38 1, 491, 868 18 2, 562, 989 22 1, 474, 489 78 5, 529, 346

6, 218 230, 899, 261 1, 333 100, 750, 505 1, 411 42, 716, 775 8, 962 374, 366, 541

3 63,676 3 207,000 1 29, 589 7 300, 265
74 3, 020,454 58 5, 730, 946 53 1,753, 848 185 10,505, 248
17 547, 552 8 500, 773 7 502,500 32 1, 550, 825

22 419,402 11 1, 228, 494 4 38,751 37 1, 686, 647

28 995,208 11 1, 836, 495 14 190,181 53 3, 021, 884
30 755,009 21 1, 290,297 15 494,082 66 2, 539,388
24 2, 087, 079 7 436,056 11 535,401 42 3,058, 536

60 2, 009,042 60 3, 652,379 33 1, 183, 134 153 6,844, 555
53 2,280, 355 47 3, 860, 781 41 971,637 141 7, 112, 773

13 635,156 1 39,000 7 169, 696 21 843,852

24 2, 645, 564 42 2, 272, 960 28 3,866, 207 94 8, 784, 731
27 1,671, 246 17 1, 422, 555 4 43,356 48 3, 137, 157
22 712, 264 14 1, 008, 456 17 907,341 53 2, 628, 061
21 832,285 11 1, 890, 587 12 1, 218, 009 44 3, 940, 881

92 7, 707, 397 78 10, 160, 765 67 4, 834, 785 237 22, 702, 947
71 3, 024, 835 91 12, 676, 571 96 6, 056, 922 258 21, 758, 328

137 11, 047, 245 148 14, 650, 454 182 15, 390, 693 467 41, 088, 392
31 1, 961, 025 35 2, 680, 788 27 841,270 93 5, 483, 083

46 2, 472, 947 68 7, 083, 567 97 9, 359, 179 211 18, 915, 693
12, 024, 135

65 3, 465, 356 67 6,191, 781 53 2, 366, 998 185

860 48, 353, 097 798 78, 820, 705 769 50, 753, 579 2,427177, 927, 381

7,078 279, 252, 358 2,131 179, 571, 210 2, 180 93, 470, 35411,389 552, 293, 922

1 Includes warrants, options, and other stock rights or which separate costs have been determined.2 Loan and debt security amounts reflect outstanding unpaid balances of net funds advanced; capital
stock amounts reflect cost.
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Loan and debt security financing, outstanding balances as of Mar. 31, 1966, by
stated rate of interest

Stated rate of interest

Loans Debt securities Total loans and debt
securities

Number Amount 1 Number Amount 1 Number Amount 1

Under 6 percent 276 $10, 268,993 56 $4, 088,007 332 $14, 357,000
6.0 to 6.9 percent 1, 051 45, 575, 025 422 53, 128, 565 1,473 98,703, 590
7.0 to 7.9 percent 797 39, 698,334 493 52,054, 856 1,290 91,753, 190

8.0 to 8.9 percent 1,351 65, 555,317 633 42, 260, 012 1,984 107, 815,329

9.0 to 9.9 percent 175 7, 939, 849 72 4, 940, 423 247 12, 880,272

10.0 to 10.9 percent 1,386 50, 231, 754 269 15, 367, 975 1, 655 65, 599, 729

11.0 to 11.9 percent 70 3, 320, 365 17 1,057, 535 87 4, 377, 900

12.0 to 12.9 percent 1,289 36, 581, 833 96 3, 791, 650 1,385 40, 373, 483

13.0 to 13.9 percent 121 4, 471, 272 12 516, 667 133 4, 987, 939

14.0 to 14.9 percent 77 2, 102, 717 1 48,000 78 2, 150, 717

15.0 percent 485 13, 506, 899 60 2,317, 520 545 15, 824,419

Total 7,078 279, 252,358 2, 131 179, 571, 210 9,209 458, 823, 568

Stated rate of interest of
median amount 1 (percent) _  8. 0-8.9  7. 0-7.9  8.0-8. 9

1 Loan and debt security amounts reflect outstanding unpaid balance of net funds advanced.

Number of debt security and capital stock financing outstanding balances as of Mar.
31, 1966, by actual or potential ownership of voting stock of financed small business
concerns

Number of financing transactions

Percent of related ownership of voting stock Potential
ownership
from debt
securities

held

Actual or
potential
ownership
from capital
stock held 1

Under 10 percent 832 1,173
10 to 19.9 percent 278 181
20 to 29.9 percent  357 179
30 to 39.9 percent 203 115
40 to 49.9 percent 191 190
Exactly 50 percent 171 208
50. 1 to 59.9 percent 19 18
60 to 69.9 percent 16 24
70 to 79.9 percent 16 18
80 percent and over  48 74

Total 2,131 2,180

Total actual
or potential
ownership of
voting stock 1

Percent
actual or
potential

ownership of
voting stock
to total 1

2,005
459
536
318
381
379
37
40
34
122

46. 5
10.7
12.4
7.4
8.8
8.8
.9
.9
.8
2.8

4,311 100.0

I Includes warrants, options, and other stock rights for which separate costs have been determined.
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Loan and equity financing disbursements for the year ended Mar. 81, 1966
BY STATE 1

Loans Debt securities Capital stock 1 Total financing 2

Num-
ber

Amount' Num-
ber

Amot1nt 2 Num-
ber

Amount 2 Num-
ber

Amount 3

Alabama 14 $558, 289 3 $384, 333 6 $62, 687 23 $1, 005,309Alaska 1 60, 000  3 64,500 4 124, 500Arizona 12 494,373 10 986, 592 7 114, 180 29 1, 595, 145Arkansas 3 76,000 1 250, 000 2 8, 500 6 334, 500California 555 19, 962,037 104 9, 509, 235 155 9, 448, 689 814 38, 919, 961Colorado 39 4,950, 674 15 1,099, 250 23 1,237, 500 77 7, 287, 424Connecticut 267 7, 978, 982 8 380, 599 22 1, 002, 982 297 9, 362, 563Delaware 13 649, 661  13 649, 661District of Columbia_ 27 1, 144, 300 4 310, 000 8 171, 400 39 1,625, 700Florida 154 4, 388, 642 25 3, 181,919 37 3, 782,335 216 11, 852,896Georgia 93 4, 159, 204 18 1, 696,412 41 408, 936 152 6, 264,552Hawaii 3 92, 500 3 42, 710 6 135,210Idaho 4 46,374 7 400, 000 1 1 12 446, 375Illinois 53 2, 870, 064 21 2, 112, 010 32 743, 062 106 5, 725, 136Indiana 13 290,910 11 941, 000 16 606, 609 40 1,838, 519Iowa 26 1, 170,680 4 321, 440 13 93, 093 43 1, 585,213Kansas 26 500, 026 5 227,688 4 106,000 35 833, 714Kentucky 2 435, 900 4 347, 203 1 1,000 7 784, 103Louisiana_ 55 2, 358, 942 7 533,085 12 265,482 74 3, 157, 509gaihe 2 40,000 4 960,000  6 1,000, 000Waryland 37 903, 952 12 430,000 3 160,230 52 1, 494,202VIassachusetts 237 7, 567, 056 14 1, 089,943 32 2, 263, 495 283 10,920, 494Nlichigan 19 397, 290 5 61,700 6 133, 447 30 592,437Vfinnesota 36 1, 264, 302 20 1,906, 229 15 626, 588 71 3, 797, 119WisSissippi 25 916, 927  3 31, 800 28 948,727VIissouri 34 996,411 2 246,600 8 113, 674 44 1, 356, 685VIontana 25 867, 423 1 25, 000  26 892, 423gebraska  6 161,896 5 175, 300 1 10 12 387.206gevada 4 98, 250 1 20, 000 1 1 6 118,251gew Hampshire_ 2 82, 000 1 10,830 4 56,429 7 149,259gew Jersey 121 4, 694, 256 23 1, 711, 389 28 846, 100 163 7, 251, 745Vew Mexico 13 675,949 21 1, 248, 934 7 67, 885 41 1, 992, 768Jew York 447 17,876, 239 131 6,802, 232 114 6,856, 845 692 31, 535,316Vorth Carolina 81 2, 619, 128 11 578,868 13 587, 462 105 3, 785,458gorth Dakota 2 54,400 4 332,800 6 387,2003bio 31 5, 300, 853 18 1, 077, 062 31 1, 890, 909 80 8, 268, 8243klahoma 67 1, 465, 641 35 1, 312, 520 24 875, 561 126 3, 653, 8223regon 19 788,750 14 273,940 23 745,884 56 1,808, 574Pennsylvania 112 4, 613, 444 44 2,744, 553 26 471,686 182 7, 829, 683Rhode Island 33 1, 360, 525 2 225,000 3 82,850 38 1,668, 3753outh Carolina 65 1,867, 508 1 3,579 6 31, 830 72 1, 892, 9173outh Dakota , 1 20,000  1 20,000Fennessee 18 1, 103,958 3 209,909 7 227,321 28 1, 541, 188Fexas 311 9,773, 781 51 3,951, 587 65 3, 697,762 427 17, 423, 130Utah 15 257,060 8 85, 398 2 501 25 342,959J'ermont 2 115,000  2 115,000Jirginia 168 8, 102, 249 24 1,475, 585 53 871, 706 245 10, 449, 540Arashington 15 771, 115 5 152, 506 3 25, 250 23 948,871West Virginia . 1 7,442 1 7,442Visconsin 18 510, 584 17 1, 599,779 16 385, 069 51 2, 495, 4327iryoming 2 19,000 2 19,0003uam 9 184,500  9 184, 500Puerto Rico 3 133, 300 16 996, 400 2 54, 000 21 1, 183, 700Tirgin Islands 5 1, 689,000  1 6,875 6 1,695,875

Total 3,334 129,354,305 746 52,553,661 880 39,228,1464,9602 21,136,112

1 Loan and debt security amounts reflect the principal amount of related financingInstruments, including any discount, fees, or other charges; capital stock amounts reflectcost.
2 Includes warrants, options, and other stock rights for which separate costs have beendetermined.
8 Represents disbursements for the 6 months ended Sept. 30, 1965, for 637 reporting of708 licensed companies combined with disbursements for the 6 months ended Mar. 31, 1966,for 606 reporting of 700 licensed companies.
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EXHIBIT B

ADMINISTRATIVE AND REGULATORY ACTIONS

The following important improvements have been made by SBA in the lastyear in the SBIC program.
Emaminations and Audits
There had been an information gap with respect to the current status of alarge number of companies. SBA had insufficient information upon which to baseappropriate actions. To correct this deficiency:
(1) The audit and examination responsibility was transferred from the In-vestment Division to the Assistant Administrator for Administration, who re-ports directly to the Administrator.
(2) A comprehensive, in-depth examination program was undertaken to ex-amine all 434 companies which had not been recently examined. This was com-pleted within 120 days.
(3) A study was undertaken to establish a uniform and consistent methodto estimate probable losses to the Government on its loans to SBICs. The studywas completed and appropriate loss reserves have been established on a realisticbasis, taking into account Government funds in jeopardy and assets available.from the SBICs. Reserves on December 31, 1966 totaled $50,571,607.

Actions Against Violations
Based upon the examinations, SBA has instituted regulatory action againstcompanies which are in violation of SBA regulations. Within the last ten months,through April 30, 1967:
(1) 62 investigations have been ordered,
(2) 135 requests for legal action were instituted within SBA,
(3) 38 orders to show cause have been filed, commencing administrative pro-ceedings against SBICs, and
(4) 63 cases referred to the Department of Justice.
This compares to a total of 63 legal actions commenced during the first eightyears of the program, of which 35 were judicial and 28 were administrative.These enforcement actions are designed to remove undesirable elements fromthe program wherever it appears that the SBIC is not willing or able to correctits regulatory deficiencies. It should be noted that most of the court actions als&involve suits to recover funds loaned to the company by SBA; and 31 SBICs nowin receivership SBA has been appointed receiver in 15 cases. SBA is enlisting theservices of retired bankers to act for it in such receivership cases.

GUIDELINES AND REGULATIONS

(1) SBA has issued guidelines to the SBICs to aid them in making a thoroughanalysis of loan and investment applications to them from small concerns. Thisaction accords with a recommendation made by the General Accounting Office.(2) Guides have also been issued for SBICs applying for new SBA financing,or extensions and renewals of maturing loans; and the SBIC is required tosubmit an "Investment plan" to SBA when it applies for SBA loans of $250,000 ormore.
(3) A policy and procedural release was issued covering SBIC accounting forgains, and use of such gains in obtaining funds from SBA.
(4) Numerous improvements and clarifications in SBA regulations governingSBIOs have been made, including changes in such areas as SBIC license sur-render and voluntary capital decreases, commitments by the SBIC to smallconcerns, false filings, and non-performance under financing agreements. Regu-lations were also issued to implement the statutory changes which were made bythe Small Business Investment Act Amendments of 1966 to strengthen SBA reg-ulatory powers; and SBA is currently developing additional improvements in itsregulations.

LICENSING AND CHANGE OF CONTROL PROCEDURES
(1) License applications are given close scrutiny as to the proposal and theindividuals involved. An examination is required either within six months oflicensing or whenever Government funds are to be disbursed to the new company.All applicants for a new license must have a personal meeting with the AssociateAdministrator for Investment in Washington, for a comprehensive discussionof the duties and obligations of an SBIC.
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(2) SBA has also tightened its procedures on changes of company control.
They are given the same review as new licenses. Prior approval by SBA is re-
quired. Change of control without such approval may result in liability upon the
transferor for any loss suffered by SBA as a result of the transfer. This has
been made a contractual requirement in certain cases in connection with SBA
loans to SBICs.

OTHER ADMINISTRATIVE ACTIVITIES

(1) SBA is currently in the process of modernization and streamlining of its
accounting, statistical and reporting functions. A complete review of record
keeping, accounting and reporting actions has been undertaken and the stream-
lining of the system will be completed by June 30, 1967.
(2) The Investment Division has been reorganized on a team concept to as-

sure more prompt and efficient servicing of the SBIC program. This provides for
a clear distinction between operating and staff functions.
(3) SBA commitments to purchase subordinated debentures of SBIC's have

been eliminated. Commitments previously ran for a year, and even before dis-
bursement were considered part of the statutory capital of a licensee.
(4) A requirement has been instituted that SBIC's invest at least 75 percent

of their own funds in small concerns before they draw any SBA funds.
(5) Amortization requirements have been simplified on subordinated deben-

tures. These previously were on a complicated fractional payment basis, starting
in the 11th year, but leaving a 50-percent balloon payment due at maturity. Pay-
ments now are required at a rate of 10 percent a year, starting on the 11th anni-
versary of disbursement. This will result in orderly payment scheduling, with
only 10 percent due at final maturity.

(6), The interest rate on section 302 subordinated debentures has been raised
•to 51/2 percent, matching the 51/2-percent rate for section 303 borrowings.
(7) A single application form has been adopted for 302 and 303 loans.
(8) SBA has eliminated a restriction which had required certain larger

SBIC's to obtain 303 loans before applying for the purchase of debentures under
section 302.
(9) To level the workload of examination and the review and analysis of

financial reports, we are planning to stagger the fiscal year end reporting require-

ments. Examinations will be planned to take place approximately 6 months from

the date of the SBIC's audited financial report. Also, special examinations will

continue to be made as needed.
(10) SBA has developed for the benefit of the industry a digest of SBA ac-

tivity, including a record of administrative proceedings and court actions taken.

THE SMALL BUSINESS INVESTMENT ACT AMENDMENTS OF 1967

EXHIBIT C-1

Selected comparisons of existing and proposed legislation

[Dollar amounts in millions]

Private funds

Government funds available

Existing law Proposed legislation

Amount
Percent of
private
funds

Without equity features With equity features

Amount
Percent of
private
funds

Amount
Percent of
private
funds

$1 $1.55 155 $2.0 200 $2.0 200

$2 2.05 103 4.0 200 4.0 200

$3 2.55 85 6.0 200 6. 5 217

$4 3.05 76 7.5 1E8 9. 5 238

$5 3.55 71 7.5 150 10.0 200

$6 4.05 68 7. 5 125 10.0 167

$7 4.55 65 7.5 107 10.0 142

$8 4.70 59 7.5 94 10.0 125

$9 4.70 52 7. 5 83 10.0 111

$10 4.70 47 7. 5 75 10.0 100

$15 4.70 31 7.5 50 10.0 67

$20 4.70 4 7.5 38 10.0 50

$25 4.70 19 7.5 30 10.0 40
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EXHIBIT C-2

Private funds needed to obtain total of Government and private funds for
investment in small businesses

[Dollars in millions]

Total Government and private funds to invest
in small businesses

Existing law,
private funds

needed

Proposed legislation

Without equity
features, private
funds needed

With equity
features, private
funds needed

$2 0. 667 0.667 0. 667$3 1.300 1. 000 1.000
$4 1.967 1.333 1. 333
$5 2. 633 1.667 1. 667
$6 3.300 2. 000 2.000
$7 3.967 2.333 2. 333
$8 4. 633 2. 667 2. 625
$9 5.300 3. 000 2.875
$10 5.967 3.333 3. 125
$15 10.300 7. 500 5.000
$20 15.300 12. 500 10.000
$25 20.300 17. 500 15. 000

EXHIBIT D

Estimated business loan limitation requirements, fiscal years 1967-70
[Dollars in millions]

June 30,
1966

Budget estimates Projected

Fiscal year
1967

Fiscal year
1968

Fiscal year
1969

Fiscal year
1970

/utstanding loans and commitments, start
of year $1, 004. 5 $1, 135. 6 $1, 399. 7 $1, 630. 3

'1us new loan approvals:
7(a) business 308.7 476. 6 476. 6 476. 6
Economic Opportunity 50. 0 60. 0 60.0 60.0
Displaced business 30. 0 35. 0 35.0 35. 0
Trade adjustment 1. 2 1. 2 1. 2 1. 2

Total, new loan approvals 389.9 572.8 572.8 572.8

Einus repayments and cancellations:
7(a) business  247. 1 285. 4 308. 4 342. 1
Economic Opportunity 7.0 14.4 21.5 28.9
Displaced business 4.7 8.9 12.3 15.8
Trade adjustment 

Total, repayments and cancellations  258. 8 308. 7 342. 2 386. 8

Outstanding loans and commit-
ments, end of year 1, 135. 6 1, 399. 7 1,630. 3 1,816. 3

lus contingency reserve 69. 7 83. 7

Recommended limitation 
iemorandum: Outstanding by program:

1, 700. 0 1, 900. 0

7(a) business $947. 7 1,009. 3 1,200. 5 1,368. 7 1, 503. 2
Economic Opportunity 17.9 60.9 106.5 145.0 176. 1
Displaced business.. 38.9 64.2 90.3 113.0 132. 2
Trade adjustment 1. 2 2. 4 3. 6 4. 8
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EXHIBIT D-Continued

Estimated investment company limitation requirements, fiscal years 1967-70

[Dollars in millions]

Outstanding loans and commitments, start
of year 

Plus new loan approvals 

Purchase of SBIC debentures (sec. 302) _
Loans to SBIC's (sec. 303) 

Minus repayment and cancellations 

SBIC debentures (sec. 302) 
SBIC loans (sec. 303) 

Outstanding loans and commit-
ments, end of year 
SBIC debenture (sec. 302) 
SBIC loans (sec. 303) 

Plus contingency reserves 

Recommended limitation 

June 30
1966

Revised
estimate,
fiscal year

1967

Budget
estimate,
fiscal year

1968

Projected

Fiscal year
1969

Fiscal year
1970

$300.0 $315 $350 $390
25.0 55 55 55

8.9  
16. 1  

10.9 20 15 15

7.4  
3.5  

315.0 350 390 430
$158.9 160.4  
142.0 154.6  

10 20

400 450

Estimated development company limitation requirements, fiscal years 1967-70

[Dollars in millions]

Budget estimates Projected

Fiscal year
1967

Fiscal year
1968

Fiscal year
1969

Fiscal year
1970

Outstanding loans and commitments, start of year $120. 1 $157.1 $198.1 $236.4

Plus new loan approvals 47.0 55. 0 55. 0 55. 0

Minus:
Loan repayments 6. 6 10. 2 12.9 15. 6
Cancellations 3.4 3.8 3.8 3.8

Total, loan repayments and cancellations 10.0 14.0 16.7 19.4

Outstanding loans and commitments, end of year 157. 1 198. 1 236. 4 272. 0

Plus contingency reserve 13. 6 28. 0

Recommended limitation 250. 0 300. 0

Estimated Economic Opportunity loan limitation requirements, fiscal years 1967-70

[Dollars in millions]

Budget estimates Projected

Fiscal year
1967

Fiscal year
1968

Fiscal year
1969

Fiscal year
1970

Outstanding loans and commitments, start of year 
Plus new loan approvals 

$17. 9
50. 0

$60.9
60.0

$106.5
60. 0

$145.0
60. 0

Subtotal  67.9 120.9 166. 5 205. 0

Minus repayments and cancellations  7. 0 14.4 21. 5 28. 9

Outstanding loans and commitments end of year 60. 9 106. 5 145.0 176. I

Plus contingency reserve 23.9

Recommended limitation 200.0
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Senator MCINTYRE. The Senator from Illinois ?
Senator PERCY. I have no questions.
•Senator McINTrRE. I have a few questions I will submit for the

record for your answer relating to the second part of your testimony.
I want to thank you, Mr. Boutin, for your excellent statement, as
usual, being very comprehensive, well drawn, and also because it indi-
cates the hard work that not only you but all of your associate di-
rectors and staff members have put into this vexing problem. And I
promise you that the subcommittee and the full committee will give
it close attention.
We  will recess at this time until 2:30 this afternoon.
( Whereupon, at 12:30 p.m., the subcommittee was recessed, to re-

convene at 2:30 p.m. the same day, Thursday, June 1, 1967.)
(The following material was received by the committee:)

Mn. BOUTIN'S ANSWERS TO SENATOR MCINTYRE'S QUESTIONS

Questions: Mr. Boutin, I think it would be helpful to have for the record the
following information about your regular business loan program:

1. Your present administrative limit on direct loans;
2. The limit on immediate participation loans;
3. The limit on guaranteed loans.

I would also like your list of priorities which you use in making these loans.
When do you think you will be able to return to your statutory limit of

$350,000 for direct loans?
Also will you please give us the budgeted program levels for fisCal year 1968

for your various lending programs. How do these programs levels compare with
FY 1967? With FY 1966?

Answers:
1. Direct loans  $100, 000
2. Immediate participation loans ( SBA share)  150, 000
S. Guaranteed loans (same as statute)  350,000

List of priorities (national or local objectives) contained in attached pamphlet.iSuggested for reply to returning to $350,000:
In limiting direct loans, and SBA's share of immediate participation loans to

the amounts indicated above, we have found that we can fulfill the needs of 95%
of our applicants. Therefore, we will continue to carefully monitor the business
loan program, and return to the $350,000 statutory limitation whenever it appears
that we can do so without endangering the needs of the majority of our appli-
cants in favor of the few who need loans in excess of the present limits.

Program levels (fiscal year 1966 is actual; 1967 and 1968 are estimates)

[In thousands]

Fiscal year
1966

Fiscal year
1967

Fiscal year
1968

Business loans Economic Opportunity loansDisplaced business loans Trade adjustment loans Development company loans Disaster loans 
Investment company loans

$286, 214
19,248
17, 959
50,318

197,423
61,318

$308, 700
50,000
30,0001,200
47,000
100,000
45,000

$476, 600
60,000
35,0001,200
55, 000

100, 000
55,000

LIST OF PRIORITIES REPRINTED FROM SBA PAMPHLET

The purpose of the Small Business Administration lending program is to make
sound loans with high economic returns that meet certain national or local
objectives.
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To achieve this, SBA provides direct or immediate participation l
oans to

eligible:
Businesses in designated unemployment areas; or

Firms which help reduce the balance of payments deficit through exp
ort

sales; or
Businesses that help achieve precise national goals, such as firms 

necessary

to government procurement activities, or those that help reduce air 
or water

pollution, or contribute to the development of Federally-owned recr
eational

lands; or
Firms whose operations are in the public interest based on local needs, 

and

which clearly help to strengthen the local economy by providing a 
needed

service, product, facility or significant new business or employment 
oppor-

tunities.
These limitations do not apply to any loan guaranteed by SBA.

rERNOON SESSION

Senator MCINTYRE. The subcommittee will come to order.
The next witness is Mr. Milton Stewart, president of the National

Association of Small Business Investment Companies.
You may have anybody attend with you. Will you introduce your

associates?

STATEMENT OF MILTON D. STEWART, PRESIDENT, NATIONAL

ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES;

ACCOMPANIED BY WALTER B. STULTS, EXECUTIVE DIRECTOR,

AND CHARLES M. NOONE, GENERAL COUNSEL

Mr. STEWART. Mr. Chairman, this is Walter Stults, our executive

director Mr. Charles Noone, our general counsel.
Senator MCINTYRE. It is nice to see you gentlemen here.
Go right ahead in any fashion you wish.
Mr. STEWART. I should say at the outset, Mr. Chairman, I cannot

hope to duplicate or parallel the detailed and excellent performance of

the Administrator this morning with respect to this legislation.

What I hope to be able to do is to persuade this subcommittee of the

necessity for swift consideration and action of this legislation from

the standpoint of the industry, the stockholders, and the managers of

the companies, whom for too many years have been looking to the

Congress and the executive branch to make the amendments in this

bill as submitted by the Administrator.
I am honored and genuinely gratified, Mr. Chairman, in being

able to appear before you today to support this landmark legislation

to buttress the small business investment company program.
It was just 10 years ago that this very subcommittee held hearings

on a pioneering legislative proposal introduced by Senator John

Sparkman, who was then chairman of the Select Committee on Small

Business. One year later, accepting the recommendations of the Bank-

ing and Currency Committee, Congress passed the Small Business

Investment Act of 1958.
The 1958 act was almost exclusively a creation of the Congress.

In the intervening 9 years, Congress has enacted several significant
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amendments to the Small Business Investment Act, but until last
year, all of these actions were initiated and pressed to final enactment
by Congress. As you know, the 1966 amendments were initiated by the
Small Business Administration, but I am sure it is safe to say that
those changes in the 1958 act did not constitute incentive legislation.I should interpolate here, Mr. Chairman, that this association sup-
ported that legislation in spite of the fact that it could not have been
called incentive legislation.
S. 1862 does constitute incentive legislation, and the industry isextremely pleased that it comes before you with the imprimatur ofthe executive branch of the Government.
Along with its companion measure, S. 1863 which deals with taxaspects of the SBIC program, S. 1862 represents the first time theexecutive branch has made a clear and unmistakable commitment tothe long term future of the SBIC industry. It is now apparent thatit is not only the Small Business Administration which is determinedto strengthen and improve this program. We know now that the Treas-ury Department and the Bureau of the Budget have also determinedthat SBIC's shall have the opportunity to carry out national goalsby means of this unique partnership between private enterprise andthe Federal Establishment.
Speaking for the National Association of Small Business Invest-ment Companies, I shall say first that these bills have our support. Weare most grateful to the members of this subcommittee for their will-ingness to expedite these hearings on S. 1862, and we pledge our fullcooperation in hastening the proposal through the legislative process.
We are also indebted to SBA Administrator Bernard Boutin andto Associate Administrator Howard Greenberg and their associatesat SBA for the effort and imagination they devoted to drafting andwinning executive branch approval for this bill.
We believe that S. 1862, taken together with S. 1863, will give newlife to the SBIC program whose very existence has hung in the bal-ance during the past year or two. In spite of the fact that the majorityof active and well-managed licensees have proven that they can oper-ate profitably in this riskiest of financial businesses, few of them havegenerated sufficient income to make the challenge attractive. In spiteof the fact that we have proven that there is a large and effective de-

mand for our type of financing, questions about the future courseof the industry have all but paralyzed most SBIC's. In spite of the factthat our portfolio companies have fared from four to 10 times betterthan the average business during the past 6 years, we have not beencertain whether or not our Federal partner had his heart in the pro-gram.
Now to the bill itself:
First: We approve the new ceilings on SBA funds for SBIC's.They will eliminate some of the discrimination which has existed

against the larger SBIC's. Ever since 1958, the formula for SBA loans
has constituted an incentive for SBIC's to remain small, even though
the realities of our business affirm that smaller SBIC's find it difficult
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to operate profitably. If we had our way, we would remove the limita-

tion in S. 1862 which discriminates against SBIC's with more than

$3.75 million in private capital, but we recognize certain facts of Gov-

ernment life and applaud this increase from the present $700,000

limitation to the new and substantially higher figure.
Second: We wholeheartedly endorse the plan to abolish the distinc-

tion between section 302(a) subordinated debentures and section

303(b) operating loans. We feel strongly that the new financing in-

struments to be utilized by SBA will allow SBIC's to borrow substan-

tially greater sums from private lenders. We also know that we shall

be better able to plan our long-range future when we are certain of the

terms of SBA's loans to us. The promise of subordination to other

borrowers, the 15-year term, and the 51/2-percent interest rate are all

realistic and helpful, as is, I may say, the amortization.
Third: We support the idea of giving additional leverage to those

SBIC's which specialize in equity-type financings. We agree that

smaller and younger businesses often have the most pressing need for

this type of assistance and the added leverage will induce SBIC's to

take the added risks which this type of investment entails.
But we do seriously question the merit of restricting this "equity

incentive" to SBIC's with more than $2.5 million in private capital.

We do not believe such a limitation is logical, realistic, or fair. For a

number of reasons, we strongly urge this subcommittee to amend para-

graph (2) of section 303(b) on pages 8 and 9 of the bill to provide that

the added equity leverage be made available to SBIC's with more than

65 percent of their portfolios in equity situations and whose private

capital is $500,000 or more. We suggest this figure because we believe

it will furnish a strong incentive for the smaller SBIC's to raise addi-

tional private capital to get to the $500,000 level and above. And this

is a realistic figure for the great majority of licensees who now have

private capital of less than that amount. On the other hand, $2.5 mil-

lion is so far above the present capitalization of the bulk of the in-

dustry that it appears out of reach to the smaller SBIC's. We propose

therefore that the equity 
incentive, 

third-dollar financing start dollar

for dollar with private capital of $500,000 and run up to $3 million.

Actually, of course, we would like to eliminate the top figure com-

pletely, but again we understand that some cutoff point will have to be

imposed this year. Therefore, we ask that the $2.5 million in equity

leverage be given according to our formula, rather than by the equation

contained in S. 1862.
Senator MchsrryRE. Have we been given your formula?
Mr. STEWART. You have, but I would like to elaborate on what we

have said here, Senator, by offering for the record a table which I be-

lieve we have given the committee staff, which explains for various

sizes of SBIC private capitalization, what the consequences would be

under the SBA bill, and under our proposal.
Senator MCINTYRE. You are offering that for the record?
Mr. STEWART. Yes, sir.
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Senator MCINTYRE. Without objection, it will be received.(The table follows:)

Private capital

S. 1862, maximum loans
from SBA

NASBIC plan, maximum
loans from SBA

Incentive for equity

Regular Equity Regular Equity S. 1862 NASBICSBIC SBIC SBIC SBIC

$500,000 Al, 000,000 $1, 000,000 $1, 000,000 $1, 000, 000  $750,000 1, 500, 000 1, 500, 000 1, 500, 000 1, 750, 000  $250, 000$1,000,000 2, 000, 000 2, 000, 000 2, 000, 000 2, 500, 000  500,000$1,500,000 _____ ____ 3, 000, 000 3, 000, 000 3, 000, 000 4, 000, 000  1, 000, 000$2,000,000 4, 000, 000 4, 000, 000 4, 000, 000 5, 500, 000  1, 500, 000$2,500,000 5, 000, 000 5, 000, 000 5,000, 000 7, 000, 000  2, 000, 000$3,000,000 6, 000,000 6, 500, 000 6, 000, 000 8, 600, 000 $500, 000 2, 500, 000$3,500,000 7, 000, 000 8, 000, 000 7, 000, 000 9, 500, 000 1, 000, 000 2, 500, 000$3,750,000 7, 500,000 8, 750,000 7, 500, 000 10, 000, 000 1,250, 000 2, 500, 000$4,000,000 7, 500, 000 9, 500, 000 7, 500, 000 10, 000, 000 2, 000,000 2,500, 000$4,167,000 7,500, 000 10, 000,000 7, 500, 000 10, 000, 000 2, 500,000 2, 500,000Over $4,200,000 7, 500, 000 10, 000, 000 7, 500, 000 10, 000, 000 2, 500, 000 2, 500, 000

Mr. STEWART. Thank you, Mr. Chairman.
Perhaps I should say parenthetically at this point that it is of greatimportance, it seems to me and to us, not just because of our concernfor the status of SBIC's, but because this is the part of the small busi-ness spectrum which has the greatest difficulty in finding equity cap-ital. If it is not available within a man's family, from among his closeassociates, the money market as a whole simply will not provide it.We agree wholeheartedly with the Agency's imperative to try to en-courage people to go into equity capital via the incentive route. Wethink the incentive is most called for at the level we have proposed.Senator MCINTYRE. I got the impression this morning that if theystart lowering that level to $1 million, $11/2 million, we can get into agreat deal more money.
Mr. STEWART. Mr. Chairman, I would hate to speculate as to howmuch money we would actually require. I think the Agency can comeup with firmer figures than we can. We will be glad to try, if you like.Senator MCINTYRE. We asked the Administrator this morning totry and give us some firm idea, not just a guess, at those differentlevels-$1 million, $11/2 million, and $2 million.
Mr. STEWART. We will be much interested in his reply, but thismuch we can tell you-dollar for dollar, it constitutes a very goodinvestment for the Federal dollar.
Four: We heartily endorse the provision which Will allow nationalbanks to invest up to 5 percent of their capital funds in stock ofSBIC's. This will allow more banks to take a more active part in theprogram. It will also permit smaller banks to make meaningful con-tributions to the private capital of the smaller SBIC's which will betrying hard during the next few years to increase their capital. Wewould further recommend that the subcommittee authorize banks tolend funds to their affiliated SBIC's. Section 23a of the Federal Re-serve Act contains rather severe restrictions with reference to banksmaking loans to affiliates. It is our view that banks should be per-mitted to lend funds to SBIC's in which they have common stockinvestments.



SMALL BUSINESS AMENDMENTS OF 1967 89

Five: We support the bill's repeal of subsection 304(c), page 10 of
the bill, of the present act, since no usefUl purpose has been served
by allowing small business concerns to purchase SBIC stock with a
portion of the equity funds made available to them by that SBIC.
This authority has also raised some regulatory questions, so we hope
the Congress will eliminate this subsection.
Six: We have no objection whatever to section 207 of the bill, on

page 10, which provides that SBA should ordinarily examine all
SBIC's at least once a year. We believe this is prudent.
Seven: We do question the fairness of section 206 of S. 1862, on

page 10, since it will substantially change the ground rules for all
those SBIC's which, through the sale of subordinated debentures, have
"statutory" capital well above their own private capital. As I shall
state later, I believe that SBA's efforts to encourage SBIC's to grow
and raise their private capital is sound. On the other hand, I feel that
eliminating "statutory" capital so abruptly will seriously hamper
smaller SBIC's from operating profitably and will, therefore, impede
their efforts to grow.
For most of such SBIC's, their legal loan limit will be cut in half

if section 206 of the bill is passed. This will mean that the small
SBIC's will have to put twice as many loans and investments on their
books as before. This will mean twice as many investigations of po-
tential client companies and twice as much expense in policing and
counselling portfolio companies. I just don't think that is sound
policy.
For these reasons, NASBIC strongly urges this subcommittee to

amend section 206 of the bill to provide that an SBIC's present legal
lending limit will continue in effect despite the elimination of the
provision in the present section 302(a) of the act permitting a licensee
to include subordinated debenture funds in computing its legal lend-
ing limit. The adoption of our proposal would permit present licensees
to continue their present lending policies, thus enabling them better
to achieve large size which the Agency seeks more rapidly. At the same
time, of course, their legal lending limit could not increase until they
do aid substantially to the capital invested privately in such com-
panies. We would, of course, have no objection to a further modification
of the provision to reduce legal lending limits where companies do, in
fact, hereafter reduce the amount of their private capital.
This suggestion will not eliminate all the problems raised by the

new language of section 306, but I believe this minimal relief will be
beneficial.
Eight: Our 'association has given the most serious study to the

provision of S. 1862 which will raise the minimum private capital
level of SBIC's through several successive steps.

Fundamentally, we believe that any SBIC which has been licensed
by SBA and which has been operating properly under the 158 act
and SBA's regulations and which has been providing financial assist-
ance to small business concerns should be allowed to continue in oper-
ation. In a sense, the founders of such an SBIC and their Government
have signed a contract and such undertakings between a citizen and
his Government should be honored on both sides.
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On the other hand, we grant the validity of SBA's claim that it is
difficult for a small SBIC to operate effectively, properly, and profit-
ably. The Agency has the data and it is hard to argue with such
documentation. Nonetheless, we know of some SBIC's which are small
in private capital, but large in contribution to the small businesses of
their community. We feel they should be given every consideration
and allowed to continue to operate even if they are unable to raise suffi-
cient capital to meet SBA's new standards. If their owners are willing
to accept a low return on their investments, if SBA's funds are not in
jeopardy, and if they operate properly, who loses if they are allowed
to live?
Let me interject parenthetically—somebody certainly does lose if

they are required to die.
We realize that the language of S. 1862 provides for exemptions

by SBA. On the other hand, it seems to us that the grounds for such
exemptions should be spelled out in more detail and that Congress
should clearly state that the SBA has the power and the duty to make
individual, as well as class, exceptions to the general rule.

Therefore, we propose the following language which should be
added as a new paragraph (4) of subsection 302(a) on page 6 of the
bill.
I should say at this point, Mr. Chairman and Senators, I was most

heartened this morning by the Administrator's comments on this
subject, because it seems to me the language we have suggested is
very much in line with the view he expressed:
(4) Any company which (i) is operating in compliance with this Act and the

regulations promulgated thereunder, (ii) affirms its intention to reach the levelsof private capital specified in this Section, and (iii) submits a feasible plan
to the Administration to achieve these levels, should receive an exemption fromthe requirements of paragraph (2). Such companies should receive a reasonableextension of time to meet the minimum capital levels and should, in the mean-
time, have full access to all the benefits of this Act.
In addition, and on the positive side of this question, we believe

that the legislative history should show the intent of Congress that
SBA should encourage and facilitate mergers by and among smaller
SBIC's. During the past 8 years, scores of licensees have tried to merge,but few have succeeded in running all the business and regulatory
gauntlets to achieve a merger. At the same time the Securities and
Exchange Commission should examine its present policies and rules
relative to public offerings by SBIC's to facilitate their ability to
increase private capital through that means.
Mr. Chairman, these are my general and specific observations on

S. 1862.
I conclude by repeating my earlier statement, since these laterreservations may have thrown our strong and wholehearted supportof this bill into question. We praise and congratulate the draftersand supporters and the sponsors of S. 1862. Although this bill and.S. 1863 do not contain everything in NASBIC's comprehensive legis-lative program, we feel they represent a tremendously important stepin the right direction. We believe they will guarantee the survivalof our industry which we believe is full of promise for small businessand• for our competitive economic system. We literally and sincerelyimplore you—which is ordinarily a word I do not care to use, but I
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think it is appropriate here—to take prompt and affirmative action
on this measure to insure its passage by the Congress.
I would like, if I may have your indulgence for a further minute,

to say a word or two on what is almost a personal basis. I have spent
a fair amount of my life in the Federal service, in the service of my
State, and municipal government. And I have spent a fair amount of
it in the business community. I wish I had every Member of the Senate
and House of Representatives here to say this to them as strongly as I
know how. I have watched Federal policy, State policy, and city
policy made on not one or two, but 50 subjects of general concern. I
have never seen a program which more deserved the unremitting sup-
port of all people in the Congress and the executive branch than this
one.
I probably know 50 or 60 businesses from the gizzard side out. I

know of no form of business organization that more deserves the
energetic support of the financial community and the whole business
community of the Nation than does the SBIC industry. I have to tell
you, though, that I do not believe either the Federal Government or
the business community has yet recognized the promise that there is
in this program.

This legislation will not achieve that promise. It is too much to ask
that of it, or of the Congress or of the executive branch now. But it
will enable us to survive and to establish a foundation from which
to work.
I cannot say too strongly that when we talk of survival here, we

talk about today, a time during which men and money, both of value
to this program, are leaving or considering leaving it. Companies have
left in very recent weeks. Other companies are seriously considering
leaving. It is for this reason that as strongly as we have expressed the
needs we think there are here for amendments, we must just as strongly
urge that this subcommittee, the full committee, the Senate, the House,
take the most rapid action possible.
Thank you, Mr. Chairman.
Senator MCINTYRE. I want to thank you, Mr. Stewart, not only for

your very fine statement, but for the sense of urgency that was con-
tained in the statement and which you buttressed in your extempo-
raneous remarks.
I wanted to ask you something about this widespread dissatisfac-

tion and ask you how widespread is this feeling on the part of some
SBIC's of wanting to leave the program, and, if you care to comment,
why?
Mr. STEWART. First, I would speak to the breadth and depth of this

feeling. The most remarkable thing about this program, Senator, is
the number of very fine people whom it attracted into it. The headlines
talk about the troublemakers. You go through the list of directors of
the companies around the country and it is just heart warming to
see the good guys who came out of banks, who came out of all kinds
of private life to take the trouble to try to organize these companies.
Now why are they discontented, unhappy, dissatisfied?
This is a sufficiently challenging area of business venture capital, so

that I think it is an overstatement to say that these people want to
leave this industry. They do not. Most of them are devoted to it, to
its importance in the economy. They are committed to it in personal
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terms that go beyond dollars and cents. They have begun to doubt the
durability, the degree of commitment of the Federal Government to
the program. They have begun to doubt it because the needs of this
industry—and this goes for all three kinds of companies within it—
have been apparent to us for 4,5, or 6 years.
We criticize no one, but it has taken the executive branch a longer

period of time than many of us would have liked to recognize some
of the things that this legislation recognizes. If that is not specific
enough, Senator, I will put it more specifically.
As managers, we are obligated to our stockholders to go out of

this business unless we see reasonable prospect of earning as good a
rate of return on their investment in this business as can be earned
in any other legitimate, respectable business.
I want to pay the highest tribute to Messrs. Boutin and Greenberg.

We have had six Administrators and six deputies since this program
was launched. For the first time these are men who talk in terms of
the relative profitability of SBIC's and other forms of investment,
and that is the beginning point of a reasonable approach to the needs
of this industry.

Senator MCINTYRE. This morning I asked the Administrator a
question about why wouldn't it be preferable to define equity financ-
ing, equity capital, in the statute rather than to leave it to him and
to the regulations that he might proposed or draw up. Would you care
to comment?
Mr. STEWART. I feel a little bit between what we call a rock and a

hard place in upstate New York because that is a problem that I think
will take some wrestling with either in the legislation or in regula-
tion. My preference probably would be—speaking as a lawyer now—
for leaving it to regulation on the theory that a lot of experience is
going to have to be had with this, except for one very brutal fact;
and that is, we have had six SBA Administrators. They have had
different points of view, as human beings would. They have had dif-
ferent orders of priority. They have had differing relationships with
the balance of the executive branch.
I think in the light of our history I would not mind seeing a defini-

tion in the act. There should be some leeway perhaps for the Admin-
istrator to make some changes in it, but I think it ought to be there.
It is an important enough incentive and it is the first effective selec-
tive use of the incentive principle since the act was passed. Conse-
quently, I really would like to see that nothing went wrong with it.
That is a pretty tough definition because
Senator MCINTYRE. That is a pretty two-sided answer in some re-

spects. You started off by saying as a lawyer you prefer to have it with
the regulations, and ended up by saying due to the experience with
the Administrators' changing, perhaps for the overall good of the
industry it ought to be in the act itself.
Now, which is it?
Mr. STEWART. I would like a general definition in the act with the

Administrator being left enough discretion to make such amendments
as his experiences dictate. If that is still two sided, Senator, I am
afraid it is because it is honest.
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Senator, perhaps one of my reservations is that I think this is a
tough problem, so if you get to wrestling with it, it may slow up your
legislative process. If it did that, we would like you to leave it to the
Administrator.
Senator McINTyRE. You heard the Administrator testify this morn-

ing. When he got down to specifics of how exemptions or extensions
could be given the small SBIC's that have proven to be of value to
the industry and have records of profitability and which the owners
were willing to live with at present levels, are you satisfied that we
have in the record the various indicia that will be used by the
Administrator?
Mr. STEWART. I am satisfied, sir, that Mr. Boutin is a competent,

honest, forthright Administrator and, as long as he is SBA Admin-
istrator, he will do just what he told his committee he would do this
morning. But, I have to tell this committee that this is an area in
which we have a right to look for some degree of certainty for a long
period of time, whether Mr. Boutin is the Administrator or not. And
our only certainty here is enactment by Congress, and this is why we
have taken the view outlined in our testimony.

Senator, I am troubled still by your characterization of my answer
to a prior question as two sided. We have wrestled with this problem
of definition of equity. We will be glad to try to help either the Con-
gress or the Administrator. But we are in an industry where equity
is very much a matter of definition. What we call a loan, is often a
loan for administrative reasons only. But the level of risk involved
makes it truly venture capital. And we must have a definition which
recognizes that.
We will be happy to provide you with a view of that.
Senator MCINTYRE. I wish you would.
Mr. STEWART. Yes, sir.
Senator MCINTYRE. Along the line of that, a general question: Does

your statement covering the new minimum size standards amount to
a grandfather clause for all SBIC's to stay at any size they wish for
an unlimited length of time?
Mr. STEWART. I think not, Mr. Chairman. I think we made it plain

on page 9 that their continuation in the program would be conditioned
on their maintaining certain things: First, that they would obviously
have to operate in compliance with the act and regulations. Second,
that they would have affirmed a clear intention to reach the higher
level of private capital. Third, they would have actually submitted a
feasible plan for the achievement of that higher level.

Senator MCINTYRE. That feasible plan was what the Administrator
mentioned,, that sort of indicated an area of compromise: That if a
feasible plan, acceptable to him, arrived at the, say, $1 million level,
When I don't know, there might be some area there we could move
to protect some of these small companies.
Am I on firm ground when I say this is what you feel should be

done in deference to the original understanding?
Mr. STEWART. Senator, here I just have to speak as strongly as I

can. The original decision of the Congress to allow companies to be
licensed with $150,000 in private capital may have been a mistake. If

79-985-67 7
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it was, it was made in good faith. But in reliance on that law, a
number of people have risked their private capital. I really dislike,
as a lawyer and as a citizen, to see the Government change the rules
of the game without giving those people a chance. As long as they
abide by the law and regulations and as long as it makes sound busi-
ness sense, then they should be able to continue their operation.
Senator McINTynE. Would you care to comment on this additional

criteria that the Administrator was talking about when he said "in
violation"? As I understand, there have been a number of violations
and many, many companies have been, in violation. Now, I just thought
that when he kept inserting this, that this was something that was not

his statement, that this might be something, well you are in viola-
tion 2 years ago, and therefore you are not to be given any considera-
tion.
Would you comment on whether or not it should be a willful viola-

tion or serious violation?
Mr. STEWART. I would hope that the committee will have the legisla-

tive history make plain that the violations relied upon by the Admin-
istrator to refuse exemptions would have to be serious violations,
violations amounting to willfulness or fraud, or jeopardizing the
Government's money, or misusing the program in some way.

Senator, if there is one thing we do not have a shortage of, it is
regulations. Our industry is the most regulated industry of which I
know, and I will be happy to detail that with chapter and verse. I do
not know many SBIC chief executive officers who would be prepared
to go under oath on any given day and tell you they are not in
violation.
Senator MCINTYRE. The Senator from Illinois.
Senator PERCY. I think, Mr. Stewart, I will have to ask some ques-

tions, because of my lack of experience and background in this field.
Mr. STEWART. I respectfully dissent. We know you as a distinguished

venture capitalist.
Senator PERCY. I was interested on page 3 in your statement, where

you indicated that the very existence of the SBIC program hung in
the balance during the past year or two. I think that might come as
a surprise to some of the members of this committee. Could you
elaborate on this statement and really tell us why things look so
bleak? Was there reason for it, and, if so, what were the causes?
Mr. STEWART. Senator, I think you will have to let me talk about

this subject for a few minutes. We have companies of different sizes
and nature and the reasons are somewhat different for all of them.
The money market was saying that this SBIC industry is not even

attractive enough so that if you paid a dollar for $1 of its cash, you
would be getting your money's worth.
Our smallest companies became loaned up, and fully invested, very

quickly. It has been an industry with a high level of risk, long-term
loans, no secondary financing adequate beyond what was available
from the Government, no financing clearly in sight from private lend-
ers, no way to turn its money over, no way for a company to increase
its income or to expand its rate of return. Certainly there was some
management inexperience and they were paying the cost of that.
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The above characteristics could be applied to our middle-sized com-
panies. An additional factor is the blockage of growth in size to the
point where they could have access to the equity market or public
capital market. Finally the companies had become disillusioned with
the program, partly because of overexpectation at the outset.
Everyone had asked too much of this program too quickly. That

was true for the Government, stockholders, managers, and small busi-
nesses. But these companies saw no way to meet one of the ultimate
requirements a manager of an investment company must meet for
his stockholders—the ability to raise more capital to keep on doing
what he has been doing, to get them greater leverage and growth.
And this brings us to the largest companies. They found that they

were being treated in the money market in the traditional way closed-
end investment companies have been treated. Their stocks, as was
mentioned this morning, sold at continuing discounts, well below their
net asset value. In one or two cases, they were priced below their cash
liquidating value.
A share of SBIC stock was worth less than the actual amount of

cash in the till of the SBIC it represented.
We felt this was a pretty harsh, clear, and dramatic judgment on

this program by the money market. And we felt that its significance
should have been recognized by the Federal Government far sooner
than it was.
I can recall being told by one former Budget Director that this

was a temporary thing that would pass in time. He thought the money
market would learn to understand us, how to evaluate our problems,
and how to appraise our kinds of companies. We have found, I think,
that this is not the case. But all three of these kinds of companies
learned the intrinsic difficulty of the business the hard way. They
knew that this had been originally characterized as an experimental
industry. They had that in mind as all of the difficulties become clear.
They knew many had been anticipated in the legislative history. They
were distressed by the fact that the Government outside SBA did not
seem to care enough to take quick remedial action. That naturally led
many people in this industry to wonder whether the candle was worth
the game, and whether they were warranted in keeping their stock-
holders' money in the business.
I don't know if that is a good answer, Senator, but that is the best

I can do.
Senator PERCY. I am not sure I understand why the money market

has looked so skeptically at this. This is not an emotional market. They
are not known for their judgments based on sentiment.
Mr. STEWART. They are surely not.
Senator PERCY. They are realistically looking at what the future

is. Are they right or wrong in saying that the future doesn't warrant
their confidence?
Mr. STEWART. A half dozen elements are responsible for the sum-

mary judgment the money market has made. We have had a long
string of unfortunate publicity stories, having to do with licensees
who are in trouble one way or another. The market was oversold on
SBIC's at the outset, and it always overreacts. The discount in closed-



96 SMALL BUSINESS AMENDMENTS OF 1967

end investment companies has been a perennial thing. For our com-
panies, the market seemed to think it was even more warranted than
for others. I do not think you can avoid the conclusion that there is
$40 billion in the mutual fund industry and $400 million in the SBIC
industry, because the money market thinks the mutual fund industry
is a better way to make money.
Mutual funds are a form of financing large-scale enterprises which

are relatively stable, which have continued access to the money market,
and able to survive the ups and downs of the business cycle. We are
at the jugular of risk as well as growth.
We do not have yet a surplus of investors in this country who have

either the experience or the interest in taking the level of risk that
SBIC's involve, or who can see a large enough rate of return given
our Government licenses and Government regulation. We have not yet
been able to attract, on a continuing basis, the kind of broad support
which other forms of investments have attracted. Still not clear
enough?
Senator PERCY. Oh, it is coming. We are not a people, though, that

are looking just for sure-shot things. I mean, this $40 billion in mutuals,
we know is stable, ready, but relatively undramatic. No one will double
their money overnight. Now, why has the State of New York gone into
lotteries, where no one, you know, rationally has a chance, but 
Mr. STULTS. Do not put us in that category, Senator.
Senator PERCY. In other words, what happens in between, where

the infant industries, the infant Arnold Beckmans, and all of these
companies that have an idea, a scientist, an engineer behind it, a prod-
uct, but they can't get money for it, they need long-shot money, high-
risk elements, this is the kind of thing that I felt SBIC's were going
to go into and would have the promise for.
And it seems to me there is a lot of that money in this country,

if there is good management behind the enterprise, if there is a seek-
ing out to find these ideas. They do exist all over the country, they
exist in college campuses, and in the minds of brilliant people. -What
has to happen to cause us to seek out and find those things which I
feel were really in the minds of the instigators of this concept 8 or 9
years ago?
Mr. STEWART. The first thing that has to happen, Senator, is that

this bill has to pass quickly, because if it does not we are not going to
have an industry to build on. I can't say vigorously enough how much
I agree with you that this is the right question. I honestly do not think
this legislation answers it entirely. I think we have better answers than
I am able to give you at the moment in the time we have limited to
this legislation.
But I would just hope as hard as I can that as soon as you have

passed this legislation, this subcommittee turns its attention to just the
question Senator Percy raises, because it is a critical one for the future
of new business and small business in this country.
Senator PERCY. I am for the bill, I cosponsored it. However, I don't

think this is the panacea, frankly.
Mr. STEWART. We don't either.
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Senator PERCY. We are going to be here this time next year, look-
ing over the ledger sheet of SBIC's, and all the hopes and expecta-
tions that we have for it will probably be a little bit better than now,
but it is going to be a change of degree only, not a large change.
I hope that your imagination, your enthusiasm, the force you can

put behind us, will help us break through to find some of the big an-
swers that will really help stimulate small business in a way that I
don't see will be done by this legislation.
You indicate in your testimony that the industry has not been cer-

tain whether or not, and you say, "Our Federal partner has his heart
in the program." Now, the Federal partner is a many-headed thing.
Can we be specific about it? Who is it? Is it the Congress who created
the idea? Is it the executive branch that is carrying it out?

FIere we have an idea coming out of the legislative branch. It has
to be executed and carried out by the executive branch, who, being
human beings, always will be more enthusiastic about their own ideas
than someone else's ideas.
Mr. STEWART. That is one reason we love this little bill. We hope

you will pass it quickly, it is theirs.
Senator PERCY. In other words, you see now a grabbing hold of it

by the executive, saying, "By gosh, we are going to live with this, so
let's make it work." Maybe that is why for 8 years we haven't made
enough progress.
Mr. STEWART. I think that is a very reasonable statement, Senator.
Senator PERCY. I won't press you any further, you have to live

with it.
Mr. STEWART. Senator, you do not have to press me at all. My for-

mer colleagues in the U.S. Bureau of the Budget are the most dedi-
cated, hard-working guys you ever saw, but they have a job to do.
They have to balance the budget.
Those great fellows in the Treasury Department have to raise the

money for the Federal Establishment, and it is a tough job. SBIC's
are not important to them. SEC is sweating out money market prob-
lems that seem much more important to it than SBIC's. We have had
a very low priority in those three agencies and for understandable
reasons. But, I think we now have an opportunity to have a higher
priority if we get swift action on this measure.
Senator PERCY. We have discussed a little bit already this question

under the chairman's questioning on the million-dollar minimum
capitalization. Would you favor an amendment, under certain circum-
stances, to permit some SBIC's to remain permanently in the program
although they may never reach the $1 million figure, and would you
favor an amendment to require that at least one SBIC be retained
in each State regardless of size? This is the same question I asked
this morning.
Mr. STEWART. In answer to your first question, emphatically yes. We

adhere very flatly to the view that people ought to be allowed to stay'
in the program as long as they comply with the law and the regula-
tions and they are satisfied with their rate of return. As to the future,
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the establishment of the minimum standard for new SBIC's, we can't
quarrel with that.
In answer to the second part of your question, I am not sure that

one SBIC in each State is enough. But to answer your question the
way you put it—absolutely—I would be for such amendment.
Senator PERCY. In other words, you would favor it.
Mr. STEWART. Absolutely. I would like to see a little competition,

the more the merrier.
Senator PERCY. Lastly, in your experience, have there been instances

of abuse of subsection 304(c) which permits small businesses to pur-
chase SBIC stock with a portion of the equity funds made available
to them by an SBIC?
Mr. STEWART. None that I know of directly, Senator. The agency

may have better information about that.
Senator PERCY. Mr. Chairman, as a very junior, very freshman

Senator whose experience in this Federal Government is limited now
to less than 200 days, I think that your hearings have brought out a
principle which I, through the course of my Government experience,
am going to try to adhere to. It doesn't matter what the origin of an
idea is if it is a good idea, we ought to be for it. And I am going to
support, back up, and fight for those concepts and ideas and programs
that come from the administration, be it Democratic or Republican,
and support them in the legislative branch of Government, and I do
indeed hope that the executive branch of Government, all departments
of it, will respond favorably to and support those creative ideas and
thoughts that do come out of the legislative branch. We can't execute
and carry out, we can only initiate and support. And certainly I think
it is the sense of many of us that we should go all the way now to
support and strengthen this program to make it truly effective and
make it really work. We will give support to this initiative now on the
part of the administration for remaking the program, by taking the
benefit of the experience we have now had, and recognizing that no
idea can be perfect from its inception and that anything can be
improved.
But I hope we will have the courage and foresight now to break

through in an even bolder way to find things that we can do to
strengthen and support the initiation and start of small businesses
which can become a great contribution to American enterprise through
this initiative.

Senator MCINTYRE. I certainly appreciate the Senator from Illinois
thoughts, and speaking as one who has a very small past experience in
being a subcommittee chairman, I certainly hope, too, that together,
from both sides of the aisle, that we can move forward into these
uncharted areas, working together with small business investment
companies, and SBA, and hopefully next year we can be coming up
with legislation that will further help the very critical area of small
business financing.
I have just one last question, Mr. Stewart. I want to get your answer

to this. You may be aware and you may not be aware that another
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subcommittee of this Banking and Currency Committee has been hold-
ing hearings on legislation known as truth in lending. And the prob-
lems posed by State usury laws have been discussed in this subcom-
mittee. Now, I note that your members presently can make loans at up
to 15 percent. Does the SBIC industry have problems in any States
because of a conflict between the State usury laws and SBA loan
charges, or can you foresee such a conflict?
Mr. STEWART. Mr. Chairman, my recollection is that several State

usury laws required amendments in order to permit companies to oper-
ate under the Federal regulations. But I cannot recall where usury
laws present us with problems.
Perhaps we could provide you with a list and memorandum for

your record. Mr. Stults tells me he does know of some.
Mr. STULTS. There are States, Senator, that are very strict 6-percent

States, and since we must express our interest in simple interest terms,
we can't have the addon, SBIC's find it almost impossible to make loans
and investments in certain States. Where there is a strong 6-percent
State, it is obviously impossible for SBIC, borrowing money at 51/2
percent, making high-risk loans, to put the dollars out at 6. So small
businessmen in these States take a shellacking, because we aren't going
in there and make loans.

Senator MCINTYRE. We would appreciate a brief memo on your ex-
periences on this in the States indicated.
Mr. STULTS. As you know, this is not a simple question, because a 6-

percent State sometimes allows addon, so you go to 11% automatically.
We will certainly give you the information we have on State usury
laws.

Senator MCINTYRE. This will be helpful to us.
(The following material was received by the committee:)

NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES,
Washington, D.C., June 7, 1967.

Hon. THOMAS J. MCINTYRE,
Chairman, Subcommittee on Small Business, Senate Bankisg and Currency Com-

mittee, Washington, D.C.
DEAR Mn. CHAIRMAN: During our appearance before the Small Business Sub-

committee on June 1, I promised to supply whatever information I could on
State usury laws.
Last year, the Small Business Administration developed a table giving an

outline of usury laws for the various States. I am attaching a copy of that table
for your use.

Incidentally, the Investment Division drew certain conclusions from its study
on State usury laws and I am also including those three paragraphs for your
perusal.
Thank you for this opportunity to supplement our testimony.

Respectfully,
WALTER B. STULTS,

Executive Director.
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Usury laws

State
Small-loan
regulatory

laws

Maximum legal interest

Noncorporate Corporate

Alabama Yes 8 percent 8 percent.
Alaska Yes  do _  Do.
Arizona Yes  do  12 percent.
Arkansas No 10 percent 10 percent.
California Yes  do _  Do.
Colorado _ Yes 12 percent 12 percent.
Connecticut Yes  do _  Do.
Delaware Yes 6 percent 
District of Columbia_ _ Yes 8 percent 8 percent.
Florida Yes 10 percent 15 percent.
Georgia Yes 8 percent 
Hawaii  Yes 12 percent 12 percent.
Idaho Yes 8 percent 8 percent.
Illinois _ Yes 7 percent No limit.
Indiana Yes 8 percent Do.
Iowa  Yes 7 percent Do.
Kansas Yes 10 percent (9.
Kentucky Yes 6 percent (9.
Louisiana Yes 8 percent 
Maine  Yes None  None.
Maryland Yes 6 percent (1).
Massachusetts Yes None  None.
Michigan Yes 7 percent Profit corporation.1
Minnesota  Yes 8 percent (1).
Mississippi Yes do 8 percent.
Missouri Yes do 
Montana Yes 10 percent 10 percent.
Nebraska No 9 percent 9 percent may be exceeded.
Nevada Yes 12 percent 12 percent.
New Hampshire Yes None  None.
New Jersey Yes 6 percent Except as to small loans of $500

or less.1
New Mexico Yes 12 percent (unsecured) _ 12 percent (unsecured).

10 percent (secured) 10 percent (secured).
New York Yes 6 percent  (9.
North Carolina Yes do  6 percent.3
North Dakota Yes 7 percent 7 percent.
Ohio Yes 8 percent 
Oklahoma Yes 10 percent 10 percent.
Oregon Yes do 12 percent.
Pennsylvania Yes 6 percent 
Puerto Rico  No 8 percent (over $3,000) 8 percent (over $3,000).

9 percent (up to $3,000)  9 percent (up to $3,000).
Rhode Island Yes 30 percent over $50 30 percent over $50.
South Carolina Yes 7 percent (13).
South Dakota  Yes 8 percent 8 percent.
Tennessee Yes 6 percent  6 percent.4
Texas No 10 percent 10 percent.
Utah  Yes do 14 percent.
Vermont  Yes 6 percent 6 percent.
Virginia Yes do (1).
Virgin Islands No 10 percent 10 percent.

7 percent on 1st mortgage
on real estate.

7 percent on 1st mortgage on real
estate.

Washington  Yes 12 percent 12 percent.
West Virginia  Yes 6 percent 0).
Wisconsin Yes 12 percent No limit.
Wyoming Yes 10 percent 10 percent.

1 Usury as a defense is not available to a corporation.2 In North Carolina, loans to corporations of $30,000 or more repayable over at least 5 years, with repay-
ments of principal not exceeding of the original principal amount during any of the 1st 5 years may bear
interest at a rate up to 8 percent per annum; provided that if there are individual guarantors, such guaran-
tors cannot be required to pay more than the principal due plus 6 percent interest, and provided further
that this section shall not apply to any loan which matures less than 5 years or provides for repayment in
excess of 3,f during any year of the 1st 5 years (ch. 24, sec. 8 of the general statutes).
3 In South Carolina, the defense of usury is not available to business corporations having issued par

value stock or stated capital in the amount of $40,000.
In Tennessee (a) loans secured by mortgage on property (real or personal) located in another State can

bear interest allowed in State where property is located; (6) corporations, firms, and individuals are author-
ized to issue their bonds or notes in an aggregate amount of $50,000 or more, secured by lien of mortgage or
deed of trust, bearing interest at a rate not greater than 734 percent per annum, payable annually. or semi-
annually, the shortest maturity of said notes or bonds to be not less than 2 years after their date of issuance.
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SBA has found no discernible relationship between the usury limitations of a

state, and the number of SBIC's in the state.
Nearly half of the states either set no limit on legal interest for loans to

corporations, or their laws provide that usury as a defense is not available to a

corporation. The latter is the case, for instance, in New York, which has 104

Licensees, the second highest in the country. On the other hand, California, with

a 10% limit, has 118 SBIC's, the most of any state. Massachusetts with no limit,

has 39 SBIC's. Texas, with a 10% limit, has 56.
A list of SBIC's, separated by states, is submitted herewith. It appears that

licensing activity has been heaviest in the financial centers of the country, and

has not been significantly affected by the usury statutes. More than one-third of

the SBIC's are found in the Boston area, New York City, Philadelphia, Chicago,

Dallas, Los Angeles-Beverly Hills and San Francisco-Oakland.

Mr. ST ULT. Senator, you asked this morning about why there were
limits on section 302 subordinated debentures. This act was passed in
1958 under the assumption that there would be literally thousands of
SBIC's throughout the country. Each SBIC was to be sort of home-
grown, grassroots company with $150,000 in private capital generat-
ing $300,000 of SBA loans. I can recall in 1960, the Senate Small Busi-
ness Committee questioning the then Administrator of SBA, and get-
ting from the then Administrator a prediction that there would be
2,000 SBIC's by the end of 1960.
It was hoped at that time that these would be essentially one-man,

small, personal investment companies. This concept just didn't work,
and in 1961, Congress raised the limit to $400,000, under section 302.
In 1964, the limitation was raised to $700,000, so there has been a

succeeding growth in size. This legislation would in effect take it to
$33/4 million, on a matching two to one basis.
At the beginning of the SBIC program, it was assumed there would

be $2 of Government money for every dollar of private capital. That
has never been achieved, largely because big SBIC's that went public
in the 1959, 1960, and 1961 new issues market were able to raise large
amounts. Some $300 million was raised in that 2-year period through
public stock offerings.
These companies, by and large, could borrow very little from SBA.

in comparison with their own lending limits. At the outset of the
program, there were no limits on section 303 loans. It was not .until
1961 that Congress changed the ground rules by putting in a $4 million
limitation, so that the whole program has been shifting.

It has grown through experience. We have found difficulties in cer-
tain types of operations. Congress has always been very responsive to
the industry's needs for changes in the basic ground rules, and this, as
the Administrator pointed out today, will be certainly the most com-
prehensive, rewrite, taken together with the tax bill, that we have had
in these 9 years.
Senator MCINTYRE. Well, Mr. Stewart, I want to thank you for

your fine statement and able testimony, and assure you that as chair-
man of this subcommittee, along with the distinguished Senator from
Illinois, we will be giving it our attention, trying to move the bill along
just as rapidly as the tenor of your voice has indicated the urgency that
apparently is true.
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So, with that, and with the ammunition you have given us, the
record will remain open until June 16 for any official statement—it has
been suggested that in view of trying to move this down the legislative
path that we amend that date from June 16 to June 9. Do you think
that will give everybody an opportunity to get in anything that they
want?
Mr. STEWART. Yes, indeed, sir.
Senator MCINTYRE. You like that. All right, with that, we will

adjourn the meeting of the subcommittee.
Mr. STEWART. Thank you very much.
(Whereupon, at 3 :25 p.m., the subcommittee was adjourned.)
(The following material was subsequently received by the com-

mittee:)
SBIC PROGRAM

SIZE OF REPORTING COMPANIES AS OF MARCH 31,. 1966-606 REPORTING
COMPANIES OUT OF 700 LICENSEES

BY AMOUNT OF PRIVATE CAPITAL
Size Number

Under $300,000   368
$300,001 to $500,000  132
$500,001 to $1,000,000   58
$1,000,001 to $3,000,000   23
$3,000,001 to $5,000,000   6
Over $5,000,000  19

Total   606

BY STATUTORY CAPITAL
Size

Up to $325,000   275
$325,000 to $1,000,000   243
$1,000,000 to $5,000,000   69
Over $5,000,000   19

Total   606

THE AMERICAN BANKERS ASSOCIATION,

Washington, D.C., June 9, 1967.
Hon. TITOMAS J. MCINTYRE,
Chairntan, Subcommittee on Small Business,
Committee on Banking and Cwrrency,
U.S. Senate
DEAR SENATOR MCINTYRE : The American Bankers Association supports S. 1862

which is designed to strengthen and improve the laws under which the small
business investment companies operate.
Some of the changes in S. 1862 are in conformity with the findings of a 1965

study sponsored by The American Bankers Association. The study is entitled,
"The Role of Commercial Banks in the SBIC Industry." In this letter we will
only comment on two provisions of the bill:

1. An important feature of the legislation is the provision to raise capital
requirements of the SBIC by steps over a period of years from its present $300,000
minimum to $1,000,000 by February 1971. SBA will have discretionary authority
to permit some SBIC's to continue even though they fail to meet the capital
requirements. These changes would seem to be necessary. Many small business
investment companies are too small to serve their market, employ adequate per-
sonnel or to be economically profitable. It is believed the increase in capital re-
quirements together with the increased financial incentives will provide the
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SBIC's with the adequate financial resources they need to operate more ef-
ficiently and more economically.

2. The bill increases from 2 percent to 5 percent of capital and surplus the
maximum amount commercial banks may invest in the stock of SBIC's. This in-
crease will make it possible for banks to participate more actively in the program.
It has been established that bank-affiliated SBIC's have been operating in ac-

cordance with the original intention of the SBIC Act and have, generally speak-
ing, been successful. Banks have been strong supporters of the program and we
expect that they will continue their support under the new program.
The A.B.A. urges prompt enactment of the program recommended by the Ad-

ministrator of the Small Business Administration.
Sincerely yours,

Senator JOHN J. SPARKMAN,
Chairman, Banking and Currency Committee,
Senate Office Building,
Washington, D.C.
DEAR SENATOR SPARKMAN : I am grateful for the interest of the Banking and

Currency Committee and the Subcommittee on Small Business as evidenced by the
thoughtful consideration you have given the need for additional legislation to
make the SBIC program meaningful to small business and attractive to SBIC
investors.
As the principal owner and active manager of a minimum-capital SBIC, I

write you to express an opinion on the captioned Bill.
I favor Title I of the proposed Bill, and I favor all Sections of Title II except

Sections 2 and 6, to which Sections I am opposed for the following reasons:
1. It is manifestly unfair to those of us minimum-capital companies (and there

are many) which have, ever since our licensing, conducted our affairs entirely in
keeping with the spirit and letter of the Act which created us and in conformance
with the ever-changing regulations governing us, to require that we double our
capital investment in the next 20 months or be considered in violation and have
our licenses subject to revocation.

2. Not only is it unfair, but it is confiscatory in that we could not prudently con-
tinue to make new investments. . . we are restricted, remember, to a minimum of
five years on our investments . . . in view of the threatened loss of our license if
we do not double our capital within the next 20 months, more than treble it in
44 months and increase it by nearly seven times in the next seven years. Where
could we find investors for an industry so subject to administrative extinction?

3. In your introduction of this proposed legislation, you cited the remarkable
record of 20,000 SBIC financing totalling over $1,000,000,000. The text indicates
that 88 companies with over one million capital supplied 60 percent of the total
dollars of this financing. This means that the rest of us supplied the other 40
per cent, and because of the loan limits imposed on us, it is reasonable to suppose
that this 40 percent of the total dollars represented far more than that percent-
age of the 20,000 financings. Would not a better criterion be the number of small
businesses assisted, rather than the total dollar amount of such assistance?
4. Section 2 seems based on the completely unsupported premise that (1) NO

small SBICs can make a profit, and (2) any large SBIC can make a profit, and
that therefore all SBICs, regardless of record, should be required to become big.
If, as SBA has apparently concluded, companies like mine cannot continue to
operate profitably on our minimum capital (like the bumblebee which cannot,
aerodynamically speaking, fly at all) is it not reasonable to believe that we our-
selves will reach that conclusion in good time and either merge with other com-
panies of our size, obtain additional capital as our need and our earnings record
justify, or voluntarily surrender our license?

5. Providing for exceptions and exemptions to be granted at the will of the
Administrator is, in my opinion, a delegation of Congressional responsibility
which might, in the hands of administrators less dedicated than Mr. Boutin and

CHARLES R. MCNEILL.

WEST CENTRAL CAPITAL CORPORATION,
Abilene, Tea., June 5, 1967.

A
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Mr. Greenberg, be seriously abused. I think most of our present difficulties stem
from the fact that Congress has had too little to do with administering the in-
dustry it created in 1958. We are already subjected to a regulation which ad-
ministratively increased the amount of capital which Congress originally thought
necessary, and no sale, merger, or transfer of control can be processed unless
this new and administratively-arrived-at minimum is met. Regulations regarding
the class and type of our investments and the nature and character of our owner-
ship are changed with the seasons and reflect the philosophy of administrators
rather than Congress.
6. I can hardly believe Congress would look with favor on a regulation such as

is contained in Section 2 of Title II if it were meant to apply instead to banks and
savings associations across the country. No one would ever think of insisting that
all small banks increase their capital to one million or shut up shop.

7. In addition to the assistance provided in the other sections of this Bill and
in S. Bill 1863 (which I wish would permit ownership by an SBIC of stock in a
Sub-Chapter "S" Corporation), all the SBIC industry needs is strict and knowl-
edgeable supervision, frequent examinations, and prompt and certain punishment
for violation of simple, understandable, workable and stable regulations.
The text of the proposed legislation mentioned the support given it by Mr.

Milton Stewart, President of the National Association of SBICs. I am a member
of that Association, but I wish to record the fact that in the instance of Section
2 and 6 of Title II of this proposed Bill, NASBIC does not represent me.
Mr. Stewart's views in regard to this legislation are, I am sure, sincerely held,

but I feel they may be somewhat colored by the fact that he is President of one
of the largest SBICs in the country. Certainly those opinions expressed in the text
and attributed to him, if meant to apply to Sections 2 and 6 of Title II of this
Bill, do not coincide with mine or with those of any other minimum-capital SBIC
operator I know, and they should not be accepted as the opinion of our industry
as a whole.
The small businessman who really needs help right now is the man who owns a

minimum-capital SBIC. I trust that his interests and the interests of other small
businessmen who would find it difficult to persuade a million-dollar corporation
to listen to their problems, will not be neglected in your hearings.

Sincerely,
ELBERT E. HALL.

JOHN I. THOMPSON & COMPANY,
Washington, D.C., June 9, 1967.

Mr. JOHN J. SPARKMAN,

U.S. Senate, Washington, D.C.

DEAR SENATOR SPARKMAN : As a small businessman, member of the District
of Columbia SBA Advisory Council for several years and its present chairman,
I would like to lend my support to the bill S. 1862 Title I and II. I recommend
its enactment as beneficial to small business.

Very respectfully,
B. J. HANSEN.
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