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S. 1726, SMALL BUSINESS ECONOMIC POLICY AND
ADVOCACY REORGANIZATION ACT OF 1977

WEDNESDAY, JUNE 29, 1977

U.S. SENATE, SUBCO-rITrEE ON GOVERNMENT REGu-
LATION AND SMALL BUSINESS ADVOCACY OF THE
SELECT COMMITrEE ON SMALL BUSINESS AND THE
SUBCON1I3TTEE ON ECONOMIC GROWTH AND STA-
BILIZATION OF THE JOINT ECONOMIC COMMITTEE,

WVashngton, D.C.
The subcommittees met, pursuant to notice, at 10 a.m., in room 424,

Russell Senate Office Building, Hon. Thomas J. McIntyre, and Hon.
Hubert H. Humphrey, chairmen, presiding.

Present: Senators Humphrey, McIntyre, and McClure.

STATEMENT OF HON. HUBERT H. HUMPHREY, A U.S. SENATOR
FROM THE STATE OF MINNESOTA

Senator HUAMPHREY. We will open the hearing of our respective sub-
committees chaired by Senator McIntyre and myself to listen to our
witnesses.

I consider it a great honor to share, on behalf of the Joint Eco-
nomic Committee, the chairmanship of this hearing with my distin-
guished colleague, Senator McIntyre.

The bill that we are considering this morning, S. 1726, the Small
Business Economic Policy and Advocacy Reorganization Act of
1977, is in my judgment the most important small business legislation
in recent years. I am not saying this out of any pride of partial
authorship. Taken in its entirety the measure is an amalgam of pro-
posals developed by Senator McIntyre, myself and others who are
committed to strengthening the small business community.

Rather this legislation is important because it represents what I
consider to be a successful effort to forge these ideas into a comprehen-
sive proposal that raises consideration of SBA and small business
needs to the highest levels of program and policy development in the
Government and gives the SBA the additional tools it must have to
fully respond to small business requirements. I think it goes without
saying this statement indicates that I have long felt that the Federal
Government has not given adequate attention to the rather unique
needs of small business. All of our tax laws and public policy laws are
based on business. That generally means the larger businesses which
have greater access to our capital markets, that have a competitive ad-
vantage and many other advantages.

There are two chief components of the proposed legislation. It
would establish a Division of Advocacy and Economic Research and

(1)
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Analysis within SBA to represent and promote the interests of small
business among all Federal instrumentalities that affect small business
in significant ways. Thus, an important step will be taken to fully
coordinate the activities of SBA within the family of major Federal
departments and agencies. As a result, the quasi-orphan status of SBA
that exists despite the immense importance of small business to our
economy would at last be ended.

Second, the bill would establish a small business economic policy
under which the administration would be required to annually assess
the investment and other substantive needs of small business as a
major component in the fiscal and monetary policy and program plan-
ning and develop specific proposals to meet these needs.

In addition to the legislation itself this hearing is important for an-
other reason. As far as I know this is the first time that members of the
Joint Economic Committee have participated in joint hearings to
consider legislation which addresses the Joint Economic Committee
policy of strengthening the small business sector of our economy. In
this respect the hearing is extremely gratifying to me. I hope that the
precedent we have established here this morning will be repeated many
times in the future with other committees of the Congress.

With Senator McIntyre and other members of the Joint Economic
Committee and the Select Committee on Small Business, I am looking
forward this morning to the testimony of our distinguished witnesses.

STATEMENT OF HON. THOMAS S. McINTYRE, A U.S. SENATOR FROM
THE STATE OF NEW HAMPSHIRE

Senator MCINTYRE. Thank you, Mir. Chairman.
It is a distinct honor for me to join with Senator Humphrey in

cochairing this morning's hearing on S. 1726, the "Small Business
Economic Policy and Advocacy Reorganization Act of 1977." The
most able Senator from Minnesota at one time served on the Select
Committee on Small Business and has been a long time champion,
as you all know, and supporter of small business.

Since coming to the Senate in 1963, it has been my privilege to
serve on two commitees dealing with small business-the Small Busi-
ness Subcommittee of the Banking, Housing, and Urban Affairs Com-
mittee and the Select Committee on Small Business. As a member of
both of those committees, I have chaired dozens of hearings dealing
with an incredible array of problems and issues confronting the small
business community. If I had to pick one recurring theme that per-
vaded all of those hearings, it was the lack of any hard, meaningful
small business data that could be used to measure and quantify the
particular problem being addressed. Countless witnesses and recog-
nized experts have been able to demonstrate, for example, that smaller
concerns have extraordinary difficulties in raising sufficient debt and
equity capital. But in the final analysis, no government department,
agency, or private sector group has been able to accurately translate
into exact dollar amounts this capital short-fall or state in precise
terms the number of independent businessmen affected.

I could go on for the remainder of the morning citing instances
where statistical data was not available or was found wanting when
we were trying to assess legislation or regulations.
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Suffice it to say, that the time has come where we can no longer tol-
erate this "seat-of-the-pants" analysis. The bill before us today repre-
sents what I believe to be a landmark piece of legislation for small
business in that it finally provides the executive branch, Congress,
SBA, and the small business groups with the tools to effectively, effi-
ciently, and thoroughly analyze all aspects of the current status of
our Nation's small and independent concerns. In addition, it puts all
elements of the Federal Government on notice that the economic well
being of this economic sector is one of our country's top priorities.

The President, members of the Cabinet, other high economic policy-
makers and data gathering agencies are directed to give the millions
of small- and medium-sized concerns the time and attention they
deserve and which is so long overdue.

Today we will hear from several witnesses. To help expedite the
hearing and at the same time, to assure that their views will be given
thorough consideration by both committees, we have requested the
gentlemen appearing today to participate in one of two panels. At this
time I would ask the following members of the first panel to come
forward:

Mr. Mike McKevitt, Washington Counsel, National Federation of
Independent Business; Mr. Herbert Krasnow., president, National As-
sociation of Small Business Investment Cos.; Mr. Herbert Liebenson,
executive vice president, National Small Business Association; Mr.
Leo McDonough. executive vice president. Smaller Manufacturers
Council; and Mr. Roger Travis, president, SBANE, the Smaller Busi-
ness Association of New England. Mr. Lewis Shattuck, executive vice
president, will accompany Mr. Travis.

This is our first panel. If I have overlooked any associates, would
you please introduce them for the record when it comes your time to
testify.

If it is agreeable with my colleague, we will call on the panel to tes-
tify briefly in the order in which we called them-that would be Mc-
Kevitt, Krasnow, Liebenson, McDonouglh, and Travis. I have no idea
how long your statements are, gentlemen, but you must make them
concise. *We have about 1½/2 hours and both Senator Humphrey
and I would like to ask questions. Your statements, of course, will ap-
pear in their entirety in the record. With that, we recognize Mr.
McKevitt.

STATEMENT OF JAMES D. "MIKE" McKEVITT, WASHINGTON COUN-
SEL, NATIONAL FEDERATION OF INDEPENDENT BUSINESS

Mr. McKEvurr. Thank you, Senator McIntyre. Mr. Chairman.
First of all, I would like to request that my statement be placed in

the record. I will make brief remarks, highlighting the statement itself
and the feelings of the National Federation of Independent Business.

Above all I would like to say that this is substantive legislation and
good legislation. I think that it is particularly nice to comment on
this legislation while the chips are really down in the small business
corner. My compliments to both of you. You both have been good
friends of ours for a long time.

T would like to hit on the good points of the bill. I think, first of all,
Filat while it is not cabinet status per se, the fact that the bill elevates
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the Small Business Administrator to executive level one is going to
give him a lot more clout in the White House. I have seen the psycho-
logical effects of status elevation in the past in previous administra-
tions and I am sure the chairman has as well, even much more so than
I. I think this will be a big step forward for the Small Business Ad-
ministration to have this elevation in status given to the Small Busi-
ness Administrator.

I think we do need a Small Business Economic Council. I think it
is going to take more than an advocate to really pound home the mes-
sage of small business. It needs the firepower to bring in the different
cabinet people with the Small Business Administrator chairing this
council to give small business the clout it should have. Considering the
fact that 56 percent of the private work force today is employed by
small business, I believe that is a significant enough reason to have a
Small Business Economic Council.

So far as the credit information is concerned, in a recent survey of
our membership-which now exceeds one-half million-we have
found that 82 percent of them have to rely on banks for capital, and
oftentimes they borrow more than once during the year. So there is
obviously a great need for credit information, and I think the report-
ing requirements in this bill would be beneficial. However, we do meet
this suggestion with mixed emotions.

In light of the concern about paperwork expressed by our member-
ship and by small business in general, we wonder about the reaction
you might have if you are going to require that every bank has to re-
port on all the different loans it makes. Possibly as alternatives, you
might want to consider either a random sampling or a requirement
that they report every other year, to avoid the intensive paperwork
that you would have under the particular provisions now in the bill.

Senator MCINTYRE. That is a good point, Mike. Every once in a
while on the Panerwork Commission, we will say to these very good
bureaucrats: "Why are you asking for reports four times a year?
How about twice a year? How about once a year?" Anything to re-
lieve this mass of strangulation in triplicate or whatever they call it
out there in Chicago. So I agree that we should not increase the pa-
perwork burden for small business.

Mr. McKEvITT. I think we could get good profiles by random sam-
pling rather than requiring 100-percent reporting.

The next thing we had a question about-what is meant by medium
size business and why is that in the bill?

We are also concerned about the credit allocation and economic
planning language. There has been a great deal of concern by our
membership in the past about credit allocation and long-range eco-
nomic planning. 'So we must note our concern on this point.

Finally, on the advocate itself. I think Walter Stults put it well in
the hearing just before this one-your best advocates really are your
business association groups and active Members of the House and
Senate who are the bird dogs. They will always be your best advocates
of small business. If we are going to have an advocate in SBA, I think
the advocate should be independent and he should serve, possibly, a
set term. He ought to be addressing himself primarily to the substan-
tive issues of inflation, of taxes, of matters which are everyday prob-
lems to small business, and he or she should have the freedom within
their own power to do it.
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That is a summary of the National Federation of Independent Busi-
nesses' sentiments.

Senator McINTYRE. Would you have a tenure of 3 years without any
responsibility to the President?

How are you going to make this advocate independent? Supposing
he is not for the Consumer Protection Agency and the President has
been very strong for it? Will he be able to say that small business is
not for this and still hold his job?

Mr. McKEvIrr. Yes.
Senator MCINTYRE. Should he be able to make such a statement?
Mr. McKEvirr. Yes.
Senator MCINTYRE. But he will not get reappointed.
Mr. McKEvI r. That is alright.
Senator MCINYRE. Thank you.
[The prepared statement of Mr. McKevitt follows:]
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National Federation of

N F IB ^ ^ Independent Business

STATEMENT OF

JAMES D. "MIKE" McKEVITT

Washington Counsel
National Federation of Independent Business

BEFORE: SUBCOMMITTEE ON ECONOMIC GROWTH AND STABILIZATION
OF THE JOINT ECONOMIC COMMITTEE

SUBCOMMITTEE ON GOVERNMENT REGULATION AND SMALL
BUSINESS ADVOCACY OF THE SENATE SELECT COMMITTEE
ON SMALL BUSINESS

SUBJECT: SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY
REORGANIZATION ACT OF 1977

DATE: June 29, 1977

Mr. Chairman, as Washington Counsel for the National Federation

of Independent Business (NFIB), I am pleased to appear before you

today to indicate NFIB's overall support of the Small Business

Investment Policy and Advocacy Reorganization Act of 1977.

On behalf of our 510,000 small and independent member firms,

I would like to express NFIB's deep appreciation to the Subcommittees

for their efforts to try and insure the well being of small business.

There is no need for me to comment in detail upon the particular

problems that small businessmen and women encounter in attempting to

establish or maintain their business enterprises. (See Table 1).

You are well versed in these matters. Unless something is done soon

to relieve the burdens of inflation, taxation and government regulation,

and to ease the access to available credit at reasonable interest
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QTJE3TION: What is the single most important problem facing your business

today?

TABLE 1

MOST 1976 1977
IMPORTANT JAN APRIL JULY OCT JAN APRIL
PROBLEM Rank % Rank % Rank % Rank % Rank % Rank 2

Taxes 2 17% 2 21% 2 22% 2 20% 2 21% 2 .211

Inflation 14 28 1 25 1 25 1 24 1 24 1 28

Inadequate Demand
for Product 7 5 *7 4 8 3 6 5 8 4 8 3

Interest Rates &
Financing 5 8 5 6 5 7 5 7 7 5 7 5

Minimum Cmage La-ws, .
Cost of Labor 6 6 5 6 6 6 5 7 5 6

CtY r Government
Regulations,
Red Tape 3 13 3 16 3 14 -5 7 3 12 3 12

Competition from
Large Business 4 10 4 9 4 9 3 13 4 10 4 9

Quality of Labor 6 6 6 5 4 10 6 6 5 7

Shortage of Fuels,
Materials or Goods 8 1 8 1 9 1, 7 * 9 2 9 1

Other; No Answer 6 7 8 7 9 8

Total I00o% 100% 100% 100% 100% 100%

* Less than 0.5%

Source: NFIB Quarterly Economic Report for Small Business, (eds.)
Bailey, Richard M., and Dunkelberg. William C., (National Federation of

*Independent Business: San Mateo, Cal.), April 1977.
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rates, small business will continue to struggle. 1/

A healthy, thriving small business sector is vital to the

nation's economy, particularly in the critical area of job creation.

Presently, small business accounts for 56% of the nation's private

work force. Labor intensive rather than capital intensive, a rise

in the profits of a small business translates immediately into an

increase in employment.

As Professor George A. Doyle said in his recent study on small

business: "Full employment, whether as a concept, or a goal, or

even as embodied in a piece of legislation, will not have true

meaning until we incorporate into it a definite set of policies

which see to the continuing v, - of small business." 2/

The Small Business Investment Policy and Advocacy Reorganization

Act of 1977 contains several proposals similar to those that NFIB

has been recommending to Congress for years. For this reason, we

are supportive of the bill in general and will work to aid in its

enactment.

There are, however, two points about which NFIB must express

reservations. When testifying on the SBA's advocacy program before

the Senate Small Business Committee last year, NFIB expressed the

view that "Advocacy will be the watchword of the future and that

1/ Only 41 percent of small business reported higher net earnings
for calendar year 1976 than in calendar year 1975. Thirty-one
percent reported lower net earnings over the same period. See:
NFIB Quarterly Economic Re ort for Small Business, (eds.)
Bailey, Richard M., and Dun eberg, William C. , (National
Federation of Independent Business: San Mateo, Cal.), April, 1977.

2/ Doyle, George A., "Foundations for a National Policy to Preserve
Private Enterprise in the 1980's", prepared for: Subcommittee
on Economic Growth and Stabilization of the Joint Economic
Committee, April 8, 1977, p. 2

.
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the Small Business Administration has no problem that will be more

important to the small business community." This view has not

changed; a strong advocacy program within the SBA should have

top priority. Without it, small business will continue to lack

the representation within the Federal government and before Congress

which it merits.

For this reason, NFIB is very pleased to see included, under

Title I of the bill, a detailed proposal to create an Advocacy

and Economic Research and Analysis Division within SBA. Such a

Division, if properly staffed and funded, has the potential of

accomplishing, for the first time since the SBA was established,

the original intent of the Smi- -iness Act, that is, to "encourage

and develop...the actual at. ..Lial capabilities of small business"

and to "aid, counsel, assist and protect the interests of small

business concerns."

NFIB can attest to the fact that there is now a lack of statis-

tical information on small business within the agencies and depart-

ments of the Federal government (or in other places for that matter).

And much of that existing data is either not published or not pub-

lished in useable forms. But, we are all aware that it is extra-

ordinarily difficult to identify specific problems, determine their

pervasiveness, and draft reasonable solutions without it. While

case studies, in the form of letters relating personal experiences,

are fine as illustrative material, they are no substitute for numbers

properly analyzed. All too often, NFIB has been forced to come to

the Congress arguing a case using "our best judgment", "members tell
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us", or "ball park figures". That makes us very uncomfortable as

we are certain it does the Congress. In fact, it has all too often

been the sympathetic consideration of the Congress rather than any

statistical argument that has carried the day for small business.

Title I contains a comprehensive delineation of specific

duties that are to be performed by the Associate Administrator and

his staff on a continuing basis. Many of these duties, including

studies on various topics such as the impact of taxation or the

cost of government regulation, will, if conscientiously performed,

result in a more favorable estimation of SBA's worth, both in and

out of government, as well as enable the Advocate and other groups

to plead the case of small business more effectively. Clearly,

Title I is intended to make 2b.ible for SBA to be an activist

Agency, and NFIB supports this concept fully.

There is, however, what NFIB would consider a flaw in the

structure of the Advocacy Division as established in the bill. While

the reports containing the findings and recommendations of the

Division would not have to be submitted to anyone outside of SBA

before being delivered to the Congress, the President, and the

Council, the Associate Administrator of the Division would be clearly

in the chain of command under the SBA administrator and, therefore,

subject to the Administrator.

We believe this will hamper thL efforts of the Advocate in

protecting the interests of small business. If we are to insure

that the Advocate will be an independent representative of small

business, reflecting its interests and priorities instead of the

Administration's, the head of the Advocacy Division must not be
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subject to control by the SBA Administrator. While we have no

reason to believe that there will develop an adversary relation-

ship between the two, we must realistically assume the potential

for a conflict on some specific issues. After all, the Administrator

is a political appointee who will be expected to support the Admini-

stration's position. And the Adminstration's position will not

always be the same as small business'.

NFIB's fears are not groundless. We have seen evidence of just

such a conflict over the Agency for Consumer Advocacy. Earlier this

month, SBA sent a letter to all Members of Congress indicating the

Agency's support of S. 1262 and H.R. 6805 "consistent with the

President's position on tLis matter". But NFIB is in possession of

a memo clearly demonstrating the Advocacy Office's differing view

of these bills.

The position taken by . Agency for Consumer Advocacy

is not the point. The point is that the Agency adopted the Admini-

stration's position when the Office of Advocacy did not feel that

position was in the best interests of small business. It could

happen in any Administration, with any Administrator, over any issue.

Our concern for the independence of the Advocate is muted in

determining SBA internal policy and programs. Any recommendations

made by the Advocate in this area should be subject to approval by

the Administrator, in keeping with his role as head of the Agency.

But any studies and resultant recommendations with regard to non-

SbA matters -- regulatory and legislative -- should be made indepen-

dently by the Advocate, in keeping with his role as counsel and

partner to small business.
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NFIB urges the Committees to reconsider the proper role of

the SBA Advocate and restructure his position in the Agency so at

to remove any chance that he or she will be influenced by political

considerations.

The Declaration of Small Business Investment Policy in Title II

is our second concern. Although we are not certain of the intent

of this language, we find striking similarities between the language

in this section and the language normally used to describe credit

allocation programs and long-range national economic planning policies.

We would hope that these are not the tools intended to safeguard

the interests of small business, because small business wants no

part of them.

NFIB has polled its membership to determine their views on

economic planning. On both occasions, the results revealed a

decidedly negative attitude towards such planning. The response

to credit allocation was even more striking. We asked whether the

Federal Reserve Board should have the authority to allocate credit

on a priority basis, making it clear to our members that small busi-

ness would be among the sectors given top priority. Despite the

competitive edge such priority would give to small business, our

membership opposed the proposal.

These votes clearly reflect small business disinterest in

government policies that interfere with the normal course of compe-

tition in the marketplace, even if those policies would be of benefit

to small business.

Aside from these two points of concern, NFIB finds much in this

bill to support wholeheartedly. For example, the elevation of the
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SBA Administrator to Cabinet-level status is, in our opinion, a

key element in making government more responsive to small business.

I have already discussed the importance of an effective Advocate in

monitoring the actions of Congress and the agencies, and in measuring

the impact on small business of the various regulatory and legisla-

tive proposals. Equally important, however, is an Administrator who

is accepted as a peer by top-level advisors and department heads,

who has easy access to the President, and who sits on the Domestic

Council and other similar policy-planning bodies. With the Cabinet-

level status, the SBA Administrator would have a chance not hereto-

fore possible to help determine domestic policy, and to influence

those decisions made at the highest levels of the Executive Branch

which impact small business and the nation. More importantly, he

would finally be in a position to increase the level of awareness

among his colleagues in the Cabinet as to the problems, needs, and

interests of small business.

Further, the establishment of the Small Business Economic Council

will reinforce the Administrator's role as a primary decision-maker.

Such a Council would require that key members of the government,

such as the Secretaries of the Treasury, Commerce, Labor, Agriculture,

the SEC, and the FTC, and the Chairmen of the CEA and the Federal

Reserve Board meet with the Administrator solely to discuss small

business concerns. The Council would give the Administrator much-

needed close contact with the President's chief economic interests of

small business. Cabinet rank for the SBA Adminstrator and the

creation of the Council will go far towards insuring that small

business is never again overlooked by the Federal government.

98-762 0 - 75 - 2
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Finally, Title VI, Small Business Credit Information, involves

that traditional conflict between paperwork and information. As

probably the nation's leading organized advocate of paperwork

reduction, we find ourselves in a rather delicate position on this

matter. The key factor in our view is "need for the information"

and in this instance we see a need.

The Senate Small Business Committee has in recent times made

an attempt to obtain information similar to that mandated by Title VI

from the Federal Reserve on a voluntary basis. It was not successful.

While the Committee did not make a cause celebre over the issue, it

became clear the Federal Reserve was not about to move.

Why is this information i- ant? Virtually all small business

financing comes from the r: s banking system. NFIB data indicates

that 82% of small firms borrowing last year, borrowed from banks.-/

We also know approximately two of three small businesses borrowed money

last year, with half the borrowers receiving loans of $25,000 or less.

Many firms are repeat borrowers in the sense that they borrow more

than one time in any one year.4-

Non-bank sources of loanable funds for small businesses are

strictly secondary and we must recognize them as such. While they are

3/ Other loan sources included: "Friends, Relatives" - 9%, "Finance
Company" - 3%, "Insurance Company" - 3% and "Other" - 10%. (Totals
do not add to 100% because respondent could check more than one
loan source). See: NFIB Financial Profile of Small Business, (eds.)
Bailey, Richard M. and Dunkelberg, WiliaEmC., (National Federation
of Independent Business: San Mateo, Cal.) forthcoming,

4/ NFIB Quarterly Economic Report for Small Business, op. cit.
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important, and could and should be expanded, we cannot know the

wisdom of the proposals to accomplish it without knowing the

existing supply of capital directed to small business and the de-

mand. Quite frankly, we don't now know a great deal about either.

But, NFIB is concerned that the specific language of the bill

might require unnecessary paperwork through the detailed gross

sales and assets classifications found in the bill. We further

are not certain that the data from a random sample of banks might

not accomplish the desired objective equally as well. In our

view, therefore, the specificity of Title VI may be counterpro-

ductive and the necessary detail might be more appropriate in

report language.

Mr. Chairman, NFIB appreciates the opportunity to present its

views on the Small Business Investment Policy and Advocacy Re-

organization Act of 1977 and we hope they are helpful to you.
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Senator MCINTYRE. Mr. Krasnow, if you would proceed, please.

STATEMENT OF HERBERT KRASNOW, PRESIDENT, NATIONAL
ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES,
ACCOMPANIED BY WALTER STULTS, EXECUTIVE VICE
PRESIDENT

Mr. KRASNOW. Senator Humphrey, Senator McIntyre. My name is
Herb Krasnow. I am president of the National Association of Small
Business Investment Companies. It is a volunteer position. Walter
Stults serves as our executive vice president.

During the past year, both as the president of our trade association
where we have done a thorough analysis of what we think the needs
are within venture capital and functioning on a task force within the
Small Business Administration on venture and equity capital for
small business-the Chairman was Bill Casey-it was very clear to
me that the majority of the problems faced by small business lie not
within the purview of the Small Business Administration as an agency,
but lie with the Congress, lie with the Treasury, lie with the Securi-
ties and Exchange Commission. It is very clear that S. 1726 is excel-
lent legislation. We very much want it to happen. It is similarly clear
that it is not a panacea; it cannot be. It strikes me that advocacy within
an agency is just part of the problem, part of the answer.

We basically are confronted, we think, with something which is
much more immediate. In supplementing my remarks, I would like
the task force report to go into the record. I would like our summary
of NASBIC recommendations to go into the record as well as those
of the National Venture Capital Association, which is a sister organi-
zation of venture capital groups.

There is a question of emphasis. Clearly the concentration of power,
the concentration of money, of national resources, trained manpower,
all are more and more going into large business. Small business is
being impoverished. It is being put into more and more of a small
area of our society. Clearly from a social viewpoint, this is disad-
vantageous.

We have a situation that we all know from our guts and we do not
need numbers, that the vitality of the United States lies in substantial
part in the entrepreneurial spirit of the small business community. It
must be fostered.

I submit to you that in the reports that we have made part of the
record, included in large part in other such reports, including the
report that was discussed earlier this morning, are some of the most
important goals and requirements of the small business community.
The most important job that we have is to gain an awareness of these
problems and of the goals and continue to function within our trade
associations, within the Congress, within the administration to foster
them into gaining those goals.

Thank you.
Senator MCINTYRE. Thank you, Mr. Krasnow.
[The prepared statements of Mr. Krasnow and Mr. Stults follow:]
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LATONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES
512 WASSINGTON WIWING . TEMOM (2) 6W4111

WASHINGTON, 0. C. 20005

June 29, 1977

STATEMENT OF

HERBERT KRASNOW, PRESIDENT

NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES

Before the

JOINT ECONOMIC COMMITTEE

-_...._..,....... and the

SENATE SMALL BUSINESS COMMITTEE

RE: S.1726, the Small Business Economic Policy Report
Act of 1977

.. .. .-, . ::.'.°.'.w

..... .... MR. CHAIRMAN AND MEMBERS OF THE COMBINED COMMITTEES:

I am Herbert Krasnow, President of the National

Association of Small Business Investment Companies whose

325 members represent over two-thirds of all the licensed

SBICs and MESBICs and about 90% of the assets committed

to our industry. In my private role, I have served for

s "T"* the past 15 years as the founder and President of

Intercoastal Capital Corporation, a medium-sized SBIC

L1','^.' located in New York City. With me today is Walter Stults,

NASBIC's Executive Vice President.

On behalf of the SBIC industry, I wish to thank

Senators Humphrey and McIntyre for taking the lead in

drafting this imaginative and innovative legislation.
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We believe that its enactment would result in a much more

logical and consistent Federal policy toward the needs and

the potentials of the independent sector of the U.S. economy.

Just as the Full Employment Act of 1946 focused the attention

of the Executive and Legislative Branches of the Government

on a comprehensive overview of the American economy, I

believe this legislation would bring the same valuable

results to Federal Government relations with small business.

With your permission, I would like to comment upon

several specific provisions of S.1726 as they appear in the

bill and then speak more generally on the needs of small

business, as I see them today.

Section 101 contains one item of particular interest

to the SBIC industry: the provision establishing an Associate

Administrator for Investment whose sole concern would be the

SBIC program. We strongly support this paragraph, because

we have felt the negative impact since 1972 when the Associate

Administrator for Investment (established in 1958) was given

additional responsibilities which rendered him unable to devote

sufficient attention to the Investment Division.

Section 103 deals with the authorization for an Associate

Administrator for Advocacy and Economic Research and Analysis.

NASBIC supports this up-grading of the role of the Small

Business Administration in formulating and maintaining an

economic data base covering small and medium-sized businesses.

All of us have been frustrated by the lack of clear information
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about the numbers surrounding the "small business problem".

Without better statistics, no one can determine the scope of

the problem. Without better statistics on a continuing basis,

no one can decide whether or not present programs are effective.

We also feel that the mandate for this official to analyze all

Federal legislation and regulation to understand its impact

upon the independent sector could be most worth while.

Title II, in effect, places in the Small Business Act

the national policy goals stated in the Small Business

Investment Act of 1958. We applaud this proposal, as well

as the clear commitment of the Federal Government to policies

and programs which will utilize private sector mechanisms

for channeling the all-important flow of equity and venture

capital to new and growing businesses.

Incidentally, I would recommend that the existing National

SBIC Advisory Committee, established by law in 1967, be utilized

by the Associate Administrator for Advocacy and Economic Research

and Analysis and by the Small Business Economic Council whenever

either of those offices is studying equity and venture capital.

Title III of S.1726 provides for the preparation and

publication of an annual Small Business Economic Policy Report

by the President. This Report would be submitted to Congress

at the same time as the general Economic Report. As I see it,

the Small Business Economic Policy Report would supplement the

overall Report and should serve as a solid foundation upon

which the Administration and the Congress could build specific

legislatiive and regulatory actions. During the 31 years of
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the life of the Joint Economic Committee and the 27-year existence

of the Small Business Committee, no such comprehensive Report has

ever been compiled. It is surely time to undertake this sort of

a continuing analysis.

Title IV of the legislation before you would establish a

Small Business Economic Council headed by the SBA Administrator

who would be joined by the Secretaries of Treasury, Commerce,

Labor, and Agriculture, as well as by the heads of the Federal

Reserve System, the Securities and Exchange Commission, the

Federal Trade Commission, and the Council of Economic Advisers.

NASBIC supports this proposal, but I must voice one reservation:

I hope that the establishment of this Council will not result

in the exclusion of the-SBA Administrator from other top-level

White House policy groups. Let me be specific: every small

business group hailed President Ford's decision to make SBA

Administrator Kobelinski a member of his Economic Policy Board;

that gave him a voice in formulating overall economic advice

for the President. It would not be a gain for small business

if the President assigned the SBA chief solely to the Small

Business Economic Council -- and left him out of the major

decisions. I am afraid I have sometimes felt that the very

existence of SBA has provided an excuse for the other parts

of the Executive Branch to shirk any responsibility for con-

sidering the role of independent business when running their

own agencies.

I must admit that I could not fathom the import of Title V

when I read the text of s.1726. It was only after a few phone
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calls that I learned that it involved a raising of the post

of the Administrator of SBA to Cabinet rank. I'm in favor of

that change. As a matter of fact, NASBIC has called for the

entire SBA to become a Cabinet Department, and we shall work

for that larger goal, along with the other members of COSIBA.

In the meantime, though, I support Title V as an interim step.

Title VI of the bill directs the bank regulatory

authorities to collect data on the volume of commercial bank

credit made available to businesses, broken down by assets

and by sales volume of borrowers. I believe this information

would be essential to those who have the mandate to set

economic policy for the small and medium-size sector.

Currently, most business and financial data are aggregated

and that conceals far more than it reveals. I cannot say

that the categories listed in the bill are the most appropriate

ones, but I endorse the idea of a continuing compilation of

the amount of bank loans and credits going to smaller firms.

Mr. Chairman, that concludes my summation of NASBIC

positions on the six major sections of S.1726. If I may,

I would like now to expand on the general topic before you

today -- the vitality of the independent sector in the U.S.

economy.

During the past year, a number of groups have been engaged

in sweeping studies of the status of small business. One was

the SBA Task Force on Venture and Equity Capital for Small

Business, a blue-ribbon panel of private citizens representing
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commercial and investment banking, academia, insurance,

venture capital, SBICs, and small businesses. The SBA Task

Force was appointed last July and filed its Report in

January 1977. I would urge that the Report be made a part

of the hearing record.

My own Association has devoted a major share of its

efforts over the past eight months to a comprehensive survey

of the current status of the SBIC industry, and to a listing

of legislative and regulatory changes we require if SBICs

are to become more effective in channeling additional dollars

to new and growing businesses. I ask that our report also

be made a part of your record.

The National Venture Capital Association is another

organization which has stepped back to look at the small

business scene in 1977 and looked forward to decide what

actions should be taken to augment the flow of equity dollars

to the independent sector. I would suggest that your Committees

review the recommendations made by NVCA.

Finally, the Council of Small and Independent Business

Associations (COSIBA) has drafted its tax legislation for 1977.

The four provisions of the COSIBA bill would enable small and

growing firms to retain more of their earnings for growth and

would make investment in independent businesses far more

attractive. Conversely, the COSIBA bill would remove a major

incentive toward merger and concentration which now is a part

of the Internal Revenue Code. Again, I ask that a summary of

this legislation be included in your hearing record.
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SUMMARY

Once again, I wish to congratulate and thank the members

of these two Committees for their initiative in designing S2.726.

I believe it represents a major step forward for small and

medium-sized businesses and I am certain it will greatly

strengthen the Small Business Administration in meeting its

crucial responsibilities.

For much too long, we Americans have been bemused by the

power of "bigness' -- whether it be big business, big labor,

or big government. The past decade has demonstrated that size

alone is not enough to solve our problems -- or to improve

the quality of American life. Those of us who manage SBICs,

however, have witnessed a more exciting sort of power: the

ability of an entrepreneur to provide and sell a new product

or a new service; his ability to transform a new technology

into a useful product; his ability to employ countless workers

where no jolsexisted before; his ability to compete against

the corporate giants and prevail by providing better goods at

a lower price. I maintain that is the very essence of the free

enterprise system. All Federal actions should be taken to

buttress the ability of the new and the small to compete; all

impediments to the free workings of our competitive system

should be removed.

Thank you.
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NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMA
512 WASHINGTON BUILDING . TELEPHONE 1202) 636411

WASHINGTON, D. C. 20005 ...

June 29, 1977

STATEMENT OF

WALTER B. STULTS, EXECUTIVE VICE PRESIDENT

NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES

Before the

JOINT ECONOMIC COMMITTEE

and the

SENATE SMALL BUSINESS COMMITTEE

MR. CHAIRMAN AND MEMBERS OF THE COMBINED CQMMITTEES:

Thank you for this opportunity to comment briefly

upon the report submitted to Congress by the Chief Counsel

for Advocacy of the Small Business Administration, pursuant

to Title II of Public Law 94-305. These are my personal

reactions to the Report, not the official view of NASBIC.

First of all, the Report is probably most useful as

a litany of 145 legislative and regulatory recommendations
.. . ... ..iW
--1...-. gleaned from a number of sources. Most of us could add to'....n.. g eane

that listing, but at least we can look back to the 145

proposals during the months and years to come to determine

how well, or how badly, we have fared in taking action on

those individual recommendations.
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Naturally, I am disappointed that the Report does not contain

more original research material which the rest of us could utilize

in coming up with our own ideas for helping small business. The

Report pinpoints the lack of a data base as the primary short-fall

and I would surely agree with that conclusion. Yet the Report

devotes less than five of its 101 pages to this area and appears

to leave any answer to the development of data by a private

organization, Dun & Bradstreet.

Not surprisingly, the Report strongly urges a larger and more

powerful Office of Advocacy with the establishment also of Advocacy

offices in the field. I would be cautious about adding too many

bodies; advocating Advocacy is not exactly what small business needs.

Furthermore, I would recommend that the Office of Advocacy not become

involved in counseling individual small businesses. Such a mandate

would require thousands of employees to work with the millions of

small businesses.

Since my time is limited, I shall close with one final personal

observation: I hope that the Senate and the House Small Business

Committees do not overlook the fact that we consider the two Committees

as the chief advocates for small business. Congressional Committees

alone have the clout to influence the Executive Branch; SBA doesn't.

Congress alone can pass laws; SBA can't. Congressional Committees

can hold hearings and issue reports focusing attention on anti-

competitive laws, regulations, and policies; SBA can't. The two Small

Business Committees have sizable and highly professional staffs. If

the Committees set appropriate priorities, I believe they can accomplish

much.

In sum, then, DON'T ABDICATE TO THE ADVOCATE.
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REPORT

of the

SBA TASK FORCE

on

VENTURE AND EQUITY CAPITAL
for

SMALL BUSINESS

U.S. Small Business Administration

January 1977
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FOREWORD

In July 1976, Mitchell P. Kobelinski. Administrator of the U.S. Small

Business Administration (SBA), appointed a Task Force on Venture and

Equity Capital for Small Business to assess the financing problems

facing the small businessman today and to recommend solutions. The

Task Force was made up of 15 people actively involved in managing,

financing or advising small businesses. It is grateful for assistance

provided by officials from the SBA, the SEC, the Treasury and Labor

Departments, and private financial institutions.

The Task Force met several times as a full group and more frequently

in smaller subcommittees. Early in the discussions it became apparent

that the scope of the study had to go beyond just the provision of venture

capital to very small businesses, because of the interrelated nature of

all forms of capital required by business.

The Task Force believes the implementation of the study's recommenda-

tions can make a vital contributionto America's free enterprise system.

If the recommendations included in the Report are favorably acted upon

by the Administration and the Congress. it is the opinion of the Task

Force that critically needed new venture and equity capital will flow

to the small business sector of our economy, which in turn will produce

substantial increases in jobs, tax revenues and productivity.
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SUMMARY OF SPECIFIC RECOMMENDATIONS
MADE BY THE TASK FORCE

Tax Laws and Regulations

- - - Increase the corporate surtax exemption from the present level
of $50, 000 up to $100, 000;

- - - Allow greater flexibility in depreciating the first $200, 000 of
assets;

- - - Permit investors in qualified small businesses to defer the tax
on capital gains if the proceeds of the sale of a profitable small
business investment are reinvested within a specified time in
other qualified small business investments;
Increase the deduction against ordinary income of capital losses
in a small business investment made under Section 1244 of the
Internal Revenue Code from $25, 000 in annual deduction to $50, 000,
and increase the limit on an offering from $500, 000 to $1, 000, 000
and on issuer size from $1, 000, 000 to $2, 000, 000 in equity capital;

- - - Permit underwriters of the securities of smaller businesses to
deduct aloss reserve against the risks inherent in the underwriting
and carrying of such securities;

- - - Revise methods by which revenue impact of tax changes are
estimated to reflect revenue gains from the business use of tax
savings and the stimulus to capital formation that tax incentives
provide.

Small Business Administration (SBA)

- - - Provide that some portion of the guaranteed borrowing available
to SBICs take the form of debt with the interest partially subsi-
dized, if the funds are used to make equity investments;

- - - Permit SBICs a deduction from ordinary income for loss reserves
on both the equity and debt portions of their portfolios;

- - - Immediately make a substantial increase in the size standards
for SBIC investments and also provide for either an annual revision
of these standards or index them according to broadly accepted
price indicators;

98-762 0 - 78 - 3
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- - - SBA should require and encourage commercial banks to assume
a larger portion of the risk in SBA loans and change its guarantee
fee from a one-time fee of 1% of the amount of the guaranteed
debt to an annual fee which more nearly reflects the value and
cost of SBA's guarantee;

- - - Substantiallyexpand SBA's Secondary Market Program by creation
of a "Certificate" system for the sale of SBA-guaranteed loans.

Institutional Investors/Employee Retirement Income Security Act (ERISA)

Amend ERISA to declare a policy that pension funds may invest in
a broadspectrum of American companies within the "prudent man"
rule and that it applies to the total portfolio rather than any individ-
ual investment. Also create a "basket" of 5% of the assets of
any plan within which investment managers can invest according
to standards of prudence and liquidity appropriate to higher risk
small business investments;

- - - The development of professionally managed pools of capital should
be encouraged so that pension fund managers, otherwise con-
strained by time or expertise, may participate in the investment
in newventures and in growing smaller companies. These special
funds should be specifically exempted from the provisions of the
Investment Company Act of 1940;

- - - In cooperation with the SEC and other regulatory bodies, exempt
the illiquid securities of small companies from "mark-to market"
or " fair value" accounting treatment.

Securities Laws and Regulations (SEC)

- - - Increase the small offering exemption from $500, 000 to $3, 000, 000;
Enact the limited offering exemption as proposed in the American
Law Institute project to codify the securities laws;

- - - Retain and simplify Rule 146;
- - - Amend Rule 144 to provide that the existing quantitative limits

apply for only athree-monthperiodratherthan a six-monthperiod.
In addition, change those limits to one percent of outstanding
shares or the average weekly volume, whichever is higher instead
of whichever is lower;

- - - Develop procedures under which solicitation, with appropriate
compensation to develop a market, may be undertaken if buyers
are provided with copies of financial data and other disclosures
regularly filed with the SEC along with a suplemental statement
on mode of offering, identity of underwriters, price of securities
offered, and information needed to update the data on file with
the SEC.
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INTRODUCTION

Small businesses comprise 97 percent of all unincorporated and incor-
porated businesses in the United States. More than half of all business
receipts are generated by their operations. Perhaps more important,
they employ more than half the U. S. business work force.

It is a matter of acute concern that, in the face of clearly emerging
needs and the documented benefits to the United States economy, a set
of impediments have developed that are preventing smaller businesses
from attracting the capital without which they cannot perform their
traditional function of infusing innovation and new competition into the
economy. Unless these impediments are overcome, the ability of the
economy to compete in the world and meet the needs of the American
public will be seriously eroded.

It is alarming that venture and expansion capital for new and growing
small businesses has become almost invisible in America today.
In 1972 there were 418 underwritings for companies with a net worth
of less than $5, 000, 000. In 1975 there were four such underwritings.
The 1972 offerings raised $918 million. The 1975 offerings brought
in $16 million. Over that same period of time, smaller offerings under
the Securities and Exchange Commission's (SEC's) Regulation A fell
from $256 million to $49 million and many of them were unsuccessful.
While this catastrophic decline was occurring, new money raised for all
corporations in the public security markets increased almost 50 percent
from $28 billion to over $41 billion.

A public policy that discourages the public from investing approximately
$1 billion a year of its savings in economic innovation, growth, and
the creation of jobs while it encourages the public to risk $17 billion
a year in Government-sponsored lotteries, requires close and serious
reexamination.
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Impediments to Small Business Growth

In this context, the Task Force sees in the American business and
financial scene today the following characteristics:

1. A public policy that tilts sharply towards encouraging consumption
and discouraging savings and investment.

2. An increasing and dangerously high ratio of debt to equity arising in
part from artificial tax advantages extended to debt financing.

3. Distinct impediments to raising equity and other forms of risk
capital.

4. Savings gravitating towards larger institutions that are discouraged
from investing those savings in smaller and new businesses.

5. Well-intentioned efforts to protect investors which inadvertently
place small businesses at a disadvantage in competing for available
funds.

6. Attrition and concentration in the network of financial institutions
and firms that has served our economic needs well by mobilizing
capital.

A recent study by the Massachusetts Institute of Technology Development
Foundation has arresting data on the importance of new companies and
new technologies to property and jobs in America. It compares the
performance of six mature companies, five innovative companies, and
five young high-technology companies. From 1969 to 1974, the average
annual contributions of these companies in jobs and revenues shaped up
as follows:

Type of Companies Sales Growth Job Growth

Mature 11.4% 0.6%
Innovative 13.2% 4. 3%
Young High Technology 42. 5% 40. 7%
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Although these young companies are not only growing faster but actually
creating more new jobs and tax revenues than the giants of American
industry, we see increasing impediments to this same opportunity for
other new companies.

Recent economic trends have caused all investors -- institutional,
large nonfinancial companies, venture capitalists, individuals and local
bankers -- to become more conservative in their investment policy.
Recent legislation and regulation, however well intentioned, has added
to that conservatism by cutting incentives to take risks. Savings and
other financial resources, so desperately needed by small companies to
finance their growth, have become concentrated in larger financial
institutions. For example:

- - - Since 1962, deposits in the ten largest banks have increased from
20 to 33 percent of all deposits.

- - - Pension funds assets have tripled since 1962 and it is estimated
that by 1985 more than half of all equity capital will be in the
hands of pension fund managers.

- - - Mutual funds assets have doubled in the same time period.

- - - Institutions now account for 70 percent of the volume of trading
on the New York Stock Exchange (NYSE).

As assets have concentrated, access to them has become more difficult,
particularly for small businesses. In the past 5 years, the number of
registered securities broker/dealer firms has declined 35 percent, and
the number of registered representatives has declined as well. The
Task Force has found that this shrinkage of the securities industry has
compounded the problem of providing smaller companies with access to
capital. Large institutional investors handling pension funds, wary of
standards set forth in the 1974 Employee Retirement Income Security
Act (ERISA), are concentrating their funds in larger companies with
proven earnings records to avoid possible lawsuits and liabilities under
ERISA.
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Individual investors, once a vital source of funds for new businesses
and liquidity for early investors, have been so hurt in recent bear
markets that they are reluctant or unable to provide risk funds again.
In addition, the incentive for individuals to risk capital in equities has
been drastically reduced by a capital gains tax rate that today can run
from 70 to 100 percent more than the maximum rate that prevailed
as recently as 1970.

Compliance with Government regulations -- tax returns, registration
statements, ERISA reporting requirements, and a great variety of
reports and surveys -- constitutes a heavy burden for the small busi-
nessman. Although highly commendable efforts to lighten this load are
under way, the small business today is in grave danger of smothering
under the weight -- and cost -- of repetitive paperwork.

One of the more serious problems is t he skyrocketing cost of entering
the public market to seek new sources of financing. An analysis of
six of the smaller offerings made in 1976 by companies having assets
of less than $5 million shows the average cost of registration is
$122, 350, an automatic and, in some cases, insurmountable roadblock
for companies interested in entering the public market.

The Life Cycle of Growing Businesses and Its Financing

The result of all these trends has been to make economic growth for
smaller companies increasingly difficult. The chart on the next page
illustrates the stages a company must go through to achieve maturity as a
corporate entity.

The cycle of a business enterprise requires different types of capital
at each stage of its life. The highly developed U. S. marketplace has
spawned investors for each of these many stages. The result can be
imagined as a financial pipeline along which successful companies move
from start-up to maturity.

If this pipeline flows smoothly, all types of investment capital can
function. If it clogs at any point, capital dries up all along the pipeline.
Facilitating the turnover of initial investments to more conservative
investors is critical to unblocking the flow of initial higher risk invest-
ments in smaller businesses. In fact, the Task Force believes that
creating better prospects of liquidity for early investors will, in itself,
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restore the flow of equity investment in the early stages of business
life. Hence the Task Force focused on institutional investors and the
public stock market, in addition to other sources of risk capital, internal
financing and long-term debt financing.

Traditionally, businesses have used a mixture of internal and external
financingfortheir needs. Small businesses cannot grow very fast if they
have to finance themselves solely out of their earnings. In most cases
external sources must provide the financing for significant growth.

As shown onthe chart, however, a hypothetical company moving through
the system must reach a revenue level of up to $10 million before public
financing becomes even remotely possible. Moreover, it is not until a
business reaches revenues of $25 to$40millionthat all sources of public
and private funding become, in some measure, available.

Though Government agencies provide a great deal of assistanceto small
businesses through agencies such as the Small Business Administration
(SBA), there are legislative limitations on this agency's programs that
prevent them from being completely responsive to the small business-
man's needs for equity capital. Because private financial resources are
at times unavailable, the small businessman is often faced either with
stagnation or the sale of all or part of his company.

In addressing the financial needs of small businesses and the imped-
iments to meeting them, it soon becomes apparent that the problem is
different for:

a. the many small businesses that are local in character or so
family owned and managed that they would be unlikely to have
or want access to the public securities markets; and

b. those businesses that can develop so that they will need access
to public financing.

There are different remedies called for with respect to these two broad
categories of smaller businesses.

There is a cycle of financial events and opportunities into which new and
growing businesses have to fit themselves to finance their growth and
expansion. This cycle starts off with the ability to save and the will to
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commit those savings in orderto start a small business. Here, if public
policy is to reflect the contribution new and small business can make to
the nationalwelfare, our tax system has to encourage necessary savings
and the commitment of these savings to new and small businesses.

Then, after a new business is launched, the tax system should permit it
togenerate sufficient internal capital so that a growing equity and credit
base will enable it to meet growth requirements. This can be done with
some deferral of tax payments; allowing small businesses greater flexi-
bility in charging off the assets needed todo its business; and an increase
to reflect inflation in the amounts to which small business tax treatment
now applies. This will provide greater revenues for the Government in
the future as small businesses use this increase in internal financing to
provide additional jobs and greater taxable wages and profits.

From amongthe new and small businesses that grow as a result of these
tax revisions, a few will show a potential for generating jobs and profits
that are sufficient to attract funds from private, public and institutional
investors. These businesses should be able to compete for these funds
on equal terms with older, larger and more established businesses.
Savings will not be invested in these new and growing enterprises unless
the investors can efficiently convert their investment to cash over time
without undue penalty. The seed money needs of these innovative and
growth-oriented businesses used to be met by knowledgeable investors
found in towns and cities all over America. In the last fifteen years,
a significant portion of this activity has become institutionalized and
professionalized in enterprises having risk money together with
experience and skill in identifying unusual business opportunities in
technological developments and emerging needs.

Today however, surveys of the investing activity of leading professional
venture capitalists, having total assets estimated at $1. 7 billion and
investing in excess of $100 million per year in venture capital situ-
ations, show an increasing proportion of their funds going to established
companies. In 1975 only five percent of new investments went to start-
ups of new ventures and two percent to first-round financings.

This represents a sharp reduction from previous years. Most venture
capital firms have adopted a policy of staying away from start-ups and
have put their available capital in safer and more liquid investments.
The Task Force believes this steady shift towards a more conservative
investment policy comes from perceived difficulty in recycling invest-
ment funds as restrictions on the access of small and growing business
to the public securities markets has become more costly and difficult.
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COMPANIES WITHOUT ACCESS TO PUBLIC SECURITIES MARKETS

The very small business, usually local in character, is likely to be
launched on the personal savings of family and friends by an entrepreneur
interested in full ownership and attracted to the prospects of financial
reward.

His primary financial advisor will usually be his local banker, who
provides advice, counsel and, more importantly, short-term credit for
his generally undercapitalized enterprise. Local bankers are likely to
go as far as conventional economic wisdom and prudent banking standards
permit in granting loans on the basis of confidence and character.
Certainly the banker cannot be adequately compensated for making this
type of loan because of the risk and servicing involved. He, and the
entrepreneur, are taking calculated risks, hoping for greater rewards
-- increased deposits and profits -- in the future.

With these loans and private resources, the entrepreneur begins his
business with a reasonable relationship between debt and equity capital.
If the business prospers, he approaches his banker for funds to purchase
additional inventory or to handle his multiplying accounts receivable. He
continually borrows short term, being fully convinced that he will have
funds to repay within the 30-day term of the loan. The banker, pleased
with this progress, continues to advance funds, all in short-term notes
renewed and rewritten at regular intervals. This satisfies the bank's need
to adjust loan interest rates quickly and to show liquidity on its books.

As this small business grows, however, the availability of this type of
financing fades away as its dangers emerge. Short-term indebtedness
goes up and retained earnings are unable to grow as fast as the business.
Paradoxically, the more profitable the business is, the worse its
financial statement looks because of the high ratio of debt to equity.

As internal financing becomes increasingly difficult, the entrepreneur's
external source of financing, his banker, may begin to run into loan
limit problems. Moreover, as more and more local banks are absorbed
by large banks, the entrepreneur may find himself faced with a more
impersonal and cautious branch manager, who may not want these small
business risks.

The entrepreneur begins to realize the value of long-term financing. He
turns to the government for help, in most cases to the SBA. He finds
that this agency's programs of direct and guaranteed loans, and equity
financing through SBA-licensed Small Business Investment Companies
(SBICs), may be able to provide necessary assistance. Yet this
assistance, too, has its limits.
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Tax Revisions to Facilitate Internal Financing and Attract Capital

The fact is that for those businesses not likely to require or want to raise
money from the public, capital growth needs must come from a
combination of internal cash flow and from borrowing. To make it
possible for many thousands of small businesses to realize their
potential in growth and jobs, reform in the tax structure is essential.

The most direct and effective step that can help small business is to
bring the $50, 000 of corporation earnings now taxed at a lower rate in
line with inflation and the escalation of risks and higher costs in starting
and carrying on business. Consequently, the Task Force recommends the
corporate tax rates be modified so that the first $100, 000 of corporate
taxable income should be taxed at lower rates, as follows:

First $50, 000 - 20 percent

Second $50, 000 - 22 percent

Excess over $100, 000 - 48 percent

Allowing these small businesses to use a larger portion of their first
$100, 000 of earnings to grow will produce additional revenue and jobs.
The Government will benefit from additional taxes and a reduction in
welfare and other unemployment costs in the future.

Allowing small businesses greater flexibility in writing off the first
$200, 000 of depreciable assets is another step that should be taken to
increase the internal financing that is so critical to businesses in their
early years.

The higher 'capital gains tax rate has altered the risk-reward
relationship for investors. This is likely to have its greatest impact on
equity investment in small businesses where capital is already scarce
and the risk of loss is greatest. This was recognized by Congress in
1958 with the enactment of Section 1244 of the Internal Revenue Code
that allows limited deduction of loss in a small business investment
againstordinary income. To reflect inflation and increased capital costs
in new businesses, the limitations surrounding this provision should be
increased so that deduction of $50, 000 instead of $25, 000 is permitted
a taxpayer in any one year. The limit on issuer equity capital and size
of the financing necessary to qualify should be increased respectively
from $1, 000, 000 to $2, 000, 000 and from $500, 000 to $1, 000, 000.
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The capital gains tax has become so high that it no longer serves as an
incentive to provide long-term investment capital. Deferring that tax
as long as these funds remain invested in small business can provide
a major incentive to attract the individual investor back to investing in
small companies. The Task Force recommends that investors in
qualified small businesses should be permitted to defer the tax on capital
gains if the proceeds of a profitable sale are reinvested in another
qualified small business within a specified time period. There is ample
precedent for this kind of deferral in home sales, condemnations and
retirementplandistributions. Since small businesses are potentially the
most rapidly growing part of the equity investment spectrum, the
ultimate tax revenues can be significantly higher, more than offsetting
the cost of deferring revenues.

These tax revisions will result in a reduction of some tax revenue and
deferral of other revenue. The Task Force takes issue with the method
currently used in the Treasury's forecasts of the revenue impact of tax
legislation. These revenue estimates reflect only the reduction in tax
collections from tax revisions without any offsetting allowance for income
which will result from retaining and using the revenue reductions in
business activity. Nor does it reflect the stimulus to capital formation
and economic activity which greater incentives will provide. The Task
Force believes that a more accurate and balanced method of evaluating
the impact of proposed changes is essential to developing sounder tax
policy. It recommends that, at the earliest possible date, the new
Secretary of the Treasury review the methods now used to forecast the
revenue loss from tax changes.

SBA Assistance in Long-Term Borrowing

The tax revisions discussed above will allow small companies to
generate more substantial cash flows internally and, thus, attract
greater financing from their banks. Beyond that, if small businesses
are to be restored to their full role in contributing to national economic
growth and generating jobs, the financing role of SBA should be
strengthened. Therefore, the Task Force believes it important that
SBA programs be put on a more self-sustaining and flexible basis.
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The SBA is to be commended for steadily shifting its emphasis from

direct loans to the guarantee of bank financing. In this way SBA has

increasingly utilized the more intimate knowledge of local businesses

and local economic risks and opportunities and the greater ability to

supervise loans which local banks almost invariably have. At the same

time it has provided small businesses with long-term financing that

local banks, subject as they are to the requirements of regulatory

agencies to keep their assets liquid and maturities short, have not

been able to provide.

The SBA is also to be commended for helping local banks to bring

institutional funds into small business financing by instituting its

Secondary Market Program. Under this program, banks making SBA-

guaranteed loans can now sell them to other investors to improve the

banks' liquidity and bring new funds into local financing by offering

Government-guaranteed, goodyield investments to institutional and other

investors. Since the program's inception through September 1976, more

than $406 million of these loans have been sold to investors who would

find it difficult to lend directly to small businesses. This successful

Secondary Markets Program should be substantially expanded. The SBA-

proposed "Certificate" system would transform the guaranteed portions

of SBA loans into freely transferable market securities. This would

tap additional institutional investor sources of capital, remove bankers'

reservations about liquidity and reduce bank examiners' concerns over

long-term loans in banks' portfolios. In order to ensure full utilization

of these new resources, a comprehensive public information program

aimed at small businessmen should be instituted.

The Task Force believes that SBA can strengthen its ability to contribute

to the financing needs of small business by placing its operations on a

more business-like basis in two very important respects:

1. Requiring and encouraging commercial banks to assume a larger

share of the risk in the long-term financing that SBA facilitates

through its guarantee. For example, the SBA might require banks

to retain 15% instead of 10% of the risk in these loans and use a

sliding guarantee fee to induce banks to take an even larger portion

of the risk.

2. In extending a seven-year guarantee for a one-time fee of one

percent SBA is not being adequately compensated. Additionally,

there is little or no incentive for either the borrower or the lender

to do without the guarantee. A basic guarantee fee of one-half to

one percent a year would still be a bargain to most small busi-

nesses. An increase in the fee would also place some limitation

on the demand for SBA's guarantee and more adequately offset the
losses SBA sustains in extending its guarantee.
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The Task Force recognizes that these steps will increase the cost of
SBA financing. However, the availability of financing is more important
than such a modest increase in cost. These steps will bring SBA
activities closer to a self-sustaining basis. This should encourage the
Congress and the Office of Management and Budget to increase the SBA
guaranty authority as small businesses and local banks show a readiness
to sharemore of the riskandpay a more realistic priceforSBA-assisted
financing.

Strengthening the Small Business Investment Company (SBIC)

SBICs are an important source of long-term debt financing and equity
and venture capital for small business.

Although SBICs provide a significant amount of pure equity financing,
there has been a tendency for them to increase their holdings in loans
and other debt instruments of small businesses. The major incentive
for the creation and operation of SBICs is the availability of long-term
Government-guaranteed loans that require very modest equity and
provide attractive investment leverage to those supplying equity capital
for an SBIC.

This leverage has from time to time been increased by law. To meet
the interest cost of these increased borrowings, SBIC investments have
tended heavily toward interest bearing debt securities, rather than
common stock. This has a tendency to add to the debt burdens of the
smaller business rather than providing the permanent capital that this
size of business so badly needs.

To resolve this problem, the Task Force recommends that some portion
of the Government loans providing SBIC leverage be available in the
form of debt, on which interest is partially subsidized. This would
relieve the pressure on SBICs cash flow and enable them to make more
pure equity investments.

Another disincentive for SBICs to take risk is the tax treatment of loss
reserves. Currently, SBICs may establish a loss reserve for only
those investments which are in the form of debt securities. The Task
Force recommends that SBICs be authorized to deduct loss reserves
from ordinary income on both the equity and debt portions of their
portfolios in order to encourage more equity investments.

SBA has partially adjusted for inflation by increasing its size standards
for SBIC investments. However, these adjustments tend to lag behind
the realities of the marketplace. Therefore, the Task Force recom-
mends that SBA adjust its size standards for SBICs annually or that
these standards be measured against broadly accepted price indexes.
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COMPANIES SEEKING PUBLIC CAPITAL

Small businessmen whose enterprises survive and thrive may find it

necessary to seek external financing from investors having more

substantial and varied capital resources than commercial banks and

the SBA. There is a new set of obstacles on this road to economic

growth.

The access of small companies to public markets, particularly in the

early 1950's, encouraged the formation of venture capital -- money that

was available for innovation and small business growth in the hope that

some of the funds invested could be recovered within two to five years.

Venture capitalists, however, like all investors, found that the years

following 1969 were difficult ones. They were forced to cut back on

investments in many new ventures, because without a lively secondary

market for resale of these securities, underwritings do not take place.

Without underwritings, there are no investments, and the economy

suffers. The table below illustrates the precipitate decline in offerings
and money raised for companies having net worth of $5 million or less.

Total Dollar Amount
Year No. of Offerings (in millions)

1969 548 $1,457.7
1970 209 383.7
1971 224 551.5
1972 418 918.2
1973 69 137.5
1974 8 13.1

1975 4 16.2

The first stages of market recovery in 1975-1976 have not been strong
enough to rebuild confidence, particularly that of individual investors,
in the new issues market.
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Making Institutional Funds More Available to Small Business

Institutionalization of the stock market has meant that the small
businessman must appeal to a professional investor who has a large
amount of money and limited time to analyze potential investments.
Increasingly, a major source of capital in America is the money in
pension and other employee trusts. Fiduciary standards created by
ERISA, however, have isolated about $200 billion of money in these
trusts from all investments other than large blue chip, and fixed income
securities. Attorneys advising trust officers have interpreted ERISA
regulations conservatively, although they do not differ significantly from
commonly practiced standards of fiduciary responsibility. As a result,
trustees are reluctant to invest in companies without strong earnings
records. Most pension trustees find it neither economic or prudent
to invest in companies without a capitalization large enough to give
investors liquidity. It appears that the market value of a firm must
be over one hundred million dollars to interest pension funds managers.

ERISA should be amended in two important respects:

1. To expressly declare a policy of allowing pension funds to invest in
a broad spectrum of American companies by clarifying ERISA's
'prudent man" standard so that it is clearly applicable to the
total portfolio of pension fund investments rather than individual
investments, and

2. To relieve pension fund managers of ERISA restrictions in investing
up to five percent of pension fund assets in companies having less
than $25 million in net worth and larger companies having limited
marketability for their securities.

These modifications should be designed to encourage the development
of professionally managed pools of capital to assume responsibility for
segments of the portfolio that pension fund managers do not have the
time or experience to effectively invest in new ventures and growing
companies. The SEC should exempt these special funds from the time-
consuming and cumbersome requirements of the Investment Company
Act of 1940.

The current interpretation of Financial Accounting Standard Boards
regulations has led to substantial short-term profit and loss impact
on portfolios. These standards require portfolio managersto value these
holdings of unregistered securities and report the resulting portfolio
changes as profitor loss, even though no transactions take place. These
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fluctuations in both valuation and profit and loss are arbitrary and time
consuming. Requiring "fair value" accounting creates the onerous task
of frequently evaluating the current fair value of investments in small
company securities. Most institutions avoid this by simply staying with
only large, marketable equity securities or high quality debt securities.
It would be consistent with the principle of materiality to waive the
requirement for fair value accounting for investments made within the
five percent "basket" provision we have recommended.

Small Business Access to the Public Securities Markets

The small businessman will find more and more securities firms
disappearing with changes that have taken place in brokerage economics,
Fixed commission rates have been eliminated and rates are governed
by competitive and free market forces. Principal beneficiaries of this
change have been institutional investors, not individual investors.

All these forces have substantially dried up access to the securities
markets for small businesses. There are fewer regional securities
firms, fewer registered representatives, fewer trading desks and
research facilities.

Today, most underwriting is by the "majors", and these "majors" will
not generally underwrite companies with annual earnings of less than $2
million. The few remaining strong regional brokers are working almost
exclusively with firms whose earnings are between $1 million and $2
million.

To keep small firms with growth potential from being shut out of the
public securities market the SEC created Regulation A (based on the
small offering exemption in the Securities Act of 1933). This facilitates
securities offerings of $500, 000 and less by exempting them from the
costly and time-consuming undertaking of full registration. This is
not much capital for a growing company in the light of today's needs
and the value of today's dollar. The Task Force commends SEC
Chairman Roderick Hills for recommending that the Regulation A
exemption be extended to offerings up to $2 million. However, it is
impressed by the need for the underwriting of most Regulation A

98-762 0 - 78 - 4
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offerings as shown by the SEC's finding that, during the period 1972
to 1974, in 546 Regulation A filings only 35% of the shares offered were
actually sold. Since few firms in the contracted securities industry will
underwrite an issue of less than $3, 000, 0000 today and firms which do
handle small issues are anxious to take advantage of the savings in time
and cost which Regulation A makes available, the Task Force believes
the limit should be increased to $3 million.

Congress also provided a private offering exemption in enacting the
Securities Act of 1933. Administrative and court interpretations have
so narrowed the scope of this exemption that investors in very small
financings have been able to change their minds and get their money
back simply because the offering had not been registered. The buyer
of stock who is defrauded has been provided with an effective remedy
by the SEC through its development of Rule 10b(5). Requiring a small
business to register a limited financing under pain of havingto return the
proceeds in the absence of any fraud was never intended and Congress
should take legislative action to restore the private offering exemption.

The SEC developed Rule 146 to provide a safe harbor for private
offerings that claim the private offering exemption and do not register.
The SEC is to be commended for an imaginative effort to clear up the
difficulties created by the attrition of the statutory private offering
exemption. However, this Rule will necessarily be cumbersome,
complicated and burdensome until Congress acts to restore the original
intent of the private offering exemption. Meanwhile, there are
modifications in Rule 146 which can be helpful and the Task Force
recommends Rule 146 be modified in two respects:

1. In the "information to be provided" provision insert the words "if
material" to modify the information required in the offering circular;
and

2. Adda provision, along the lines of that provided in Rule 240, that
failure to furnish information or an inability to sustain the
burden of proof with respect to other offerees will not permit
a buyer who has been properly informed to demand recision.
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The limitations that the SEC has developed on the secondary sale of

securities are probably more damaging to small business financing in

the public securities markets than the high cost of registration and

the near disappearance of the private offering exemption. If the kind

of risk money that goes into new and growing businesses cannot be

readily recycled it is usually not invested. It is the inability to readily
convert some of the profits on successful investments back into cash

that has driven professional venture capitalists away from start-ups

towards companies with proven earning records. Furthermore, this

leads tothe liquidation of investments through large corporate takeovers

instead of by sales in the public securities markets.

Congress, in enacting the Securities Act of 1933, required registration
of securities only of issuers, underwriters and dealers. Anyone else

was to be free to sell without registration. Until the late sixties, it was

generally considered that holding a security for two years established

that it had not been purchased for resale as an underwriter and could

be sold without registration. During the late sixties and early seventies,
considerable uncertainty developed about restrictions on resale of

securities and in 1972, the SEC issued Rule 144.

Rule 144 has been successful in bringing clarity and certainty to the

requirements for the resale of securities purchased without registration.
However, it has, inthe view of the Task Force, createdunnecessary and

unjustified restrictions on the private resale of unregistered shares

which contribute substantially to clogging the flow of capital to smaller
businesses.

Where Rule 144 is harmful is in its effort to protect the market from

selling pressure through quantitative limitations on the shares which

may b6\sold in any six-month period. This quantitative limitation has

a whole series of consequences that impede venture investing, are

counterproductive to investor protection and promote concentration.
The limitations on moving out of a risk investment cause venture

capitalists to go in for smaller percentages and in lesser amounts.

The restricted pace at which they are able to liquidate their investment
contributes substantially to the trend to stay away from young companies
and to restrict venture capital to companies which have matured or

seem to be on the verge of maturing. When they do have a successful
investment, the difficulty of recycling their investment through private
sales gives an edge to the large company that can take over the smaller

company in one bite. This, in turn, reduces competition and promotes
concentration.
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Moreover, as long as there are restrictions on compensation and other
selling efforts, it is difficult to see why any quantitative limitation is
required. The seller's interest in not driving down the price of the
shares he wants to sell can be relied on to limit the shares he offers.
Certainly there is no evidence to justify a limitation which extends for
six months and there is ample evidence that the present maximum is
usually absorbed in a matter of weeks or days, when there is any real
market at all.

The Task Force therefore recommends that as a first step Rule 144
be amended so that existing quantitative limitations apply for only a
three-month period instead of six months and that the limit be set at
one percent of outstanding shares or the average weekly volume over
a four-week period, whichever is higher instead of whichever is lower.

The Task Force is pleased to learn that SEC Chairman Hills has
initiated an economic analysis to reevaluate the need and justification
for a quantitative limit on resales of securities that have not been
registered. It hopes that the quantitative limit will be eliminated or
enlarged further if economic analysis shows that there is little or no
justification for it.

The Task Force also recognizes that many small businesses do not
enjoy an active market for their shares. Rule 144's prohibition against
solicitation requires that there be a reasonably active market in a
security if substantial amounts are to be sold. Thus, reduction or
removal of the limit on shares offered will be only marginally beneficial
to investors in many small businesses because of the limitations on
solicitation coupled with a relatively thin market.

The Task Force therefore hopes that the SEC, and the experienced and
knowledgeable Disclosure Committee it has designated under the
chairmanship of A. A. Sommers, develop procedures under which
solicitation and compensation required to develop a market will be
permitted. The Task Force believes that active selling should be
permitted when buyers are provided with copies of the financial data
and other disclosures regularly filed with the Commission and a
supplemental statement on the mode of offering, the identity of any
brokers involved, the prices at which the securities are to be offered and
any information necessary to update the data on file with the Commission.
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Acquisitions and Concentration

The Federal Trade Commission's 1976 report on mergers and
acquisitions states:

"As in the previous three years, acquired firms that fell into the
smallest asset size class accounted for the highest proportion
of recorded acquisitions. Acquisitions of firms in the under $1.0
million and unknown asset size class represented 935, or 76. 1
percent of the total number of recorded completed and pending
acquisitions. For many of the acquired companies in this cate-
gory, asset figures were unavailable -- most likely because the
acquired company was quite small. The $1. 0 - $9. 9 million asset
size class had the second highest proportion of acquired companies
(11. 5 percent). "

As we have already developed, limitations on the ability of private
investors in successful small businesses to sell their shares to other
investors have resulted in large companies being able to entirely buyout
successful small companies at a discounted price because the business
and its individual owners have little alternative in meeting their financing
and liquidity needs. This is, we believe, the major force increasing
concentration and big corporation bureaucracy and diminishing
competition in the American economy today.

We recognize that mergers are a legitimate means of developing
liquidity. Frequently, a growing business needs the capital and
management expertise of a larger partner for continued growth. On
the other hand, many mergers in the past five years have been "shotgun
weddings" because of an environment that offered the small businessman
no alternative methods of acquiring capital and liquidity.

Recently, larger companies have begun selling and restructuring
peripheral portions of their operations as smaller, free-standing
businesses. Freer availability of risk capital to encourage divestitures
of this kind can revitalize these smaller operations and provide new,
challenging opportunities for both technological and personal advance-
ment. It can also inject new forces of competition which will benefit
all who participate in our economy as consumers, producers and
investors.
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RECOMMENDATIONS FOR FUTURE ACTION

The recommendations of this Task Force offer only partial solutions
to the problems of equity and venture capital for small businesses. No
solutions remain adequate for very long. Problems multiply as society
becomes more complex. There is a need to deal with small businesses
problems on an ongoing basis. But there are no marble palaces in
Washington for small business nor are there many champions whose
voices are heeded. A Task Force such as this can only provide a snap-
shot of the conditions which its individual members experience and
observe. It should submit its report, make its recommendations, and
then go out of existence.- Small businesses, however, need strong on-
going advocacy aimed at creating the optimum environment for their
growth. It is the considered view of the Task Force that this role should
be lodged in the Office of the Administrator of the SBA.

The SBA is a small, independent Federal agency, and SBA Administrators
until very recently did not sit as a member of the various advisory
bodies Presidents have used in coordinating economic policies. Yet this
agency could be the principal voice of half of the nation's business
community. The Task Force believes the SBA Administrator should
be charged with an active role on behalf of small business in a number
of areas:

- The SBA should expand its role as a catalyst and advocate within
the government for changes reflecting the concerns of small
businesses. These concerns are fragmented among many agencies
and action on them often appears at random, too little or too
late. The SBA should not only act to coordinate the Federal
Government's activities relating to small business, but also to
serve as an intermediary between various government units and
private groups representing small businesses and their sources
of financing.

- The planning and research activities of the SBA should be strength-
ened and its area of interest extended beyond its SBIC and 7(a) Bank
Loan Guaranty program to include the general health of the public
and venture capital market as well. These studies should be
directed to such specific matters as the competitive impact of
option trading on market trading in shares of smaller companies
and its effect -- if any -- on the new issue market in these shares.
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As a final note, the Task Force believes the government can play a vital
role in stimulatingthe creation of new products that can be produced and
marketed by small business. Too often an invention developed with
government support has become the government's invention and not the
inventors. Also too often, worthwhile technology developed by the
government for special purposes such as defense or space has not been
commercially developed. SBA's interest in this area could stimulate
the economy, and result in increased jobs and tax revenues.

If small businesses are to continue as a vital force in today's economy,
their interest and requirements must be considered and advocated
vigorously. The Task Force believes that the steps outlined here can
significantlyincrease the contributions which these enterprises can make
to the U.S. economy.
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NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES
512 WASHINGTON BUILDING . TELEPHONE (202) 638.3411

WASHINGTON, D. C. 20005

May 1977

"TO REVITALIZE SMALL BUSINESS"

SUMMARY OF NASBIC RECOMMENDATIONS

I. INCREASING SBIC PROFITABILITY

A. Provide lower-cost leverage; 3% cost of money.
B. Defer taxes on capital gains when reinvested.
C. Allow pass-through of earnings for all SBICs.
D. Provide statutory loss reserve including equities.

II. PROVIDING START-UP CAPITAL FOR NEW BUSINESSES

Permit SBA to share risk of start-ups through a guarantee.

III. IMPROVING FLEXIBILITY FOR SBICs

A. Liberalize SBA size standards significantly.
B. Recognize non-cash gains for leverage and loan limits.
C. Amend control regulation; okay 50-50 stock split.
D. Count capital notes as part of SBIC private capital.
E. Give the SBIC program an Associate Administrator at SBA.
F. Permit investments in Subchapter S firms by SBICs.
G. Exempt public SBICs from Investment Company Act of 1940.
H. Liberalize SEC's Rule 144.
I. Liberalize SEC's Rule 146.

IV. GIVING A BETTER BREAK TO SMALL BUSINESS GENERALLY

A. Pass the COSIBA tax bill: graduated corporate rates;
simplified depreciation; job creation credit and others.

B. Encourage investment in business through better capital
gains tax treatment.

C. Permit small firms to issue qualified stock options.
D. Increase Regulation A size limitation.
E. Give pension fund managers greater latitude under ERISA.
F. Elevate small business to Cabinet status.
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"TO REVITALIZE SMALL BUSINESS"

Irving Kristol spoke to the hearts of 10-million American
entrepreneurs last Fall when he wrote in the Wall Street Journal
that "a whole new class of forgotten men has emerged -- the small
businessmen". Professor Kristol granted that "small business is of
lesser economic significance than it used to be, but its economic
role is still terribly important" and "small business preeminently
is the private sector." He concluded that the survival of small
business in the United States, despite its crucial role in innovation
and job creation, is much in doubt today "and much that is precious
to the American way of life will perish" if the independent sector
dies.

Viewed solely as a series of statistics, small business
remains a major factor in our economy. There are almost 10-million
of us who generate about 43% of the total Gross National Product
and employ 55% of the business work force. On the other hand, the
predominance of major corporations has increased tremendously over
the past four or five decades. The Fortune 500 are the firms which
hold the bulk of all manufacturing assets and which almost exclusively
can tap the public securities markets and the growing resources of
institutional lenders and investors. With heavy tax burdens and an
inability to raise external funds, small and medium size businesses
find it almost impossible to grow. Furthermore, they cannot innovate
with those new products and services which would keep our economy
truly competitive.

Almost nineteen years ago, Congress passed the Small
Business Investment Act which contained this statement: "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 stimulate and supplement the flow of private equity capital
and long-term funds which small business concerns need for the sound
financing of their business operations and for their growth, expansion
and modernization..."

The first SBICs were licensed by the Small Business Admin-
istration in March 1959. Currently, 275 SBICs are in operation
with private capital of almost $425-million and assets approximating
$1-billion. During the past 18 years, SBICs have disbursed almost
$3-billion to some 50,000 new and growing small businesses.

Taken alone, those numbers are rather impressive for such
a pioneering industry, but they must be viewed in a broader per-
spective. Let's contrast those figures with the dollars raised by
small business which went public for the first time in 1969. In that
year alone, some 700 businesses with net worth under $5-million sold
public offerings or stock for the first time and raised $1.4-billion --
that's almost half as much as SBICs have disbursed throughout the
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history of the program. Of course, the "hot new issues" market
folded in the mid-1970's and in 1975, only 4 small businesses
were able to go public and they raised a total of $16-million. With
an annual disbursement rate of under $200-million, SBICs were not
able to pick up the slack caused by the end of the public issues
market -- let alone fill the other categories of the "equity gap".

NASBIC is convinced that this is the year for a thorough
analysis of the current health of the independent sector of the
American free enterprise system -- and that the vigor of the venture
capital and SBIC industries is completely intertwined with the
vital signs of the small business community.

During the past year, several significant studies bearing
upon the vitality of small business were completed. The Council of
Small and Independent Business Associations (COSIBA) designed and
drafted a comprehensive Federal tax bill which would dramatically
bolster the survival and growth potential of independent business.
At the same time, a Task Force on Equity and Venture Capital appointed
by the Administrator of SBA issued a dramatic report containing
recommendations in that area. Also during 1976, the Secretary of
the Treasury appointed an Advisory Committee on Small Business Eco-
nomic Policy which agreed on a wide-ranging series of proposals to
strengthen smaller firms. Finally, the National Venture Capital
Association issued a White Paper entitled "Emerging Innovative
Companies -- an Endangered Species." These are several of the blocks
upon which this study is built.

Herbert Krasnow was elected NASBIC President on November 3,
1976; he immediately called upon the Association's Board of Governors
to suggest changes in the design and operations of the SBIC program
which would make it more effective in channeling additional billions
of dollars to hundreds of thousands of new and growing businesses.

The NASBIC Board of Governors and its Executive Committee
have now concluded the first phase of their survey and, in this paper,
introduce their proposals for strengthening the SBIC industry.

ASSUMPTIONS

We start with two basic assumptions, but the two are inter-
related. First of all, we are convinced that American business in
1977 confronts an "equity gap". Smaller firms this year, as always,
are last in line when scarce equity capital is doled out, so any
general shortage impacts most heavily on the new and the small. We
know that present SBICs cannot meet all the requirements for venture
capital and long-term loans. Furthermore, we are certain that no
adequate non-SBIC sources of such dollars exist to augment SBIC
funding. The public securities markets are all but closed to small
issues; insurance companies and other institutional sources of capital
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and credit can seldom be tapped by the owner-managers of independent
businesses. The SBA bank guaranteed program is an important asset
for small business, but it does not attack the equity capital short-
age.

For all these reasons, and others, we must conclude that
SBIC resources are insufficient to meet the demand posed by qual-
ified companies. If that is the case, why has supply not increased
enough to meet the demand? This brings us to NASBIC's second as-
sumption: present SBICs have not been profitable enough to attract
the capital and the loans they need to grow -- nor has the record of
profitability been sufficient to bring enough new SBICs into the
program.

These then, are the basic assumptions upon which our pro-
posals are based: (1) the equity gap remains, so the SBIC program
must be larger, but (2) it has not demonstrated rates of profit
which would bring more private dollars and more companies into the
industry.

I. INCREASING SBIC PROFITABILITY

During the history of the program, some SBICs have been able
to compile outstanding performance records with superlative realized
earnings or annual gains in net asset values. On the other hand,
the overall industry record has been far less satisfactory. SBA
issues an annual compilation of SBIC financial statements and the
red-ink years have outnumbered those where profitability was the
norm. Furthermore, in today's world, quick capital gains appear to
be only a fond memory. Few small or medium sized firms are able to
go public -- and even when they do, the venture capitalists which
backed them can seldom sell their shares. In addition, the merger
fever has abated, so the fast-growing innovative firm no longer can
sell out at 100 times earnings to the hot conglomerate.

So -- it's back to fundamentals for SBIC managers; they, too,
must try to cover their expenses and make their earnings on the spread
between their cost of money and the price they charge for it.

It should be noted at this point that SBIC activities have
resulted in a significant profit for the Federal Government. Uncle
Sam's return on its investments in the SBIC program has been far
better than have been the profits garnered by SBIC shareholders them-
selves.

During the past 10 years, SBICs have been paying between
7% and 9% for the leverage they obtain from the Small Business
Administration. With that basic cost added to the licensee's
expenses and reserves, it's apparent there is little room for profit.
With full recognition of that fundamental fact, NASBIC makes this
first, and most important recommendation:
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A. The Federal Government should Partially offset the
cost of leverage, so SBICs will not have to pay more
than 3% annual interest for new leverage.

For every leveraged SBIC, the cost it must pay for its
borrowings is the highest expense item on its P&L. If these
borrowed funds were less costly, the SBIC will surely be able to
show a better profit picture. Moreover, it would be able to make
many loans and investments which are not feasible today with
the significantly higher cost of money.

If the Small Business Investment Act is amended to permit
this subsidized leverage for regular SBICs, the Federal Government
will bear a cost which is not directly offset by SBICs On the
other hand, that expense will be more than repaid by the additional
taxes paid by the small businesses which receive the SBIC loans and
investments and by the thousands of new employees added by SBIC
portfolio companies. Official SBA surveys have proven that the
Federal Government obtains tremendous dividends from the current
operations of the SBIC program; even with the initial cost of sub-
sidized leverage, the Government will receive millions of added
dollars in taxes from the accelerated and expanded pace of SBIC
activity under the new plan.

We believe the program for subsidized leverage should be
in addition to the current SBA-Federal Financing Bank funding plan,
rather than a substitute for it. The SBIC industry remembers all
too well the chaos created by the unavailability of leverage during
the first 12 years of the program when SBA and SBICs depended upon
directly appropriated funding.

B. Defer capital gains taxes when proceeds of the sale
of stock issued by a small business are reinvested
in an eligible small business concern.

The greatest moment in the life of a venture capitalist
comes when he is able to generate hard dollars through the sale
of his long-held stock (usually about 10 years) of a successful
portfolio company. That's the culmination of rigorous analysis of
a promising investment opportunity, proper structuring and pricing,
continuous counseling, and an imaginative exit technique on the
part of the SBIC manager or other investor. Less exciting, though,
is the heavy burden of Federal and State taxation which will take
away about 50% of the capital gain so generated. There's a contra-
diction in this situation: the Federal Government has established
and encouraged the SBIC program as a matter of public policy to
provide capital to small business, but the same Government decimates
the flow of such funds through the imposition of onerous taxation.

Undoubtedly, one of the worst threats to the continuation of
the free enterprise system is contained in the Internal Revenue Code.
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Our tax law permits tax-free reorganizations which provide an
irresistible incentive for the owners of a successful small business
concern to sell out to a major corporation, since there is no
immediate tax consequence of such a merger, so long as they take the
stock of the big business in return. This provision of the Code
lessens competition and compromises the free market system.

To offset this serious danger, NASBIC strongly urges that the
tax law be made at least neutral. We propose an amendment to the
Code which would encourage further investment in other small businesses.
Taxation of capital gains arising from the sale of stock in a business
firm which was small when the security was acquired, would be deferred
when the proceeds of that sale were reinvested in a small business
concern within a two-year period. There is a clear precedent for this
amendment, both in the current corporate reorganization section and
in the deferral of taxes on the sale of a residence.

C. Allow all SBICs to pass through their earnings to
their shareholders without the imposition of a
corporate tax.

It is our goal to attract different types of investors to
the SBIC program. To those who are particularly interested in
capital appreciation through the growth of the SBIC, the capital gains
provision outlined above is especially attractive. Other investors,
though, have the need or desire for current income, so they would
be more likely to invest in SBICs which pay regular dividends. At
the present time, publicly-owned SBICs which are registered under the
Investment Company Act of 1940 may avoid corporate taxes on their
earnings so long as they pass through at least 90% of their profits
to their shareholders. This authority has proven to be most valuable
to several of the public SBICs which have increased their private
capitalizations regularly over the life of the program.

We believe that all SBICs should be given this authority
whether or not they are publicly-owned. Although this position
may appear at first blush to contradict our goal of bringing more
capital to the program (since earnings will be distributed, not
retained), we are certain that the payment of regular dividends
will indeed attract many millions of dollars of new capital to
those SBICs which are primarily income-oriented and, thus, able to
pay such dividends to their shareholders. Present SBICs will get
the new capital they need to grow and new SBICs will be formed, we
are sure, if the pass-through provision is approved.

D. Provide a statutory loss reserve of 10% for SBICs
based upon equities, as well as debt securities.

No matter how we redesign the SBIC program, one constant
will remain: the high level of risk involved in providing financial
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assistance to new and small businesses. Over the past 18 years,SBICs have grown more skillful in screening out the doomed investments
and in protecting themselves against losses, but every SBIC willinevitably have to swallow its share of complete or partial losses.At present, the Internal Revenue Code permits an SBIC to set up areserve for bad debts based upon its experience, but this author-ization is seriously deficient in two respects: first, for anSBIC, the past is no certain guide to the future. An SBIC may befortunate enough to have minimal losses for 10 or 12 years andthen it may have two or three deals go sour in a very short period.We believe it would make good business sense for the SBIC to setaside a reserve to take care of such unexpected losses. The secondproblem with the current law is that it allows for losses only onloans and not on investments, even though the latter are ordinarilyfar more risky. The NASBIC proposal then, would have the lawpermit any SBIC to establish a reserve against losses in an amountup to 10% of its total portfolio, both loans and investments. Hereagain, the change would encourage further equity investments.

These four specific recommendations would make a significantcontribution to the profitability of SBICs and we are certain theywould encourage hundreds of millions of additional dollars to comeinto theSBIC program, both into existing licensees and into new ones.The major beneficiaries of these changes, however, would be: (1)new and growing small businesses; (2) the Federal Government whichwould reap greatly expanded taxes from the small businesses assistedby SBICs and from the new workers employed by those growing firms;and, (3) the economy which would receive new products and servicesat lower prices through increased competition.

II. PROVIDING START-UP CAPITAL FOR NEW BUSINESSES

If venture capital is in short supply for growing businesses,it is all but non-existent for new concerns. Of course, the savingsof the would-be entrepreneur and his family can be invested today,as always, but in almost every field of endeavor, the ante forgetting into operation is far higher than it used to be. Henry Fordmay have started an automobile company in his garage, but today'sinnovator can seldom take the boot-strap route.

More typical in 1977 is the record of such firms as CrayResearch, Amdahl Computer, or Federal Express. For these businessesto proceed from concept to market required tens of millions of dollarsprovided by many institutional venture capitalists. We are awareof these three companies, because they are the striking examples ofhigh stakes start-ups which were funded and are now in business.On the other hand, no one knows the names of the thousands of equallyinnovative entrepreneurs who possessed similar expertise, but whosedreams never proceeded beyond the drawing boards.
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The still-birth of these companies is a vital factor in our
national economy. They could have brought new products or new ser-
vices to the United States. They would have produced greater com-
petition and lower prices; and they would certainly have generated
meaningful jobs for thousands of our citizens who are now unemployed
or under-employed at the present time. A study undertaken for the
Department of Commerce by the M.I.T. Development Fund gives dramatic
proof of the benefits generated by new, high-technology firms. The
M.I.T. survey focused on six mature companies; five innovative
companies; and five young, high-technology firms. Here is the average
annual record of each group for the five years between 1969 and
1974: (1) the mature companies showed an annual sales growth of
11.4%, but those sales increases were accomplished with an average
growth in employment of only 0.6%; (2) the successful, innovative
firms grew slightly faster, or 13.2% a year during the period; (3)
BUT, for the new high technology firms, the average annual sales
growth was 42.5% and the increase in employment averaged 40.7% each
year. Quite obviously, the United States has a major stake in the
formation of such firms.

Although SBICs have financed a number of start-ups each
year, they are finding it increasingly difficult to justify the
higher risk, the greater costs, and the lengthy locked-in period
which inevitably accompany investments in new businesses. For all
those reasons, NASBIC makes the following recommendation:

The Federal Government should share in the higher
risks associated with start-up investments. In such
situations, the Government should guarantee 75% of
the losses incurred by SBICs on start-up situations.

We are certain that this risk-sharing will encourage SBICs
to devote a higher percentage of their assets to the formation of
new business. At the present time, the risk-reward ratio is so un-
favorable that SBIC management can justify only a very few start-
up investments. The proposed 75% guarantee will alter the risk-
reward ratio sufficiently to convince SBICs to disburse a larger
percentage of their dollars in the form of true equity for start-
up. On the other hand, enough of the SBIC's investment will remain
at risk to ensure that it will bend every effort to keep the new
business solvent. Incidentally, it should be noted that the
guarantee will not reimburse SBICs for the added costs associated
with start-up investments.

It would not be difficult to define a "start-up" business
for purposes of this proposal. NASBIC makes these suggested criteria:
(1) any firm (or related enterprise performing similar activity) which
has not been in existence for more than one year; OR (2) any firm
which has been in existence for less than five years and meets these
two criteria: (a) never had annual revenues in excess of $250,000
and (b) never has had a profit; OR (3) any firm which is determined
as a "start-up" by the Small Business Administration.

98-762 0 - 78 - 5
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We believe that this rather dramatic change in the SBIC
format is fully justified by the significant role that new businesses
have played in the American economy -- and can play in the future.
This sharing of risks will bring new products, new services, new
employment, and new processes to the Nation; it will increase com-
petition and lower prices. It represents a high-priority investment
in the future of our free enterprise system.

III. FLEXIBILITY FOR SBICS

In its review of the present design of the SBIC program,
the Association identified nine specific statutory and regulatory
cnanges which would significantly assist licensees in providing
more financial assistance to more small business concerns. None
of these proposed amendments to laws or regulations are new (we
have pressed for all of them for a number of years) and none would
require any expenditures or increased obligations by the Federal
Government. None alone would dramatically augment the size or
activity of the SBIC industry, but together they would result in the
channeling of additional millions of dollars annually to thousands
of new and growing independent businesses.

The first five proposals are directed at the Small Business
Administration and we believe none of the changes should present
any great difficulty for the policy makers at that Agency.

A. SBA should promulgate liberalized size standards
for firms to become eligible for SBIC assistance.

Despite all the changes in the real world, SBA size standards
are little changed from the formulas set 18 years ago. In the early
1960's, thousands of new and small businesses were able to go to Wall
Street for additional capital; today, that path is closed for all but
the largest and most profitable companies. Nonetheless, the SBA size
standards would lead one to believe that nothing has changed. Eighteen
years ago, the costs for getting into business -- or the expenditures
required for a firm to expand from a local to a national market --
were far lower than they are today. Throughout this period, the Amer-
ican economy has proceeded much farther down the road toward concen-
tration of sales, assets, and economic power. In 1977, there is a
well-defined and broad "no-man's-land" where businesses are too big
to receive SBIC help, but still much too small to obtain capital from
the public or from other institutional sources.

For all of these reasons, NASBIC proposes the following
changes in the SBA size standards for SBIC financing purposes:

1. The financial size standards should be raised to $15-
million in assets, $7.5-million of net worth, and an
average annual pretax profit for the past two years of
$2-million.
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2. The employment criteria should be doubled.

3. The gross revenues tests for specific industries
should be reexamined and revised upward to a
level appropriate to today's economic conditions.

4. SBA should create a mechanism for regularly reviewing
the SBIC size standards to compensate for inflationary
and economic changes.

5. SBA should establish size criteria for new industries
on a timely basis.

B. SBA should recognize non-cash gains as earnings
of SBICs.

In the days of a hot over-the-counter stock market, SBICs
were usually able to sell off the stock they held in successful
portfolio companies. That is seldom possible today, and the SBIC
often sells that appreciated stock to the business itself or some
other purchaser who will give a note for a part of the purchase
price. Tax law recognizes such a sale as a taxable event; CPAs
recognize that sale as giving rise to a gain by the SBIC; only
SBA pretends that nothing happens until the SBIC has cash in hand.

NASBIC believes that SBA's position is erroneous. We
understand that SBA is wary of sham transactions where co-conspir-
ators fix inflated prices on small business securities and try to
defraud the Government. NASBIC cannot guarantee that unscrupulous
people will never try this ruse, but we feel strongly that regulations
should be based upon the strength of rational economic policy, rather
than solely upon the fear of fraud. Furthermore, we point out that
any such deceit already falls under the Federal criminal code. In
addition, non-cash gains would not be recognized by SBA until they
are specifically certified by an independent accountant.

After studying this subject at length, NASBIC recommends
that only debt instruments should be eligible to be recognized
for SBA purposes as non-cash gains. The fluctuation of equity
prices would raise additional problems.

This revision in present SBA policies is important; the
recognition of non-cash gains would bring more money into the SBIC
program; it would qualify for additional leverage, and would
increase the legal lending limit of all SBICs having such gains.

C. SBA should amend its control regulation.

On at least four occasions during the past 18 years, SBA
has revised its regulation dealing with the presumption of control
by an SBIC over a portfolio company. At the present time, when the
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SBIC and the owner-manager each own 50% of the voting stock, SBA
considers that the SBIC is presumed to have "control"; in earlier
years, such a stand-off was not considered control.

This is a particularly important matter for SBICs which
specialize in providing venture capital to new small businesses.
In such cases, the SBIC ordinarily provides the bulk of the fi-
nancing and believes that its interests would be best protected
by a 50-50 stock ownership. NASBIC seeks a full SBA review of
the present policy and points out that such an amendment to the
present regulations would encourage more investments of the very
type which SBA itself is seeking.

D. SBA should permit SBICs to augment their private
capital structure through the sale of capital notes.

At present, SBICs are allowed to include as private capital
only funds raised through the sale of stock. We are certain that
some individuals and institutions would be willing to commit dollars
to SBICs, but would prefer to purchase SBIC capital notes, rather
than stock. Other financial institutions have increased their size
through the sale of such notes, and we believe that SBICs should
also be given that authority. Under appropriate conditions, sub-
ordinated funds raised by SBICs in this manner should qualify for
leverage and should be considered in the calculation of a licensee's
legal loan limit.

E. Give the SBIC program an Associate Administrator at SBA.

From 1958. through 1972, the SBA official responsible for
SBICs was the Associate Administrator for Investment; his duties
encompassed only the SBIC and development company programs. Since
1972, that Associate Administrator has been known as the Associate
Administrator for Finance and Investment and has been assigned the
duties of heading up all of SBA's varied financial assistance
programs -- which differ greatly from the SBIC concept. This down-
grading of SBICs at SBA has been reflected in the lower priority
given urgently-needed revisions in the laws, regulations, and
policies relating to our program. NASBIC strongly endorses the
assignment of an Associate Administrator responsible only for SBICs;
we know that such an official will enable our industry to serve
better the small business community.

F. SBICs should be able to invest in Subchapter S firms.

For at least a dozen years, NASBIC has sought statutory
authority for SBICs to invest in Subchapter S firms. Now small
businesses electing Subchapter S treatment lose that break when an
SBIC (or any investor not an individual) purchases its stock. We
have found no opposition to the idea, since it would make more firms
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eligible for help from SBICs. On the other hand, neither Congress
nor the Administration has given a high enough priority to the con-
cept to obtain its passage. They should this year. If SBICs could
be shareholders in a Subchapter S corporation, this would redound to
the benefit of many small businesses, and would contribute to the
health of the SBIC industry as well.

G. Exempt publicly-owned SBICs from the Investment
Company Act of 1940.

At one time, there were some 50 SBICs registered under the
Investment Company Act of 1940 and these publicly-owned SBICs
accounted for the great majority of all private dollars committed
to the industry. In 1977, only 14 publicly-traded SBICs are still
in business and their private capital is a small fraction of the
1963 total.

NASBIC has spent many thousands of hours and many thousands
of dollars trying to gain administrative relief from the '40 Act
which would allow venture capital oriented SBICs to operate effectively
and efficiently under SEC regulations. We are convinced that no mean-
ingful relief is coming from the Commission, so we strongly urge Con-
gress to exempt publicly-owned SBICs from the strictures of the Invest-
ment Company Act of 1940 and combine all necessary regulation of SBICs
under SEA.

H. Liberalize Rule 144, so SBICs will be able to cash
in on their winners.

Rule 144 is another obstacle to the SBIC-venture capital
industry. With the virtual shut-down of the new issues market, most
SBICs are able to realize capital gains only through sales of the
stock of successful portfolio companies under Rule 144. The cur-
rent version of that Rule is seriously deficient for SBICs and should
be amended in two important respects: first, the volume limitation
should be doubled, so SBICs will be able to sell up to 1% of the out-
standing stock of the issuer in a three-month, rather than six-month
period. The second change would free for sale all the unregistered
stock of a qualifying company after the SBIC or venture capital com-
pany had held it for five years.

I. Amend Rule 146 so it will be more useful to small
firms making private offerings.

The SEC's Rule 146 spelled out the conditions under which a
business could sell unregistered stock by utilizing specific criteria
of a private offering placement. Although the Rule has clarified a
number of points, it has several weaknesses which vitiate its useful-
ness to small business. NASBIC has recently written the Commission
urging amendments to the Rule which would make it more valuable.
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IV. GIVING A BETTER BREAK TO SMALL BUSINESS GENERALLY

Up to this point, we have concentrated on those items whichwould directly benefit the profitability and the operating effectivenessof the SBICs themselves. In this final section of our report, we shallpropose a number of recommendations (largely of changes in various laws)which will greatly strengthen the independent sector of our economy --and buttress the position of individual small business concerns.

A. Congress should pass the COSIBA Tax Bill.

The Council of Small and Independent Business Associations
has drafted a comprehensive tax bill which would significantly lessenthe adverse impact of present Federal tax laws on new and small busi-nesses. NASBIC reaffirms its support for all 18 of the provisions
of the COSIBA bill, but wishes at this time to stress the particularimportance of three features of that measure: (1) the job creationcredit which would encourage smaller firms to employ additional
workers through a tax credit; (2) a graduated corporate income taxstructure which would permit smaller firms to retain a larger portionof their earnings for reinvestment in the business; and (3) a liber-alized and simplified depreciation schedule which could be utilizedby smaller companies.

B. Present capital gains taxation removes much ofthe incentive to invest. The trend must be
reversed.

The COSIBA tax bill contains a section revising currentcapital gains taxes, but we believe this item is so important itshould be mentioned separately. During the past several years,
Congress has skewed the tax laws even more strongly in favor ofconsumption and borrowing, and against savings and investment.
The Nation will inevitably suffer from this short-sighted action,since our productive plant is significantly older than that of otherindustrialized countries. In addition, the new provisions of law(e.g., the tax on preference income) remove much of the incentivefor persons to invest in any business, but particularly in riskiersmall companies. NASBIC places a high priority on statutory
changes which would encourage citizens to invest their dollars in themodernization and expansion of the American industrial plant andin the greater utilization of technological innovation.

C. Executives of small businesses should be allowed
qualified stock options.

Under the guise of "loophole-closing", recent amendmentsto the Internal Revenue Code have removed the attractiveness ofrestricted stock options for managers of new and small businesses.
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In the past, a small firm could offer stock options as a positive

incentive for highly-qualified executives to leave a big, successful

corporation. If the small business prospered, the options would

appreciate in value and the executive's gamble would have paid off.

Today, the Federal tax system eliminates the option inducement at

the same time that the 50% ceiling on taxes on earned income provides

further inducement for the successful business manager to stick with

the big business which is able to pay high salaries and to reject the

alternative of working for a smaller firm.

We believe the Tax Code should give recognition to the

realities of economic life and that it should be amended to allow

rational human beings to cast their lot with new and small businesses.-

not merely with giant corporations or secure bureaucracies.

D. Requlation A should be extended to cover larger
public stock offerings.

Even though SEC's Reg A simplified offering registration is

not widely utilized these days, we believe it would be worth while

to increase the present dollar limitation of $500,000 up to $3,000,000.

It is possible that the increase would make the concept useful to

more small businesses.

E. Pension fund managers must be given more latitude
and more protection.

The recently-passed Employment Retirement Income Security

Act (ERISA) accelerated the movement of pension fund investments

into the securities of only the very largest blue chip corporations.

The law and recent judicial decisions force all but the bravest

pension fund managers to disdain stocks or obligations of smaller

firms -- or shares of venture capital pools investing in smaller

companies. ERISA should be amended to clarify the right of such

managers to invest in a broader number of companies, and the law
would also create a "basket" of 5% of the assets of pension funds

which could be invested in a higher-risk securities, including

SBICs or other venture capital pools.

F. Small Business should be elevated to Cabinet status.

America's 10-million small businesses account for 43% of

the Nation's Gross National Product and almost 55% of all private

sector employment. Those are big numbers indeed, but the Federal

Government has never fully recognized the extent to which its

actions throttle the vigor of the independent sector. In 1953,

Congress evidenced its concern about the health of new and growing

companies when it established the Small Business Administration

as an independent agency within the Executive Branch. Over the

past 24 years, SBA has been delegated additional powers and additional

responsibilities, but it has been asked to accomplish its mandate
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largely without any increment in employment and without any
political muscle provided by the White House.

There has long been a Department of Commerce, a Department
of Agriculture, and a Department of Labor; we believe strongly
that the time has come for a Department of Independent Business.
Job creation, productivity, innovation, competition -- all these
topics are at the jugular of our political and economic life and
small business plays the crucial role in each field.

SUMMARY

In this paper, we have attempted to integrate a series of
recommendations which would reinvigorate the free enterprise system
in the United States. Quite naturally, we have focused on the
specific needs and opportunities of the SBIC industry -- that's what
we know best. Every yardstick proves that the SBIC program has been
a boon to tens of thousands of small businesses and a most successful
investment for the Federal Government. We believe that our proposals
will expand the industry's positive achievements.

In addition, we have made several recommendations aimed
directly at small businesses themselves. SBICs can never succeed
if the paths of opportunity are barred to smaller firms -- nor
can the American way of life survive when the only competitors
are big business, big labor, and big government.
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Senator MCINCTYRE. Mr. Liebenson.

STATEMENT OF HERBERT LIEBENSON, EXECUTIVE VICE
PRESIDENT, NATIONAL SMALL BUSINESS ASSOCIATION

Mr. LIEBENSON. My name is Herbert Liebenson. I am vice president
for governmental affairs of the National Small Business Association.

In recent studies of the FTC/SEC Quarterly Reports, made by our
organization, we were amazed to find the differences in impact between
the large and small firms during periods of business downturn or re-
cession. Basically, small firms began a, downturn from 6 months to 11/2
years prior to any measurable effect on the larger firms. During the pe-
riod of time from 1952 to 1974. the differences between the highest and
lowest point of small business activity fluctuated 44 percent, while dur-
ing the same period of time, larger firms moved between 14 percent and
17 percent. This has suggested the need for a statistical series of Small
Business Economic Indicators which would make it possible to identify
a downturn in the economy at its earliest stage and plans could be im-
plemented to reduce downward pressures much earlier-from 6 months
to 1 year earlier-than if we looked at the present series of economic
indicators.

What we are suggesting is that the small business community be
looked at as a single entity and, for the purposes of future economic
growth, be separated from the large business statistical data in order
that improvements can be made where and whenever necessary. The
Humphrey-McIntyre bill goes a long way toward establishing and
creating necessary information that will lead to earlier adoption of
policies to implement small business programs for investment and
advocacy.

In March 1977, the New York Stock Exchange Research Department
produced a report on institutional holdings of New York Stock Ex-
change listed stocks as of 1975. It is interesting to note that over 33.6
percent of the New- York Stock Exchange holdings were held by se-
lected institutional investors. This had increased from 27.6 percent in
1970 and 18.7 percent in 1960. While the latest data is not available,
we know that as a result of the ERISA legislation and the mandatory
requirements for vesting, this percentage has increased measurably.
Any Federal program, such as OSHA, ERISA, social security, and
others, that create major paperwork burdens and mandatory stand-
ards, causes small firms to use available capital for compliance and
therefore they are unable to use that same capital for investment needs
of their own business. With the growth of Government and mandatory
standards, there has been a decrease in the availability of capital, lead-
ing to the current shortage. One of the obvious answers to this problem
is with a two-tier tax program and a two-tier policy which would allow
benefits for those in small business.

The National Small Business would certainly support the establish-
ment of a Small Business Economic Council. It is long overdue. You
cannot develop constructive programs if you do not have the informa-
tion upon which to build. The Council could develop the type of data
needed for the above-mentioned Small Business Economic Indicators.

We also would support the raising of the Small Business Admin-
istration to Cabinet-level rank.
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Under your recommendations on advocacy, small business research
and analysis, again, it is long overdue. For some years the SBA did
have an adequate research staff and we did get considerable informa-
tion that was of benefit. We need information on small business activity
and it can be given and utilized by the Congress.

In order to get this information, SBA must have access to other gov-
ernmental data. They must have the authority and have the responsi-
bility to get the data that is so essential in making policy decisions.

The statistical programs in most agencies are already in place. The
adding of several questions to current mandatory forms, which will
make distinctions between large and small business activities in a par-
ticular sector, is simple to accomplish and would not necessitate any
additional financing.

In the past, representatives of the small business community have
attempted to reduce the reporting burden on the small business com-
munity by asking that they be exempt from certain reporting forms.
As a result, we do not have the basic economic data that now has proved
so necessary in the making of governmental decisions. We hope this
can he improved.

Thank you.
Senator MCINTYRE. Thank you, Mr. Liebenson.
Before I turn to the next witness on this panel, Mr. McDonough, I

wish to recognize the presence of Mr. Walter Stults, who is the execu-
tive vice president of the National Association of Small Business In-
vestment Companies.

[The prepared statement of Mr. Liebenson follows:]
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STATEMENT OF HERBERT LIEBENSON
ON BEHALF OF

NATIONAL SMALL BUSINESS ASSOCIATION
BEFORE THE
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JOINT ECONOMIC COMMITTEE
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SENATE SELECT COMMITTEE ON SMALL BUSINESS
HOLDING HEARINGS ON

THE SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY REORGANIZATION ACT OF 1977
JUNE 29, 1977

Mr. Chairman:

My name is Herbert Liebenson. I am Vice President for Governmental Affairs

of the National Small Business Association. NSB's membership represents 1,000 of

the 1,200 Standard Industrial Classifications.

In recent studies of the FTC/SEC Quarterly Reports, the National Small Business

Association was amazed to find the differences in impact between large and small

business during periods of business downturn or recession. Basically, small firms

began a downturn from six months to a year and a half prior to any measurable effect

on the larger firms. During the period of time from 1952 to 1974, the differences

between the highest and lowest point of small business activity fluctuated 44%, while

during the same period of time larger firms moved between 14% and 17%. This has

suggested the need for a statistical series of Small Business Economic Indicators

which would make it possible to identify a downturn in the economy at its earliest

stage and plans could be implemented to reduce downward pressures much earlier (from

six months to one year) than if we looked at the present series of economic indica-

tors.

What we are suggesting is that the small business community be looked at as

a single entity and, for the purposes of future economic growth, be separated from,

the large business statistical data in order that improvements can be made where

and whenever necessary. The Humphrey-McIntyre bill goes a long way toward establishing

and creating necessary information that will lead to earlier adoption of policies
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to implement small business programs for investment and advocacy.

Investment Policy

In March 1977 the New York Stock Exchange Research Department produced a report

on institutional holdings of NYSE listed stocks-1975. It is interesting to note

that over 33.6% of the NYSE holdings were held by selected institutional investors.

This had increased from 27.6% in 1970 and 18.7% in 1960. While the latest data is

not available, as a result of the ERISA legislation and the mandatory requirements

for vesting, this percentage has increased. Any Federal program, such as OSHA, ERISA,

Social Security, and others, that create major paperwork burdens and mandatory stan-

dards, causes small firms to use available capital for compliance and therefore they

are unable to use that same capital for investment needs of their own business.

With the growth of government and mandatory standards, there has been a decrease

in the availability of capital, leading to the current shortage. One of the obvious

answers to this problem is with a two-tier tax program and a two-tier policy which

would allow benefits for those in small business.

Establish Small Business Economic Council

National Small Business would certainly support the establishment of a Small

Business Economic Council. This is long overdue. You cannot develop constructive

programs if you do not have the information upon which to build. The Council could

develop the type of data needed for the above-mentioned Small Business Economic In-

dicators.

Cabinet Level Rank

National Small Business would support the elevating of the Small Business Ad-

ministrator to an Executive level which is equivalent to Cabinet level rank. This'

is a program that is long overdue.

Division of Advocacy, Economic Research and Analysis

Unless the SBA has full authority to request agencies of government to obtain
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information for them relating to small business activity in their governmental agency's

areas of responsibility, the data, so essential to making decisions on behalf of

small business, can not be obtained. The statistical programs in most agencies are

already in place. The adding of several questions to current mandatory forms, which

will make distinctions between large and small business activities in a particular

sector, is simple to accomplish and would not necessitate any additional financing.

In the past, representatives of the small business community have attempted

to reduce the reporting burden on the small business community by asking that they

be exempt from certain reporting forms. As a result, we do not have the basic econo-

mic data that now has proved so necessary in the making of governmental decisions.

We hope this can be improved.

Thank you.
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Senator MCINTYRE. We will now hear from Mr. McDonough, ex-
ecutive vice president, Smaller Manufacturers Council.

STATEMENT OF LEO R. McDONOUGH, EXECUTIVE VICE PRESIDENT,
SMALLER MANUFACTURERS COUNCIL

Mr. McDoNOUGH. Thank you, Mr. Chairman.
I have submitted a statement and also a copy of the magazine with

our report from, what we call, the Washington Presentation that was
presented here in May, a combination of SBANE, COSE, IBAW,
and a group from Syracuse, the initials I am sure you are familiar
with. If you are not, they are the Smaller Business Association of New
England, the Council of Small Enterprises-Cleveland, and the Inde-
pendent Business Association of Wisconsin-Milwaukee.

Rather .than go through the complete statement I think I would
rather just touch on a few of the points and it is pretty difficult to
follow this group when you are trying to come up with something
new. It is almost like telling an old priest a new sin. After McKevitt
and Stults and the rest of them talk, you have just about covered
the small business waterfront as thoroughly as you can cover it.

The one thing we have found out every time we come to Wash-
ington to talk about the different needs of small business, people ask
us for data. They want to know, where are you coming from, where is
your information. Frankly, we are not in a position to develop much
of the information that is expected of us, and I see an opportunity in
your bill to develop this information, make it available and perhaps be
able to make it available even for us to lean on when we need it to
support some of the problems that we are trying to cope with.

Another thing that I agree with in the report is raising the SBA
Administrator to a Cabinet-level post. Not only would it give him
more clout and more respect in his position, I think it might even
give him a little bit more independence where he could speak his
piece when he should be speaking to small business not for the Ad-
ministration. I do not care what the Administration may be, I still say
that he has to be independent. He has to be able to tell what our prob-
lems are so that he can get them across.

Another point that I would like to address myself to would be the
fact that many, many times great bills are designed and thought up
here, both in the Senate and the House. The ideas behind them are
fantastic. On OSHA, for instance, nobody wants to work in an
unsafe condition, especially a small businessman because in most in-
stances you will find a small businessman is the president of the com-
pany working right alongside doing the same job as many of his
own employees, breathing the same air, working the same machines.

When we asked for a little bit of common sense, I have to say
that-thank God, we are beginning to see daylight. We have met
with Eula Bingham. We have heard some great comments recently.
We feel that the trend is coming along the lines of what we have
been asking for all along-the commonsense approach to some of
the things that are happening to us.

But I guess the point I am trying to make is--OSHA was a great
idea. There is no question about it. Nobody wants an unsafe working
place. ERISA was a great idea because nobody wants to see the
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workingman lose his pension. But somewhere between the time
that you pass a law and it gets interpreted, we get killed. And
I mean we get slaughtered. I had a discussion with Congressman
Al Uliman on ERISA right after it was passed. He went on to ex-
plain that it was a great bill, it was a great idea, and I said, yes, sir,
but I have a pile of papers on my desk on forms that we have to
fill in, and I have to tell about pensions, I have to tell about vacations,
I have to tell about this, about everything connected with the fringe-
benefit program, and he said impossible. And I said, I am sorry, sir,
but those are the forms that we got. This is ERISA.

Senator McINTY'RE. Let me ask you-are you feeling any relief in
this area at all? Are your accountants reporting any relief in this
area ?

Mr. McDoOTJo-uGH. In ERISA, so far, no; the talk is yes, they are
going to try to. In OSHA, yes; we are beginning to hear some very
good comments that they are going to get down to the blood and
guts of it.

Senator MCINTYRE. I just want to tell you that I am on the Federal
Paperwork Commission and I oversight that whole thing. Senator
Humphrey and Senator McClure also can tell you that this is a very
popular measure, moving very fast.

We in the Congress dumped the ERISA law on the bureaucrats
and gave them something like 28 days to come up with regulations
implementing the act. The bureaucrats over at the Labor Department
had no familiarity with the problem. ERISA is a classic example
in congressional muddling and making a terrible problem out of what
was a very good piece of legislation.

Mr. McDONOuTGH. I agree totally, sir. I have a pension plan in my
office with four employees, it was only a year old, and it cost $300
to get a few words changed in it to get it updated. Now multiply that
by some of the other companies with many, many, many employees,
you get a slight idea of some of the fees that have been paid by small
business to try to keep themselves up to date with ERISA.

Senator McINTYRE. I think 100 or less employees are now exempt.
Mr. LIEBENSON. May I say there is some progress being made along

those lines. The National Small Business Association had a
meeting with representatives of the Department of Labor and IRS
on reviewing the 5500-K form that is now out for public comment
and I think within the next 15 days they are due to come out with
final regulations which will relieve much of the burden.

Mr. McDONOTJGH. To summarize, I think, the only thing I would
like to add would be to thank you tremendously for the opportunity.
We have asked for many years to be used as a sounding board. We
think that-the trade associations who deal with the problems day-in-
and-day-out are in a position to get the answers to you, either through
our own offices or through our own presidents. We are very happy
to have the opportunity to come down and pass it on to you.

Thank you.
Senator MCINTTYRE. Thank you.
[The prepared statement of Mr. McDonough follows:]
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STATEMENT BY. LEO R. MCDagouGH JLIE 29, 1977

EXECUTIVE VICE PRESIDENT
SMALLER MANUFACTURERS COUNCIL
PITTSBURGH, PENNSYLVANIA

BEFORE. THE JOINT HEARING OF THE
JOINT ECONOMIC COMMITTEE SUBCOMMITTEE ON

ECcNoImI C . wn AND STABILIZATION
AND
THE SENATE SELECT COMMITTEE ON SMALL BUSINESS

SUBCOMMITTEE ON GOVERNENT REGULATION AND
SMALL BUSINESS ADVOCACY

THE SMALLER MANUFACTURERS COUNCIL IS GRATEFUL FOR THIS CPPORTLINITY TODAY TO TESTIFY

BEFORE THE JOINT HEARING CF THE JOINT ECONOMIC COMMITTEE SUBCOMMITTEE ON ECONOMIC

GROWTH AND STABILIZATION AND THE SENATE SELECT COMMITTEE ON SMALL BUSINESS SUBCOMMITTEE

ON GOVERNmENT REGULATION AND SMALL BUSINESS ADVOCACY.

WE FIRMLY BELIEVE THE SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY REORGANIZATION

ACT OF 1977 IS ESSENTIAL TO SMALL BUSINESS.

I AM LEO MCDOGiuGH, EXECUTIVE VICE PRESIDENT CF THE SMALLER MANUFACTURERS COUNCIL,

A TRADE ASSOCIATION CF SOME 725 MEMBER COMPANIES IN SOUTHWESTERN PENNSYLVANIA, NORTHERN

WEST VIRGINIA AND EASTERN OHIO. ALL CF OUR COMPANIES HAVE UNDER 500 EMPLOYEES, BUT THE

GREAT MAJORITY HAVE LESS THAN 100 EMPLOYEES. STILL, COLLECTIVELY, OUR COMPANIES EIFLOY

MORE THAN 50.000 PERSONS AND HAVE WELL OVER A BILLION DOLLARS IN SALES A YEAR.

WE SPECIFICALLY ENDORSE EACH OF THE GOALS OF THE ACT UNDER CONSIDERATION. THIS IS

NOT A NEW POSITION ON OUR PART - WE HAVE SIPPORTED THE URGED ESTABLISHMENT OF MANY CF

THE ACT'S PROPOSALS FOR SEVERAL YEARS. WE AND OTHER SMALL BUSINESS GROUPS WERE SUCCESSFUL

IN 1974 IN PROPOSING AND GETTING PASSED INTO LAW A BILL ESTABLISHING THE OFFICE CF CHIEF

COUNSEL FOR ADVOCACY IN THE SMALL BUSINESS ADMINISTRATION. WITHIN ITS LIMITS. THIS

CFFICE HAS PROVED TO BE VERY VALUABLE AND HELPFUL TO SMALL BUSINESS AND ESTABLISHING A

DIVISION OF ADVOCACY. ECONOMIC RESEARCH AND ANALYSIS WITHIN THE SBA COULD ONLY LEAD TO

STRENGTHENING OF THIS OFFICE AS THE 'VOICE OF SMALL BUSINESS" IN DEALING WITH THE MULTI-

TUDE OF GOVERNMENTAL AGENCIES, AS WAS THE INTENT WHEN THE SBA WAS ESTABLISHED IN 1953.

ANYCNE WHO HAS SCRATCHED THE SURFACE IN SEEKING INFORMATION ABOUT SMALL BUSINESS

IN THE UNITED STATES KNOWS THAT SMALL BUSINESS EMPLOYS S6X OF THE PRIVATE-SECTOR

98-762 0 - 78 - 6
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EMPLOYMENT, HAS 48% OF THE BUSINESS OUTPUT, PROVIDES 431 OF THE GROSS NATIONAL PRODUCT

AND WELL OVER HALF OF THE IMPORTANT INDUSTRIAL INVENTIONS AND INNOVATIONS.

THIS IS OBVIOUSLY A BIG GROUP WE'RE TALKING ABOUT BUT, BECAUSE ITS INDIVIDUAL

MEMBERS ARE SMALL AND oUITE CFTEN WITHOUT A "VOICE" ITS NEEDS HAVE ALL TOO OFTEN BEEN

FORGOTTEN. AND NOT ONLY ITS NEEDS - CONGRESS HAS SENT US IN RECENT YEARS A DREADFUL

AMOUNT OF WORK TO DO. ALL, LET ME ADO, FOR ADMIRABLE PURPOSES, BUT OSHA, ERISA AND

ENVIRONMENTAL LEGISLATION HAS ALMOST OVERWHELMED US IN A SEA OF PAPER. THROW THE ENERGY

CRISIS IN ON TOP OF THAT, GENTLEMEN, AND THE SURVIVAL OF SMALL BUSINESS IN RECENT YEARS

IS INDEED A TRIBUTE TO THE DETERMINATION OF SMALL BUSINESS OPERATORS. SMALL BUSINESS

FAVORS SAFETY; IT FAVORS SECURE PENSION PLANS, IT'S FOR A CLEAN ENVIRONMENT. BUT THE

ACTIONS IN WASHINGTON AND PLACES LIKE HARRISBURG RESULT IN MAKE-WORK PROJECTS FOR A

SMALL BUSINESS PERSON WHO IS ALREADY PRESIDENT, TREASURER, PLRCHASING AGENT. SALESMAN,

ENGINEER AND PLANT SUPERINTENDENT ALL WRAPPED INTO ONE.

WE SEE THE SMALL BUSINESS INVESTMENT PaLICY AND ADVOCACY REORGANIZATION ACT OF 1977

AS A VEHICLE FOR RESTORING SOME SORT OF ORDER T GOVERNMENTAL DEALINGS WITh SMALL BUSI-

NESS. THE GOVERNMENT KNOWS WE'RE OUT THERE, BUT IT DOESN'T SEEM TO CONSIDER US WHEN

THE ROLL CALLS ARE MADE. THERE IS A CHANGE COMING AND I WOULD BE REMISS IN NOT MENTION-

ING IT. PRESIDENT CARTER HAS ALREADY HAD US TO A MEETING AT THE WHITE HOUSE AND HAS

DIRECTED THE ADMINISTRATION AGENCIES TO CONSULT WITH SMALL BUSINESS. WE HAVE MET IN

RECENT WEEKS WITH THE TOP PEOPLE IN OMB, TREASURY, COMIERCE, LABOR I0SHA) AND, OF COURSE.

THE SBA. THESE ARE WORK SESSIONS, NOT COURTESY SESSIONS.

THE SMALL BUSINESS COMMITTEES OF THE CONGRESS HAVE BEEN HELPFUL TO US AND WE.

HOPEFULLY. HAVE BEEN HELPFUL TO THEM IN CARRYING OUT THEIR DUTIES.

SMALL BUSINESS IS NOT SEEKING A HANDOUT OR SPECIAL PROTECTION IN ITS DEALINGS WITH

THE FEDERAL GOVERNMENT. WHAT IT NEEDS IS A FAIR OPPORTUNITY TO OPERATE IN THE COMPETITIVE

SYSTEM.

THE ACT YOU ARE CONSIDERING WOULD SEEM TO GO A LONG WAY TOWARDS THAT END. BY

RAISING THE SBA ADMINISTRATOR TO A CABINET LEVEL EOUIVILENT. THE CONGRESS WOULD BE
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RECOGNIZING THAT, SINCE 95X OF THE BUSINESSES IN THE NATIaO ARE SMALL BUSINESS, SMALL

BUSINESS IS A MAJOR FACTOR IN OUR COUNTRY.

COLLCTING DATA FROM THE BANKS ON SMALL BUSINESS LOANS WILL. I'M SURE, PROVIDE

SOME EYE-CPeNrIN INFORMATION TO THE FEDERAL GOVERNMENT.

IN CLNCLUSIGNJ WE FILLY SUPPORT TIE REISGANIZATIcN ACT AND THANK THE SCCM4ITTEES

FOR THEIR INTEREST AND COGCEN WITH SMALL BUSINESS. WE ARE SURE YOR WORK HERE TODAY

WILL BE APPRECIATED BY THE SMALL BUSINESS COMMUNITY BECAUSE IT WILL GIVE US THAT FAIR

OPFPRTUNITY TO OPERATE IN THE AMERICAN ECONOMIC SYSTEM, THE BEST IN THE WORLD.
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Youwant to make more money. We can show you
li^ At ~~~~~how. Quickly. Easitly. Inexpensively.

More than 40 years' experience has shown us that
supervisors will take proper steps to reduce costs -

if shown how. To train your supervisors, we will
run a two-day program in your own plant for only

$750 for as many as five participants.
Our program will cover Cost Reduction Attitudes,

Work Sampling, Process Charting, Workplace
Layout and Operation Analysis. All simple.AIl
easy to understand. And all proved effective in

generating dollars.
A properly trained supervisor can save up to

$10,000 annually using these methods
improvement techniques.

Maynard is the small business that trains 67 of
"Fortune's" Top zoo companies. And we can do

for you what we have done for them.
A small investment can yield big dividends. Give

us a call at (412) 782-6900 and let us show you
how we can reduce your costs.
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This issue of The Smaller Manufacturer highlights one of the most important of SMC
activities-Government Relations. Our efforts in Government Relations over the years
hove given small business a voice in government, both Federal and State, and the resulta of
this activity have shown up in recent years with the reduction of the State's Corporate Net
Income Tax rate and an icrease in the sorts eoemption on the Federal level from

525,000 to 50,000.

The SMC has representatives on adojeary groups of the U.S. Small Businesa Admin-
istration, the U. S. Treasury, and the U.S. House and Senate Small Business Committees.

In the last two years, members of the Smaller Manufacturers Council have been named
"Small Busineso Person of the Year" in Pemnylvania, Delaware, Maryland, Virginia,
West Virginia, and the District of Columbia.

The SMC is active in the interests of small business in many other areas than Govern-
ment Relationa. Our organination hba 16 active committees in the areas of company serv-
ices, membership, commnnicationo, and organization development, in addition to Govern-
meat Relations.

We conduct an annual Wage & Fringe Benefit Survey, an annual Small Bsiness Prob-
lenu Conferse, Quarterly Buiness Surveys, publish this magazine and a monthly news-
letter, and every two years publish a Classified Directory of Preducts and Services which
lists all our members and is distributed to all purchasing executives in the ares.

We invite you to inquire about membership in the SMC. An application is on the back
of this invitation. If you hove any questions, mal me at my office (824-6400) or cotact Leo
McDonough, our Esecotive Vice President, at the Council office (391-1622).

Your decision ta join the Smaller Manufacturers Council will aid in promoting a
better business climate for all of small business. We lask forward to having you join our
growing organi-ation.
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MEMBERSHIP ...
IT DOESN'T COST
- IT PAYS!

WHO SHOULD JOIN THE SMC?

Yoe should-if you manufacture 60% of your
sales volume and if your com-
pany meets the approval of the
Board of Directors.

You should-because in Unity There Is
Strength. Membership in the
Smaller Manufacturers Council
multiplies your effectiveness as
a businessman by placing at your
disposal a variety of specialized
knowledge, experience, re-
sources, facilities and contacts
which you would not otherwise
possess.

You should-because SMC provides you with
opportunities for direct dollar
savings that can be several times
the modest cost of belonging. It
is literally true that Membership
in SMC doesn't cost-it pays.

For more detailed information, call 391-1622.

MEMBERSHIP DUES:

Up to 20 employees .... $13...5... 3.20D per year
21 to 40 employees .............. .... $156.00 per year
41 to 100 employees ... .... $15100 per year

101 to 200 employees .. g...... .._. oS213.00 per year
201 to 300 employees ... . . ......... $24000 per year
301 to 500 employees ... ........... $310.2 per year
The entire amount so peuo dues may ha deducted
hmm income for federal tax purposes Pleam make
check payable to Smaler Manufactures Council.

Membership Application
SMALLER MANUFACTURERS COUNCIL

339 Blvd. of the Allies - Pittsburgh, Pa. 15222 * (412) 391-l122

Company Phone

Street City County Zip
Applies for membership in the Smaller Manufacturers Council and agrees to pay the sum of s annually.
(First years dues payable now; second years dues mill be pro-reted and subsequent years wit be on a calendar year
basis.)
Type of business:

Products or services:
Number of employees: Percentage of unnual sales manufactured or processed in own plant:

Signed
Title
Home oddress

Zip

2

.- munte represenatve
Proposed by: Date

Check Must Accompany Signed Application
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REMARKS AND
COMMENTS:

SMC's active role in the field of Government Relations is
emphasized in this issue because of the enormous activity in
that program in recent weeks.

First, we have pictures of SMC President Alex T. Kindling
and Ralph W. Murray, General Chairman of Government Rela-
tions, at their meeting with President Carter at the White House
on March 29. The story of the meeting and their testimony was
reported in the May issue. For the pictures, see page 11.

10 i i 1 ME

Next we record the tremendous honor given to Past President
Harry G. Austin, Jr., in being awarded the Pennsylvania Small
Business Person of the Year title by the Small Business Admin-
istration. Mr. Austin was also named the Small Business Person
of the Year for the SBA region of Delaware, Virginia, West Vir-
ginia, Maryland, Pennsylvania, and the District of Columbia and
was one of 10 finalists for U.S. Small Business Person of the
Year. For this turn to page 12.

16 A5 1A ii

The third activity is our annual trip to Washington in mid-May
where we joined with four other small business groups for the
Small Business Presentation to Congress. A group of 55 SMC
members and similar-sized delegations from the other organiza-
tions emphasized the small business viewpoint to the Congres-
sional leaders in the fields of surtax exemption, revised depreci-
ation rules, and deferment of capital gains if reinvestment in
small business is made in a specified time.

The complete text of the Washington Presentation begins on
page 6.

This was undoubtedly our most successful and best organized
trip to Washington. Washington Presentation Chairman George
Saxon had his teams organized well in advance and they spent
the day visiting the offices of their assigned Congressmen and
staff members. These visits followed showing of the video-taped
Presentation to Congressmen at breakfast and to Senators at
lunch.

Members of each of the five small business organizations
(from Pittsburgh, Boston, Cleveland, Milwaukee and Syracuse)
took part in the video tape and SMC was well represented by
Past President Austin, speaking on capital gains, and Winston
Lord and his mother, Christine, of W. W. Lord Manufactur-
ing speaking on depreciation. Mr. Lord's responding in sign
language to questions on depreciation was truly a moving
experience.

-Leo R. McDonough

3



SMC President Alex T. Kindling, left, taIs with U.S. Sen.
Gaylord Nelson (D kis), citaimman of the Senate Small Busi
ness Committee, at the sociai hoer.

Oeorge Sanon (Condenser Cleanem Mfg. Co.), left, chairman
of the SMC Washington Presentation. and Edward P. Pona
(APS Industries, In..) right, discuss the Presentation with
U.S. Rep. William Moorhead (D Pifshrbgh).

t I

Ralph W. Mrray (IDL, In.), left, SMC Generai Chairman of
Gevnerment Relations, and Mrs Rese.nn Austin pose with
Congressman Meorhead.

4

85

r CONGRESS GIVES
SMALL BUSINESS
WARM RECEPTION

Fifty-three SMC members took the 1977 small busi-
_ ess message to Congress May 18 and the warm recep-
_ ion by the Senators and Congressmen indicated thej Federal Government is listening.

Leading the SMC delegation were President Alex T.
Kindling, Ralph W. Murray, General Chairman of Gove
ernment Relations, and George Saxon, Chairman of
Federal Government Relations.

The main thrust of the Washington Presentation was
capital formation, with emphasis on raising the surtax
exemption, revised depreciation rules, and changes in
the capital gains regulations to allow deferment of
capital gains taxes if the money received is re-invested
in small business.

A video-tape presentation-including Past Presidentj Harry G. Austin, Jr.. James Austin Co. and Winston
Lord, and Christine Lord of W. W. Lord Manufacturing-
was the highlight of the message to Congress. It was

g, backed up with a detailed printed booklet.
Five small business groups cooperated in the Pres-

entation, an addition of one over previous years. The
five were SMC, the Smaller Business Association of New
England (SBANE), the Council of Smaller Enterprises
(COSE) from Cleveland, the Independent Business As-
sociation (IBAW) of Milwaukee, and the new group, the
Small Business Council (SBC) of Syracuse.

The complete presentation is presented in this issue.

Congresswoman Margaret Heckler (R-Mass-) makes a point
while talking with SMC President Al. T. Kindling. A month
after the 1974 Small Business Prosentation in which an
office of Chief Counsel for Advocacy in the Smail Ousiness
Administration was called for, Congresswoman Heckler in
| trduced a bill creating the oIfic and it passed the Congress
and was signed by President Ford.
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G. Robert Coo (J. P. Deno C.) Ioft aed EarI Lattorea
(Tygar nDu.st O) ri ght. talk ith U.S Sen Tho.as Mo
Intyro (D N.H.) during the -oWa hour.

and William Trural (Penn State Tool & Oie) rehash the day's
actiities on Capitol Hill.

A vn\ A13 V 1
Jiane Pice, legislative assistant to U.S. Sen. Richard
Schw-ik.r (R-Pa.) viits with President Kindling.

I -_. _ Ar 2

Herbert Spri.. right, cusel Ior the Senate Small Bus'ne.
Co.'nitt.. fnd Mrs. Spa were greeted at the socia1 h..r
by Preidot Kinding.

T _ai I - - .

AI I'd
R. F. Dayis (Wooding,-V.,... Tool We
Binder (Evans. City Machin 1& Too) re
busy day.

Ronald Tontevin (Gl.. Beads Co.), right. was host to U.S.
Rep. G.u Yatron (D Reading) at the breakfast for congress

Past President Harry G. Astin., Jr., center, Mrs. Austin end
R. C. Myers (Robinson Industries. I.o) are shown t the
breakfast in the Rayburn House Office Building.

(Cant. on page 24)

5sTHE SMALLER MANUFACTURER-JUNE. 1977
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1977 SMALL BUSINESS
WASHINGTON
PRESENTATION

0ver 30 year go., the Sma11 Business
Wasliogtna Presentation began under the
aaspices of the Smaller Business Assoc2ia
tIon of New England, Inc. (SBANE). Foot
yeas ago we were joined by the edepon.
dent Bosiness Assciation of Wisconsin
(IBAW), the Sma11er MHn.fcnirce Council
(SMC) of Pittsburgh, Pa., and thr-e year
ago, the Council of Smaller Enterpnses
(COSE) of Clveland. Ohio. This year. the
Small Business Co-ncil of Syracu., New
York, is joining the sma11 business coalition
of gnassrgnts orgenloatlois.

Over the year this Smal BuRsiness
Washington Presentation has led to signifi'
cant legislative accomplishments on behalf

WASHINGTON PRESENTATION
BACKGROUND

of sma11 basioess. For instance, the 1974 Capital Formation = Job Cretion." It is
Presntatin proposd that the Small based upon the hndings of the speial
Buoiness Ad.ieistration create ae Office study by a Task Force oe Ventare aed
of Ad-ocacy. Throogh the efforts of Coo' Equity Capital. coedoed by the SBA dur
gresseanan Margaret M. Heckler., Coo' leg the past year cod releasd in Januay.
gress established a Chief Co...] for 1977.
Advnary within this agency. Last years Small bosIeess has always reneved a
Presentation offered 18 specific proposls worm welcome on Capitol Hill. The Preset'
that addr- the tao inequlties confronting lttion's purpose is to translate this coedil1
small business. Congrs hs responded reception into acion, by articulating the
since with recisions in the estate and gift concems and problems of small bsmiess
tan areas and for the firt time, a job t.. to our n.tbonaJ . a. maers. We thank the

credit. Recommendations in a1l three of Senate and House Small Business C-m
thes cr005 mom contained in the 1976 mittees and staffs for making it possible
Washington Prasantatiot. for the hve organiaatons to gino this

The theme of this year's Presentation is presentation.

CAPITAL FORMATION = JOB CREATION
SBA TASK FORCE

ON
VENTURE AND EQUITY CAPITAL

Growth requims money.
Small osinesas can't get moneY

for growth.
So small businesses cat grotw.

Instead, they die.

It's as simple end distressing as that.
Thanks to rome profound changes in the

.atio' s nera capital m arkets, sm all
business faces a capital shortage esti

mated at R8 billion a year.i Ventura capi-
tal, start up capital, nopnsion capital-
they are largely nnacilable to small busi'
nessas anymore,

FPsor behind the capita1 shorage are
estremely complen, as the SBA Task Force

on Venture and Equity Capital for Small
Business, January 1977, found out after
an intes.ive study headed by fomer SEC

Cha1rman William J. Casy The rults,
however, are starky simple:

.In 1975, only four unde-ritogs of
new stock were successful fr small busi'
nesses. They raised a total of $16.2 mil.

lion. Eight year earlier there were 548
offerngs, raising $1.5 billion.

ii

*Offerigs onder Regulation A plum'
meed to $49 million in 1975 from $256
million In 1972, and many of the fflerings
were onsaccessful. Meantime., lrge cor
perations were raising $41 billion io the
public sororities market-up 50% from
1972.

*A new company nowadays must reach
an annual sees level of $10 million before
It an even think of public hea ncing. It
must attin annual renenues of $25 million
before the full range of cypita.lfnrm-tion
tools are anailable to it.

* E.n' the nenture capitalists who spa
ciallte in high'risk In-estments are tumeIg
away from small business. In 1975, only
5% of nant-recapitalists' innestments
were In startups of new nentures, and a
pa1try 2% went to firstround fihanings.
Instead, ventura capital is Sawing to estab'
lished companies, which dont face the
se-er capital-formation problems being
encountered by small businesss.

* In the meantime, new buineses are
failing at an alarming rate: 80% die within
a decade.

* And the susinor don-'t re much
beter. The a1arming merger trend and
con centrtion of assts in large corpor.
tUans hne come manly at the enpense of
small businesses. Acquisitions of small
companies account for 87% of recently

ompleted ard pending acquisitions. Many
hana bean "shotgun weddings" brought
about by the inability of small business
onentor to sell their shae to other in,

nestor. Instead, large corporations are the
only anailable buyers-and they buy at

discounted prices.
The problem is apit1 formftion. Small

businesses can t get enogh new capita.l
What they do get cn't be recycled Offec'
fively to benefit new nentures. Traditional

apital mrkets hbae froono oct smlIl tom
ponies even when they show high likeli-
hood of success.

Hew con small businesses fid the fund.
Ing they need to sursion? Last year, the

Small Rosiness Coalition recommended 18
changes in the tan cede that would address
the problem. Sinteen of these points enent.
aly mere packaged io the Nelsen Enins
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Tao Reform Bill. Congmss offered to ac
especially in the area of estate and gift
taeno and in jobcreation.

At the same time, the Small Business
Administration launched an important
study of capital formation in the smell
hbsiness secor. The SBA Task Force was
charged with predating a program to en
courage capital formation for small busi

The Coalition is grateful for the fai
reaching work done by the SBA Task Force.
Their proposals deserve careful study. To
facilitate that study, the Washington Pros
octtieon of 1977 focuses on the SBA ie
poai. We will attempt to elaborate on the
Tash Force's bhsic findings and to explaie
Its specific proposals.

The l'member SBA Tash Force began
mork last summer amid signs of crsis in
the small busiess sector. No longer was
there mom for skepticism about smell
business' plees for help. These were't
wealthy entrepreneurs crying Wolf In
order to get mealthier. These were strug
gling businesses bSrely akie to stay afloat
in the face of tao inequities aod inadequate
capital This was a crisis cippling the sec
tor that provides 56% of pOnate sector
employment, 48% of business output.
43% of Grass National Product ard nuar
half of importart industrial inventions aed
innovations.

Charged with investigating the crisis end
commending solutions. the SBA group

started out with a narrow taous on confute
capital for very smell bosinesses. But it
quickly became apparent that the capital
crunch was far more pervasive than that.
So the Task Force took a bmad look at
what ails the small business sector.

Sic months later. the SBA Task Force
had reached this startling conclusi-o:

"a set of impediments have developed
that ea- preventing smaller businesses
from atrating the capital without which
they cannot perform their traditional
function of infusiog innovation end new
competition Into the economy."
Subtle but profound changes in U.S.

capital mackhts haca made ventue cod
expaosion capital for small businesses
"almost invisible in Ameica today," the
Task Force said.

Govemment policy "discourages the
public" tram investing is smaller kasi
nesses "while it encourages the public to
risk $17 billion a year in Government
seonsored lotteries."

IMPEDIMENTS
The Task Force identified "six impedi

mott to small business growth." They
are:

1. A public policy that tilts sharply
towards aecouraging consumption and dis'
roaraging sauiogs and invstment.

Capital requirements am met by private'

FOOTNOTES
1,treasurn Owen easiness O.Ouicur flmoinec

on Economic Poile, OoaO of Oowmmcnaa.
2ons to the seoera- at the Twa..sa. -wo.m
-. , ecee 2os7 5.

TH teMtiwonE he NocFA CT URE-. corsuNiEsi
worowiet. bceam the Ocirct camwiacca at
Smllni Rusivess. furs.wkcr 00. S97ft
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sector saving. A study last yeer estimated
private saving will fall $500 billion short of
capital requimments ketween now end
19flf'ai The capital drooght will hurt large
businesses. as well as small. but the in
post will be most sconce in the small
business secor.

2. An increasing and dangerously high
ratio of debt to equity, arising i pat from
artificial fec advantages eutended to debt
financing.

New companies traditionally start out
osing debt and hope to worh their way to
equity financing. which enables them to
build permanent capital. Thare has been
a breakdown, however, at the point where
transition from debt to equity traditionally
has been made. For e-ample. Small Busi'
ness Ionestment Companies have beet
among the first sources of equity financing
for a growing concern. Nowadays. howeer.,
the SBICs operate ucder Federal roles that
favor investments via debt securities,
rather than pure equity. Deprived of this
former source of equity financing, the
grocong concern approaches another key
growth step. Iog-term bath financing, with
as ooattractive balance sheet showing an
ovedoad of debt. The high debt ratio
scams off conservative investors like banks.
Atd the noose draws tighter.

3. Distinct impediments to raising
equity cod other forms of risk capitol.

Individual iuestors who used to keep
an eye out tor promising new contains got
buoed in the mocnt boar market and
have pulled back from osk'taking. Mean-
time,. cpital gains tan rates have nealy
doubled since 1970, drastically reducing
the incentive or individuals to invest in
high rsk equities.

The cost of entesog the public secu.ties
market is enormous. The Task Force ate
lyand six small offerings made in 1976 and
found thct the average cost of registration
alone was $122.350 pen offering. That, the
Task Force concluded, is an "insumount
able rodhblock" for many small companies.
DO top of registration costs there are the
mountains of gaovrnmoot related paper
work that are merely a nuisance to large
companies but a back breaking burden to
thinly staffed small companies.

4. Savings ore gravitating toward larger
institutions. which are discouraged from
incosting these savings in smaller and tow
businesses.

Large beaks. mutual funds and pensions
dominate today's investmet adivity. The
tO largest banks control 33% of all batk
deposits., up from 20% In 1962. Persian
fund assets h-e tripled since 1962. By
1985, it's estimated pension fund man
agers will control over half of all equity
capital. Mutual fund assets have doubled
since 1962. Altogether,. istitutions -c
count for 70% of trading volume on the
Now YTrk Stock Euchange.

As now saving takes plece, It tends to
fow into these lower risk institutions.
They, In tam, channel the money into
lowernrisk, established investments. Small
business, meanwhile, remains an the out'
side looking in, as savings become in.
creasingly concentroted it murkets from
which small cncems rare frozan nut.

f. Wellintentioned efforts to protec
investors Inadvertently place small busi
tesses at a disadvantage In competing for

acailable funds.
High risk ventures once accounted for

a small but important portion of institu'
tiotal investments. These special allot-
meats were the life-blod for many nne
and smaller companies. Nowadays, how-
ever, institutions shy away from coon takes
activity in high risk investments. The 1974
Employee Retiremeat Income Security Aut,
for oxample, contains standards that tam
out to b a disincentive for isk As pension
fund managers are intarpreting the stan-
deeds, investments must be solely in lager
companies with proven earnings records.
This succeeds in reducing lawsuits and
liabilities, thus protecting the fund mn-
ages' flank But it also shuts off another
spigot that had boon sending capital into
the small business secor.

6. Attition and concentration in the
network of financial institutions and firms
work against capitalfc -otiIc in the small
business secto.r.

The securities industry is shrnking. The
number of registered securities broke/
dealer firms dropped 35% mon the pest
five year. The number of registered rep.
,ese.tatives shrank too. This shrnkage
makes access to capital esen more difficult
for smaller businesses that before. Major
brokerage houses, which now handle mot
unde-nfiting. generally watst touch a now
offering unless the company has annual
eamings of over $2 million. Some of the
few rematinig egiotal houses will go be
low that level, but they're still insisting on
at leas t $1million annual eamings. Such
cut-off points eliminate the grect matority
of smaller businesses, not to mention cam'
patios still in the research. startup or
eady growth stages. where profitability is
still a few years down the mod.

LIFE CYCLE OF A
GROWING BUSINESS

To get inside the capitalformation prob-
low, the SBA Task Force analysed the
"life cycle" of a growing business. The
findings cr0 eatremely important, because
they reveal how complen capital formation
has become in our sophisticated economy.
Moreover, the Task Force found that to
get the capital'formation system beck into
sync will require a series of remedies just
as comple as the system itself.

Most people figure a new company will
Bourish if its produd Is sound end its
management wise. The financial realities
tar out to he quite different Access to
capital is the crux. The soundest product
and wisest managers can't do n thing with.
Out capital.

Business growth eccurs in a series of
stages. At each stago. different types of
capital are needed end different specialized
sources of capital must be approached.
Ordedty movement through the growth
cycle requires adequate financing at each
stage. A breakdown at any one stage dis.
mpts the others.

A new enterprise typically is born is the
entrepreneur's awn checkbook augmented
by a few small outside investments by
family and friends. As the venture moves
from research to start up, the owners
checkbook goes dry. Friends and relatives
stain rotting low. At this stage., the owe
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er's mid rooming coffee breatk with BRetor
Brown sta to py off. Based on his t.owi-
edge of the owner and his ceotre. the
local hanker tads making shor-term
lens to help beild iroentory and to handle
multipling acconts recevable.

Sech tfnnds-and-nnIghbors financing
can only carry a compny so far. Around
stdart-p time, the owner tats ocking ot-
side his immednde circle. Inetrent firms
soch as Small PuSiess Invetment Co-
ponies get interested. If start-op in succes-
Il, the o.,er manes higher up the hank
ladder and secures his firs long-trm car
poete loan.

As growth reaches the $10 million an
nual revenue level the owner and his In
creesingly prfessi.nal management team
Star onsiderig public financing. If the
initIal equity offering succeeds, then sus
tained growth is possible and long-term
capitol Is sought from maJor indtstions.
Around 540 million in annual revenue the
company reaches maturiy end has noav-
able to it the full ariety of capitalforma-
tinn tools

The SBA Task Force likened this rapital
flw to a pipeline. If the ffo Is smooth, all
type of IoneStet capital can funcion.
Company A taps a specific capital poul for
as long as .ncessery and then moses no to
the nest thus releasing those first funds
for use by the neat compony to come
along. If a dog deelops at any point how-

,er, capital dtes up all along the pipe-
line. S.aings that cn't be pulled out of
one contum won't be avaIlable for another.

An the SBA Task Force found out clogs
enit at every tage In the pipeline. A con
somption-minded economy has timmed
savings generally. Tao lows penalize the
innestor who liquidates a now-ventue In-
vestment even If he e-Inoests the funds in
another nw venture. The small but otel
corps of individuals who thrined no high-
dsk vntures is a shrinking force Instiu-
tons hane the money nm, and they're
Increasngly prone to conservative inest-
meet pratices. Most .entue capitalists
hane edopted a policy of saying -wey from
sart-up entures. The pubtl securitles
markt remains an Illusve dream for Airt
aly all small bilneoses.

in other weds sthe capital pipeline Is
practically dry, as far as small bniness Is
concerned. Recycling of Investment flnds.
en which the whole pipeline depends, isn't
occurring. Instead, capital remains trappd
on the compony tagnates and dies, or the
owner gets frstrated and sells out to a
larger concer, or the owner dies end his
compony gets consumed by esate tones.
An now capital sources come aIleg, they
see this onalten vhe scenario and simply
skip the small bsine secdor atogether
flacer of safer ground.

TASK FORCE
RECOMMENDATIONS

What is to be done) The firt thing, the
SPA Task Foce says. Is to forget any
thought. of imple solutions. The remedes
will need to be as specific and sephisti'
cated as the problms. What the SBA
group did was to Ideetily specihc remedies
for each sege In the capitl-foowatian

8o

pipeline. The Task Farce further recognized
that there am two broad categodes of
smat boniness: those that ara local and
panbably will nener need access to poblic
financing and those that can develop to
the point where pabkl financing will be
necessary. Different remedies apply to each
category.

Followong are specific recommendations
made by the SBA Task Force with elahoe-
floe from their findings and t.m other
docoment. In general tems, Recommen-
datsons 1-11 apply mostly to small con-
ponies that arn.'t seedog ace to public
financing. They seek to faciltate deelop-
ment of ofemlal capital, to attract mtift..
tional capitol and to improne the Small
Rosiness Administratlon's edil in long temm
borrowndg.

Recommendations 14-21 concem com-
ponies seeking acess to public captial.
These recommeodaetls seek to make In
stitotiona. foods mom readily m1ailable
and to Improve small bhsiress' access to
public securitles moets.

Recomomedndtions 12 and 13 concem.
the SBA's role as advocate and the deel-
opiedt of University BPsiness Develop-
most Centers. The Smal Busniness Coal1
tilo belleves these two commendations
elso deserve consideration.

Conceming ten laws end IRS Mgula-
tlons:

1. Incrase the corporate sortan no
emption frIr the present levl of
$50.t00 to $100.l S.

During the sito years of research, start
up and early growth, capital must come
from Inemal cash fow and from borow-
leg. Copgress recognized this In pdnciplo
39 years ego when it .oer.pted a com-
pony's firt $25,000 In earoinpg from the
toll 48% tao rte. Congress rised the
enemption to $50,000 two yeam agu, when
it became clear that 429% of Infation
since 1938 hnd made the $25,000 al bhot
Irelent.

The reemption Still ist adequate for
modem needs especially In vow of clogs
elsewrem In the capital pipeline, eccodilg
to the SBA Task Force They recommend
this schedule

Fir $500D0 . 20%
Second $50,000 22%

Al tcess oser SflDOOtO .48%
Allowip smell boosooss to use a larger

portion of their find $tOO flfl of earoinpg
-mold be "the most direct end effective

step that cr help s..lI bsinness " the
SA Task Force says The benefits would
be pennd no Immdiately In the form of
now jobs end before loo, additional too
recones for ponermeot and lower welfare
and unemployment cost. Small bWsI
nooses prow by hidog people. arge cor-
poratons grnw by boylog machines end
reducing employment

NP. BThe Washington Presutalon Co-
alition recommends a sur-at eemption of
$150,000. eInfltion has accelerated since
1975. when the .nort matter trot -s
rised. The Wholesele Filme Iden now is
474% higher then it -s in 1938. (The
doe as of 1975 was 429%.) The SBA Task
Farm's recommended PItfi DO exemption
would be outdated Woe It went Into
effect

2. Allow greater flexibility In deprec-

atUo the first 200.000 of a sets.
Wktig off depreciable assets is an I-

porteat mothod small sbusiess can Use to
improve cash flow. neral- suggestio-s
htoe ben made tor l-creaig fineillty
In deprediaku The Twasory Small BPus
ness Advisory Committee recommended to
the Secretary In December that any
amoult up to 100% of an asset mIne
could be written off in the year of acui-
Ilon. This, i effect. Is a U deferr and
does not effect over the long roe the
amount of taW paid. The limitation would
be $2000.0 a year.

3. Pemit in-edotm In qualified small
businesses to defer the tea on
capital gains If the proceeds of
the sale on profitable small bust-
ness innestrent are meioneedd
within a specifid tme In other
qualified small boniness incst-
meoto

There has bees a 70% to 100% In-
creae in capital pains tan rates mer the
post en years. Because the capital gains
tan at its higher limit approaches the tan
on 'rind" incme the one lower capi-
lat pains tan is "so high that It no longer

serves as an inceotlon to provide long-term
nneStoent capitl." Allowing ineStuoS to

deer the tan if they keep recycling their
In-estent would attract many indinidual
invedors hack to the small business Sec
tor The SBA Task Fore- pointed out Pree-
dents for such deferal In home ales., co-
domnafio promeedings and retirement
plan diilbuotins. In terms of tn reve-
nues the Inial cost of deferral would be
mom than offset by higher tan revenues
poid by now and goAwing ompanies.
"Small business I potentially the most
rapidly gpring port of the equity inest-
mset spectrom." the Task Force say.

4. Libeliae cerain fimit. of Section
1244 of the Intemal Revenue
Code

This section was enactd in 1958 to
entourage the flow of nou funds into small
boiness. It pronides that cetain loss
ow small bosiness inetrents can be
treatd as ordinary loses. not capitol
loss, fur ta purposes. This larger t
offset makes the high risk of small bus-l
ness innestment less of a disincentive. The
limits set in 1958. however, hone been
mertakon by inlation and by sharply In
creased capital cos. The Task Force rec-
ommends that a tanpayer be pemitted to
deduct $50g0 in Section 1404 1tea loon
in any one year. up from $25,00. Two
key criteda for quolifying under Sedion
1244 should be doubled, too, thus broad-
ening aailabllity of this in-es-ert iloa-
thfe. The limit of isoer equitY capital
should be raised to $2 million from 5l5
milion and the sioe lImit of eligible fin..c-
Ieg should be doubled to 51 million.

A Ub.rry of Congress analst adused
Congres laS year that amending Secton
1244 in this way 'would greatly facilitte'
the ability of small businesses to enrdct
equity captal which is what small bus-
nesses need must.

5. Pemit underwriters of the acs-
ifles of small boniness to deduct

loa o resalme againt the dtko
inherent In the underonlting aod
carrying of such securities.
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This change could help reserve the flight
of under-iten away from small husiness
offerings. Admittedly, the sks are high in
small husioeoo securitie. Also the second-
ary marht has hoee weak since 1969
Consequently initial offeengs aren't at
trativ.e to investor or to nderwniter.
Thio recommendatioo approaches the prob-
lem from the underriter's point of view,
by offering a tao incentive fur handling
small business offerings.

6. Revise methods by which revenue
impact of ta changes is esti-
mated to refed revenue gains
from the business use of taL sac
logs and the stimulus to capital
formation that tan incentives pro-

The SEA Task Fume criticites the
method currently used by the Treasury to
forecast the revenue impact of tan legisla
tion. The Treasury only calculates the re.
dution in iec collecions, It fails to con
oIder hom a tau measure would spur busi-
ness ativity, and thereby incmase taIa.be
income. Nor dues the Treasury's method
reflect the stimulus to capital formation
and econmic activity that tax incentines
would provide. The Task Fume urges the
Treasury to review its revenueimpact
methods and develop "a more aevurate
and balanced method."

Concerning the Small Business Admin
istratl-el

7. Provide that some portion of the
guaranteed borrowing available to
SBICe take the form of debt with
the interust partiaY subsidized if
the foods are used to make equity
Investments.

Smal Business Investment Companies
zre an important enurce of Iong-term debt
financing and equity and enture capital
for small business SBICs secure longterm
gounrnment guaranteed loans and then in-
vest in small businesses. Lately, the SBICs
have swung away from quit investments
and toward debt instruments. This refecs
the increased costs at which SBICs obtain
their funds. The swing adds to the debt
burdens of small businesses, rather than
providing badly needed permanent capital.

If the interest on loans made to SBICs
wore partially subsidized, the SEICs
wouldn't be under such cash flow pressure
to recoup the ioterest cst through high-
yield debt investments. Instead, they would
be able to make the equity investments
that may be lower-.yield to the SBIC but
are badly needed by small businesses for
permanent capitol.

E. Permit SBICs a deduction from
ordinary income for Icon reserves
on both the equity and debt par
tions of their portfolios.

At present, SBICs may establish loss
reserves only for inustments made in debt
securities. The Task Force would broaden
that tu include loss reserves fur equity
lnuesfments too. This would encourage
mum equity Inuestments.

9. Immediately make a substantial
increase in the size standards fur
SBIC inuestments and also pro
vid fur either an annual reuisioe
of these standards or eden them
according to broadly accepted
price indicator.

This is simply a matter of keeping up
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with inflation. Sian standards used as cr-
tedo for SEIC Investments tend to lag be
hind realities of the maretplace. Some
adjustments are nerded immediatey, end
a method for continuing revision nends to
be developed. The Task Fume suggests
either a plan for annual revision or an in
decing method that would peg the stan
deeds according be inflation frcking price
indices

IS. The SBA should rquire and en.
couroge commercial bonks to us-
some a larger prtion of the risk
in SM loans and change its Sna-
rantee fee from a weetime fee of
1% of the amount of the guaran
teed debt to an annua1 fee which
more neary relecs the value and
cost of the SEA's guarantee.

The Task Fume recugnizes a need to
strengthen the financing role of the SBA,
esynulaly by putting its programs un a
mor self sustaining and flacible basis.
One laudable move already has been a
shift in SA emphasis from dired loans to
the guarantee of bank financing. This has
put loan management in the hands of local
bankers, who know the customer mom
Intimately and can supervise the loans
mum carefully. The goceroment guarantee
enables the level bhnks to -etend lung-
term nancing to risky ventures and still
stay within regulatory requiraments.

The recommendations would place SBA
loan-guarantee operations on a more busi-
ness-like basis. The commercial banks
would take a larger portion of the dsk and
would more adequately compensate the
SBA for its guaranten. The recummenda
finns might well Induce borrowers or lend
em to do without the guarantee, thus re
ducing the cost of the borrowing to the
small business.

11. SubstantIal enpand SBA'r Sec
ondery Markt Program by rn.
ation of a "Certihcate" system
for the sale of SBA guarnfteed
loans.

Under the Secondary Markt Pogram.,
banks making SBA-guaranteed loans car
sell them to other inestur. Th:s improves
the banks' liquidity end also increases the
potential pol for smallI business loans by
making guemmeft guaranteed high-yield
loans available to institutions and other
investors. The program has worked well so
ar and should be substantially expanded.

A "Certificate" system would transfm
the guaranteed portiofs of SBA Ilane into
freely transferable markt securities. This
would tap additional souee of capital.
remove banker reservations about liquid
ity and ease bank e -amine' worries over
lung-term loans in benk portfolios.

The Task Fume urges the SBA to launch
a comprehensive public informtion pro-
gram to make small businessmen more
aware of the Secondary Market Prgram.

12. The SEA should enpand its role
as a catalyst and advocate within
the government or changes r-
fleding the conc-r-s o small
business.

A pime role for the SBA is that of
initiator. Rather than putting net b..sh
fires the agency should get Ieveued In
the Implementation of now regulations
before they're issued. The SBA should
analyze the impact changes that goyer-

meet policy will hboo on small business.
Concems of the small business s.cor
ftaen seem fragmented among severa1

agencies. The SBA should coordinate them
and act as the small business community's
penvipal veice within govemmeet.

13. Support development of Uniserity
Business Development Center
S.ff72.

These centers coordinate services f
seueral goemment agencies for the bene-
fit of small busicess. Potential entrepre
0e-c can get assistance in anazing per-
sonal skills, evaluating business plans,
employing technology, locating capital and
obtaining futher training. The centes use
uniersity facilities and faculty. S.972
would create 15 Small Business Develop
ment Center at colleges and unhIerities
throughout the country. The program is
similar In the Agricultural Etension Sem-
ice for farmers.

Cancem-eg institutional investor,
ERISA:

14. Amend the EmpIwyee Retirerent
Income Secuity Ac to Ieconrage
high-risk invstments by pension
funds.

Fiduciary standards created by ERISA
hace locked pension funds into blu-chip
investments and fied income securities.
The pension funds control $200 billion but
den't feel free to incest any of it In the
high risk smatl business sector. That's bh
cause fund lawyers so tar ae naturaly
and rorectly Interpreted ERISA regule
tines co-se-atively. To avoid liability and
protect investor' liquidity, the funds are
reluctnt to invest in companies without
strung earnings records end capitalleation
of ocr 5100 million.

One key obstacle is ERISA's so ca"led
Prudet man" standard, which estab-

lishes norma podece as s a test of tod
manager decisions S tar, funds ha-e p-
plied the "prudent man" role to each in
dimdual invstment.

Itstead, the Task Force wants it en-
pesly stated that the "prudent moe"
standard applies to the portfolio as a
whole. Within the standard, the policy
should be to invst In a brad spedrum
If companies.

to addition the Task Fume revommends
that up to 5% of a fund's asses, can be
set aside in a special "basket" fur higher-
rsk investments in companies whose nt
worth is below E25 millioe or whose seu-
rifles hav limited marketability.

15. The development of prf-essi.nally
managed pools of capital should
be encouraged so that pension
fund managers, otheise con-
strained by time end enportise,
may participate in the investment
In new ventures and growing
small companies.

Because pension fund managers hau.
limited time to a-nalye potential Invest
meets, they teed toward sf, moe readily
evaluated investments. A specially man
aged pool would get around this lack of
time and enpednece and enable pension
funds to effectively invest in potentIally
rewarding but admittedly high risk invest-
ments.

The Task Force recommends that the
Secuities and Exchange Commission no-
empt these special pools from the "time-
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consuming and cnmbhrsome re-ulreents
of the Ifevetmeot Company Ad of 1940."

16. In coperation with the SEC and
other regulatory odies. evempt
the illiquid securities of small
companies from the "mahketto'
market" or "fair salve" account
op treatment

As portfolio manogors now Interpret ac
counting roles, they must frequnetly color
their holdiugs of unregistered securities
and re.pot changes in calue, even though
no transactions take place. The result is
sokvtantial short teow prfit and loss im
pact. Rut the Task Force views the ffuct.u
atius as arbitrory and time vunsoming
Most Institutions avid the whole matter
by sticking to safe investments in large
concerns The Task Force recommends that
fair naive accousting be waived for irnvet
meets made within the % "basket" pro
vision (ee Recommendation 14,)

Coecaeing sevunties lows and regolo
ironsi

17. Increase the small opening eu
emption from $P0PPP to $3
million.

To keep small ventures from biong shut
out of public securities market entirely, the
SEC created "Regulation A." It facilitates
offerngs of less thav SPOOP O by exempt
ing them from the costly and time cur
suming process of full registratiou The
limit of $hgh.PPO. however, provides in
sufficient capital for a growing curcem in
today's Puniness wo.d Moreocer, must
Regulation A offerlogs need to be ouder-
wrtten. The SEC calculated that only 35%
of Regulation A shares offered in 1972.74
acually coen sId. Underoritee won't
touch an offering of less than $3 million:

For both reasons the SBA Task Fume
recommends the PPP0.OPh Iimit on Regu
lotion A be suhbtantially increased to $3
million.

18. Enact the limited offering euomp
tiuu as proposed in the Americao

La fnstitote proett to codify
securties lows

Also evempted from cstly reputation
puonodores ore certin pivate cffinnulg
H-,ecer, eent administrative and court
decisins hove undercut this useful ecemp
hu.. The decisions seek to protectr iret
on from fraod, by e.abling them to do
mend retur of their money simply te
cause the stock wya unregistered. Such
prutection from fmud already evists cnder
Rule 101 (I).

The chief effect of the decisions kas
beeo to sohoert the original purpusa of the
private offering exemytion, which was to
facilitate very small kanacinge. Congress
should restore the toil breadth of the
private offering euemptiu..

19. Retain and simplify Rule 146.
The SEC issued Role 146 in 1974 in an

attempt to prowde a safe harur for private
ugerings that claim the private offering
esemption and do not register. The SEC
was senking to clear up difficultIes caused
by the adminisative and court decisions
cited in Recommendation 18. Rule 146
speciffes cntedia fur qualifying for the
private offeing exemption It requires that
the issuer exercive "reavonaebl care" to
insure that bhy-rr hone sufficient kuwi'
edge and nupednonc to evaluate the offer.
And the role indicates the kind of inWrma'
tio. that should be provided to poteetial
buyer

Thu Task Force mould amend the rle
s that only matenal information would
neod to be prided, rather than the moon
tale of data that the Rule now seems to

quire, Alhs, the Task Fume want it made
clear that a bhyer who hoe been pperty
info.eed cannot later demand a refund
simply because the stuck was unregistered.

20. Amend Rule 144 to maak clum
and time Iimits less restctie
and thereby facilitate small offer
egsl.

Ru.e 144 govers the resale of ccunities
purchased by investor in transactions
exempt from registration. The Rule Seeks
to insuro that -0th oferiogs dn't become
simply a condu:t for sae' of unregistered.
no.tfullydienlosnd s-ounties to the public.
Thus a pumciaser must hold the securitie
for at Ieast two years. Vlhtn o h decides to
sell, he may so!l io toy slom th period
no more thao 1% of the total shores out
staodiog or an amount uqual to average
meekly tradiog column otichener is never.
in the pave of 0 exhtange.listed stuck.
For an even th counter security, the limit
in -u mouths Is 1% of totl shares out'
tanding.

Ad applied. Ruin 144 has proed to be
overly restrve. Veoture capitalits say
the severe lfmit. impair inuestrs' ability
to liquidate renvetments and thus free up
capital for other investments

The Task Force recommends, as aodft
step, that the time limit be shortened to
three months, rather than siu months., ad
that the Iimo on rolume he set at 1% of
outsanding shares or the average WeekY
rolume over a four-meek penod. whichever
is higher ivstead of whichever is lower

Eventually, the Task Fnme -ouId like
the q.uantitatie limits eliminated alto.
gether or at least enlarged further. The
Task Force applauds the SEC for initiotiog
a menaiuatioe of the need aud justinue
tiun fur the limits on reale of unregistered
securities.

21. Develop procedures under ohich
smanll companies conId develop
and promote a good market for
their stoks.

Rule 144 cnrrently prhibits solicitetlun
Ths works against smal-company isues;,
which need to be promoted in ouer to
ttract a sfficient market. The Task Fume

recommends that, under SEC superision.
small companies ho aluwed to engage in
the active seling necessary to develop a
market fur their securities.

SMC MEMBERS FILM PARTS OF D.C. PRESENTATION

'isl

Meeors of each of the ft.e grupa Invived in the 1977 small BRsiness
Presentation to Congress took pat in the video tape ponion of the pnes
entestiun Here at W. W. Lord Manufacturing, Mar, Executive Vice FPesi-
dent Leo R. Mcnogh, lehft, introduces Winston Lord, president of the
company, and Christine owd. Winston replied to a question on deprecia'
hou In ign language

10

Murrysnilie, Edward Astiory, fight, anounes
a questi.n on the vurtaa enemption frm
Lao Mc..onough



Near cbotling line in his plant in Man, Harry G. Austin, Jr., le
Au.in Co. talks with Leo Mc)noug h about c epital fo tion.

-SMC GOES TO TH
WHITE HOUSE

SMC President Ale. T. Kindling speaks on government pni,
visians at the White Hease meeting. Government Renttien
Chainean Ralph w. Marrny, wha spoke to the group at White H
members and Administiation ieaders an the Occupationai Sifet
At, is seated at lea ander the mantel.

President Kindling ansIers a quastion at the Whmte Heuse meen
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r | HEINZ PRAISES
DEDICATION OF
SMC MEMBERS

' FS Pe, H. John Heirz, Ill.
a, a statement printed n the

M1y 23 Congresional Record,
rove h gh prnse to the Smaller
v .'3,feantacrern Council.

The statement. which in.
cluded the main points of the
printed Small Business Presen.
taocn, noted. 'The week of May

it James 2228 s Nationnl Sm311 BUSi
ness Week. a tme to pay well
deserved tribute to the people

IE who make the country move-
eur small businessmen and
women.

"It is easy enough to pay
1hutr en this nrcen on and I

, j heope mzst Ct us hill do so. It
s more of a challenge though,

to take a careful lask at the
problems of small business to-
day and what needs to be done
to solve them."

Pointing out that the SMC
1and four other small business
groups had been in Was'iangton
May 18 for the annual Presets
toan, Heinz said:

"The Smalter Manufacturers
Council is an organization I

E have come to admire and re-
emet re spect for its members' hard

e Geta work and dedication, both to

& Hfeath heir own businesses and to far
thering the interests of all small
businesses, and I hase great
confidence in any study SMC
has been a part of."

COVER:

President Carter, right, listens to one
of the presentations at the Small
Business Meeting in the White House
Cabinet Room March 29. SMC Presi-
dent Alex T. Kindling is fourth to the
left of the President and SMC Govern
nment Relations General Chairman

Ralph W. Murray is on President
ng. Kindling's right

11
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HARRY AUSTIN WINS STATE, REGIONAL HONORS

A. Verno Weave. left, Administratorof the U.S. Small Ausiono Ad~mi-ilrti-o pros noted anamad to Harry
G. Austin. Jr. an d his into, Rose..., fo Mr. Austin's being nae enpvna ml uiesPro

of the Yea.- The amad -a made in Washington during Small eun-o Week. Map 22-28.

SMC Presdent Ales T. Kindling adds his congratulation to Harry Auntie A happy Harry Austin recives.. cogratultoslo ac
as Eanctine Vice President Leo M.Dn...ugh, tosmset the lunc.heon, Smt.SCdiuteadpeie t .. o f ' Baestw -Coaie

ka on. Carp. P.)

12 .P

98-762 0 - 78 - 7

I
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William T. Gennetti, light, acting general
counsel of the U.S. Small Business Ad
ministraion, presents the Smill Bosiness
Person of the Year awaid to Harry G.
Aust.o, Jr., president of James Austin Co..,
Mars. ond immedirte past president of the
SMC. Past President Austin rnoeiVed both
the state of Penonylonia award and the
amard ton the fivestate region of the SBA,
mIluding PeensyloVnian Dnlaoro. Virginia,
Maryland, West Virginia, and the Distnct of
Columbia.

H~rry Austin resp..ds Io the .rd, P-
seated et a joint Pitsburgh Rot.ry Club
SBA luh- attnded by ovr 3.00

-r. ennni ong~tu~t Mr A

FOR LEASE
District Office

Manufacturing- Warehouse
. 0.000, - ft. f blenb bap, (6 plu.s

.P. 1. InmdmtW11n. whleh 1In _rt1oBtno -. ioan. eeoocn
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CoN R. G. ENGLERT

471.7997

KEY EMPLOYEE
SEARCH

Our - hollolboc frio.. I. 1r
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WVESTERMAN & RICE
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"00 Po o, 01,4. soil. 00

Pii.horgh, P.. 15215 (4fl2) 51.S45i

0-1-11 I( "pI" -OQI Ill

FOOD FOR THOUGHT
"The man who is woithy of being a leader of men will
never complain of the stupidity of his helpers, of the
ingratitude of mankind, nor of the inappreciation of the
public. These things all are a part of the great game of
life, and to meet them and not go down before them in
discouragement and defeat is the final proof at power."

The new look at
THE GAGE COMPANY
IN ADDITION TO A COMPLETE LINE OF INOUSTRIAL SUPPLIES

WE OFFERA s EXEANDED

ENGINEERING SERVICES DMSION
PUMPS COMPRESSORS STEAMBOILERS

DRYERS COOLING TOWERS
CONTROL VALVES

SALES
SERVICE
REN T/LS5 4

LIO"CAT"'S |\

l DOiLIAR I 0V15i00011 1N--4
OX LI-EROVAAE-LE PITTSO.R.. PA 15(0

.... al' -..l (E gs! i~if
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Full Color Printing

Direct Mailers

Brochures

Literature Storage

Catalogs

Personalized Letters

House Organs

Ad Reprints

Sales Manuals

Special Assembling

Publication Printing

ia
ADVERTISERS ASSOCIATES

1627 Penn Avenue
Pittsburgh, Pu. 15222

412/281-614
14

SMC SPONSERS FIRST CMU
AWARD FOR "ENTREPRENEUR"

Entrepreneur of the Year" awad winner s. osih 0. Ku.ana (left) is
congatulted ySmlle Manufacturer Couci Preident Alexan.der

Kindling (center) and Amold R. Weer, (right), dean at Carnegi-Melexnd
Unmersity's Graduate school of Industnal Adwicitration.

A second-year masters student at
Carnegie-Mellon University's Gradu-
ate School of Industrial Administra-
tion (GSIA) has been named the first
recipient of GSIA's "Entrepreneur of
the Year" award, sponsored by the
Smaller Manufacturers Council.

The award, including a $200 prize,
was presented at CMU May 3 to
Sarosh D. Kumana of Bombay, India,
by Alexander Kindling, President of
the Smaller Manufacturers Council
and of the Atomatic Manufacturing
Company.

An honors graduate of the Univer
sity of Bombay, Kumana received his
masters degree in industrial adminis-
tration on May 16.

Among his entrepreneurial pro
jects is a study promoting the feasi
bility of manufacturing ethyl alcohol
from waste by-products of the forest
products industry. "Until recently it
was not economic to convert the wood
residue left after the pulping process
into usable chemicals," Kumana said.

"The key to the project lay in iden-
tifying the economic opportunity pro-
vided by the rising prices of petro-
leum and natural gas from which
ethyl alcohol is otherwise derived."
He adds that his project is environ-
mentally sound, using a biological
process to convert waste products

and pollutants into usable chemicals.
While at GSIA, Kumana has also

been a consultant to the Small Busi-
ness Administration, helping to estab-
lish cost control, inventory control
and management information sys-
tems for three small businesses lo-
cated in the Pittsburgh area. In the
summers of 1974 and 1975 he was
assistant to the corporate planning
manager of Ellerman Lines, Ltd.,
London, where his responsibilities in-
cluded screening and evaluating pro-
posed investments.

The "Entrepreneur of the Year"
award was established to emphasize
the contributions entrepreneurs have
made to the U.S. economy and to en-
courage GSIA students to consider
entrepreneurial careers. It will be
awarded annually to a member of
GSIA's graduating class who has
demonstrated the managerial skills
needed to successfully launch a new
business venture.

"Some of this country's largest
corporations were once a gleam in the
mind's eye of an entrepreneur," said
GSIA Dean Arnold Weber. "We want
to encourage the entrepreneur's
characteristic leadership, innovative
spark, and ability to take carefully.
considered risks in all GSIA stu-
dents."
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LELAND BROWN
NAMED TO SMC
BOARD OF
DIRECTORS

Leland C. Brown, Jr., president of
United States Products Co., has been
elected to the Board of Directors of
the Smaller Manufacturers Council

He replaces SMC President Alex T.
Kindling as a director and will serve
the year and a half remaining in Pres-
ident Kindling's term. President Kin-
dling's term as president ends Octo-
ber I and then, as a past president,
he becomes an ex officio member of
the board for three years.

Director Brown, who has been very
active in SMC Government Relations,
is a 1961 graduate of the University
of Pittsburgh. He worked in various
sales, marketing, and acquisitional
capacities for various corporations
before founding his own company in
1969. He purchased United States
Products Co. in 1975.

In addition to his SMC activities,
he is a member of the Abrasive Engi-
neering Society and the National As-
sociation of Manufacturers and is
Scoutmaster of Troop 152 at the Fox
Chapel Presbyterian Church and a
coach in the Kerr Athletic Association
and the MilIvale Baseball League

THE SMALLER MANUFACTURER-JUNE. 1977

Where do you turn now
for pension and
profit sharing
administrative
services?

The employee
Retirement Income

Security Act of
1974 requitres

stricter standards
of eligibitity, vesting.

funding, reporting and dis-
clueure-ett of which demand

more detailed cdminiitration.
As consulants in all phases of

Pensito detign and administration
we cac help.

Investment Management, Inc.
4840 McKnight Road. Pittsburgh. PA 15237

412/931-031 6
A Robert Lawton, President

Member, RADA. RetAement AdLinrtor and Danar, Rt Amrlede, toe

15
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I l'1: I

Let us replace your asbestos
products with FIBERFRAX m

We supply.
* Tape *Rope *HotBoard
* Lo-con Blanket and Felt
* Cloth * Durablanket * Bulk Fiber

We pride ourselves with immediate and available service.

Distributors and Installers of
,aCarborundum Ffberfrax 2 eramkc Fiber

'TILIL [ aI Inc.
REFRACTORY CONTRACTORS

920 Thompson Run Rd. . West Mifflin, Pa. 15122 . 412/461-1983

16

Joseph N. Yorke, former vice-presi-
dent finance of H. K. Porter Com-
pany, Inc., has been elected President
and Chief Execu-
tive Officer, and
a Director of The
Pannier Corpora-
tion. The Pannier
Corporation, lo-
cated on the
North Side, Pitts-
burgh, Pa., is a -

leading manufac- Yrke
turer of marking devices and identifi-
cation equipment. Ralph A. Pannier
continues in his present position as
Chairman of the Board of Directors.

The J. S. McCormick Co., Pitts-
burgh, Pa., announces the election of
Curtin E. Schafer, Jr. as vice presi-
dent, sales and Robert W. Fulton as
vice president, manufacturing.
Schafer, a graduate of Pennsylvania
State University has been sales engi-
neer in the Chicago district and gen-
eral sales manager. Fulton attended
Carnegie-Mellon University and pre-
viously was research director and di-
rector of manufacturing. The McCor-
mick Co., celebrating its 107th anni-
versary this year, has plants at 25th
Street & A.V.R.R. in the City's Strip
District, Allen Park, Michigan, and
Boyers, Pa., manufacturing foundry
facings, sand binders and additives.
refractories and industrial carbons.

W. W. Jones has been appointed
vice president, sales, for Giltspur Ex-
hibits/Chicago, exhibit designers and
builders. Jones has transferred from
Giltspur Exhibits/Pittsburgh (for-
merly GRS&W) where he has been an
account executive since 1954, servic-
ing major accounts. He was named a
vice president in Pittsburgh in 1964
and to the Board of Directors in
1965. A graduate of Ohio State Uni-
versity in 1946, Jones served over
two years in the U.S. Army Air Corps
as a second lieutenant in the 8th Air
Force.

THE BEST
grexsn ubsurheot .. or every kosines
nnd ..ey indurvy.

FOR. . . xi iypes xf liquid soilauren
oil, g xse, vain,. cr. . xo fety fiv st
Ifo xi slippery sanixses

R-S-L DRYS-ALL "Reolly Saves labor'
. . . lowers floor moixtenonce.

Absorbs up to 100% of its weight.

St ly, ,,,.vskid . . .
d,,e vot dead. ,,d fr coke'

Pocked in 50 lb.. Mvlti-Wo1l bogs.

Drys-All Meets All Fire Department Specifications

24i - ' ~~A Sen , ce Orqvv.:vr1oo

R SRUSSELL STANDARD CORP.
2 Prestly Road, Bridgeville, Pa. 15017 * Phone: 5634500

Branches In: Irwin, Mars, Mercer and Fairview, Pa.

A9171511thh,

N4440
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fdtend Wtsbon
Howard B. Eklund has been elected

executive vice president of Safety
First Industries, Inc., McKees Rocks,
Pa. He will continue to serve as treas-
urer for the corporation and as a
member of the Board of Directors.
Safety First Industries, Inc. is the
parent company for Pennsylvania
Sling Company; Safety First Supply
Company: and Safety Clothing &
Equipment Co. At the same time
James F. Wisbon was elected vice
president and general manager of the
Safety First Supply Company division,
also based at McKees Rocks, Pa. Wisn
bon was previously vice president-
sales.

Eugene W. Merry, president of
Mine Safety Appliances Company,
has been elected chief executive offi-
cer of the company. He succeeds
John T. Ryan, Jr., who continues as
chairman, a title he has held since
1963. Merry and Ryan have spent
their entire business careers with
MSA, the world's largest manufac-
turer of industrial safety equipment.
After graduation from Harvard Col-
lege and then Harvard Business
School, Merry served in various ca-
pacities at MSA including export
sales, production scheduling and con-
trol, purchasing, marketing research,

sales planning and general adminis-
tration. He was elected a vice presi-
dent in 1957, executive vice presi-
dent in 1960, a director in 1963 and
president in 1966.

Haskell of Pittsburgh, Inc., has
appointed Ted Ehrlich, vice president
of sales and marketing, according to
Edward N. Hask-
eld, president.
Haskell said, f _
"This rounds out -
Our managerhent .
team of three vice .A
presidents in the_
basic areas of _ v _
manuf acturing lri
and engineering, rftileb
finance and administration, and sales
and marketing." Ehrlich is responsi-
ble for all marketing and sales func
tions including marketing planning,
advertising, promotion, sales man-
agement and administration, and
customer service. Ehrlich joined
Haskell after seven years with Polar-
oid Corporation, where he had various
sales and marketing responsibilities
in the Business Products Divisin. He
has a B.S. degree in Marketing from
Penn State University and has done
work towards his MBA.

David M. Roderick, president of
U. S. Steel Corp., has been elected
president of the Pittsburgh Symphony
Society succeeding John E. Angle.
Roderick was named to the Board in
1974, and successfully headed the
1976 Sustaining Fund Campaign
which, for the first time in history,
collected more than $1 million to sup-
port the Symphony and Heinz Hall for

the Performing Arts. The theater and
concert hall is owned and operated by
the Symphony. Roderick takes com-
mand of Pittsburgh's most prominent
performing arts institution during its
50th Anniversary season and Andre
Previn's first year as new music di-
rector. Angle will continue to be affili
ated with the Symphony as chairman
of the board of directors, a position
that was reestablished by the board.
As chairman Angle will assist the
president in developing policies that
will assure the continued excellence
of the Symphony.

BILLY CARTER'S GAS
STATION HAS RUN-IN
WITH OSHA

WASHINGTON-Another small business
ma has had an encounter with the Ocn-
pationol Safety and Health Administration.
But this time it is Billy Carter, the Presi
dents brother.

The agency said it inspected Billy
Carter s service station in Plains, Ga., on
April 14 after receiving a letter complaint
Snow a Colambus, Ohio, resident who en-
closed two photos showing lank and
scrap arond the station.

Ader the inspection, the station was
cited for nine nonseriaus violations xf the
federal fob safety and health law, including
an undercharged fire entingeishr,. failure
to hoar hand power tools properly
grounded, as uncovered gnndrr and failure
to display an OSHA Poster. --we gave him
a poster, a spokesman said.

The inspoction, which didn't result in
any fines or penalties, was as routine as
mutie can be, the spokesman said. He
said Mr. Carter wasn t at the station when
the inspection was made.

naeil Se .iournai)

PITTSBURGH'S OWN COATED ABRASIVE MANUFACTURER
IN STOCK FOR IMMEDIATE DELIVERY fl 4

BELTS* ROLLS 'DISCS' SHEETS V
p1~~10 tr~~h~aauio4.9g02tr pI4tab .~~~~~~~~~~~~haffner COATED ABRASIVE

s \ _ F~~~~~hi~~Ft PRODU y, CTS PRO ICT

+~~~~~~~~~~~~2 S ithasfanner Center, Eadot A~ ; 761-990 2 4
OMC Member I _'e- fI~ PittsburoghPa. 15202

********* **~~~~~~~~_31~***111 ***1** *1*1.4jr++ + + + And > > > > > > +++++D+ ++~~~~~~~~~~~~~1
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MAJOR ENERGY STUDY
SEEKS ALTERNATIVES TO
PREVENT FUTURE CRISIS

WAITER LONG MFG. CO., INC.
E-,6bli,.d iSCS

WELDMENTS . TANKS
STACKS

CARBON AND ALLOY STEEL
PLATE FABRICATION

HEAVY PLATE BENDING

Phone 431-0311
1315 Binghoni Street

Pinmburgh, P.. 15203

A major study of public policy al
ternatives which could help prevent
a future energy crisis in Allegheny
County has been initiated by the Car
negie-Mellon Institute of Research
(CMIR).

The objectives of the study are: to
explain the causes of last winter's
energy crisis, to determine the op-
tions for changes in fuel utilization
in the event of shortages next winter,
and to determine the options for
long-range utilization and conserva
tion of energy in Allegheny County.

Areas of investigation will include:
analyses of problems associated with
the supply of natural gas, the avail-
ability of alternative fuels, transport
and storage of fuels, the impact of
laws and regulations, environmental
health implications and the role of
energy conservation.

The study will be conducted by
faculty members from CMIR, Car-
negie-Mellon University and the Uni-
versity of Pittsburgh, in cooperation
with representatives of government,
industry and labor.

Dr. Sam Doctors, professor of

business administration at the Uni-
versity of Pittsburgh, will serve as the
project director.

In explaining the reasons for the
study, CMIR President Theodore S.
Hermann cited the "critical need"
to determine the causes and effects
of last winter's energy shortage.

"The public deserves a full and
credible explanation of last year's
crisis," he said.
"And a compne
hensi ve und er _

standing of last Am s

winter's prob-
lems is urgently
needed if a simi-
lar situation is to
be avoided or
minimized next H.m-nn
winter."

Dr. Hermann also pointed out that
a longer-range policy alternative plan
is needed from which an evaluation
can be made of the effects on Alle-
gheny County of changes in national
energy policies and energy legisla-
tion.

Pittsburgh Fluid Controls Co.
Pj 208 Woodland Road

P. 0. Box 11552
Pittsburgh, Pa., 15238

Phone: 412/828-2090Lr] VALVES
are our specialty.

All kinds. All materials.
m We design, stock,
manufacture & recommend.

* Georoe A PFel

18

STM
Standard Tool & Machine Co.

Woodland Road, Blawnox, Pa., 15238
Phone: 412/781-7169

We specialize in machining,

grinding, burning & welding

and assembling of machinery.

Geore A Piel
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"It is imperative that an energy
intensive community such as ours
fully understands the effects of na.
tional fuel policies and energy con-
servation programs on our industries.
employment, environment and the
community in general," he said.

"This is especially critical for the
smaller businesses and manufactur-
ers," Dr. Hermann added. "These
firms are responsible for 30 to 40
percent of the energy consumption in
the county, yet they have far less re-
sources and flexibility to convert to
alternate fuels. For this reason, many
of the recommendations of the study
will be tailored to the needs of the
smaller manufacturers."

Dr. Hermann also noted that this
study does not duplicate or conflict
with other energy projects currently
being carried out in the county.

"The results of this study will be
of use to many of the other projects,
such as Project "Pacesetter," and
they will be made available to them,"
he said.

County Commissioner James Fla-
herty has pledged the county's coop
eration in the project, and stated his
belief that the study is "important to
the entire county."

"Last winter's energy shortage had
a dramatic impact on the economy
and well-being of Allegheny County,"
he said. "Government, business, la-
bor, schools and the general public
suffered in varying degrees and it is
most heartening to see all these
groups join together to seek solu
tions to the county's energy prob-
lems."

The study will be conducted over
a two-year period, with recommen.
dation for next winter ready by this
September. The long range recom-
mendations will be developed in the
ensuing 18 months. A series of pub
lic seminars is planned to communi-
cate the results of the study to the
general public.

The study is estimated to cost in
excess of $500,000, and a grant for
$200,000 in support of the project
has already been received from the
Sarah Scaife Foundation. The re-
mainder of the funds will be obtained
from other community sources and
from federal and state agencies.
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ACAPFALIDEAl

IsYourPortfolio
Keeping Pace?

,eyou keeping up with the Dow Joneses? The Standard
& Poor's? Hotn do your results compare with other inves-tors in your situation? Have you outperformed the large fundsmanaged by banks, by insurance companies, by mutual funds?(You hase a good chance to do better; you're more flexible.)If you hase, we offer our compliments. If not, we offer pro-fessional investment management for your portfolio. Beforedeciding sehich to accept, hase a look at how your compet-

itors are doing in the market. Send the coupon or call C. S.McKee for a free comparison report.

,----CSMqC~ee-----
9
00 t .Shoy1 Buildiog, Piiishuigh, P.. 15219 (412) 566-1234

Send me the free C. S. McKee report: "Comparison of tsest-I mesi Results"

I Name

Address Phone

City Scar Zip l

IL_ ------------------

For Ads With
Im"PAICT

creative BOX 158jserviee agency VALENCIA PA 16O59
19
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SMC GROUP STUDIES
PUBLIC SCHOOLS OVT

The SMC OVT subcommittee, rommed by SNIC President Aer T.
Kindling, seted at neft, is shewn at its ereniaatianai meeting. Standing,

ftem left, ar SMC Ere,-tive vice Pilenidnt Len R. MeDnnugh; JosdPh
F. Pfeninger, SMC Administrative vice President; Dr. David Onr of 0"

Mareting Planning; and Pant SMC President Wm. H. eraankiih. Jr.
Seated am Lain Hlavuc, Business Eduation, Bnard ef Educative, and

Robert G. Larping. Directur, Occupatinnel, Vocational. and Technicl
Education (OVT).

By R. G. LAMPING
Director, OVW,

Pittsburgh Public Schools

The Smaller Manufacturers Coun-
cil has taken an active role as a mem-
ber of the Pittsburgh Public Schools
Advisory Council. The Council is
made up of members of business,
labor, and industry, which has as one
of its tasks the review of the Occupa-
tional, Vocational, and Technical
(OVT) Education Programs.

Your President, Alex Kindling, is
chairman of a subcommittee to re-
view current OVT Programs and will
recommend changes warranted, after
a review of the labor market needs of
the tri-state area.

Alex has convened a committee
composed of Past President William
H. Braunlich, Jr.; Joseph F. Pfen
ninger, SMC administrative vice pres-
ident; Leo R. McDonough, SMC ex-
ecutive vice president; David Orr of
Orr Marketing Planning, and Ronald
Porter, director of Personnel, TV
Station WIIC, Channel 11.

On April 21, 1977, the staff of the
division of OVT of the Pittsburgh Pub
lic Schools met with the committee
and reviewed programs and place-
ment of vocational students. The
committee is reviewing this informa-
tion and is expected to make recomi
mendations shortly.

This is a unique opportunity for
SMC to provide a leadership role in
counseling the school district in its
mission to train students for jobs in
business and industry. Any given day
will find 6,000 Pittsburgh Public
School students enrolled in training
vital to the economic welfare of the
Pittsburgh community.

The SMC is in an excellent position
to hire these students, who, upon
completing two years of training, are
ready for work. There is a continuous
supply of well trained students, in 65
different occupations, from machin
ists to office employees to practical
nursing, and the Pittsburgh Public
Schools is ready and able to supply
your needs.

The Pittsburgh Public Schools has

20



made a substantial commitment to
provide vocational education and
have a continuous supply of students
who have the skills needed in busi-
ness and industry.

If you are in need of a well-trained
employee, contact the Student Place-
ment Office of the Pittsburgh Public
Schools at 635 Ridge Avenue, Pitts
burgh, Pa. 15212, or telephone 321-
4934. Don't hesitate-if you are in
need of a full-time, part-time, sum-
mer employee, or a cooperative work
experience student.

The SMC has taken an active inter-
est in OVT education for this is one
method of providing a steady supply
of trained entry workers for our varied
industries. If you have a need for em-
ployees, keep this phone number
available and you will be participating
in a good team effort.

If you are interested in taking an
active role in working with the Pitts.
burgh Schools as a speaker, future
employer, or as an advisor, please
contact the SMC office, 391-1622.

THIS WOULDN'T HAPPEN
ONCE IN 100 YEARS ...

but it only has to happen once and
you'lI never forget itl
Use safe electrification for your
overhead crane. Don't wait until
someone gets hurt or you have
costly dowvtime. Send for our free
catalog and full size samples today.
It has daomenved accidents for the
safety director, design data for
maintenance and engineering, prices
for purchasing. Knowwhy coantless
companies throughout the United
States use USST systems that are
manufactured in Pittsburgh.

U-S SAFETY TROLLEY CORP.
1070 Barkreit Rod

Pittan~rh, Pee.yeii. 15210 U.S.A.
T.t.hon.: 1412t s56t-5so6

I
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COMBAT
CORROSION!

Vynco. Total fiberglass enclosure
capability for corrosive environrnents.

700 sizes and combinations from a small junction box to a large
switchboard. All hot compression molded for greater strength,
durability and superior corrosion resistance. Performance
proven against acids, alkalis, live steam, sour gas vapors,
salty wet and dirty atmospheres. Outdoors and
indoors. For infor-
mation, write 7
or cal .

H. W. GROETZINGER CO.
410 E. Gen. Robinson St. . Pittsburgh, Pa. 15212

412/322-6280

SERVICE SINCE 1916...
* Gunite * Epoxy Tank Lining * Tuck Pointing
* Epoxy Injections * Engineering * Cornice Repairs
* Concrete Restoration * Masonry Cleaning * Caulking, Sealants
* Pressure Grouting * Sandblasting * Waterproofing
* Epoxy Coatings * Degreasing

Free Surveys and Estimates

JOS. J. GRACIANO CORP.
MASONRY RESTORATION AND WATERPROOFING

7925 Hill Avenue o Pittsburgh, Pa. 15221 * 242-5700

21
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SMC CRUISE TOURS CARIBBEAN

Vincet Va. galen. Pittsburgh Die & Casting Co.. One of th. 46 SMC
members en the 1977 Winter Panning Trip, chocks the repeater conpass
on the wing of the bridge of the MS Southward as the ship cruises ttward
Cotnel., Mexco.

L7 7 --;

At Grand Cay.nr Island, Bgtish West
Indies. the Ship's lifto hts were used.
along with tenders, to take passengers
ashore Ito lunch on the beach

The MS Southward, eght, ides at anchor in Co-umel with the Russian
cruise ship Ian Frnko nerhby. Another Russian ship, the Odessa,
c-uised lnts C.oumel as the Southward left

Crystal clear water, white sand and beautiful weather greened the
Southward passengers at Grand Cayrn.

ma. _
Cadl Johnson, II VI, Inc. tests a musical

inst-ument picked up in the islands to the
amusement of Mrs James Osboume.

22
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Err aie

X w armw rt.Four hours of deep.see fishing off Ocho Rios resulted In these too
dolphins, aught by Chadotte Miko-ky, left and Bette Asbury, both ofAsb.ry Inrdustrie. The Southward is in the backgrond.

Co., end V.anc Smith, Bakerstowo Con
tainer Corp. try out the shuffleboard on
top deck o1f the MS Southwad.

I= -77d

- ]4 M

OThe third port Ior the Southwad a O ho Ri, J-j Aft. I-

Carlyn lohnson, II-VI. Inc. Ed Asbury, Asb.ry Indus.tries Kathy Gilbbs.
Gibbs Co.; and standing, L-rY Och. Maintenace W.IdmB.

-r

IL At
Mr. and Mrs Bruce Leslie., et. Thermot, nc.. and Bariem Gibbs, GibbsCo., enoy the last night out on the cruisr

THE SMALLER MANUFACTURER-JUNE. 1977

Bette Ashury. It. Asbury Industries
and Georgrtte OCh, Maintenance Welding,
chat duriog the faneoell panty.

23
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THINKING. CAME
Nemacolin. a getitlemas-sporntt-

located in the L-u8e
Highlands. .t beautiull suited Ior

mrrcu r in m sgt and seminars.
Nemacoln I nn pens ides gourmet

game dining and lu.rioo...ecommo-
doonn flrrsist -srn The main Confer
enue Room ha' complete audio riual
capabilities ,ble r- usours proside
meTtirgemims .i tma-:er g-oups

But t is tre s-ornundings chat ret
Nemiii apart iritentirely prob-
able that there is nor another con-
rolled naidini edsironmenr lke

Nemonin Trald Hunting Resersen.
lturn N-micoln In. in the Und

Str.e Deer hong, upland game
birds. ilissand trout sbing are
.aiiahleionseaFon -ire, v ed
skert. tralp and tonser uhoorung. too.
Gulioand tenisuo course And oar

KMn lf3t irstrip I Y.ote fying.
Pee nlormanornucall 4f2/329lS5l6.

Nemaunlin for
Bot 67. F.lrmingron .15437.

NEMACOLIN

Advertlsng
psyou

Co dedde

FARNCO DESIGNS
AND BUILDS
CONVEYORS OTHER
COMPANIES WON'T
Big oe smal, ftem 4' to 4'.
FPrson mill -nstom design .
conneyne system to met your
spenial needs.

Steel or aluminum. standard or
spesia1, cn11 FPrnso firt.

Guaranteed lest deliety, too

FRNCO CONVEt ORR
59t BRenyn A-n
New Kensington P.
412/335-7171

24

* CONGRESS GIVES SMALL
BUSINESS WARM RECEPTION

U.S. Rep. Ns1 Smith (I-ow hamna
o the Ho.so Sna Businass CmmittUe,
thak th e mh e n..II boine delegtioass
*or bringing the Prese ttio ta Wa hiog.

ton. /

James D. "Mik"e MnKedt end Lin MnFar.
Ifn af the Nationa1 Federation at Indepe.n
dent Business matsh the Peentation to
the mem-bes of the U.S. Senate at bosh.

Geor-ge a..n, shairman of the Washing
tan Presentation, condoots en nrientatlan
meeing for the SMC delegation In the
Watergate Hotel the night bfotae the
P-eeentatilo.

'U0

Waiting ftr the bun to take them to Capitol Hill are these
members o the SMC delegation, from left Crl Johnson
(,IVI, Inn-), H. Edmand Cable (Weld Tooling Corp.), Harry G.
Astin., Jr. (Jmes Austin Ca.), Roben D. Sest, Jr. (Cretive
Pultmulons, In.). Lemin J. Suheinmon (Suheinmae Neaman
C..). DScid ELons (C-eetiue Pultnuions, Inn.). Loyal D. Ste.
at (Clifton Automati)f. and R. F. Danis (Woodins.Versna
Tool Wor.,)

98-762 0 - 78 - 8

F
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PERSSWE AABL AINTENANCE
PERSONS AVAILABLE Xtt We Do It All ...

eSeeking position emphasizing Large
sales and marketing, West Virginia Windy or S
University journalism and communi Be t a i -pltoe niont a aft'. jntn at ust kLeping thecations major; experience in tele- wndo sparbking .e.. m kn ham to da the best jb possible.phone appointments; sales training, All f oa emplypees hove been thoroughly trained in thei, jobsummer work as machinist, laborer end et fuliy bhnded. Why net give u 1 try on yper nent ican-
assistant, serviceman. SMC Box IS. up . we ld ev.. poiu re, matty and maey.

Windo Washing * Waii Weshing Offic Cleaning*Information systems secretary FJtnit.WeSavi- Fluore-ntLigh Fl-, W..ingwith experience in coordinating and Cl.oning
preparing project cost and schedule I PHONE 231-101l
control reports for management re m
view, creating visual displays for pro
motional presentations, working with Si I
vendors and users, performing secreI
Lariat functions of maintaining filing
system, making travel arrangements
and serving as receptionist; customer
service secretary, handling customer
inquiries, quotations, complaints,
telephone and personal sales and
service. SMC Box IT.

*Branch coordinator, traveling
throughout U.S. to all branches as
trouble shooter, estimating and nego
tiating, hiring and training office per
sonnel, assisting branch managers on
cost reductions, methods, project
evaluation, material flow improve-
ments, reviewing marketing and pro-
motional materials; branch account-
ant and office manager; executive
secretary, bookkeeper. SMC Box [U.

*28 years experience in produc
tion, sales; specialties include admin-
istration, planning and management,
training, teaching, organization, com-
munication; 16 years in steel indus-
try. SMC Box HA.

00
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When * Althread Bolts * Bolt Ends SPECIALIZING
you * Stud Bolts * U Bolts LARGE DIAMETERS
need-* Anchor Bolts * J Bolts TO 41/2" DIAMETER*Sag Buds * L-Bolts STUDS AND NUTSTie Rods 9 t Eyebolts

* Hexagon Coupling Nuts (Long Nuts)
* Keystock (Square and Rectangle)

"We wish our bolts could hold the world together"
Call i PGH. 761-5400

For A Quote I OTHERS 266-3990

BADEN STEELBAR & BOLT CORP.
R-3, BIG SEWICKLEY CREEK RD. SEWICKLEY, PA.

FAST SERVICE!
WE CAN SOLVE AND ALLEVIATE YOUR

DIFFICULT WELDING PROBLEMS
* Machinery and Equipment Repairs
* Aluminum and Steel Fabrication
* Production Welding

Welding Specialists in Aluminum, Magnesium, Cast Iron,
Stainless Steel, Copper and Bronze

Heliarc, MI.G., Electric, Acetylene and Spot Welding
Portable Welding Equipment

A TRIANGLE WELDING CO.
306-08 Penn Avenue. Pittsburgh, Pa. 15222

A~rscE 1W32 Phone: 412 261-6679

25
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I
IND STRY SPECIALISTS FOR ATMOSPHERIC HEAT TREATING
HYDROGEN-AMMONIA-ARGON-HELIUM-NITROGEN~tSCtI~i tilCvrlClrUnctsArIi MIltlnO PtOrtr-tnroiA-Os~t~rStti

BRIGHT NA. Nf-G I=i Sl-

sati sri oturtwllrinSclral~OcN stat rr tlalls

*PROMPT QUOTES-PROMPT SERVICE
490s5, BUTa traEir elrr11snun rA Ir o5. 621 4:321

*Federated's Full
Investment Service

For Corporations
Produces

INCOME
INCOME Fedferaed Tao-Fre In-ome

Fund, I.ne. -Income from.
dive-sifjed and m iatged
portfolio of moniripal
botd, with liquidity and
che}k witing feture.

INCOME Fundfor U.S. Goee

Se-ftie.s Inc -Monthly
diridends from U. S. Gov-
etnment istus goaronted
as to pncdpal and interest
by the U.S. Governentn
with daily liquidity.

INCOME Asrertn Led Fnd,
It - Income from a -else
Chip- ponfolioofAme-ncat
great -epoiatton. with
capital upprecaion as in-
_tsment objecive

INCOME Money Market M-nae-
n-nd. Mn. - Shon-teem
mosey market imt-om.ts
prod-ce daily income
ntubility of prncipal .nd
liqmdity with chek wrting
feature.

loraf tssett aitdre manatgement -

Gentlemen, my corpor-ufon
Ib interested it more income
from its short.term csh..

ifrom is pedstioib assets O il
from ils profit-tharddig tmus. O

in-osfe and tat advantages
from ihVoestslent in
munidtpal hoods.CO

I Please send free prosprecus I
I ..idp.....d ... .... .... ,.. I3

PI-1,-d .. . p-p-.

I Co .____Sine____Zi____ I

CALL COLLECT: 412/288-1948.
Wstter Bold Viee President

Federated Securities Corp
421 Sesrath Asena-
Pittsbrgh. PA 15219 … _ _ _

We are large enough to take care
of all size motor vehide leasing.

Over 25 years of experience
serving the nation. We can
help you with all your fleet

leasing needs.

SPECIAL RATES FOR SMC MEMRS
THROUGH THE SMC PURCHASE

REFERRAL PLAN

LFMILMV LEASING, INC.
1000 RIDC Plaza * Pittsburgh, Pa. 15238

412/782-6200

Z9=/CAALDSON

Allegheny & Western Avenues - 321-0500

WHEN YOU MOVE ...

SpeCialists In offi e and e reidenild nnor ing since 1867Z

26
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GRIFFIN HEADS
SBA ADVISORS

B. Erest Grin, chairman of the boomd
of SAV-A-STOP, Inc. a wholesale merchan
disc distibutor headquartered in Jackson.

i'le, florida, has been appointed chairman
of the U.S. Small Business Administ.
t"on's National Advisoy Counnil by SBA
Administrator A. Vemon Weaver

Griffin sueeds Bernad Browni.g,
president and chairman of the board of
Gene.ml Business Sernes., Wasnhinfon,0. C.

The Council Is compised of boniness
financial., pPatssional and academic lead
erS who sere as a link between the small
busness nommunity and the Small Busi-
ness Administration. The Courcit peovides
the agency with data and information on
the problems and needs of small business
and makes ecommendatiots for impn-
Ing tha delivery of SBA seMices to small
busiress as wll as Suggestira now no
tonal polIcies and programs

STEEL PLATE FABRICATING
From your draurings or writh full engineering serriee

750-inn, 2a It. capacily. Press Brako-one of Iargnsi in P~iishburh area.As a leading manufacturer of front-end
loader buckets and other attachments for W
the construction, steel making, and mi--
Ing industries, Asbury Industries ia nelquely equipped with facilities and know- i ihow to perform steel plate fabricating on 

c t b i lao contract basis. Facilities include 750- ?5 vton capacity press brake, 7 presses rang-ing from 4- to BO-ton, rolls, shear, corn-
pletely equipped machine shop, and
engineering service if desired. Our men
are skilled and experienced, our service
prompt, our prices reasonable. We'd like
to quote on your steel plate fabricating I
requirements. Just call, or send your
drawings.

A SJ f INDUSTRIES, INC.
Welding, Machining & Fabricating Division

THE SMALLER MANUFACTURER-JUNE 1977
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flamie
hardeng
Peonsy an a Flame Ha de-no Co. Inc. (PENNA-FLAME) is one of the
nalion's I.,gest. most modern and completeoy equipped commercial flame
hardeneng services

* thetleader .. speciahzed lame harde pg e peCtise and erdanced cost.
eu.1mg teehnology

* in prompt. time-saving customer service with our owe trucks from our
nearby Zelienople plant

Call or 6rife for prompt estimates.

Penna a Flame
Pennsylvana Flame Hardenmg Co ne
P 0 Bos 146. Zelienople. Pa. 1606f
Phone (412) 452-8750

flohn flankon e
* METAL FABRICATORS AND ERECTORS

*MECHANICAL CONTRACTORS
P O. Bon 9535 ' Pittsb.gh Pa. 15223 Phone: 412 961 0133

PRECISION
MACHINE TIME

AVAILABLE
* Nuclear
* Prototype
* Production
* Fixn ures
* Models

Machining and Fabricating
to your drawings and

specifications

CANNON TOOL
COMPANY
165 Va1ley Road

Canoosboeg, Pa. 15317

561-0610

PENN'S SOUTHWEST
NAMED 'MARKETER'

Penn's Soithoess A-sociafios has bhes
named t976 Madretee of the Year by the
PittoboEh Chapter of the Arnescas Mo.e
klting Assciation.

The sword was preiend Is recognition
of the Poen's Southwest Ansoiatios sa
tenej cnd international madeting pm-
grams in the field of regIonal economic
dsselopnent.

Since 1973. Penn's Soothoest programs
hans resultd in the placement of 61 cor-
ponies and 9.000 new job oppnrtnoities in
the ris-ennnty region of Southwester
Peonsplnania.

In 1976. Peso's Snuthwest sconed one
of the major business desefopmet conps
in the nation. on Votlswages Corporation
asnoonced pians to establish its first U.S.
antn assemtyby plant ie Westrnnrelod
Con.ty. near Pittshnrgh. The consen.sC
moot colminatd threeand- ahaf yea. of
segotiation between Pens' Southwest.
Volkswgen., Chrysler Corporation (which
owned the ecer usd p'ont purchosed by
VW) and Stote Go-emment officiats (who

rrnged finanning). Ultimately, the plant
will employ h,hOO pMople and co-Id ge
orate an additional 14,000 "spinoff" jobs
among vnouis VW snpplirs.

Jay D. Aldridge, Penn's Southwest As
soistios -ecutine director, and Richard

K. Means, president and chief e.ecotive
officer of the Oier Tyrone Corporation
who -omes as s Penns' Sonthwest tmstee.
amoptad the soard at the AMA chapters
monthly meeting May 25.

The award citation, which commends
the Associatlon's "ontstosdiog marketinu
performance." states in part: "The high
standards in markting esemplifid by
(Penn's Sonthoest Aswciation) serves to
enhance and poblicias the image of the
City of Pittsbhogh's marketing profession.
.Io. The Poard of Directors, therefore.
gretefully ckc.nowiges this noteworthy
marketing performance which, is thefino
ant tradition, mirror the associotn's

vowed obligation to stimulate pmfen-
sional interactlon within the Pittsburgh
area marketing communit

Penn's Southwest Association was
foundd in 1972 to pronide up'to'dote
economic decelopmeot information on
Southwestern Pnstna..nia,. as wel to
conduct an active intemrntion1 marheting
pm&grsm. A non profit organlation, It is
supported by contributione from regional
busIness, union, conty gonermest and
f ardatiln so.ane

Buy

28
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SME CERTIFICATION
EXAMS IN DECEMBER

Saturday, December 3, 1977, is the date
for the eat qualifying et-ws for Cerfied
M un. factorng Engineer und Certified
Manufactuning Technologis, the Society of
Manafanturng Engineei has announced.
The roean eaaminatians wil be aien at
narinu locations In the United States and

Canada. Application toac for either ream
way be securnd fram SME Headquarten.,
20501 Ford Road. P. 0. aos 930, Sear
bur, Michigan 48128 (Telephona 313/
271-1500), according to Certification Man-
seer William J. Yeates. The registration
deadline is October 1, 1977.

Since the program's inception in Janu-
ary, 1972, wore than 13.000 engineers
supervisors, technicians and tenhnologisn
have been certited. The purpose of crti-
fichtion is to formally recognise manuta-
tuong personnel-with or without focmal
unicesity degrees-for their proven on
the-job enpertise and to keep them current
on new technology,

According to Yeates, mom than 60 per
cent of those who have been certified
possess degrees. 'Obviously. these gadu-
ate engineers bane opted for Certification
because of the program's career adnan
tagos and its emphasis on continuing
education.'

The program also has been well re
celoed by industry. said Clinton 0. Larson,
SME's Certification Committee Cha.can,
Larson enplained that wany companies en
coorage certification through their own
rontinuing education programs.

The ecams for Crtified Manuftactung
Engineer are open to any person who has
at least 10 yers of "responsible and
meaningful" manuftacing engineering
eperience in at least one of 12 menufac-
tring specialty areas. The e-amination
fees are 565, and $50 to SME membe.

The technologist eams are offered to
persons who have at least three year of
maQuftactorioc exprience and work under
the supervision of a skilled craftsman or
engineer. The exam feas are $50. and $35
to SME member

Applicants for either enamination are
provided with pertinent study guides and
matenals.

"Certification does not conflict in any
way with 

t
he licensing of enfineers," L

son said. "Licensing is the right and re-
sponsibility of each state and represents a
legal license to practice. SME certification
is recgnition of the manufactuing engi-
neer's or technologist's dedication to con-
tinulng education, and his desire to keep
hia technical competeoce and abilities up
dated.-
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PENCORAIiSES SLING LIFE
with new Iufshzin SLINGS

Up to 25% longer sling
life with strength,
safety and easy handling
of any type load.
A Built-in Wear Pad.
New Pence TUFSKIN nylon
webbing slings are jacketed
with Cordura ...a wear-
resistant covering that effec-
_ ively adds to the life of web-
bing slings.
Tough, flenibte TUFSKIN slings
have high safety capacity for
handling any type of load with-
out warring load surfaces.
Anailable in one through 6"
widths, any length-with or
without standard hardware.

Caller write toe new catalog data

DPNPENNSYLVANIA SLING CO.
A dicision of Slfety First Inductns., Inc.
501 Mciilly Road Pittsburgh, Pa. 15226
Telephone 4 2/343 5000

AIR COMPRESSORS
(RECIPROCATING)

vBroadest range of skes-oner
300 models frosm A 1o 125 hp.,
pressures IO 250 pasig.

* Totally engineered complete
compressor systems.

* High efficlency waler-type vanles
offer simplicity, long life.

* Patented Ring-Fio' lubrication
force-leeds oil to every wearing
surface.

* Economical, trouble-iree air
cooling.

Write for Bulletin KAB-PE75.

AL Kellogg-American

a c a n o e c u m a t g r v e n i n u n r e c a s m , .v e i n - e L a u . C ci3
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CALENDAR OF COMING EVENTS

July 8 ......... SMC Night With the Pirates
(vs. Philadelphia)

July 12 ......... Board Meeting, Churchill Valley C. C.

July 25 ........... SMC Golf Outing, Oakmont Country Club

August 15 .......... SMC Golf Outing, Butler Country Club

September 12 ....... SMC President's Golf Outing and
Tournament, Churchill Valley C. C.

September 30 ...... Annual Banquet & Membership Meeting,
Churchill Valley Country Club

TWO UNIVERSITIES
HONORED BY SBA

Duquesne and Penn State Univer-
sities have been selected to receive
the Small Business Administration,
Region I11, Small Business Institute
Award for their outstanding perform-
ance and contribution to this Agen-
cy's Small Business Institute Pro-
gram.

The Award covers five states-
Pennsylvania, Delaware, West Vir
ginia, Maryland, Virginia, and the
District of Columbia.

SBI is a nationwide SBA program
of management counseling to se-
lected small businesses utilizing
faculty and students of top graduate
and undergraduate schools of busi-
ness throughout the country. Nearly
400 schools participate in this unique
counseling program directed at the
small business community.

Program Directors Arthur G. Wentz
and John W. Works of Duquesne and
Program Director Donald Hambrick
of Penn State will be recognized by
individual awards as well as the in
dividual students comprising the
counseling teams at both schools for
their outstanding work.

Duquesne and Penn State Univer-
sities will now compete with schools
throughout the Nation for the Na-
tional Small Business Institute Award.U.

-INDUSTRIAL
SUPPLIES
& EQUIPMENT

*POWER
TRANSMISSION
& BEARINGS

213-217 Fort Pitt Boulevard
Pittsburgh, Pa. 15222
Phone: 412/261-4488

Telex: 81-2362

HYDRAULIC ENGINEERS
DESIGN-MANUFACTURING
SYSTEMS FOR INDUSTRY

i STOCKING

IVLI C K IRS DISTRIBUTOR

WEINMAN C
PUMP & SUPPLY CO.

RIOC PARK, BOX 11403 - PITTSBURGH, PA. 15238
Phone 412/782-3747
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l ̀ PRINTING

ESQUIRE PRESS
RELIABLE PRINTING

422 FlOST AVEWUE . PTTSBUFeH, PA. MMlO
281-6466 261.4546

K. C. JACKSON
ABRASIVES, INC.
Glenwillard, Pa. 15046

412/457-8722
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PITI'SBURGH WIRE FORM 412/481-110 MoE n P EVERMINTAL
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Fa^bn.tcn o-r SpeOOILY OPEN TIME For Sound Attenuation

MASONITE BENELEXO 42" Blanchard Grinder DURA-SONIC

* Electrical Applications from one piece to Curtains, Shrouds, etc.

* insulation Barriers production rue. Flags

n Jigs And Templates Reasonable rates. Banners and Decorations

* Work Bench Tops LIMPCO MFG. INC. .

TAYLORED INDUSTRIES, INC. Po bneGreen3buSg Pa. .ea...

100 Rich Hill Rd. . Ches-ick, Pa. 15024 Pgh 271-3521 Phone: 201-3500 far Representatie

PHONE: 412/781-7658
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& SUPPLY CO. ~ D~fUI MSFaroco design. and build. 0000-y'
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412/782-t1808 * Pre-EngoLeared Buildings

for . Design and Consultingr
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& Etleaslei tdn dutelt 

_

WeighInq Equipmeat WILLIAM R. SCHWARTZMILLER FARTICO CONVEYORS

Solen - oarl. . Recnt t00Geno 590 Onr-y. Aun
. t 1220 Glenco. Ave- Pgh., Pa. 15205 New Kensington. Pa.
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ADVERTISING PAYS FOR ITSELF IN

THE SMALLER MANUFACTURER

Place Your Ad Now I
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GENERAL INFORMATION:
PFblished: Eleoen issues per year

July/Aogost combined.
Inser-ton Older- Must be received by the

1st of month preceding publication.
Page Staer uh'ao11-Thren columns per

page. Column Widths: One-"V,", Ton-
4dh; Three-7Y.'.

Halftone.: 133 to 150 line screen.
Serfices Art and typography eoailable at

advertiser's expense.
Commission: 15% to recognoled agencies

on space only.
Tners 30 days net.

PUBLISHING AND
CLOSING DATES:
THE SMALLER MANUFACTURER Maga-
zine is published on the Ist day of the
month for which it is dated. All space mu-
eavatiun and alt copy is due on the Ist day
of the month preceding date of publica-
tion. Advertising copy and related mate-
rial should be directed to the advertising
manager of THE SMALLER MANUFAC-
TURER Magazne, 339 Boulevard of the
Allies, Pittsburgh, Pa. 15222.

PRINTING INFORMATION:
THE SMALLER MANUFACTURER Maga.
nine is offset printed and saddle wire sta-
pbe bound; 133 to 150 line screen half-
tones accepted.
Preferred order of advertising copy and art
submitted fIr publication:

A. Complete artwork.
B. Brightype negatires or positions
C. Film negative of complete advertise-

mont, actual size with halttones
screened and stripped into position.

D. Film positive of complete advertise-
ment, actual size with halftones
screened and stripped into position.

E. Scotchprint from e.isting plate, ac-
tual size and clean.

F. Cronarpress film of existing plate.
G. Engravngs or electros.
H. Rough layout with copy and glossy

prints.
Typesetting conversions, and canmna and
stripping required when material Is fur.
nished as described in A, 0, H, (aboen) will
be billed at cost to the advertiser.

ADVERTISING MANAGER:
THE SMALLER MANUFACTURER
339 Boulevard of the Allies
Pittsburgh, Pa. 15222
Phone, (412) 391.1624

EFFECTIVE JUNE, 1977

ADVERTISING RATES AND MECHANICAL REQUIREMENTS:

BLACK & WHITE WIDE-DEEP 1 TIME S TIMES 11 TIMES
Full Page 7'xlO" $278.00 $242.00 $222.00

2 Page 4Yrixtlo' 192.00 180.00 163.00

½7 Page 7Y4 Y47h 163.00 142.00 132.00

½3 Page 2¼6"44"' 98.00 91.00 80.00

Y4 Page 2V4xJ01/2
t/4 Page 47d~t44 80.00 71.00 66.00

Vs Page ~~2V4- x47/a
0

Vs Page 4'4 52.00 46.00 42.00

Vs Page 2V4nx3½2r 47.00 42.00 37.00

Products Directory 2Y 4 - - 2100

CHARGES FOR PREFERRED POSITION:

Back Cover 7"x10 $369.00 $327.00 $300.00

Inside Front Cover 7nx10 347.00 303.00 279.00

Inside Back Cover 7"xlO" 319.00 279.00 255.00

BLEED: Page 8%"slIIY4 (Trims 8% o11')
Spread , 7Ya-'r1Y4h (Trims 17X111

Essential elements of bleed-styled ads should be kept within Y4p of
trim size.
10% over contract rates

COLOb Second color (AAAA Standard)-S$S1 00
Four color process (when separations are furoished)-S372.00.

MECHANICAL CHARGES
All typesetting. conversions, and camera and stripping that may be required
wihen material is submitted in the fori of engravings or electr-n complete
artwork, ur rough layout with copy and glossy prits will be billed at cost to
the advertiser.
Color separation service is available and rates are available on request.
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This is Williams'
friendly metals

quotation machine.
Wt's fast & accurate.

Tryit!
Williams "House of Metals" is the triendly servie

center to call tor fast accurate quotations on alt the metal you
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time-& laboor-srIng
equipment

* Nashville, Tenn.
615-255-5621
. Akron, Ohio
216-376-5141

*Plttsbargh, Pa. * Toledo, Ohio Dayopln, Ohio
412-237 2211 419 47-7800 51t3-258-3300
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614-294-4698 71i-897-2000 .
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Senator MCINTYRE. Our final witness on this panel is Mr. Roger
Travis, who will be speaking for SBANE, a very fine small business
association in New England. Lewis Shattuck, who is executive vice
president, is also present. Roger.

STATEMENT OF ROGER E. TRAVIS, PRESIDENT, SMALLER
BUSINESS ASSOCIATION OF NEW ENGLAND, INC.

Air. TRAVis. Thank you for the nice comments about SBANE.
Senator MCINTYRE. I meant them. [Laughter.]
Mr. TRAvis. We strongly-SBANE-strongly supports S. 1726 and

we feel that it is a bill that is long overdue.
I would just like to touch on four key points and our feelings on

them.
1. Establishment of a small business investment policy. We feel

this is very much needed and by requiring the President to focus on
this particular issue, I think we will finally get economic data to be able
to make intelligent decisions which will be able to flow capital to small
businesses as they need it. Right now there is a very uneven flow and
availability is very bad. I think by establishing a small business invest-
ment policy it will provide a more even rate.

2. On establishing the small business economic council. Once
again we are very much in favor of this because the SBA, despite many
things that are said about them, are out there all alone. They need
some help and we feel that a board such as this, an economic council
which has some top people on it will provide clout to the SBA and
give them some necessary support to be able to do the job. We fee]
that is very important.

3. In the area of raising the level of the Small Business Adminis-
trator. All of the groups have been on record for a long time in favor
of raising the Administrator to Cabinet-level status. We think this is
a step in the right direction. If nothing else we feel that the SBA
Administrator should be a member of the executive committee. That is
the most important function in the country. Small business is a very,
very crucial factor in the economy and, there, we feel, he should be
right next to the President as far as getting input and representing
the voice of small business. We feel it is very, very necessary.

Finally, in the area of advocacy and economic research and anal-
ysis. SBANE felt parental guidance toward this since 1974 and along
with the other regional associations introduced the legislation and
presented it in a Washington presentation which created the Office
of Advocacy.

As I have testified earlier, I think the most important thing that
can happen with the role of the advocate is that they establish prior-
ities and objectives, and establish a small business research data base
so that they have economic data to work with, and be able to have
sonie inputs, some facts and figures to really, truly serve as an advo-
cate. We would also like to see the advocate studying each piece of
legislation as it comes along and feel very strongly that an impact
statement as to the effect of such legislation on small business is very,
very much needed; this is where the advocate could play a very, very
good role.
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We will enter our comments in detail for the record and thank you
for the opportunity to present our views.

Senator M1CINTYRE. Thank you, -Mr. Travis.
[The prepared statement of -Mr. Travis follows:]
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SBAINE
SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC.

STATEMENT OF

ROGER E. TRAVIS, PRESIDENT

MEDI, INC., HOLBROOK, MASSACHUSETTS

AND PRESIDENT OF THE

SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC.

BEFORE THE

CONGRESS OF THE UNITED STATES

JOINT ECONOMIC COMMITTEE

SUB-COMMITTEE ON ECONOMIC GROWTH AND STABILIZATION

AND THE

SUB-COMMITTEE ON GOVERNMENT REGULATION

AND SMALL BUSINESS ADVOCACY

OF THE SENATE SELECT COMMITTEE ON SMALL BUSINESS

ON

SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY REORGANIZATION ACT OF 1977

WEDNESDAY, JUNE 29, 1977

69 HICKORY DRIVE * WALTHAM. MASSACHUSETTS. 02154 * (617) 890-9070
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SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY REORGANIZATION ACT OF 1977

JUNE 29, 1977 PAGE 2

Mr. Chairmen:

SBANE represents over 1,300 smaller businesses throughout the

six New England States. The Association is characterized by active

membership participation and involvement. This involvement is

motivated largely because small business is finally realizing the

strength and effectiveness of unified and concerted action as

opposed to solitary efforts.

We strongly support the Small Business Investment Policy and

Advocacy Reorganization Act of 1977. This bill significantly increases

the stature of small business and will contribute substantially to

the well-being of this vital sector of the economy. Our analysis

of the legislation by section:

I ESTABLISH A SMALL BUSINESS INVESTMENT POLICY.

This recommendation strikes at the core of the major weakness

in formulating small business policy which is a lack of current,

accurate data on the small business community. By requiring the

President to submit an investment policy report, the Administration

and the Congress would, for the first time, be able to head-off

the unhealthy flow of availability of funds into the small business

community. One of the past difficulties in establishing on-going

economic policy to improve the small business sector has been a lack

of detailed information on government policy and programs, and how

they effect small business capital investment requirements.
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SMALL BUSINESS INVESTMENT POLICY AND ADVOCACY REORGANIZATION ACT OF 1977

JUNE 29, 1977 PAGE 3

II ESTABLISH THE SMALL BUSINESS ECONOMIC COUNCIL.

Again, this recommendation would appear to address itself to

justify a long-standing need in the small business community, and

bring attention to the problems of small business on a sustained

basis by members of the Executive Branch at the very highest level.

It has been our experience that although key members of the Executive

Agencies are highly favorable to small business, policy is often

formulated without study or input from the small business sector.

All too often small business is afforded highly favorable lip service

without consideration when meaningful policies are conceived. The

Council's responsibility of providing the SBA with data is absolutely

necessary in an era when every decision is based on heavy input of

research. The most beneficial results of the Small Business Council,

composed of such high-ranking officials, will be to provide the SBA

with clout necessary to respond to the needs of small business.

Presently, the SBA is often a lonely voice seeking to assist the

small business community but without the leverage and weight necessary

to be responsive to changing needs and problems.

III RAISE POSITION OF SMALL BUSINESS ADMINISTRATOR.

SBANE and all of the other members of the Council of Small and

Independent Business Associations (COSIBA) have been on record for

some time in favor of elevating the Administrator to cabinet level

rank. Two years ago, it was our recommendation that the Administrator

become a memiber of the Economic Policy Board. President Ford

adopted this recommendation and the Administrator was made a member

of the Economic Policy Board. However, he was not included on the
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Executive Committee where most of the economic policy decisions are

made. Small business is the most potent force in the American economy.

It is, therefore, inconceivable that this crucial sector should have

no voice at the highest level of the Executive Branch in the formula-

tion of policy.

IV ESTABLISH THE DIVISION OF ADVOCACY, ECONOMIC RESEARCH AND ANALYSIS.

As a result of the recommendation in the Washington Presentation

of 1974, by SBANE and three other regional associations, the Office

of Advocacy was established at the SBA. Therefore, we look upon the

Office of Advocacy with a certain amount of parental pride.

Currently, the Office of Advocacy lacks a clear and concise

system of priorities and objectives. To make matters worse, the Office

was combined with the Office of Public Information, and it has taken

on a public relations role when it should be safeguarding the interests

of small business in the law-making and regulatory-writing process.

The SBA also reorganized the Office of Advocacy, Planning and

Research separating the advocacy and research responsibilities.

Advocacy needs facts and research data in order to back-up effective

reform in the bureaucracy. We would strongly suggest that the research

and advocacy be combined again.

With the current staff of less than 40 people, it is impossible

to keep track of the proliferation of regulations affecting small

business and the hundreds of legislative bills in the Congress that

will surely affect small business. The Office of Advocacy should

start by establishing priorities and bringing itself to the attention

of a few key agencies.

98-762 0 - 78 - 9
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The Office too often is involved in "brush-fire" actions of a

defensive nature when it should be an initiator in establishing

policy in upcoming regulations and legislation. We would define

initiative advocacy as monitoring new legislation and regulations

and seeking input from the small business world on the effects of

this legislation and regulatory activity. We would also propose

that all future legislation include a requirement for an Impact

Statement prepared by the SBA Office of Advocacy which would indicate

the probable effect of such legislation on small business in the

financial, operational and record-keeping perspectives. This

statement should encompass current legislation before the Congress

and also regulations developed by the Executive Agencies.

In numerous presentations by associations, and in surveys and

government studies, these main points continuously come to the fore-

front regarding the needs of an adequate advocacy program:

1. Small business has been unrepresented in the

formation of regulations.

2. SBA should act as an advocate for small business

before regulatory agencies.

3. The Office of Advocacy should be responsible for

developing impact analyses of proposed regulations

and legislation.

4. A Small Business Advisory Committee, at a top level

in the agency structure, should be established at

each regulatory agency.
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We believe combining Advocacy with economic research analysis

is a very wise and prudent recommendation and support it completely.

V REQUIRE THE FEDERAL DEPOSIT INSURANCE CORPORATION AND OTHER

FEDERAL BANK REGULATORY AGENCIES TO COLLECT CERTAIN DATA.

This recommendation will go a long way to eliminate the massive

void I addressed earlier in the ability of the government to have

more precise and timely information regarding the small business

community and its financial needs. The only way government and the

private sector can hope to make accurate and meaningful decisions

about small business is to have the statistical data or ammunition

so necessary in the decision-making process.

We again lend our support to this legislation and commend the

Committee for its accurate assessment of current weaknesses in the

government decision-making process of these carefully formulated

recommendations to overcome these current deficiencies.

Thank you, Mr. Chairmen.
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Senator MCINTYRE. I yield now to the Chairman.
Senator HUMPHREY. I want to especially thank the witnesses this

morning for their cooperation in abbreviating their statements and
also for the quality of their statements.

May I acknowledge the presence of Senator McClure who is a mem-
ber of the Joint Economic Committee. We are very pleased to have
you here, Jim.

Senator MCCLuRE. Thank you.
Senator HUMPHREY. I have very few questions.
I want to address my first question to our first witness-Mr. Mike

McKevitt.
First of all, Mr. McKevitt, I want to express our thanks to you for

the overall support by you and your organization for S. 1726 as ex-
pressed in your comments. I recognize that you have some concerns
about certain parts of the legislation and I just want to ask a question
or two about it.

In looking at your statement here and in discussing title II of the
bill, you say that your organization is-and think I am correct-
"disinterested in Government policies that interfere with the normal
course of competition in the marketplace, even if those policies would
be of benefit to small business."

That is a generalized statement and I guess that anyone who is in
business may feel the same way-that you do not want to have policies
that impede you or impair your activities. I thought some clarification
might be helpful.

Are you saying that you are opposed to the creation of the Small
Business Economic Policy as proposed in legislation aimed at promot-
ing increased private sector investment in small business through the
establishment of appropriate incentives by Government? Are you say-
ing in effect that nothing should be done by Government to encourage
the greater flow of investment funds toward small business than is now
the case? I think we have got to get down to specifics.

Mr. McKEviTT. No, sir. Our concern arises from the terminology of
credit allocation and long range economic planning in the bill. What
we want is a clarification of the purpose of that language in there.
So far as the basic thrust of this section is concerned, we have no
objection.

Senator HUMPHREY. Now, that comes to the second part of my
question to you, sir. Are you worried about the matter of credit allo-
cation? As you say here, "although we are not certain of the intent
of this language,"-speaking of title II-"we find striking similarities
between the language of this section and the language normally used
to describe credit allocation programs and long-range national eco-
nomic planning policies. We hope that these are not tools intended
to safeguard the interests of small business because small business
wants no part of it."

The legislation does not prescribe credit allocation, but it does try to
get economic data that can tell us just how the credit is being allocated,
and I think, if I have learned anything at all in my years in Congress,
it is when it comes to credit allocation, small business is on the low end
of the totem pole. Someway, somehow, small business is going to have
a reasonable showing in the American economic competitive scene.
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There has got to be a better flow of credit to small business. Particu-
larly when you have, for example, the Federal Reserve Board raising
its discount rate, tightening up on credit, raising its interest rates, the
prime rate. I think that that was a very serious blow to the solvency of
literally hundreds of thousands of small businesses.

I know, for example, what happened in the construction business. It
was mass murder to the contractors. Absolutely by Government pol-
icy-Government in the sense of the Federal Reserve Board which
sometimes acts like it is a private fraternity. They went ahead and laid
on interest policies and credit policies that destroyed the economic via-
bility of literally thousands of independent business people in this
country, the contractors.

I was interested to note that the executive vice president of McGraw-
Hill in a letter to Arthur Burns laid it out cold and told him exactly
what was happening in this vast sector of American enterprise, much
of it small business. It was a disaster. What we are trying to do in this
economic policy section of the bill is to prevent that from happening. I
do not think it should be noted or should be ascertained or stated that
we are prescribing a particular kind of credit allocation, but I think
independent small business better be looking at what the Federal Re-
serve Board does, what the actions are in the Treasury Department and
other departments of the Government when it comes to the use of
credit. Because credit is the name of the game. It is the supply of
money that you have that really makes the difference. If you cannot
get the money at rates of interest and in amounts equal to that avail-
able to larger combines, you are dead.

It is like a person who is anemic trying to be in a mile race with an-
other person who is really strong and full of health. You can run
pretty well for about half of the mile and then you start petering out.

I am somewhat puzzled by this because I think you can see the need
for responsible businessmen to be able to analyze their markets, make
efforts to anticipate future changes both good and bad, and prepare to
meet them. Surely no business can succeed over a time without doing
this effectively.

By the way, the people who allocate credit today in this economy and
the people who do the most to force planning in our economy are the
banks.

You know you ought to take this up to the City Bank of New York.
I was just out in my hometown where I grew up. We were going to ex-
pand a business. A small loan-I am being very frank-$35,000. That
is a little loan in this small town bank. Do you know what I had to do
to get that loan? I had to fill out as many forms as you are filling out.
Don't you think I did not. We have lived in that town and they know
us. But the banker did not know us because they move in and come out
like migrants. They wanted to know everything about us. They wanted
to know about our prospects, how we look down the road. We had to
give them everything, our accounts receivable, our accounts payable,
our cash flow. We had to give them everything that we had in order
to get a little stinking loan for a business that has collateral that is 15
times, 20 times the amount of the loan. That is alright. They have a
fiduciary responsibility, the banker does, and he must fulfill it. He's
entitled to the information.
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When a bank loans some money overseas, one of these big banks, do
you know what they require of a business or a government overseas?
They require them to give them their 3 to 5 year plan of economic pro-
jection. The World Bank requires it. The Asian Development Bank
requires it. The Inter-American Development Bank requires it. The
Chase Manhattan Bank requires it. I hope they do. The loans that
worry me more than anything else are the short-term loans they are
making on energy to the less developed countries. I might say, as you
draw down that capital, and they have got $58 billion worth of it
drawn down right now that is our money. It has been loaned to people
who are poor credit risks. Arthur Burns, Federal Reserve Board Chair-
man, has already cited this problem. I brought it to his attention one
day. I got more calls from New York than I ever had in my life be-
cause I pointed out that I thought there was serious danger in what
was going on. Mr. Burns makes it very clear as he has in every instance,
that the first duty of the Federal Reserve is to make sure that the banks
are bailed out. When they got in trouble on their REIT's, what did
thev do when the Federal Reserve wanted to come in on it? They asked
the banks to give them a plan to get themselves back on their feet. So I
just thought I'd mention planning.

The thing that bothers me about some of our business organiza-
tions-when they ever hear anything about the possibility of
exercising foresight, looking ahead as to what might be expected of
the economy, what plans we have, 'they see red spots right away. Yet
there is not a business firm that does not plan that is worth a hoot.
Any man who would put his money into a business that does not plan
ought to have his 'head examined. He is a case for a mental institution.
So I just thought I would 'bring this up to you because I constantly
get this from business groups. There is no forced planning in this bill
at all. But there is data gathering which provides an opportunity to
look at the facts. And it does require that each year there shall be a
special report relating to the needs of small business. Then we call on
the Administration to back up those recommendations. That is all.
There is nothing mandatory. You understand that, Mr. McKevitt?

Mr. McKEvinr. Mr. Chairman, may I reply?
Senator HUMPHREY. Yes.
Mr. McKEvIrr. First of all, I would not be worth my salt if I did

not raise the thought that was in our members minds.
2. I appreciate the fact that you addressed yourself to it right

off the bat.
3. You have clarified it, and I want to thank you very much

for doing your homework and being so candid to reply as you have.
Senator HUMPHREY. Thank you very, very much. I want to assure

you that I am not the kind of a man who wants to see any kind of
legislation here that is going to tell you how to do things. I think
what we need to do is provide you with facts by the Government so
that you can make your plans, and so that you can respond to the
requests.

On page 9 of your statement, you say that your own data indicates
that 82 percent of small firms borrowing last year borrow from banks.
You go on to admit that your organization does not know a great deal
about the supply of capital to small business by banks and other
sources. Then on page 10 of your statement you propose reducing the
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bill's requirements for reporting bank loans made to business to the
level of a random sample to avoid unnecessary paperwork.

Now, looking at that random sample I wonder whether or not it
is going to present the SBA or anyone else interested in this subject
with a complete picture of the flow of bank credit for small, medium,
and large businesses. In other words, we need to know who is getting
what and under what terms.

Furthermore, all that is being advocated in the bill is the expansion
of the quarterly call reports that virtually every commercial bank
has to make either to the Comptroller of the Currency or to the State
Banking Agencies or to the Federal Reserve on their activities. We
are not asking for any new reports, merely an expansion of the quar-
terly call report that the bank is already making, but making it with
more precise information as to the flow of credit, who gets what and
under what terms. Then you people in the independent small business
communitv have a way of being able to target in on what your needs
are and what is really happening to you. So I want to make it clear
again what the purpose was.

Now, I think that you raise a valid point about how much paper-
work this is going to require and whether it is excessive.

Mr. McKEvrirr. Thank you, Mr. Chairman.
We would like to have that information, as would the committee.

Our concern is that it not become a burdensome paperwork problem.
Senator HUMPHREY. You have got such a good friend in the chair-

man, a member of the Paperwork Committee, and I am sure you will
have some help.

Mr. Chairman, I am not going to take any more time here because
I want to divide up the time.

Senator MOINTYRE. Senator McClure?
Senator MCCLURE. Thank you very much.
I am almost compelled to ask a whole list of questions and I know

I do not have the time to do that so I will pick and choose among them.
On this last point-I understand your concern about having to fill

out more and more report forms. I do not know how many forms you
fill out. What proportion of your managerial time is spent just filling
out forms and providing information to some Government agency?

Mr. McKEvITT. I will volunteer some information on that, Senator
McClure.

One 6f our recent surveys showed that a lot of our members, in
dealing with different Federal, State, and.local agencies, including
paperwork, visitations, and what-have-you, spent anywhere from one-
half to 1 day a week.

Senator MCCLURE. One-half to 1 day a week?
Mr. McKEvITT. Yes.
Senator MCCLURE. That in many instances is nonproductive.
Mr. McKEvrvT. Yes.
Senator MCCLuRE. Not totally so.
Mr. McKEvnrr. I do not want to throw the baby out with the bath,

but yes, sir, there is abuse of it. There are points like-
Senator MCCLuRE. I remember one businessman telling me that he

was not going to fill out a form even though there was a $500 fine for
a penalty. They do not call it a fine for a simple penalty for refusing
to fill out the form because it cost him more to fill out the form than to
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pay the $500. That form as a matter of fact was 63 feet long. It was
a computer printout. I said I do not believe it. And he produced it
and strung it around his office to show me. fLaughter.]

Sixty-three feet of form required by the Government.
Senator HUMPHREY. That is what happens when you get computers.
Senator MCCLURE. Well it is not just computers. It is what hap-

pens when you get Congressmen. [Laughter.]
I will include both the Members of the other body and this body

who have good ideas and, Mr. McDonough, I think you made that
point. The idea is good and sound but somewhere between the expres-
sion of the idea and the implementation of the idea, something goes
wrong, and then you end up with a form that is 63 pages long with
businessmen spending one-half to 1 day a week just to provide infor-
mation to some agency of Government. The 1968 Gun Control Act
that required a report on every sale of 22-caliber ammunition, and the
reports were so voluminous they would fill this room and nobody
could get any information out of it at all because there was too much
information. I suspect the random sample question in regard to com-
mittee reporting may be more accurate in long run and more useable
because it is. Then the complete report might be required which might
innundate us with information rather than giving it to us in useable
form. That is something upon which we should work.

Senator HUMPHREY. That report, however, is one that is already
required, quarterly reports, are required by the banking agencies. The
only question is the detail of the report, the flow of capital.

Senator MCCLURE. Yes; and I would say to my friend from Min-
nesota that that 63 pages of form had a lot of detail in it.

Senator HUMPHREY. By the way, Senator, I think you should know
that I saw what the Ethics Committee of the U.S. Senate has for us
to fill out. It is a fact that we are caught in the bind if something goes
wrong. I am not for all of this. I do not like all of these forms. I am
a normal citizen. If something goes wrong in the headlines of a
newspaper-Nursing Home Cheats or Doctor Frauds Medicaid-
WHAMO. Go see your editor. Tell him that you do not want any
more forms. Because the first time an editorial appears around here,
Congress falls dead. One editorial will shock this Congress more
than an atom bomb did to Nagxasaki. They run like sheep when you get
an editorial that says something is wrong.

Senator MCCLURE. Which may be more of an indictment of the
Congress. [Laughter.]

Senator HUM3PHREY. 'Well, I will tell vou what it is. It is an indict-
ment of the Congress that it is fearful of the public.

Senator MCCLURE. I do not disagree with that statement, but I
think it underscores part of the problem and part of the reason that
the business community reacts as they do when you see more reporting
requirements in any law regardless of the motivation.

But let me focus one moment on one issue. Mr. McDonough, you
mentioned OSHA as being a good idea gone wrong and that you have
some confidence that this may be turning around-perhaps more hope
than confidence, I am not sure.

Mr. Travis, I think you made a, point on page 3 of your statement in
regard to the burden of paperwork. How do you reduce the burden of
paperwork? You have indicated however, and you, Mike, in your state-
ment on page 9 made some reference to the burden of paperwork.
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I think you made some suggestion that we ought to have the ad-
vocacy role expressed in this bill to determine the cost of regulatory
action of Government, and yet just yesterday on the floor of the Sen-
ate I offered an amendment which would require the Government to
continue doing what they are doing on the cost of OSHA regulations,
and the Senate turned it down. So apparently the Senate is on record
now as saying that the Administration is free to stop considering the
cost of OSHA regulations in its formulations. I do not know if any of
you care to comment on that particular-

Mr. McDONOUGH. The only comment I would like to make on OSHA
is that when OSHA first passed it just went through and all of a sud-
den we had OSHA. That is an indictment on us perhaps in our job,
but that is exactly the way it happened.

At that time, as soon as we began to understand the implications of
what was happening, we immediately started talking to, in my in-
stance my Congressman, and I said, can't we use some commonsense
on OSHA. Can't we have an inspection first time in, no fine, let the
Federal Inspector be the person who comes in and interprets it. In-
stead of giving that small businessman, who already is doing 10 jobs,
a booklet like this and say we want you to read it, we want you to un-
derstand it, and we want to make sure that your plant complies with
everything in that book. It is a total impossibility for that man to
keep doing his job and to do this.

So, let us go back to OSHA. If OSHA had been passed just the
way it was, with all the same regulations. The only difference-that
the inspector would go in and inspect the plant. He has now been
trained by the Federal Government to interpret that book. They hired
him and that is his job. He has to go in. If he had gone in and
inspected that plant and said, OK, we found this many things wrong.
We are going to come back in 2 or 3 weeks and if these things
are not corrected, we are going to triple the fine. I do not think you
would have heard a murmur out of small business or anybody else.
And I do not think we would have had the trouble that we have had,
the suspicions, the rotten things. If you want some horror stories about
OSHA, some of them are unbelievable.

Senator MCCLURE. If they were not so serious, they would be
amusing.

Mr. McDPONOUGH. Some of them are too horrible for that, because
what is happening, sir, is in one instance, one of my members, a case
with an internal family problem. The boyfriend has turned the man
into OSHA an(l now he is using OSHA as the whipping boy-a true
story. And you would not believe the kind of aggravation this man is
going through because OSHA is coming down on him so often it is un-
believable, because this kid who was trying to get even with what
would have been his father-in-law is using OSHA as a whipping boy.
[Laughter.]

It happened, believe me.
I had a young man in my office the other day, who I had helped get

him his job with one of my member companies. He has been laid off
because of some slowdown in production and what have you. He
came into my office and he has changed so drastically in the last 11/2

years since I got him the job, and his words to me were-I have
been unemployed for x-number of weeks. I said, "Why didn't you go
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over and talk to so-and-so, I know they are doing some hiring." He
said, "Oh, no, I have checks coming for 8 more weeks. At the end of
that time I am going back to x-company and I am going to tell them
either they put me back on or I am calling OSHA because I know
some things in there that could cause them trouble." That is a 21-year-
old young man who is going to use OSHA as a whipping boy against
a company. That is the kind of thing that, again, I want to reiterate
after talking to Ms. Bingham and a few other people connected with
OSHA; we are beginning to feel that some commonsense is going to
be applied.

Senator MCCLURE. Without getting off into OSHA, too long to
criticize OSHA except as an illustration of difficulty, are there other
comments?

Mr. TRAVIS. Yes, Senator, to comment on paperwork. The reason we
feel the advocacy position is such a strong position, and we refer to an
impact statement ahead of time, is we feel that the advocate is in a role
where, when new legislation is coming out, if foresight is used and
legislation is reviewed and we look ahead, the advocate can say this is
going to be the impact on small business. If we do and look at this
ahead of time, we can avoid many of these problems. We feel that is
where the advocate could be very strong so that we do not create
another OSHA or ERISA. This could all be stopped if we look at
things ahead of time and say, what will the true impact be for paper-
work and small business, and so forth.

Senator MCCLtTRE. Just a couple more questions because I know we
have other witnesses and I do not want to prolong this, but there are a
couple of rather fundamental ones that I think need to be explored.

Mr. Liebenson, I am sure you are aware that Congress passed legis-
lation in 1975 calling for a National Small Business Economic Report
to be compiled and reported by the SBA. To date that report has not
been forthcoming. Do you have any thoughts as to whether or not you
believe that SBA is capable of compiling such a report and any
thoughts about its accuracy or pertinence?

Mr. LIEBENSON. All I do know is that they do have some inhouse
capability. They have some fine economists. They have also lost in the
past few years-by retirement or other reasons-some top people and
this may be the reason for the delay. Losing a lot of their top people
and their not having adequate staffing, of course, would be reason for
the report not coming out. But let us put it this way, the staff has not
been directed to work on this particular report. I do not know the
status on it.

Senator MCCLURE. Let me ask this rather general question. No, I
will submit some questions to you which you might like to answer in
writing rather than taking the time of the committee to do it all this
morning.

I am concerned about the divisions between small business and
business as a whole. Small business is, by all odds, the larger segment
in terms of numbers and in terms of jobs, and yet many of our busi-
ness policies devised by Government are directed toward the large
businesses of this country. I assume that is why we want to see the
SBA Administrator elevated to Cabinet level and sitting in on the
Economic Council rather than having met with representation in
hands of the organizations or entities that seem to have more concern
ror the problems of large business.
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Could you delineate the peculiarities, the peculiar problems that
small businesses face, that large businesses do not, to justify that
separate attention?

Mr. LIEBENSON. I would like to make a general statement. Most of
the economic policies in this country for the past 15 or 20 years have
been basically determined by the major corporations and the major
unions. In part, this has been a fault of the small business community
because it does not have the expertise within an organized segment to
match what the larger companies can produce or what the unions can
produce. There would be few small firms, as an example, that would
have an expert who spends his time in the field of social security. The
larger companies do because it relates to their costs. The large busi-
ness organizations do because it relates to their membership interests.
The unions do because, again, that relates to their membership inter-
ests. And, therefore, they have the time, the money, and are articulate
in terms of producing the kind of expert witnesses that the Congress
wants. Small business has not been able to do that until fairly recently.
Now we are getting to be able to do that.

Mr. McKEViTr. I would like to just comment briefly. I do not mean
to oversimplify, but, in some respects, there are two different breeds
of cat-one is inclined to be more bureaucratic and one is inclined to
be more of an entrepreneur. One is inclined to charge off the cost of
hiring more experts to cope with ever-growing numbers of regulations
and the other one has to live with it without hiring experts or by
working with other small businesses in the area. I think small busi-
nesses are oftentimes the victims of the numbers game. It is sometimes
easier to pick on the little guy than it is the big.

Mr. McDoNouGH. I would like to throw in two thoughts. No. 1-
big business is our best customer. So there is no way I am going to
throw stones at big business.

No. 2-they can get money cheaper than we can get money. They
have better sources and more sources to get it.

Probably No. 3-to go back to my example of OSHA again-when
that book came down, they have got 15 or 20 different departments
with 35, 40, 50 different people in each department. They can break it
out by legal, they can break it out by their safety, and everything else.
My man has to read it himself and keep on running a business at the
same time. So we are not asking to take anything away from big
business. What we are asking is to take into account where the differ-
ences are and then sort of even it up a little bit so we get some sort
of a chance where we can break even.

Mr. KRASNOW. Senator, we have a problem of awareness many,
many times. One of the elements in our program has to do with the
tax-free exchange-the mergers and acquisitions that we know are so
prevalent on the American scene.

There really has not been too much talk about the concentration of
power, the concentration of resources that has been brought about by
these tax-free exchanges under section 368 of the Internal Revenue
Code. The fact of the matter is that, inadvertently, it is the most
important single piece of legislation which destroys small business.
Because when the small businessman reaches a point where he has to
pass that business to a child, to a group of employees, to a competitor,
to another businessman or possibly to a large public company, he faces
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the fact that with the tax-free exchange, he gets 100-percent dollars.
He gets common stock of a company to go into the bank and borrow
on. He can do many things with it. If he wants to turn over that same
company to his employees who have maybe given 20 to 30 years of
their lives or children or another independent businessman, with
capital gains of 35 percent, with the preference tax adding there, too,
and State and city taxes in many cases. He has 50-cent dollars when
he gets them and these same groups do not have the money. It has to
be cash and deferred payments. So when we talk about the differences
between small and big business, it is not antagonism. It is awareness.
It is very, very important that we begin to communicate-we, in the
small business community-to the Congress our concerns as to what is
happening. I think that is being done now.

I really feel that we are going to be paying more and more atten-
tion to the glaring inequities because none of us in this country really
wants to see a country that is only big banking and big labor and big
business and big government. We want the entrepreneurial spirit, the
independent sector. I submit to you that what I have just talked about
is one of the most important reasons why we are losing strength in the
small business sector. We have a program that basically may well slow
that down.

Senator MCCLURE. Thank you very much.
Senator HUMPHREY. I want to add that I think you put your finger

on one of the most important problems. There is an awareness in Con-
gress about them. I think that is one of the big problems.

The other one I come back to is the paperwork. God only knows, I
do not like it. I am responsible for a small business and we have a lot
of paperwork. We have had more trouble with OSHA than you have,
my friend. I will just tell you that. I have also told some of my collea-
gues about it.

I want you to be as concerned about the flow of credit as you are the
flow of paperwork. Because, let me tell you something, when Wal-
green Drug Co. can borrow money at 11/2 percent less than Hum-
phrey's Drug Co. can, we cannot win, my friend. Because the net
margin that we have on most items is less than that. We cannot win.
So you have got two things here-mergers tax free at 100 cents on the
dollar. If you have to sell out or transfer to children or your em-
ployees, you get about 50 cents on the dollar. That is a serious problem.
The other one is the flow of credit.

We are not asking independent businessmen in this bill to perform
more paperwork. The bank has got the computers. The bank has to file
the quarterly call report already. All we are saying to the bank is,
we would like a little better information as to when somebody comes in
and wants to borrow $100,000 or $1 million for a small business: What
is the rate, what are the terms, how many of those loans are you mak-
ing compared with somebody else? Pretty soon we will start getting
data and we will quit guessing. We will quit demagoging about this
thing and we will have the facts up to date. We do not have the facts.
It is just like talking about how much oil we have got. We do not know
how much oil we have got.

We directed the oil companies 3 years ago to report how much oil
we have. Nobody really knows. We were told there was a shortage of
natural gas here and there was a big headline here the other day that
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they discovered so much natural gas in Canada they do not know what
to do with it. [Laughter.]

It is a fact.
So we do not have data and that is what I am getting at. Before you

can make a judgment you have to have information. Quite frankly
we do not have the information and that is my opinion.

Senator McINTYRE. Mr. Chairman, for the last 11/2 years I
have been looking a little closer, I think, than most Senators do at
paperwork. There are just a couple of things I would like to tell you
about it.

All paperwork is not bad. This is a Nation of 220 million people and
we need a lot of information. But an insatiable desire for information.
The principal culprit is the Congress of the United States, aided and
abetted by our bureaucrats. I say this again in the best way because
these are dedicated people.

Please notice, if you will, the question of the need for information.
We do need information. If you will turn to page 15 of this bill, you
will see where the call report goes to every bank that is insured by
the Federal Government. This bill is asking for more information, the
very information that you referred to. On page 2 of the call report,
schedule A, line 5-all commercial and industrial loans made by the
bank in the last quarter must be reported.

Nevertheless, the sponsors of the bill need a breakout of what kind
of credit is being made available for small business use as opposed to
the giant concerns. On page 15 of the bill, we begin to set criteria-
borrowers having, at the time of application of the loan, assets of-
less than $100,000; $100,000 or more, but less than $500,000. Additional
categories follow.

The big question over the Paperwork Commission-what is bad
information and what is necessary. It is hard to tell the difference
sometimes.

Let me ask one question so we can move on to our next panel. I
want to direct this question to two of the panel members.

It is my understanding that virtually all of the data SBA will need
to establish its economic analysis unit must come from the depart-
nieuts and agencies represented on the Council. The bill directs that
the Council is "to facilitate the making available pertinent data and
information requested by the Administrator."

Is this directive strong enough from your experience? Would you
change the language in any way? Do you think these departments
will or can supply this information?

You have had experience in dealing with them. Walter, have you
got some quick thoughts on this? We would appreciate it if you do.

Mr. STULTS. Well, the language is certainly strong. Just as the
language is strong in the public law last year that asked SBA to send
up that economic report. It said SBA shall spend $1 million on it. The
Appropriations Committee never gave SBA $1 million. So you can
pass this law that says the SBEC shall get a data base. Your colleagues
on the Appropriations Committee shall say to BLS that OASI and
everybody else-we are not going to give you any money for that data
base. That is not very good, I guess. I do not know how you are going
to straighten this language without knocking out the Appropriations
Committee.
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Senator MCINTYRE. We have a suggestion made by staff that SBA
could help out a data gathering agency by virtue of the $4.5 million we
added to SBA's 1978 and 1979 authorization for economic research and
analysis.

Mr. STULTS. Authorization-they have not got it.
Senator McINTrRE. The Senate Appropriations Committee agreed

on it.
Mr. STuLTS. They have? OK, good.
Senator MCINTYRE. That may be one way that we can say we will

underwrite it.
Mr. STuLTS. Fine, perfect, perfect.
Mr. LIEBENSON. I do not believe that it will be too much trouble

for the other agency to accumulate the information necessary. They
have got existing forms that go to everybody. As an example, if you
added in the field of unemployment, if you were to add one additional
question to the form that is filled out by people making applications for
unemployment compensation-the size of firm that you worked for-
we would get an idea where the unemployment is taking place by size
of firm and it would indicate whether or not we need other incentives
in the employment field such as the job creation tax credit, whether
or not we may want to adapt in the future the percentage of allowance
to encourage future employment.

One question added to that form could give us an awful lot of infor-
mation to tell us what is happening in terms of unemployment in the
economy and where it is occurring in terms of size of firm and what
industries.

Senator MCCLURE. Mr. Chairman, I would like to just observe that
that 63-foot form that I referred to earlier was built just by each per-
son adding just one more question.

Senator MCINTYRE. Gentleme.-i, time is against us. On behalf of the
Joint Economic Committee and the Small Business Committee, we
want to thank you for your able testimony this morning.

[Subsequent information was received and follows:]
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JOINT ECONOMIC COMMITTEE
C0NGRESS OF THE UNITED STATES

June 30, 1977

Mr. Mike McKevitt
Washington Counsel
National Federation of

Independent Business
490 L'Enfant Plaza
Suite 3206
Washington, D.C. 20004

Dear Mr. McKevitt:

Senator James A. McClure has requested that the
enclosed questions be sent to you. Your answers will
be included in the record of the hearings on the Small
Business Investment Policy and Advocacy Reorganization
Act of 1977 which were held yesterday.

We would appreciate your reply as soon as possible
in order to insert the answers in the final transcript.

Thank you for your attention to this matter.

Sincerely,

John R. Stark
Executive Director

Enclosure

JRS:bb
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1. If you could rewrite S. 1726, how would you structure the
advocacy role? Where would you put the reporting function?
Do you think that Congress ought to employ its own advocate?

2. I understand that many small businesses are turning to
finance companies for loans. Is this true? Although
small in amount so far, why are any small firms doing
this, in view of the higher borrowing costs involved?
Aren't commercial banks ready and eager to lend to small
businesses at the present time?

3, Have you made any assessment of the impact of Carter's
energy proposals on small business?

4. Do you have figures on the investment cost per job for smallbusiness, compared to large business in the same industry?

5. Is a statement of Federal policy to promote investment insmall business as contained in the "Small Business Investment
Policy and Advocacy Reorganization Act of 1977, sufficient,
or do we need specific programs and machinery?

6. Would you prefer more government intervention in our economy,aimed at aiding small business, or less government interven-
tion and fewer government programs, even though designed toaid small business?
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NATIONAL FEDERATION OF INDEPENDENT BUSINESS

490 'Enfant Plaza East, S.W. / Suite 3206/Washington, D.C. 2024 / (202) 554-000
HOME OFFICE: SAN .ATEO, CALIFORNIA: LEGISLATIVE OFFICE: WAS.INSTON, D.C.

WISNUS IS.NO PWONH -i

lAMES D. ,Mike McKEVITT
Washington Counsel

July 29, 1977

Mr. John R. Stark
Executive Director
Joint Economic Committee
G-133 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Stark:

Enclosed are the answers to the six additional
questions requested of me by Senator James A. McClure
to be included in the record of the hearings on the
Small Business Investment Policy and Advocacy Reorgani-
zation Act of 1977 which were held late June.

If there are any further questions, please don't
hesitate to contact me again.

With best wishes,

Sincerely,

i a D. "Mike" McKevitt

JDM:caw
Enclosure

98-762 0 - 78 - 10
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1. NFIB believes Title I of S. 1726 should be rewritten to
establish an independent Advocacy Division within SBA for the rea-
sons presented in our testimony. All findings and recommendations
(reporting) eminating from the Division would, therefore, by defini-
tion be independent.

We would also place the primary research function within the
Advocacy Division to ensure that the support needed to make findings
and recommendations be mobilized in a manner to reflect the priorities
of the Advocate. Unless the research function is controlled by the
Advocate, he fails to have total independence. If others could chan-
nel resources and priorities to projects that are of marginal utility
to the Advocate, his function would be undermined.

Congress does not need to create its own Advocate, since two
natural Advocates -- the Senate and the House Small Business Com-
mittees -- already exist. Through oversight of SBA activities and
drafting of legislation to assist small business, the Committees can
be the Congressional watchdogs over small business interests. Congres-
sional advocacy would, however, be facilitated by the passage of legis-
lation such as that recently introduced by Congressman Caldwell Butler,
H.R. 7739, which would assist these Committees by requiring small busi-
ness economic impact statements be filed on various proposed rule-
makings.

2. The NFIB Financial Profile of Small Business indicates ap-
proximately 3% of all small firms borrowed from a finance company last
year.I/ But we have no longitudinal data to determine whether that
percentage is part of a trend, and further, the 3% constitutes such a
small number of respondents, we were unable to cross-tabulate it with
other financial characteristics to derive a profile of the firm that
borrows from a finance company. Aside from the number borrowing from
this source, the only other datum on this subject we can provide with
reasonable certainty is that these loans are generally less than
$25,000.

While NFIB assumes small businesses borrow from finance companies
only when they cannot borrow elsewhere, the essential question is "why
can't they borrow elsewhere?" Is it because sources of cheaper money
are not available or because the borrowing firms is a relatively high
risk? On these questions we can only speculate.

Commercial banks are unquestionably the major source of loanable
funds for small business; no other source is even close. Every day

1/ NFIB Financial Profile of Small Business, (eds.) Bailey, Richard
M.a, and iDuini berg, WillTam C. , (National Federation of Independent
Business: San Mateo, Cal.), forthcoming.
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commercial banks are granting thousands of loans to small firms

throughout the country. But NFIB has little idea of the amounts

being loaned, the terms of those loans, or the demand not met.
Many commercial banks are "ready and eager" to lend to small

business at the present time. In fact, those who claim the banking

industry is totally unresponsive to small business fail to recognize
the contribution commercial banks make to the nation's small enterprise.
Even during the "money shortage" of 1974, nearly half of the NFIB

membership continue to "borrow frequently". (See Table 1).
The Im act on Small Business of Government Regulations that Force

TechnolRiicaN Cange confir-m-s-smaIusiness reliance on commerciaV_
anksto fill their credit needs.=/ Please note in Chart 1 and 2,

taken from the aforementioned study, the heavy dependence on commercial

banks to finance the relatively large single investments made necessary
by government regulations.

However, there is another side of the question which is not as

positive. While lacking specifics, we do know that in periods of tight

credit, small businesses are among the first to feel the impact. No

less than The New York Stock Exchange has made this observation. Out-

lining the current "savings gap", The Exchange reports that as credit

availability declines, lenders increasingly place their money in lar-

ger and safSr borrowers with whom they have long-standing customer ar-

rangements._-
We also know that the terms of financing an investment are less

favorable for small firms than larger ones. Part of this unquestionably
results from the method of financing, however, we believe that even

equivalent bank loans carry less favorable terms for a small business.
Following is a table outlining the impact on cash flow of typical

large business and small business financing arrangements. (See Table 2).

Finally, there is an unmet need for capital within the nation's

small business community. NFIB asked a Portion of its membership this

past January whether they desired to expand and what would be an incen-

tive for expansion. Of the 60% desiring expansion, 42% stated greater

access to loanable funds (distinguished from interest rates) would be

an incentive. Of the 36% desiring to remain about the current size, 11%

believed greater access to loanable funds would serve as an incentive

to expand. While far more small firms responded that greater business

volume and decreased Federal taxes would be an incentive (indicating

the need of small firms to internally generate capital), the large

number who feel a need for greater access to loanable funds demonstrate

a shortage of capital for small business does exist.

2/ The Impact on Small Business Concerns of Government Regulations

that Force Technologicl r~hang_,Smal Business Administration,
preparyd b hiileswater associates, Inc.; Boston, Mass., September,
1975, p. 142.

3/ The Capital Needs and Savings Potential of the U.S. Economy: Pro-

-et-ionsThrough lWBI, The New York Stock E-EEange, Inc., September,
1974.



Table 1

EASE IN BORROWING OF SMALL BUSINESS

Easier than
Last Quarter

1%

1%

1%

*

*

2%

5%

4%

2%

3%

4%

3%

2%

5%

4%

Same as Last
Quarter

26%

29%

31%

28%

22%

25%

28%

29%

28%

29%

28%

29%

29%

29%

31%

Harder than
Last Quarter

13%

9%

7%

16%

19%

12%

7%

6%

8%

5%

5%

5%

6%

4%

4%

+ "Frequent Bor:

* Less than 1%.

rower" is defined as one whco borrows at least once every quarter.

Source: NFIB Quarterly Economic Report for Small
Biuhsness; Nat-onai t-eerarttn-of-tndependent
Business, April, 1977.

"Frequent
Borrowers"+

Oct. 1973

Jan. 1974

April 1974

July 1974

Oct. 1974

Jan. 1975

April 1975

July 1975

Oct. 1975

Jan. 1976

April 1976

July 1976

Oct. 1976

Jan. 1977

April 1977

Borrow In-
frequently

52%

53%

53%

50%

44%

48%

44%

44%

51%

50%

47%

48%

48%

49%

49%

N/A
Undecided

8%

8%

8%

6%

15%

13%

16%

17%

11%

13%

16%

15%

15%

13%

12%

I-S



Table 2

COMPARISON OF DEBT COSTS
FOR SMALL AND LARGE FIRMS

Amount Borrowed

$1,000,000

$1,000,000

$1,000,000

$1,000,000

Term/Type

20 yrs. Bond

11 yrs. Term Loan

7 yrs. Term Loan

5 yrs. Term Loan

Rate

7 1/4%

9%

10%

12%

Prin. & Int./Yr.

$ 96,240

$146,950

$205,410

$277,410

* Factor utilizes the most favorable debt arrangement, i.e., 20 year bond @ 7 1/4% as a base
and compares other financing arrangements to it. For example, a small firm with a 5 year

term loan at 12% has an equivalent cash drain at 2.88 times that of the base.

Source: The Lmpact on Small Business Concerns of
Government Regulations that Force Technologi-
cal Change, SmaIl Business Administration,
September, 1975.

Size Co.

Large

Large

Small

Small

Factor*

1.00

1.53

2.13

2.88



Chart 1

SMALL BUSINESS FINANCING OF 1972-1974
COMPLIANCE EXPENDITURES AS A FUNCTION

OF INVESTMENT RATIO

200

% Compliance Capital Expenditures/Total Assets
(Investment Ratio)

Source: The Impact on Small Business Concerns
ot Government R-eounations that Force
Technologcica Change, Small Business
Administration, September, 1975.

% Using
Bank
Financing



Chart 2

SMALL BUSINESS FINANCING OF 1975-1977
COMPLIANCE EXPENDITURES

% COMPLIANCE CAPITAL EXPENDITURES/TOTAL ASSEST
(INVESTMENT RATIO)

Source: The Impact of Small Business Concerns
of Government Regulations that Force
Technological Change, Small Business
Administration, September, 1975.

' 11

% of
Bank
Financing I--
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3. NFIB has attempted to make some assessment of President
Carter's energy proposals on small business. But, quite frankly, we
don't feel the dollar impact estimates are sufficiently reliable to
convey them even on an informal basis. The lack of any model and suf-
ficent data as well as too many questionable assumptions made our task
an impossible one.

Enclosed please fin4/copies of NFIB's Fifth Quarterly Energy
Report for Small Business- and our testimony-Sfeyore the Subcommittee
on Energy, Environment, Safety and Research of the House Small Busi-
ness Committee on the President's proposals. The latter only in a
very general way analyzes the impact. The most significant portions
are those describing provisions which do not directly impact small
business, or which impact us in a favorable manner.

4. No, we do not have figures comparing the investment cost
per job in small businesses to the investment cost per job in large
businesses assuming both businesses perform similar tasks.

The Small Business Administration does publish the average num-
ber of loan dollars per employee for each of their programs. For the
7(a) program, far and away SBA's largest, there was a total of 22,001
loans (in 1976) involving firms employing 265,305 people, and amount-
ing to $1,922,780,000 for an average number of loan dollars per employee
of $7,247. This figure does not necessarily represent new jobs created;
it could also represent jobs saved. However, we could reasonably es-
timate it takes a $7,250 investment in small business per "job op-
portunity".

SBA is just beginning to break these figures out on a sector
by sector basis.

We have heard the Department of Commerce utilize the figure of
$30,000 per job created. But we have made several attempts through
Commerce to document the figure and learn the method of its deriva-
tion, without success.

The American Council for Capital Formation estimates the average
investment per new job in manufacturing firms to be about $45,000.

5. Rather than create at this time any new specific programs to
promote small business investment, we recommend that Congress first
concentrate on clearing up those problems which are now contributing
to the lack of investment. For example, ERISA in practice virtually
prohibits pension funds from being invested in small firms, and tax
policy prevents them from generating and retaining the necessary capital
to operate and expand. Once reforms in these and other areas are en-
acted and further data is collected, Congress will better be able to
evaluate small business investment, decide whether additional programs
are needed, and, if so, what kinds of programs would be most effective.

4/ NFIB Financial Profile of Small Business, (eds.) Bailey, Richard
M., and Dunkelber , William C., (National Federation of Independent
Business: San Mateo, Cal.), May, 1977.
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6. As a general rule, NFIB and small business would prefer
less government intervention and fewer government programs even if
direct small business assistance programs were proportionally reduced.
But, we would strenously object should small business direct assistance
programs be among a select few targeted for reduction. The major ex-
ception is in the area of antitrust where we feel more vigorous and
consistent enforcement is absolutely essential.

Our rationale for this view is that government intervention and
programs, in general handicap the operation of all small business;
government small business assistance programs help a limited number.
Such reasoning is the basis for NFIB making a strong and effective
Office of Advocacy our No. 1 SBA priority at the expense of more well-
known and more costly SBA programs. We believe it will impact vir-
tually the entire small business community while other programs can
barely scratch the surface.

The major exception made for antitrust is based on the belief
that the rules governing competition must be fully and effectively
enforced. For small business, this is critical. Our interest lies
not in sheltered markets, compensatory programs, or various alloca-
tions. We want to compete. But small business cannot compete if
powerful entities are unfairly permitted to make up the competitive
rules as they proceed.

In this regard, NFIB has no specific proposals now. But we
would hope to be able to provide some suggestions in the next year
or two.

I
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I. ZlQ Congregt of the ZIititeb &tates
JOINT ECONOMIC COMMITTEE

WAS.INGSON. D.C. 20510

June 30, 1977

Mr. Herb Liebenson
National Small Business

Association
1225 - 19th Street, N.W.
Washington, D.C. 20036

Dear Mr. Liebenson:

Senator James A. McClure has requested that the
enclosed questions be sent to you. Your answers will
be included in the record of the hearings on the Small
Business Investment Policy and Advocacy Reorganization
Act of 1977 which were held yesterday.

We would appreciate your reply as soon as possible
in order to insert the answers in the final transcript.

Thank you for your attention to this matter.

Sincerely,

John R. Stark
Executive Director

Enclosure

JRS:bb
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1. You point out that small firm downturns precede a general
recession by six months to a year and a half, and also that
their cyclical decline is steeper than for large business.
Why is this? Also, have you made any study of the recession
impacts on smaller communities, not dominated by a large
business establishment, or establishments?

2. I understand that many small businesses are turning to
finance companies for loans. Is this true? Although
small in amount so far, why are any small firms doing
this, in view of the higher borrowing costs involved?
Aren't commercial banks ready and eager to lend to small
businesses at the present time?

3 Have you made any assessment of the impact of Carter's
energy proposals on small business?

4. Do you have figures on the investment cost per job for small
business, compared to large business in the same inidustry?

5. Ts a statement of Federal policy to promote investment in
small business as contained in the "Small Business Investment
Policy and Advocacy Reorganization Act of 1977, sufficient,
or do we need specific programs and machinery?

6. Would you prefer more government intervention in our economy,
aimed at aiding small buLsiness, or less government interven-
tion and fewer government programs, even though designed to
aid small business?
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RESPONSE TO QUESTIONS SUBMITTED TO HERBERT LIEBENSON, NATIONAL SMALL BUSINESS ASSOCIATION
BY SENATOR JAMES A. MCCLURE.

1. Small businesses are usually a single-product industry. If they are suppliers
to the larger corporations, they will be the first to feel the effect of any down-
turn because of the cancellation of orders by the larger firms. If orders are
cancelled, there is often a resulting increase in unemployment in the smaller
firms. If the small firm is in a community, whether a large or small community,
it obviously has an impact on the economy of that community especially where there
are not enough large firms to re-employ workers let go by the smaller company.

2. I do not have any knowledge of whether or not small firms are turning to finance
companies for loans. I might, however, suspect that, if this is taking place,
smaller firms have been denied loans by commercial banks, the Small Business Ad-
ministration, or other lenders. As you are aware, the interest rates in most
finance companies are higher than those of the commercial banks.

3. 1 am sorry we do not have any assessment at this time of the impact of President
Carter's energy proposals on small business.

4. While some studies are available on the investment cost per job for some indus-
tries, I have not seen a break-out in terms of large or small. I might suspect
that an industry buying equipment would have the same cost whether it is large
or small.

S. It is hard to anticipate the effectiveness of any legislation passed by Congress.
However, I believe that if the Small Business Administration is given sufficient
authority to carry out its responsibilities under the Small Business Investment
Policy and Advocacy Reorganization Act of 1977, it could accomplish the objectives
of the authors of the bill.

6. One of the problems of determining whether or not there is a need for more govern-
ment intervention in our economy on behalf of small business is the fact that
we do not have sufficient information to tell us how small business is doing at
a particular point in time. Statistics are available on a quarterly basis so a
trend can be developed for the larger firms. As indicated in our testimony, we
feel there is a great need to establish a special indicator for small business
economic activity. Once we have the information, I think we can more intelligently
determine the proper role for the Federal government.
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Senator MCINITYRE. We call as our next witnesses, a panel consist-
ing of Dr. Berkeley Burrell, president, National Business League;
Prof. George A. Doyle, chairman, economics and foreign relations de-
partment, Assumption College; Mr. Hugh B. O'Malley, general coun-
sel, Small Business Service Bureau; and Dr. Richard L. Lesher,
president, Chamber of Commerce of the United States.

Senator HUMPHREY. Gentlemen, we will proceed in order. I think
the best way to do it is that each of you will go down the line with your
statement and at the end, the time we have we will use for questioning.

We will start with Dr. Berkeley Burrell, president of the National
Business League.

STATEMENT OF DR. BERKELEY G. BURRELL, PRESIDENT,
NATIONAL BUSINESS LEAGUE

Dr. BURRELL. Thank you, Senator.
It is always a pleasure to appear before you. I have been coming a

long time particularly on those problems of minority business.
I am appearing today as president of the National Business League

and chairman of its National Council for Policy Review.
NBL is a national minority multibusiness and trade association with

some 120 chartered chapters in 37 States and the District of Columbia.
It represents the interests of minority small business and has approxi-
mately 10,000 member affiliates. Additionally, its National Council for
Policy Review is comprised of most of the country's major minority
business, trade and professional associations. Structurally, the coun-
cil is the policy arm of the organization and constitutes the only estab-
lished organ within the minority business community which coalesces
and represents its divergent elements. A roster of member organiza-
tions is attached to my prepared statement which you will have in the
record.

I think I will just deviate a little bit from the statement that I have
written.

Senator HUMPHREY. We are including all statements in their en-
tirety in the record, of course.

Dr. BURRELL. I appreciate that.
I would hasten to say that it gives me an opportunity to expand on

my comments a little bit to the degree that I can set the stage for the
kind of bill that has been presented by you and to applaud that. Cer-
tainly to say that we support it in its entirety. It is needed mainly
because the American business system in this country like most of our
Nation's systems and institutions are under extreme attack by a num-
ber of people. whether we are, talking about our educational institu-
tions, the family or whatnot. When you get to the American business
system, it is perhaps the most loved by many, admired by many and
hated by just an enormous number of people. Mainly because it exludes
people like minority business people.

As I go from college to college,'lecturing on some of my visits I learn
that people accuse me of defending an antiquated system called the
American business system, and I am not as alarmed by having people
to laugh at me for being a defender of the system as I am the fact that
they are sometimes white, breaded youngsters, sometimes Ph. D.'s
whose father must have been captains of industry, otherwise they could
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not have afforded the kind of education that gave them a masters or
business or doctors degree. To hear them state that the American
business system stinks, does not work, mainly because it has not
worked for minorities like myself, I think that is getting to be a fright-
ening kind of experience. Particularly when you add that to minorities
who did not like the system in the first place and has demonstrated by
the rise of 1968.

Those two elements coming together might mean that the American
business system is going to suffer some adjustments. If it does, what
a shame that would be. It is the envy of the free world as I see it. It
is the ray of light, the beacon of hope. Whatever we might say about
the American business system. particularly the small business person
who represents the vanguard of that kind of an enterprise system and
particularly hope for the people that I represent.

It does not have many advocates. This bill does at least make one
small step toward trying to get some advocates in position within the
Small Business Administration. To say simply that there is a policy
that somehow protects business and a tax policy that will affect corpo-
rations, will trickle down to small business-that is a mistake. I have
often asked Conptressman Ulliman why do we not have a Small Busi-
ness Subcommittee within the House Ways and Means Committee,
and he says. well. it will trickle down, Burkeley. do not worry, every-
thing is going to be alrialht. I am not convinced that that is the way it
is groing to happen to all. I think that we have to have small business
policy.

That is not enough for me either. Because there is just as wide a
division between small business and minority business as there is be-
tween small business and American business. So I am here today to
make certain that what we are trying to do is to strengthen the minor-
ity business system to thp extent that it can also be a participant in the
free enterprise system of America. That is not necessarily true. People
are beginning to get tired of me talking about minority business, but
it is important, because we are still excluded and we still look at the
small business community as the "Good Ole Boys' Club" and we are
just not in it to the extent that we ought to be. So that means then
that we need to be given an opportunity to participate and every time
we get a chance to strengthen the possibilities then we are here to do
that.

I would rather wait for some questions.
Senator HUMPHREY. Thank you, Dr. Burrell. Thank you very, very

much.
Good testimony for the business enterprise system for our country.
[The prepared statement of Dr. Burrell follows:]
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STATEMENT

BY

DR. BERKELEY G. BURRELL

PRESIDENT

NATIONAL BUSINESS LEAGUE

THE SUBCOMMITTEE ON ECONOMIC GROWTH AND
STABILIZATION OF THE JOINT ECONOMIC COMMITTEE

AND

THE SUBCOMMITTEE ON GOVERNMENT REGULATION AND
SMALL BUSINESS ADVOCACY OF THE SENATE SELECT COMMITTEE

ON SMALL BUSINESS

RUSSELL SENATE OFFICE BUILDING

- JUNE 29, 1977

While this text forms the basis for Dr. Burrell's remarks, it
should be used with the understanding that paragraphs of it
may have been omitted in the oral presentation and, by the same
token, other remarks may have been made orally which do not
appear in this text.
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Mr. Chairman, Members of the Committee: My name is Berkeley G.

Burrell. I am appearing today as President of the National

Business League (NBL) and Chairman of its National Council for

Policy Review (NCPR). As you may know, the NBL is a national

minority multi-business, trade and professional association with

some 120 chartered chapters in 37 states and the District of

Columbia. It represents the interests of minority small busi-

ness, and has approximately 10,000 member affiliates. Addition-

ally, its National Council for Policy Review is comprised of most

of the country's major minority business, trade and professional

associations. Structurally, the NCPR is the policy arm of the

organization, and constitutes the only established organ within

the minority business community which coalesces and represents

its divergent elements. A roster of member organizations is

attached to my prepared statement.

Mr. Chairman, I appreciate the opportunity to address this Com-

mittee today and to comment briefly on the Small Business Invest-

ment Policy and Advocacy Reorganization Act of 1977. Based on

our initial review of this bill, the National Business League

can generally support the policy declarations and over-all thrust

of this proposed legislation. We are aware, -of course, that

this bill is essentially a policy statement. Yet, it touches

upon two of the fundamental issues confronting the small busi-

ness community and its relationship to the Federal Government:

investment and advocacy. Strengthening the role of the Small
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Business Administration, and elevating its Administrator to Cabi-

net rank are certainly moves in the right direction. If the issue

of investment capital for small businesses were a one-time,

atypical affair, perhaps we would be less inclined to state the

obvious. Yet, in truth, the availability and cost of capital

have been traditional nemeses for small and minority enterprises.

And the role of the Federal Government in addressing the finan-

cial needs of this sector has been less than inspiring.

It has been clear to those of us in the field, that the uncoor-

dinated efforts of various Federal programs only underscore

the need for a coherent Federal policy in this area. Such a

policy must necessarily include the development and maintenance

of pertinent data that can form the basis for future strategies.

The vitality of the small business community is central to the

stability of our national economy as well as to improvements

in its rate of productivity growth. Thus it would seem that

national policies should place particular emphasis on streng-

thening the role of small businesses in the fabric of our

national economic life. More precisely, we must stimulate or

revitalize those sectors that can contribute measurably to

national productivity growth. The small business community is

such a sector. Small business constitutes more than 96% of

all American business firms, accounts for 55 % of the nation's

private, non-farm employment and produces 48% of the gross

business product. Small businesses sustain the economy of

small communities and help support and diversify the economy of

larger cities. Their existence encourages hundreds of thou-

98-762 0 - 78 - 11
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sands of Americans to start new businesses each year, which is

vital to a healthy economy and to the preservation of the free

enterprise system.

While discussing the necessity of small business generally, we

cannot fail to emphasize the impbrtance of continued develop-

ment of minority business. In this vein, I can tell you that

one of the keys to increased productivity growth is minority

business and economic development. To be sure, our Gross

National Product is deprived of billions of dollars annually

as an acknowledged consequence of the underdevelopment of

Black and other minority communities. Since full utilization

of our economic resources is one of the essential ingredients

for a sustainable rate of growth, the under-utilization of

resources in the minority community -- particularly in the

minority business sector -- is at variance with the needs of

the nation.

Mr. Chairman, 64% of all minority business firms are concen-

trated in retail trade and selected services; 94% operate as

sole proprietorships, and most are located in depressed inner-

city communities where over-all unemployment frequently doubles

the national average, and unemployment among teenagers often

exceeds 40%. High crime rates become a way of life here.

Further, thousands of these businesses were established during

the 1970 recession. And as you recall, our recovery from that

recession was both anemic and incomplete.
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Thus, as difficult as it is for most other small firms to attract

capital, minority firms, owing in part to their location, find

traditional sources of capital all but non-existent. Since 1965,

the capital needs of these businesses have been partially met

by the Small Business Administration. SBA has become the pri-

mary mechanism for making Government funds available to. small

firms at reasonable rates. This Federal initiative has come to

be viewed as both a blessing and a curse: A blessing because

it served to increase the flow of capital to small firms; A

curse because SBA has often been forced to function with inade-

quate manpower and finances in the face of proliferous responsi-

bilities. Additionally, investment capital has not been available

to small minority firms through the regular money markets, nor

in sufficient quantity through MlESBIC's or SBIC's.

To illustrate the depth of capital shortage in the minority busi-

ness sector, consider this: by the year 2,000, it is estimated

that majority business will accumulate, on its own momentum,

nearly $5.2 trillion in business receipts. Parity receipts for

minority business should then be $950 billion. Yet, for mino-

rity business firms to -achieve business parity by the end of

this century requires an investment of more than $440 billion

in minority business enterprises. That figure is 63 times the

combined gross business receipts of all Black-owned firms in

the country. In its entire history, the Small Business Admini-

stration has approved loans, in all. categories, totaling less

less than $24 billion. That is roughly five per cent of the
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investment capital needed to elevate minority firms to a level

of parity within this millennium. Clearly, the magnitude of the

capital shortage in our sector is staggering.

Since it has long been recognized that the Federal Government

plays an important role in stimulating economic activity, a de-

fined policy outlining Government's role in stimulating invest-

ment and other capital resources for the small and minority com-

munity is both appropriate and desirable. We view the bill before

this Committee as a significant step in the right direction. How-

ever, because of the special problems of minority firms, we be-

lieve that the proposed annual Small Business Investment Policy

report, which the President would be required to issue, should

contain an assessment of the unique problems of minority firms

in meeting their investment needs and appropriate recommendations

to address them.

Further, in establishing a Small Business Economic Council, this

bill omits two important elements. The first is the absence from

the Council of any representatives from the small business com-

munity. This is a serious omission in my judgment. The small

business community, particularly through its many trade associ-

ations, is especially well-suited to provide the necessary ex-

pertise and opinions on issues and procedures that would be the

subject of Council deliberations. Far too often in the past, agen-

cies of our Government have developed solutions first, then

worked backwards to find a problem that fits the solution. The

involvement of the small business community in the early stages



161

of this process can help alleviate potential problems or mis-

calculations.

A second omission from the Council is involvement of Government

representatives with direct responsibility for minority business.

As you know, the Office of Minority Business Enterprise in the

Department of Commerce, is the only government agency with specific

responsibility in this area. Therefore, we believe that the in-

clusion on the Council of the Director of OMBE is necessary to

insure direct input on minority enterprise.

Finally, one of the cornerstones of this bill is the development

and analysis of pertinent data on small business financial needs,

and the impact of various Federal programs on the small business

community. The capability and expertise is available to meet this

task, and we wholeheartedly support the provisions of this bill

that will, for the first time, mandate that it be exercised.

Mr. Chairman, obviously, this bill will not solve all the finan-

cial needs of small business, but it will certainly go a long

way toward providing a sound and comprehensive approach to re-

lieving small business of a serious handicap. Again, thank you

for the opportunity to address you today.
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BERKELEY G. BURRELL

PERSONAL

Office
National Business League
4324 Georgia Avenue, N.W.
Washington, D.C. 20011

202/726-6200

Born in Washington, D.C., June 12, 1919
Married to the former A. Parthenia Robinson of Wilson, North Carolina
Father of one (1) son, Berkeley G., Jr.
Attended public schools and Howard University, Washington, D.C.
Veteran of World War 11 and Korean Conflict

BUSINESS AFFILIATIONS

President, Merchant Prince Corporation - a publicly held greeting card company publishing Black-oriented cards
with "soul sentiments", Washington, D.C.

Co-Owner, Burrel's Superb Cleaners, Washington, D. C.

Partner Graham Associates, a land development partnership, Washington, D.C.

President, Burrell Industries, Inc., a holding company, Washington, D.C.

Consultant, Urban Affairs, Coopers & Lybrand, Washington, D.C.

ADVISOR TO U.S. PRESIDENTS

Has served in a variety of advisory positions to five U.S. Presidents, including Presidents Eisenhower, KennedyJohnson,
Nixon and Ford.

BUSINESS ASSOCIATIONS

President, National Business League, Washington, D.C.

President, Booker T. Washington Foundation, Washington, D.C.

Chairman, Minority Contractors Resource Center, Washington, D.C. Established to assist minorities to gain a greater
share of $3 billion in contracts being awarded in the building of the Metropolitan Washington Subway
System.
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CIVIC AND PHILANTHROPIC AFFILIATIONS

Member, Board of Trustees, Robert Russa Moton Foundation, New York, New York

Chairman, Management Committee, Moron Conference Center. Capahosic, Virginia

Member, Board of Advisory, Council for Financial Aid to Education, Inc., New York, New York

Member, Board of Trustees, Research Foundation of Doctors 'Hospital, Washington, D.C.

Member, Board of Trustees, Joint Council on Economic Education, New York, New York

Board Member, Corporation for Blacks in Public Broadcasting, Washington, D.C.

Member, Editorial Board, Black Forum, Inc., Washington, D.C.

Member, Research Council for Small Business, Washington, D.C.

CB Radio enthusiast known nationwide as Dr. BB. Has been in CB Radio since 1971 and has worked with national
groups with a view toward the formation of a national organization that will impact on proper use, ethics
and benefits that only an organized constituency can expect to attain. Member, Rooster Channel Jumpers,
Nation's Capital Chapter.

EDUCATIONAL AFFILIATIONS

Chairman, Board of Regents, Daniel Hale Williams University, Chicago, Illinois

Guest Lecturer, College of Urban Studies, Howard University, Washington, D.C.

Guest Lecturer, Fisk University, Nashville, Tennessee

Guest Lecturer, Vanderbilt University, Nashville, Tennessee

Guest Lecturer, Morgan State College, Baltimore, Maryland

Guest Lecturer, American University, Washington, D.C.

RELIGIOUS

Senior Warden, Vestry, St Mary 's Episcopal Church. Washington, D.C.

President, St. Mary s Court Housing Development Corporation, (Construction of Elderly Housing), Washington, D.C.

PUBLICATIONS

Co-author, "Getting It Together: Black Businessmen in America" published by Harcourt Brace Jovanovic, Inc., New
York, New York 1971

Author, nationally syndicated weekly column, "Down to Business"
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HONORS

Doctor of Arts Degree, Virginia College, Lynchburg, Virginia

Listed as one of the "100 Most Influentia( Black Americans" by Ebony Magazine, stx consecutive years, 1971-1977.

Listed in "Who's Who in America"' 1972



DECEMDER, 1976
NATIONAL COUNCIL FOR POLICY REVIEW

NATIONAL ASSOCIATION OF MINORITY

Mr. Reynard J. Rochon
President

Lydia A. Hill
Executive Director

Henry Wilfong, Jr.
Past President

CERTIFIED PUBLIC ACCOUNTING FIRMS

Rochon & Staes
348 Barrone Street

Minority CPA Firms, National Office
1625 Eye St., N. W., Suite 914

Pres., Wilfong, Morris, Rusk 8 Company
3700 Wilshire Boulevard, Suite 520

New Orleans, Louisiana 70112
504/581-7033

Washington, D. C.
202/659-4153

Los Angeles, Calif. 90010
213/389-2196

NATIONAL ASSOCIATION OF BLACK WOMEN LAWYERS

Wilhelmina Jackson Rolark, Esq. 715 G Street, N. IV.
President

Washington, D. C.
202/347-9821

NATIOXAL EDUCATION ASSOCIATION

John Ryor
President

NATIONAL BEAUTY CULTURISTS LEAG

Dr. Katie Whickam
President

Josephine Thompson
Secretary-Treasurer

DANIEL HALE WILLIAMS UNIVERSITY

Dr. Charles G. Hurst
Chancellor

CEhNIRAT. MOTORS CORPORATION

Abraham S. Venable
Director, Urban Affairs

1201 - 16th St., N. W.
National Office

UE, INC.

25 Logan Circle, N. W.
National Office

25 Logan Circle, N. W.

5414 West Madison Street

3044 West Grand Boulevard

Washington, D. C. 20036
202/833-4303

Washington, D. C.
202/332-2695

Washington, D. C.
202/332-2695

Chicago, Illinois 60644
312/261-5181

Detroit, Michigan 48202
312/SS6-2925



AL JOHNSON CADILLAC, INC.

Al Johnson, Sr. 1650 East 71st Street

President

NATIONAL COUNCIL FOR NEGRO WOMEN, INC.

Dorothy Height
President

A. T. SPAULDING CONSULTING AND ADVISORY SERVICE

Asa T. Spaulding 1608 Lincoln Street
P. 0. Box 3804

NATIONAL URBAN COALITION

M. Carl Holman National Office
1201 Connecticut Ave., N.W.,

Eve Wilkins
Assistant to the President same as above

NATIONAL ASSOCIATION OF MINORITY CONTRACTORS

Mr. Willie R. Walker 658 Quindaro Boulevard

President

Mr. Frank Kent Natipnal Office
Executive Director 1750 K St., N.W., Suite 200

NATIONAL ASSOCIATION OF BLV:( ACCOUNTANTS

Thomas J. Barrow 750 David Whitney Building
President

Julia Ritchie National Office
Executive Director 1500 Broadway

Chicago, Ill. 60649
312/752-6600

- 212/687-5870
-New York, New York

Durham, :. "a Carolina
919/688-4648

Washingt .. C. 20036

Suite 400 202/331-2400

same as above

Kansas City, Kansas 66101
913/321-3958

Washington, D.C. 20005
202/833-9570

Detroit, Mich. 38226
313/963-0111

New York, N. Y. 10036
212/575-9380



NATIONAL REAL ESTATE BROKERS ASSOCIATION

John Thompson 921-23 Kennedy St., N. W.President

Johnson McClurkin National OfficeExecutive Director 1025 Vermont Ave., N. W.

METROPOLITAN RETAIL LIQUOR DEALERS ASSOCIATION

George Fenderson Diplomat Liquors
President 1529 - 17th St., N. W

Malcolm Diggs Same as above
Executive Director

NATIONAL BANKERS ASSOCIATION

James Purnell President, Liberty Bank of SeattlePresident 2320 E. Union Street

Anthoniy L. Maxwell National Office
Executive Director 491 L'Enfant Plaza East, Suite 3204

NATIONAL ASSOCIATION OF BLACK MANIlFACTUPRlS, INC.

Jerry Jones Sonicraft, Inc.
Chairman of the Board 1437 S. Burley Avenue

Eugene Baker National OfficePresident 1625 Eye St., N. WV., Suite 918
Theodore Adams, Jr. President, Unified IndustriesPast President 204 S. Whiting Street

NATIONAL MEDICAL ASSOCIATION

Dr. Arthur Coleman American health Care Pla;'President 2 Embacadero Center, Rloomi 2560

Alfred T. Fisher National Office
Executive Director 2109 E St., N. IV.

Washington, D. C.
202/882-7200

Washington, D. C.
202/638-1280

Washington, D. C.
202/667-1200

same as above

Seattle, Washington 78122
206/329-3434

Washington, D. C. 20024
202/488-5550

Chicago, Ill. 60617
312/374-3000

Washington, D. C.
202/785-5133

Alexandria, Virginia 22304
703/751-8214

San Francisco, Calif. 94111
415/956-1300

Washington, D. C. 20037
202/659-9623



NATIONAL INSURANCE ASSOCIATION

Joe Misshore
President

Charles Davis
Executive Director

Anderson N. Schweich
President-Elect (6/77)

Gertrude Geddes Willis Life Insurance Co. New Orleans, La.
P. 0. Box 53272 504/522-2276

National Office
2400 S. Michigan Avenue

4455 Dr. Martin Luther King Jr. Drive

Chicago, Ill.
312/842-Sl25

Chicago, Ill,
312/285-3030

60616

60653

AMERICAN SAVINGS AND LOAN LEAGUE

Edward J. Trujillo President, Camino Real Federal Savings
President 6 Loan, 400 San Fernando Mission Blvd.

French Stone National Office, Woodward Building
Executive Director 733 - 15th St., N.W., Suite 224

William Fitzgerald President, Independence Federal
Savings and Loan

624 E St., N. W.

NATIONAL ASSOCIATION OF MARKET DEVELOPERS

Thomas H. Tipton President, Vanguard Advertising Agency
President 15 South 9th Street

NATIONAL ASSOCIATION OF HOUSING PRODUCERS

James Robinson Urban East
President 2905 Elgin Street

NATIONAL NEWSPAPER PUBLISHERS ASSOCIATION

Dr. Carlton Goodlett San Francisco Sun-Reporter
President 1360 Turk Street

UNITED mORTGAGE BANKERS OF AMERICA, INC.

Lawrcnce Humphrey Premiere Mortgage Corp., President

President 2902 Cadillac Towers

San Fernando, Calif. 91340
213/365-6301

Washington, D C. 20005
202/628-5624

Washington, D. C. 20004
202/628-5500

Minneapolis, Minn. 55402
612/338-5386

Houston, Texas 77004
713/528-6201

San Francisco, Calif. 94115
415/931-4080

Detroit, Mich. 48226
313/964-0550



Frank Harris
Executive Director

INTERRACIAL COUNCIL FOR BUSINESS

Malcolm Corrin
Senior Vico-Prosidcnt

NATIONXAL DENTAL ASSOCIATION

Dr. Harvey Webb, Jr.
President

Mrs. Bernice Brooks
Executive Director/Acting

BOOKER T. WASHINGTON FOUNDATION

Charles Tate
Vice President for Programs

NATIONAL BAR ASSOCIATION

Carl J. Character
President

National Office
1511 K St., N. W., Suite 327

OPPORTUNITIES

National Office
470 Park Avenue, South, Suite 300

11108 Swansfield Road

734 - 15th St., N. W.
Suite 501

1900 L St., N. W.
Suite 205

Bond Court Building
1300 East 9th Street

Washington, D. C. 20005
202/737-5689

New York, N.Y. 10016
212/889-0880

Columbia, Md. 21044

Washington, D. C. 20005
202/347-3739/40

Washington, D. C. 20036
202/296-5810

Cleveland, Ohio 44114
216/523-1100

NATIONAL PHARMECEUTICAL ASSOCIATION

Dr. Leonard L. Inge Florida A 5 N
President Dean, College of Pharmacy

James N. Tyson Howard University, College of Pharmacy
Executive Director Room 107, 2300 - 4th St., N.W.

NATIONAL ASSOCIATION FOR THE ADVANCEMENT OF COLORED PEOPLE

Margaret Bush Wilson 4054 Lindell Boulevard
Chairman of the Board Suite 100

NATIONAL TASK FORCE ON THE BLACK ECONOMIC AGENDA

Dr. Virgil A. Wood S9 Armor Road
Director

Tallahasse, Florida
904/599-3578

Washington, D. C. 20001
202/636-6538

St. Louis, Missouri 63108

Milton, Mass. 02186

-A



NATIONAL ASSOCIATION OF ANTI-POVERTY ALCOHOLISM PROGRAMS

Edward B. Grant 46 Bristol Street
President

SCUTH BE7GXX OVERALL ECONOMIC DEVELOPMENT

John Patterson, Jr. 370 E. 149th Street
Executive Director

Woodie Pagan 370 E. 149th Street

New Haven, Conn.
203/777-6457

Bronx, New York 10455

Bronx, New York 10455

XEROX CORPORATION

J. Westbrook McPherson
Senior Conpliance Manager

BLACK ECONOMIC RESEARCH CENTER

Robert S. Browne
Executive Director

PAN FHELLINIC COUNCIL

Charles Wright
President

EQUITABLE LIFE ASSURANCE COMPANY

Dorothy Orr

MINORITY BUSINESS COUNCIL

Mr. John Robinson
President

Mr. Renaldo Cordova
Vice President

High Ridge Park

112 W. 120th Street

National Foundation March of Dimes
1275 Mamaroneck Avenue

128S Avenue of the Americas

Minority Business Council, Inc.
172-15 - 115th Avenue

246 Marion Stroet

Stamford, Conn. 06903
203/329-8711 x. 732

New York, N.Y. 10027

Whiteplains, Ncw York 10605

New York, N. Y. 10019

St. Albans, New York 11434
212/526-3087

Brooklyn, Now York 11233



AMERICAN ASSOCIATION OF MINORITY ENTERPRISE SMALL BUSINESS INVESTMENT COMPANIES (AAMESBICS)
Robert P. Aulston, II Gulf South Venture Corp. New Orleans, La. 70112President 821 Gravier Street, Suite 1202 504/561-2120

Commerce Building

Roland Crump 92 New Street Newark, New Jersey 07102
201/648-5686

James Hansley Forsyth County Investment Corp. Winston-Salem, N.C. 27101Past President 4th & Libert4St., N. W., Suite 305 919/724-3676

OHIO STATE OMBE

David L. Jones Ohio State OMBE, P. 0. Box 1001 ClmuOi 31Bureau Chief DECD-OMBE, 23rd Floor Columbus, Ohio 43216

Leighton H. Hull NW Indiana OMIBE, Shoriand Bldgp. Sou~th Bond, Ind. 46601Regional Director Suite 524, 105 E. Jefferson Blvd.

INDIVIDUALS REPRESENTED

Kenneth Dobson National Council for Urban Economic Dev. Washington, D. C.Director of Technical Assistance 1730 K St., N. W., Suite 1009 202/223-4735

games Sexton OMBE-U.S. Dept. of Commer.ce Washington, D. C. 202309teputy Asst. Director 14th & Constitution Ave., N. W. 202/377-5077Room 5898-C

Leroy Wilson, Jr., Esq. 415 Gramatan Avenue, #SH Mount Vernon, New York 10552
John Duncan Mid-West Piedmont Area BDO, Inc. Winston-Salem, N.C. 27107Plaza South, 623 Waughtown Street
H. Naylor Fitzhugh 27 Carver Torrace Yonkers, Now York 10710

914/253-3225
Curtis R. McClinton Black Economic Union Kansas City, Mo. 64127Executive Director 2502 Prospect



Lynn McDaniel
Plant Manaaer

Yvonne Price

Charles Scruggs
Vice President and
General Manager

IBM, Information Records Division
1518 New York Ave., N. E.

Leadership Council on Civil Rights
2027 Massachusetts Ave., N. W.

WDIA, 2265 Central

lash'ngton, D. C.
202/526-0750

Washington, D. C.
202/667-1780

Memphis, Tcnn.

20002

20036

Ir
I



Judson Parker
Chief, Internal Policies 4 Programs

Imara Yokely
Convention Marketing Manager

Dr. Julian Earls
President

Ethel Payne

Dickie Carter
President

Phillip L. Johnson
President

John Gloster
President

Ron Lewis

Larry Brailsford

Leroy Nesbitt

James Dowdy
President

Garland Guice
Executive Director

Darryl A. Hill
President

12th 4 Pennsylvania Avenue, N. W.
Federal Energy Administration
Room 4310

United Airlines
P. 0. Box 66100, ATTN: EXPOS

National Technical Assn, Inc.
NASA/Lewis Research Center
Mail Stop 106-1, 21000 Brookpark Road

Chicago Daily Defender
2400 S. Michigan Avenue

Minority Contractors Assistance
Project, Inc.

1211 Connecticut Avenue, N. W.

Nat'l. Congress for Community Eco. Dev.
1126 - 16th St., N. IN.

Opportunity Funding Corporation
2021 K St., N. IN., Suite 701

Natl. Assn. of Black Manufacturers
1625 Eye St., N. W., Suite 918

Natl. Institute for Community Dev.
2021 K St., N. W.

National Bar Association
919 - 18th St., N.W., Suite 621

Harlem Commonwealth Council
215 IN. 125th Street

Greater Washington Business Center
1705 DeSales St., N. W.

Washington, D. C. 20461

Chicago, Ill. 60666
312/952-6444

Cleveland, Ohio

Chicago, Ill. 60616
312/225-2400

Washington, D. C. 20036
202/833-1840

Washington, D. C.

Washington, D. C. 20006

Washington, D. C.

Washington, D. C. 20003

Washington, D. C. 2000

New York, N.Y. 10027

Washington, D. C. 20036

--I



Samuel Daniels
Director

Earvey C. Johnson
Executive Director

Al 3cll, President

Alvin J. Boutte
President

Henry Parks, President

Xarl Gregory,
Chairman

Al lIodde
President

G. Stanley Browne
f'eesidelnt

Walter S. Tucker

Ma:cce Walker, Sr.
President

Ivan J. Ioeuston
P resident

I. Owen Funderberg

W:endcll Campbell
President

Curtis Shaw
Prcsidcnt

Catherine Payne
President

Baltimore Council for Equal Business
Opportunity, 1925 Eutaw Place

BPUN- EDC
622 Cooper Street

Independence Bank of Chicago
7936 South Cottage Grove

Parks Sausage Co., 501 Hlamburg

Caucus of Black Economists,
t.Oakland University

Minority Truckers, Inc.
1111i Massachusetts Ave. , N. IV.

AsSI. of Slack Travel Executives
03ritish West Indies Airlines Intnl.
610 Fifth Street

National Bankers Assr.., faMchanics and
Farmers Bank, 101 Beatties Ford Road

Universa.l Life Insurance Company
480 Lin den At Wfellington

Golden State Mutual Life Insurance Co.
1999 West Adars Blvd.

National Bankers Assn.
Union and Palm Streets

National Assn. of Black Architects
163 North Michigan Avenue

Natior.al Assn. of Television E Radio
Announcer, 1408 S. Michigan Avenue

Nationrl funeral Directors & M'orticians
734 West 79th Street

Baltimore, Md. 21217

Camden, New Jersey 09013

Chicago, Ill. 60619

Baltimore, Nd. 21218

Rochester, Mich.

Washington, D. C. 20036

New York, Neo, York 1002.

Charlotte, N'.C. 2S216

Memphis, Team. 38126

'Os A.'ngeles, Calif.
9031S

St. Louis, Yo. 63147

Chicago, Ill 606C1

Chicago, Ill. 60600

Chicago, Ill. 6Ce'2



George E. Johnson
Pi-es dent

lorry Gordy
Prsoident

I. :. 2urney
1ro-C, ic -nt

Benjanln F. Mason
Progrnn Director
BD/OW!BE

E. M. Ferguson

Johnson Products
0522 S. Lafayette Blvd.

Motown Recording Company
6464 Sunset Blvd., Suite 700

Afro Life Insurance Company

The Baltimore Council for Equal
Business Opportunity, Inc.
Suite 110, Metro Plaza

lank of Clearwater
Cleveland at Carden, P. 0. Box 479

Chicago, Ill. 60620

Hollywood, Calif.
900020

Jacksonville, Fla.
32203

Baltimore, Md. 21215

Clearwater, Florida 33i
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Senator HUMPHREY. The next witness is Prof. George Doyle.
Dr. Doyle, I am glad to see you again.

STATEMENT OF PROF. GEORGE A. DOYLE, CHAIRMAN, ECONOMICS
AND FOREIGN AFFAIRS DEPARTMENT, ASSUMPTION COLLEGE

Dr. DOYLE. Thank you, Senator, nice to see you.
I would like to say that a new national policy to preserve small

business is essential if the United States is to achieve full employment
in the economy of the 1980's. Small business, under existing economic
and political conditions, is becoming an endangered species. We must
not make the mistake of permitting it to continue to deteriorate or our
economic system will have lost the spark of private enterprise.

It has become commonplace to forecast more than 5 percent unem-
ployment and more than 5 percent inflation for some years to come.
It has also become common knowledge that the rate of growth of our
economy has slowed and may be below 4 percent in the 1980's. These
and other underlying conditions are parts of the picture of an economy
which is not providing the climate in which small business can be
nurtured. Our large corporations will do well, but that is not enough
to achieve full employment.

A crucial element in the future of small business will be the avail-
ability of capital. Various estimates of the requirements for capital
through 1985 suggest an enormous gap developing. Some argue that
achieving a Federal budget surplus would permit achieving full em-
ployment and also forestall a capital shortage. But as Federal Reserve
Governor Wallich has observed, whoever relies on such a surplus has
the burden of proof on himself.

The change that has taken place in our energv outlook is a leading
cause of the increase in demand for capital. And there is no doubting
that the energy problems must be given priority. But the other
claimants for capital are also vital: Transportation systems, communi-
cations, housing, manufacturing industry, raw materials, health sys-
tems, and so on.

If we care about preserving an economic system in which we can
truthfully claim there is private enterprise, then we must be willing
to make resources available for small business. Instead of a ruthless
struggle for capital in the future, we need to bring together public
and private bodies to allocate the uses of our scarce capital resources.

The small businesses in the United States have another set of prob-
lems, those which arise from Government agencies enforcing rules and
regulations implementing legislation. What has not been assessed here-
tofore is the impact of the whole process. If regulation is prematurely
enforced, a business fails. Many times business can only bear the costs
of a large firm. Government, which ought to be a source of assistance
becomes a source of risk for small business.

In addition, a small business is fair game for several Govermuent
agencies. The relationship of Government and small business is ex-
tremely poor. We need a new principle in this relationship and that
principle is: Only one face on Government for small business.

There is a special characteristic of this situation in New England.
Here we have the oldest industrial plant in the Nation. Here is where
the industrial revolution came to this country. In many towns, old
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mills have gone out of business or simply gone South. These buildings
are spawning grounds for incubator businesses. They are the only
places where many individuals can afford to launch a new enterprise-
they do not cost too much. Just envision an inspector looking in on
such a place-he naturally will be appalled. Now, we cannot overnight
sanitize the whole United States. If we want our workplaces safe and
healthful, we need to plan for the long-term, not seek to fine and
punish and drive a firm out of business.

Now, let me turn to certain aspects of the proposed legislation:
1. The fundamental fact of life in the 1980's, capital availabil-

ity, is focused on by the establishment of a "Small Business Investment
Policy" requiring an annual report to the Congress. With the data
contained in the report, Congress would be made aware of the capital
needs of small business on a continuing basis.

2. The "Small Business Economic Council" would have salu-
tary effects. It would bring together powerful segments of the Federal
Government responsible for large sectors of the economy. Coordinat-
ing the plans and programs of the various branches of Government in
consort with SBA is a vital part of the solution of the problems of
private enterprise.

3. It is important also that the proposal accords to the head
of SBA Cabinet level rank. The Cabinet is not only structured as a
big-business body, but its individual members come from big business.
Given the size of the American economy, this is only natural, but we
need balance. It is important that the head of SBA be able to sit at
the top decisionmaking table of Government.

4. Creation of the new Division of Advocacy, Economic Re-
search and Analysis within SBA is a practical measure also. A way
must be found to represent the interests of small business and to make
other agencies aware of the impact of their activities upon small
business.

5. Other items in the legislation are also needed, those having
reference to the financial community in particular. Monetary policy
should be more efficacious with the Fed represented on the Small Busi-
ness Economic Council.

In recent years, we have learned how to use fiscal policy and mone-
tary policy to influence the movement of the national economy. But
we have almost been counting on invisible hands of the Adam Smith
type to convey these macroeconomic policies down to all microeconomic
levels. Here is where we have a gap in full employment policy: We
have not had an adequate national small business policy. This new
legislation will help us to develop the proper small business policy on
a continuing basis and so better enable us to strive for full employ-
ment. It is a vital first step in that direction.

And, Senator, I have a request to make. I would like to ask you to
include part V of my paper in the record because it maps out new
strategies, and if I get the opportunity in the future I will be back
with the rest of these proposals.

Senator HUNMPHREY. Thank you very, very much. We will have
that included. I appreciate it, Dr. Doyle.

[The prepared statement of Dr. Doyle follows:]
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Statement of Professor George A. Doyle (Assumption College,
Worcester, Mass.) in support of the Small Business Investment
Policy and Advocacy Reorganization Act of 1977.

A new national policy to preserve small business is

essential if the United States is to achieve full employment

in the economy of the 1980s. Small business, under existing

economic and political conditions, is becoming an endangered

species. We must not make the mistake of permitting it to

continue to deteriorate, or our economic system will have lost

the spark of private enterprise.

It has become commonplace to forecast more than 5%

unemployment and more than 5% inflation for some years to come.

It has also become common knowledge that the rate of growth

of our economy has slowed and may be below 4% in the 1980s.

These and other underlying conditions are parts of the picture

of an economy which is not providing the climate in which small

business can be nurtured. Our large corporations will do well,

but that is not enough to achieve full employment.

A crucial element in the future of small business will be

the availability of capital. Various estimates of the require-

ments for capital through 1985 suggest an enormous gap developing.

Some argue that achieving a federal budget surplus would permit

achieving full employment and also forestall a capital shortage.

But as Federal Reserve Governor Wallich has observed, whoever

relies on such a surplus has the burden of proof on himself.
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The change that has taken place in our energy outlook

is a leading cause of the increase in demand for capital.

And there is no doubting that the energy problems must be

given priority. But the other claimants for capital are also

vital: transportation systems, communications, housing,

manufacturing industry, raw materials, health systems, and

so on.

If we care about preserving an economic system in which

we can truthfully claim there is private enterprise, then we

must be willing to make resources available for small business.

Instead of a ruthless struggle for capital in the future we

need to bring together public and private bodies to allocate

the uses of our scarce capital resources.

The small businesses in the United States have another

set of problems, those which arise from government agencies

enforcing rules and regulations implementing legislation. What

has not been assessed heretofore is the impact of the whole

process. If regulation is prematurely enforced, a business

fails. Many times business can only bear the costs if a large

firm. Government, which ought to be a source of assistance

becomes a source of risk for small business.

In addition, a small business is fair game for several

government agencies. The relationship of government and small

business is extremely poor. We need a new principle in this

relationship and that principle is: Only one face on government

for small business!
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There is a special characteristic of this situation in

New England. Here we have the oldest industrial plant in the

nation. Here is where the industrial revolution came to this

country. In many towns, old mills have gone out of business

or simply gone South. These buildings are spawning grounds

for Incubator Businesses. They are the only places where many

individuals can afford to launch a new enterprise -- they don't

cost too much. Just envision an inspector looking in on such

a place -- he naturally will be appalled. Now, we cannot

overnight sanitize the whole United States. If we want our

work places safe and healthful, we need to plan for the long-

term, not seek to fine and punish and drive a firm out of

business.

Now, let me turn to certain aspects of the proposed

legislation:

1. The fundamental fact of life in the 1980s, capital

availability, is focussed on by the establishment of a Small

Business Investment Policy requiring an annual report to the

Congress. With the data contained in the report, Congress

would be made aware of the capital needs of small business

on a continuing basis.

2. The Small Business Economic Council would have

salutary effects. It would bring together powerful segments

of the federal government responsible for large sectors of

the economy. Coordinating the plans and programs of the

various branches of government in consort with SBA is a vital

part of the solution of the problems of private enterprise.



182

3. It is important also that the proposal accords to the

head of SBA Cabinet level rank. The Cabinet is not only

structured as a big-business body, but its individual members

come from big business. Given the size of the American economy,

this is only natural, but we need balance. It is important

that the head of SBA be able to sit at the top decision-making

table of Government.

4. Creation of the new Division of Advocacy, Economic

Research and Analysis within SBA is a practical measure to

include. A way must be found to represent the interests of

small business and to make other agencies of government aware

of the impact of their activities upon small business, and this

Division provides such a vehicle.

5. Other items in the legislation are also needed, those

having reference to the financial community in particular. The

reports required of the FDIC and other agencies by size of

business will give us a clearer picture of capital distribution.

This practice will make it possible to monitor what is actually

happening to small business as it seeks to obtain credit.

Monetary policy should be more efficacious with the Fed repre-

sented on the Small Business Economic Council.

In recent years, we have learned how to use Fiscal Policy

and Monetary Policy to influence the movement of the National

Economy. But we have almost been counting on Invisible Hands

of the Adam Smith type to convey these Macroeconomic policies

down to all Microeconomic levels. Here is where we have a gap

in Full Employment Policy: we have not had an adequate National
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Small Business Policy. This new legislation will help us to

develop the proper small business policy on a continuing

basis and so better enable us to strive for full employment.

It is a vital first step in that direction.
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Senator HUMPHREY. Mr. Hugh B. O'Malley?

STATEMENT OF HUGH B. O'MALLEY, GENERAL COUNSEL, SMALL
BUSINESS SERVICE BUREAU

Mr. O'MALLEY. Good morning, Senator, it is a pleasure to be here,Mr. Chairman, and Senator McClure.
The first thing I would like to say is that I do think it is very sig-nificant to observe what we have here today which you referred to inyour opening remarks-namely, the first situation in which the JointEconomic Committee and the Small Business Committee has set as ajoint committee.
After hearing some of the remarks today, I hope that the next jointcommittee we have is the Small Business Committee sitting with theAppropriations Committee. I think that would help alleviate someof our problems.
I would also like to point out in an offhand way, one immediaterecommendation that I have for amending title V, section 502 of theact. Under this provision, on page 10, in section 502, it states section5314 of title V, United States Code is amended by striking paragraph14. In the version of the United States Code that I looked at, section14, paragraph 14, is the-Deputy Administrator of Veterans Affairs.I think he might be a little bit alarmed if suddenly he found out thathis position had been eliminated by striking paragraph 14 where heis included. I think it should be paragraph 13, at least from the ver-sion of the United States Code that I saw.
Senator HUMPHREY. You better check that out.We make more than our fair share of technical errors. At the endof the day when we pass the legislation, we generally salvage the sit-uation by permitting the clerk to make those corrections that arenecessary.
Mr. O'MALLEY. But, I would like to in a more serious vain pointout that you made the remarks earlier, Senator Humphrey, that inmany respects the Small Business Administration has been treatedas an orphan. I think this is very true from what I have seen.I do not necessarily fault the SBA for that. I just think that theyare limited in terms of what their statutory role is and in terms of theappropriations that are made available to them. However, if the SBAis an orphan, what is the small business person?
One of the major problems that I see for the small business personis that his voice is not heard in a realistic fashion. It is perhaps heardbefore the Congress, but before the bureaucrats who probably havemore of an influence on the small business person than the Congressmay have by his voice, still it is not being heard and easily not beingcarried out by many of the Government agencies that are beingestablished.
I look upon the act that we have before us today as a beginning ora first step toward creating more sensitivity, both within the Congressand within the executive department as to what the needs of the smallbusiness person are.
I think that one of the more significant aspects of the act, as ourorganizations sees it as the creation of the Division of Advocacy andEconomic Research and Analysis. Because we often heard figures
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bandied about about what a contribution a small business community
has made to the economy, and while we all know that that is true,

oftentimes too often that its more of a gut knowledge or feeling than
anything else.

As a matter of fact, I have heard the figure that there are 13 mil-

lion small businesses within the United States. It is my understand-
ing that 10 million of those are individuals who file schedule C's on

their IRS returns. Now many of them may be substantially and pri-

marily engaged in the conduct of a small business. But my wife was

a school teacher and in addition to being that she did some artwork on

the side which required her to file a schedule C, and she is classified
as a small business person. That probably made up 3 percent of her

income for the year.
I think this is a serious problem. First of all we have to know who

the small business person is before we can truly know what his needs

are. By allowing the creation of data and research we will be able to

achieve this goal.
In addition, I am glad to see the advocate's role being strengthened.

The advocate should be appearing regularly before regulatory boards,

before Congress to make the needs of the small business known.
He should also, as you pointed out, perhaps being appearing regu-

larly before the Federal Reserve Board, because surely the banks in

this country have a substantial impact upon the capital needs of small

business. From my information, from my observation, the banks are

not sensitive to that. Perhaps one of the reasons why the banks are
not sensitive to it is because the Federal Reserve Board has fostered

policies which do not take into consideration the small business person.
But along with the role of the advocate being strengthened, I think

we are going to have more clout for the small business person vhich

is very needed.
I would also support the creation of a small business investment

policy because, as I mentioned earlier, the small businessman is not

getting the capital le needs when he needs it. This would go, I think,

a long way toward making the Federal Reserve Board and the banks

of the United States more sensitive to his capital needs.
I am also happly to see that this act would require the President

to submit goals concerning the small business investment policy and
I believe an annual report which would report on how much capital

was being made available and to establish further goals as to how

capital needs of small business could be met.
The Small Business Economic Council is a very laudible idea. It

will give the small business community a channel to the Cabinet which
it does not presently have.

But, I would like to close out by saying this: I think that this act

is simply a good first step. It is a beginning. It does not go far enough.

Professor Doyle's report points out-31/2 percent of the labor force
in the United States is in agriculture. We have a Department of Ag-

riculture. We have a Secretary of Agriculture. I think what we need
in the longrun is a Department of Small Business and we need a per-

son actually with Cabinet rank and status as the administrator of

that Cabinet department. I think only then is the Federal Govern-
ment going to be sensitized sufficiently to the needs and problems of

the small business person so that those needs will be met.
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Thank you, Senator.
Senator HU3iPHREY. I thank you very much, Mr. O'Malley, for your

very constructive suggestions.
[The prepared statement of Mr. O'Malley follows:]
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It is a pleasure to appear this morning before this joint

hearing of the Subcommittee on Economic Growth and Stabilization

of the Joint Economic Committee and the Subcommittee on Govern-

ment Legislation and Small Business Advocacy of the Senate Select

Committee on Small Business. I am representing Small Business

Service Bureau and Northeast Business Group, two organizations

with more than twenty thousand small business members in the New

England states and New York.

Small Business Service Bureau and Northeast Business Group

wish to express their support for the Small Business Investment

Policy and Advocacy Reorganization Act of 1977. This legislation

is a first step toward increasing awareness and sensitivity in the

executive and legislative branches of the federal government of the

significant and unique problems confronting the American small

business community.

I could list for you a number of statistics demonstrating the

contribution of small businesses to our economy. I could call upon

you to consider the historical role of small business in the develop-

ment of our national system of free enterprise. I could cite to you

studies demonstrating the American public's faith in the honesty and

integrity of the small business person. But I won't.

The reason I won't is that these well-used statistics are in-

dicative of one of the most pressing problems facing those who are

concerned about the survival of the small business community. That

problem is one of a very real shortage of data delineating
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what the small business community is, what its role in the nation's

economy is, and in what manner government can best serve small

business.

The Small Business Investment Policy and Advocacy Reorganization

Act of 1977 will provide the Small Business Administration with both

the mandate and the tools to provide the executive and legislative

branches with the information required to comprehend and be sensitive

to small business problems such as the acquisition of venture and

equity capital, unequal taxation, the impact of federal regulations

and legislation and unfair methods of competition practiced by larger

firms.

In addition to fostering the compilation of accurate and timely

data on the nature and needs of small business, this legislation will

substantially increase the impact of the Small Business Administration

within the policymaking function of the executive branch. Further-

more, by requiring cooperation with the Small Business Administration

on the part of federal agencies, by elevating the Small Business

Administration Administrator to an Executive Level I position, bya

creating the Small Business Economic Council and by requiring the

President to formulate a plan consistent with the Small Business

Investment Policy established by this legislation, the small business

community will begin to have an influence on federal policies

affecting its continued existence. Such an influence does not

currently exist in a meaningful way.

It would be hoped that this legislation is only a beginning.

In the future, we would expect to see the creation of a Depart-

ment of Small Business and the upgrading of the Administrator to

Secretary.

98-762 0 - 78 - 13
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Only in this way will the needs of small business receive

sufficient recognition to allow for the enactment and implemen-

tation of responsive government policies.
0
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Senator Hu-NPiHREY. Dr. Richard Lesher, president, Chamber of

Commerce.
Dr. Lesher?

STATEMENT OF DR. RICHARD L. LESHER, PRESIDENT, CHAMBER

OF COMMERCE OF THE UNITED STATES

Dr. LEsnmR. Thank you very much and good morning.
I am Dick Lesher, president of the U.S. Chamber of Commerce.

W7ith me is Duane Pearsall, who is president of the Statitrol Division

of Emerson Electric Co. of Lakewood, Colo. He is also a member of

the Council of Small Business of the National Chamber.
The National Chamber is a business federation of more than 64,000

business films, over 2,500 State and local chambers of commerce, more

than 1,100 trade and professional associations and more than 30

American chambers of commerce abroad.
It is important for the members of these two subcommittees to know

that most business members of the National Chamber are small. Re-

cent analyses show that more than 83 percent of our business members

employ fewer than 100 persons. Almost 72 percent employ fewer than

50 persons and almost half of all our members, 46 percent, employ

20 or less people.
In short, the National Chamber does reflect the broad spectrum of

American business, and most American business is indeed small.

We are very pleased to participate in this hearing process and we

have, as other witnesses have done, prepared a, longer statement for

the record. I would just like to summarize some of the key points.

Investment is the core of national well-being, for only investment

can create new jobs, new products, and new technology to keep us

competitive as individual companies and as a Nation. Clearly there is

a special need for attention to investment needs of small business since

small business capital must be generated internally rather than

through the issuance of securities. The ability to retain capital is

crucial for small business.
We comment on the important role of small business in our society

and in our economy. Small business is the essence of freedom for the

individual who wants to be his own boss. It is the essence of freedom

of choice for the consumer who wants a wide range of products and

services from which to choose. It is the most likely outlet for the in-

dividual who has a new idea for a product or a service. It is a means

of supplementing income for millions who hold regular jobs and can

operate a production or service business on a part-time basis. Small

business is the lifeblood of America.
We described several major problems of small business which are ap-

propriate for discussion at this hearing. They include problems of fi-

nancing and raising capital, problems of Government regulations and

paperwork. Small businesses all too frequently lack effective manage-

ment and venture capital. Having inadequate capital, then tend to

rely excessively on credit. The entire business community today oper-

ates on an increasing debt-to-equity ratio and this is especially true for

smaller firms with the effect of making them more vulnerable to mar-

ket reverses. Add to this general problem the fact that small firms must
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generate most of their capital internally, which means they depend on
retained earnings.

Excessive Government regulations which add to the cost and exces-
sive taxation which drains earnings combine to produce an unintended
but effective de facto Federal policy of restricting the growth of small
business.

This same combination debilitates the entire business system, let me
add, but its most pernicious effects fall upon those least able to fight
back or to withstand adversity: Our smaller companies.

Regulation is a vital and appropriate function of Government, but
it does not come free. The costs, ultimately borne by consumers, must
be weighed against the benefits which consumers receive from regula-
tion.

Polls consistently show Federal regulation at the top of small busi-
ness problem lists. These companies lack the expertise to keep track of
Government demands. Hiring the extra staff or professional advisors
to keep them in compliance balloons their costs, but that is 'the easier
part. The actual costs of compliance, in capital expenditures and
operations, may convert a thriving company into a marginal op-
eration. SurViving all this, the company may encounter conflicting re-
quirements of two or more Federal agencies. In complying with one
agency they may violate the rules of another. Processes similar to those
urged successfully by Senator McIntyre in regard to paperwork would
be effective in dealing with some of the problems of regulation.

Paperwork has a smothering effect on small business. We commend
Senator McIntyre and Members of the Senate for adopting a rule un-
der which each new proposal which involves reporting requirements
be accompanied by an estimate of the potential paperwork impact.

Members from small companies tell us they are snowed under by
forms and questionnaires. They have difficulty completing the forms
they must execute. They have difficulty affording a staff to do the work.
They live in fear that they may not be filing some required report.
They question whether the detail or frequency of the reports is justi-
fied, and they question whether the information they supply is actually
used.

The National Chamber has had a long-standing interest in reducing
the burdens of Federal paperwork. We provided the Commission on
Federal Paperwork a substantial body of data about the special prob-
lems small businesses face in complying with information requests.

Recently, at the request of President Carter, the Chamber presented
18 recommendations for reducing paperwork burdens. A copy of that
report to the President is attached to the prepared testimony.

Mr. Chairman, we can only applaud the objectives enumerated in
the preamble of this bill. The American small business owner is be-
coming an endangered species. I strongly believe that he is entitled to
at least as much consideration from his Government as is the snail
darter.

We have, however, some strong reservations about title I of this bill,
specifically the strengthened information-gathering powers contem-
plated for SBA. We find the same fault with title VI. It is essential to
understand that Federal paperwork is already one of the biggest
problems faced by small business operators. Therefore we wonder:
Will this become a solution or merely a part of a bigger problem.
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Wllat is the justification for gathering additional information?
What safeguards will be taken to protect the business operator's pri-
vacy? What is being done to prevent duplication of the efforts of other
information-gathering agencies?

We must have good answers for all of these questions before we can
support this proposal as it now stands.

Similarly we fail to see the need for the investment incentives pro-
posed in title II. Small business does not need incentives. The market
system provides all of the incentives necessary if it is allowed to oper-

ate. That, Mr. Chairman, is the real problem. What the small business
owner needs is not more incentives but rather fewer disincentives. Re-

duce the paperwork load. Reduce the stifling over-regulation. Cut
taxes. In short-get the Government off his back.

Title III and IV are essentially designed to implement the policy
proposed in title II. Since we consider title II somewhat unneeded, we
obviously cannot support titles III and IV. There are better ways to

meet these worthy objectives than those proposed here.
I do not want to close on a negative note. We sincerely applaud

your interests in the problems of small businessmen and women. They
certainly deserve sympathy, understanding, and consideration. They
are today an important forgotten majority, one which is very crucial
to the economy and to our way of life. But I implore you to keep in

mind that the Government, itself, is the source of many of the small
business owners most vexing problems. Too often the Government's
efforts to help have been like those of the friendly elephant-he acci-
dentally stepped on the quail and feels guilty. He decided to help her
out by sitting on eggs to keep them wavarm.

Mr. Chairman, the best thing the Government can do for the small
business owner is to be careful not to step on him.

Senator HUMiPHiREY. Thank you.
I believe we have the Small Businessman of the Year with us here.

too. We welcome you, Mr. Pearsall.

STATEMENT OF DUANE D. PEARSALL, PRESIDENT, STATITROL
DIVISION, EMERSON ELECTRIC CO.

Mr. PEARSALL. Thank you, Senator, it is my privilege to be here.
My name is Duane Pearsall and I am president of the Statitrol

Division of Emerson Electric Co.
I want to very quickly identify that Statitrol did not receive the

award of small business as being part of the Emerson Electric Co.

We, were quite a small business and only as of March did we become
a division of Emerson.

Rather than read the report which is part of the record, I would
like to only summarize that my purpose in being here is simply to

testify to the fact that our company by coincidence reflects a charac-
teristic in our economic system that identifies a circumstance where
small business or the intermediate business sector is being eroded from
our whole business structure.

Our company started out making smoke alarms-home smoke
alarms. We were the first to introduce a low-cost unit. We were suc-

cessful in encouraging code agencies to require home smoke alarms
and we demonstrated the life safety characteristics of such a device.
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Today there are probably 50 manufacturers of similar devices, most
of them major corporations in the United States. Our other inclepend-
ent competitors were gradually acquired by larger businesses and wefound ourselves very visible as a small company with a unique product
in an explosive market.

As a result we had to elect what alternatives we had to stay inbusiness. We had previously gone through the SBA programs of loans
and I share your concern for paperwork involved in getting an SBA
loan, Senator, and was disturbed to learn that vour credit rating was
as bad back in your State. Mine wvas bad. too. but with good justifica-
tion. [Laughter.]

I would lhave to say that the paperwork involved in getting a loanthrough SEA was horrendous. I think they call them 502 loans-and
ended up with five mortglages, one of which we held ourselves, if you
can imagine such a complicated structure. But it was effective; itwvorked. It was expensive and a lot of paperwork. Subsequently wewent into a 90 percent SBA guaranteed loan which is a more simpli-
fied forim. This was some 3 years ago and the paperwork was about 6or 8 inches deep at the final closing. That is being reduced and I coin-
mend Senator McIntyre for his efforts in paperwork reduction.

We reached a crossroads, as I started to say. on where we should
go in order to stay in business. We were what you might term a me-dium or intermediate size company growing out of a small business
category. Normally such a company would have access to public fundsin the public market, but because of the impediments created through
the ERISA program, not the type that have been discussed today interms of paperwvork, but because of the prudent man rule, investors
are not allowed-those controlling pension funds-to invest in smallbusinesses, as such a decision would not be a newly defined, prudent
decision. As a result, the public market, for the ERISN reason, andalso because of SEC 144 rules and similar reguilations, is not available
to intermediate growilnfg businesses today. I think the statistics areclear in the STEA task force report, which is already submitted as amatter of record. In 1972 there were some 418 businesses that went
public which acquire(l capital just under $1 billion-3 years later therewere only 4 businesses that were able to go public acquiring capital
under $16 million. Not a reduction but a precipitous (dropoff in theavailability of public funds to intermediate growing businesses.

Senator HUArPmURnEY. What was the time span ?
Mr. PEARSSALL. In 1972 there were 418 blisinesses and in 1975 there

were 4. Part of that is the obvious recession; but a big part of it wasthe 1974 ERISA legislation which had the unintended effect of creat-ing a major impediment to pension fund in\vesting in small businesseither in the market or independently.
So our alternatives were perhaps to start an ESOT program or anESOP. That, historically, is called a low-multiple bailout method. Itis nothing new. It has been touted recently but it really is not new. Be-

cause Our major stockholder was an S3IC, it was not a reasonable
alternative. It would not produce the multiple on earnings necessary
to relieve a major stockholder.

We looked at leveraged assets as a means of increasing debt to a]-low us to build machinery, to automate production to meet this ma-
jor competition. This was not possible because we are fundamentally
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a labor-intensive company. So the remaining alternative which was

the one we chose, was to become acquired by a big business, and our

choice was then, which big business. We are very pleased with Emer-

son Electric. I do not want to reflect any negatives. Thev-Emerson-
probably saved us from going bankrupt-not vet, but we would have

progressively. The competition in smoke alarm s today is fierce. It is

almost going the way of the hand-hecl calculator. So we are a typical

example of a technically oriented, growlth-oriented, intermediate size

business that had no alternative but to become part of big business,
and we are proud of it at this point. But I look back at some of the

statistics of the SBA task force which I was privileged to participate
in last year. Through the SBA staff we learned that in the 20 years,

from 1956 to 1975, the total invested capital in business in the United

States went from 1.3-in businesses under .50 million-times the invest-

ment in businesses over 50 million to the reverse in 1975-31 times the

capital, invested capital, is now in big business as opposed to small
business.

This is not a criticism of big business, but it does demonstrate that

because of the unintended effects of legislation we are institutionalizing
our larger businesses by a natural effect of legislation.

Now, I agree wholewheartedly with Dr. Lesher. W1That my main con-

cern is and I want to emphasize. I am a member of the Council of

Small Business of the U.S. Chamber. That is an organization which

has been in place just 1 year. It is made up of about 70 small business-

men that are turned-on small business people that are reacting to some

of the bad effects of legislation up to now. The Chamber has responded

beautifully. We are tickled to death to be part of the U.S. Chamber in

making the united effort to correct some of these impediments.
My position is that this legislation looks good to me, it really does,

because it improves the visibility of small business in the Congress, it

establishes some clear objectives. I am not experienced in reviewing
legislation, and I have learned to respect the Chamber's analysis and

their depth of study of legislation and its long-range philosophical

effects and tangibly predictable effects.
What I am concerned about is that this legislation may still have

some unintended effects that could create problems to small business. I

cannot see them. but I lean to the experience-of the Chamber-and
I just add a word of caution that I would hope that this legislation,
for the benefit of small business, is carefully reviewed before it is
released.

I would like to add for the benefit of any later questions, my experi-

ence relates to serving on the SBA task force last year. I have been

cited by OSHA twice for some of the circumstances that Mr.

McDonough mentioned this morning-a disgruntled employee, been

fined once for $459. We have been plagued by ERISA legislation and

not only from just the paperwork. Let me give you some figures-in a

company of-last year-650 employees, it cost us $13,000 to administer

the paperwork of ERISA. I instructed our chief accountant to keep a

separate record. Now the company absorbed that $13.000 last year, but

normally a plan is structured so that those costs are deducted from the

emplover's contribution to the plan. That would mean that. those 650

employees of which about 400 were participants in the plan would have

paid $13,000 for the administration of ERISA which did not improve



196

the employees' benefits. It impeded the employees' benefits, and I can
cite two or three circumstances of that. In addition, of course they pay
their taxes to support the Agency.

So with that background I just -want to emphasize that it is a real
pleasure and a privilege to appear. Sir, may I add that your opening
remarks gave me a little thrill this morning. I appreciate those.

Senator HUIPHREFY. Thank you very much.
[The prepared statement of Dr. Lesher and -Mr. Pearsall follow:]
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Mr. Chairman, my name is Richard L. Lesher. I am President of the

Chamber of Commerce of the United States.

With me is Duane D. Pearsall, President of the Statitrol Division,

Emerson Electric Company, of Lakewood, Colorado, and a member of The Council

of Small Business of the National Chamber.

The National Chamber is a business federation of more than 64,000

business firms, over 2,500 state and local chambers of commerce, more than

1,100 trade and professional associations and more than 30 American Chambers

of Commerce abroad.

It is important for the members of these two subcommittees to know

that most business members of the National Chamber are small. Recent analyses

show that more than 83 percent of our business members employ fewer than 100

persons. Almost 72 percent of these firms employ fewer than 50 persons and

almost half of all our member companies--46 percent--employ fewer than 20 persons.

In short, the National Chamber membership reflects the broad spectrum

of American business, and most business is small.

We are pleased to be invited to offer testimony on the role and status

of small business in general and on the bill before you in particular.
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We applaud the emphasis given investment in this hearing.

Investment is at the core of national well-being, for only investment

can create new jobs, new products and new technology to keep us

competitive--as individual companies and as a Nation. Clearly there is a

special need for attention to investment needs of small business, since so

much of small business capital must be generated internally, rather than

through issuance of securities. The ability to retain capital is crucial

for small business.

We applaud the further exploration of the role of small business in

the economy. One of the great needs of this exploration is more data, for

we now have available extensive information about the relatively few large

companies at the top of the size pyramid, but little reliable information

on the operations of the vast majority of our companies.

We particularly applaud the emphasis on the small business problems

created by government itself. Our smaller members tell us that they consider

government to be their number one problem, for reasons which include

regulation and paperwork imposed on them by government. The public sector

is the most rapidly-growing segment of the economy, and that sector now takes

more than 40 percent of national income. Privately employed individuals and

companies compete for a diminishing share of the total. As a consequence,

the business system does not show the vigor and the ability to provide jobs

to the extent we would like; the resulting squeeze hurts the small and the

weak most severely.

We are pleased that through Mr. Pearsall we can illustrate the

problems of finance and investment in small companies. Such companies

offer very special possibilities for future national economic growth, and

we should be sensitive to those possibilities and to ways that hearings

such as this can allow the companies involved and the Nation to benefit

from easing some of the special conditions they must face.

We will comment briefly on all these general points and then on

the content of the bill itself.
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The Role of Small Business in the Economy

Small business has as great a social role as an economic role.
Small business is the essence of freedom for the individual who wants to be
his or her own boss. It is the essence of freedom of choice for the consumer
who wants a wide range of products and services from which to choose. It is
the most likely outlet for the individual who has a new idea for product or
service. It is a means of supplementing income for millions who hold regular
jobs and can operate a production or service business on a part-time basis.

Small business is the life-blood of America.

Small business, like medium and large business, is important to our
society and to economic growth, not because of the size characteristic, but
because of the different economic functions performed in each instance. Some
enterprises are small because of the nature of the business. It is important,
for example, that most service businesses remain small so that they can be
close to their customers and know exactly what they want.

Some businesses are small just because they are new, and we can all
cite the Xeroxes or Polaroids or other firms which started small and became
larger. Most businesses do not grow that much, but new companies tend to grow
more rapidly than mature companies. They also tend to have higher mortality
rates than mature companies have.

Some companies are small because of limited market, and others because
of the development of new technology. For example, the rapid growth of
mini-computers has stimulated new firms in the production side of the business.
The technology has made other small firms more efficient and able to operate
viably with relatively limited markets.

Financing Problems of Small Business

Small businesses all too frequently lack effective management and
venture capital. Having inadequate capital, they tend to rely excessively on
credit. The entire business community today operates on an increasing
debt-to-equity ratio, and this is especially true for smaller firms, with the
effect of making them more vulnerable to market reverses.
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Add to this general problem the fact that small firms must generate

most of their capital internally, which means they depend on retained earnings.

Excessive government regulations which add to cost and excessive taxation

which drains earnings, combine to produce an unintended, but effective, de facto

federal policy of restricting the growth of small business.

This same combination debilitates the entire business system, let

me add, but its most pernicious effects fall upon those least able to fight

back or to withstand adversity: our smaller companies.

Regulatory Burdens of Small Business

Polls consistently show federal regulation at the top of small business

problem lists. These companies lack the expertise to keep track of government

demands. Hiring the extra staffs or professional advisors to keep them in

compliance balloons their costs, but that is the easier part. Actual costs of

compliance--in capital expenditures and operations--may convert a thriving

company into a marginal operation. Surviving all this, the company may encounter

conflicting requirements of twoor more, federal agencies. In complying with

one agency, the company violates rules of another.

What is the answer? A government that recognizes that its mandates

for new procedures and equipment generate important costs. The Congress and

the Administration must develop such a recognition as they write and administer

laws. One way is to develop detailed impact studies of the economic consequences

of each proposed regulatory program.

Regulation is a vital and appropriate function of government, but

it does not come free. The costs, ultimately borne by consumers, must be

weighed against the benefits which consumers receive from regulation.

Paperwork Burdens of Small Business

Federal paperwork ranks high on the list of problems our members

report to us. The product of regulation and of information gathering,

federal paperwork requirements appear to be another well-intentioned effort

gone out of control.

Members from small companies tell us they are snowed under by forms

and questionnaires. They have difficulty completing the forms they must
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execute; they have difficulty affording the staff to do the work; they live

in fear that they may not be filing some required report; they question

whether the detail or frequency of reports is justified; and they question

whether the information they supply is actually used.

The National Chamber has had a long-standing interest in reducing

the burdens of federal paperwork. We provided the Commission on Federal

Paperwork a substantial body of data about the special problems small businesses

face in complying with information requests.

Recently, at the request of President Carter, the Chamber presented

18 recommendations for reducing paperwork burdens. One recommendation was

that the House of Representatives require that any bill involving reporting

requirements be accompanied by a comprehensive estimate of the potential

paperwork impact.

We patterned that recommendation after the rule already adopted

by the Senate at the urging of Senator McIntyre, and we commend the Senator

for initiating and securing adoption of this rule. It is an example of

organizational and management changes necessary to achieve real progress in

reducing federal paperwork. I will not dwell further on the subject here,

but a copy of our report to the President is attached as an appendix to this

testimony.

Comments on The Small Business Investment Policy and Advocacy Reorganization
Act of 1977 (S.1726)

This legislation attempts to strengthen the Small Business

Administration and the voice of small business within the Executive Branch

of the federal government by several means.

Title I of the Act would amend the current law in regard to

executive staffing of the Small Business Administration and would transform

the existing Office of Advocacy to an Advocacy and Economic Research and

Analysis Division.

The new Division would have responsibility for collecting data

about small and medium-sized business and advocating the small business

position before the Congress and the Executive Branch. The effective operation

of this Division would provide a stronger voice for small business.
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Section 103 of this title adds medium-size business to the data

collection responsibility of SBA, calls for setting up a data base and analyzing

proposed legislation to minimize potential harmful impact on small business.

The need for more data has been well established. There are

cautions, however. Several of the analyses required in this Section will be

difficult to use without comparisons with larger units of business. The

criteria for defining "small" in terms of data base have not been developed,

and this lack will restrict the ability of the Division to establish a data

base for small business. Further, testimony in earlier hearings indicates

that there is a common practice of setting up data series within Departments

and Agencies to meet the objectives of those agencies, without making the data

systems compatible. The new data system should be designed to avoid this

shortcoming.

Title II of the Act would establish a policy that "all reasonable

means" shall be used "to establish private sector incentives that will help

assure that adequate capital at reasonable cost is available to all business."

The clear implication is that the private sector needs cajoling or

assisting to provide for small business debt and equity capital needs.

We suggest, as we mentioned earlier in the testimony, that federal

government actions are a chief cause of the shortage of capital. Some federal

actions have specific anti-investment effects. For example:

--government-imposed standards and regulations raise costs

to business in general and small business in particular,

thereby making business less profitable and less attractive

as investments;

--some government regulations, such as ERISA pension fund investment

guidelines, indirectly dry up sources of investment for any

but the largest, most profitable and stable companies.

--persistent federal deficits keep government borrowings high,

directly competing with private businesses for the savings of

American citizens; and

--inflationary effects of federal policies erode the value of

the surtax exemption, to the detriment of smaller corporations,
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while driving the owners of unincorporated businesses into

higher tax brackets.

We suggest that a Small Business Investment Policy requires that
concern for small business be made part of federal policy processes; that the
Congress establish an evaluation system that could identify potential adverse
effects on small business before laws such as ERISA are passed; that the

Executive Office of the President needs to sensitize each Executive agency
and department with a concern for small business.

For instance, an amendment to The Employment Act of 1946 showing
concern for small business might be a more powerful weapon than a policy

statement in the Small Business Act. Executive Orders from the White House
could go a long way toward the goal of improving the treatment of small

business in federal departments and agencies.

Further, it is not at all clear from the language of Section 201(f)
what would be involved in "establishing private sector incentives that will
help assure that adequate capital at reasonable cost is available to small

business." Who will decide, and under what circumstances, what is "adequate"
capital and "reasonable" cost? What factors, if any, would be taken into
account that are not currently considered by the SBA or by the managements of
Small Business Investment Companies?

Title III would require an annual Small Business Investment Policy
report. Subsections (1) through (3) of Section 401(g) call for reporting

volume of investment capital now used by small business, prospects for the
future and an evaluation of federal policy as it applies to cost and
availability. These subsections would provide market information helpful to
all participants in the economy and are unobjectionable. Subsection (4),
calling for a biennial plan recommending proposals and priorities for carrying
out the Small Business Investment Policy in Section 201(f), is objectionable.

Title IV would establish a Small Business Economic Council. Such
a Council might elevate the visibility of small business by altering the form
of government policymaking, but it is not at all clear that such a change
would improve the substance of policymaking on behalf of small business.
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Changes of a more basic nature, including suggestions made earlier in this

testimony, will be necessary.

Title V of the Act would elevate the Administrator of the Small

Business Administration to Executive Level 1, equivalent to Cabinet rank.

This elevation and the inclusion of medium-size business among SBA

responsibilities in earlier titles, raise questions of the relationship of

SBA and the Department of Commerce. Is the latter to serve only large

businesses? Does not this proposal set up a divided constituency and service

system for the business community?

The needs of small business must be represented more consistently

and more broadly in economic policy deliberations throughout the federal

government. As in other sections of the Act, provisions of this Title need

to be clarified to avoid still more unintended effects and inadvertent conflicts.

Title VI amends the Federal Deposit Insurance Act to require

collection and publication of certain data regarding loans to business. As an

effort to expand the data base for considering the problems of small business,

the intent of this title can be applauded--but cautions are in order.

"Credit information" has many dimensions besides those of dollar

assets and dollar sales of borrowers which the title calls for. To make an

evaluation of the title possible, additional information is needed. For

example, what other kinds of credit information are expected to be combined

with the data secured under this title? What uses will be made of the

information, and by whom? And finally, since this requirement is another

paperwork proposal, should it not receive the rigorous cost-benefit analysis

suggested earlier for federal reporting requirements?

Mr. Chairman, these have been comments of the National Chamber on

the investment needs of small business in general and on the contents of

The Small Business Investment Policy and Advocacy Reorganization Act of 1977.

Now Mr. Pearsall will relate his own company experience.

Financing and Capital Formation Experience of a Small Manufacturer

My name is Duane D. Pearsall. I am President of the Statitrol

Division, Emerson Electric Company, Lakewood, Colorado, and a member of

98-762 0 - 78 - 14
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The Council of Small Business of the Chamber of Commerce of the United States.

Until the merger of the company with Emerson Electric in March of this year,

Statitrol was an independent manufacturer of home smoke alarms and commercial

smoke detectors. We were a small business, now thirteen years old, and

because of our success, I was named by the Small Business Administration as

Small Business Person of the Year for 1976. During the past year I have served

on the Task Force on Venture and Equity Capital of the Small Business

Administration, and in that capacity I recently presented remarks similar to

my report today before the Committee on Small Business of the House of

Representatives.

Much of my report consists of a description of the development of

our company, which typifies a national problem resulting in the erosion of

the numbers of intermediate-sized businesses in the United States.

Our company was formed in 1963 to manufacture a static control

device intended to reduce electrostatic charges in photographic dark rooms.

Using a homemade instrument to measure concentration of free ions, we

accidentally discovered its sensitivity to smoke. This subsequently led to

our development of a commercial ionization smoke detector. After three years

of hand-to-mouth financing of the development of a technical product, always

on the verge of bankruptcy, we convinced a small business investment company

(SBIC), in 1966, to invest $250,000 in a seven-year term, 8 percent note with

warrants to purchase options on 49 percent of our outstanding stock. I would

remind the Committee that in 1966, an interest rate of 8 percent was

considered exorbitant. Because of their sound financial advice and assistance,

our relationships with the SBIC, Central Investment Corporation of Denver,

have been excellent. It proved to be a wise investment for both parties.

Three years later in 1969, with a gradually growing sales volume,

we were able to build our first plant for $92,000, with the help of a

40 percent SBA direct loan. These special SBA funds involved an extremely

complicated procedure which required that we hire an attorney at a cost of

$2,000 to process the paperwork. Under this program, involving a local

development company program, we ended up with five mortgages on our building,

one of which was issued to ourselves. This loan was subsequently replaced

with a 90 percent SBA guarantee loan for a second plant expansion.
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In 1971, we introduced a battery powered home smoke alarm. In 1972,

almost single-handedly, with the help of a consultant, we influenced the

International Conference of Building Officials, a national model building

code organization, to require a home smoke alarm in new construction of

one- and two-family residences and each apartment living unit. Its acceptance

was followed by other model building codes, adopted by municipalities

throughout the United States. In 1976 there will be over eight million such

devices installed in homes with a potential savings in lives measured in the

hundreds.

In late 1975, the first major U.S. corporation introduced a

competitive device on national television. Although our own company has

grown dramatically, our market share today is less than 10 percent. To meet

national competition, it is necessary not only to add research and development

staff and facilities, but also to progressively automate our production.

By mid-1976, two of our major independent competitors, who were

small businesses, became acquisitions of large corporations. We became visible

in the market place as the largest independent smoke alarm manufacturer.

However, we began to experience a rapidly decreasing share of the market.

At this point, it became obvious that we could not generate capital

through internal sources in sufficient quantities to meet national competition.

In reviewing alternatives, our first choice was to become a public corporation.

However, because of the unintended effects of ERISA combined with the effects

of SEC Rule 144 and with the anticipated costs of underwriting, we could not

expect an acceptable stock offering. As further consideration, our major

stockholder would not be able to relieve equity due to the constraints of

Rule 144.

We next considered starting an Employees' Stock Option Trust (ESOT).

But on careful crutiny we found that because it represents a stock sale to

employees, it would not represent a sufficient multiple on earnings to justify

and would injure future possibilities of a sale. Historically, ESOT's have

been valuable as a low-multiple bail-out method for a low growth company.

Again, this alternative was considered unacceptable.
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Other alternatives were reviewed, such as a leveraged asset method,

the purchase of an existing but inactive public company, etc.

The final conclusion, and the only reasonable alternative, was to
seek a merger partner. This resulted in the acquisition of Statitrol by

Emerson Electric Company, St. Louis, Missouri, effective March 16, 1977. We
are very pleased with our new partner and have a renewed confidence to approacf
the market place from a position of strength and with a new perspective.

Our experience demonstrates very clearly that the unintended effects
of legislation, such as ERISA, combined with constraints of SEC, compounded by
the inability to generate capital internally for growth, is forcing the
elimination of most intermediate-sized, successful companies in the United

States. At the same time, these effects contribute to faster growth of major

corporations, tending to institutionalize the large manufacturing sector of
our economy.

Supplemental Remarks

In my talks to over 3,000 small businessmen in the past year, major
concerns of government intrusion involve the burden of government regulations.

ERISA, for example, has created exorbitant costs in maintaining pension or
profit sharing plans. Because of required outside professional help in the
form of legal and accounting services, together with the enormous paperwork
burden necessary to maintain their plans, smaller businesses find it more

practical to cancel. Minimum annual costs to maintain the smallest plan are
estimated at $2,000 to $2,500. Recently insurance firms have started
marketing standard format plans, reducing the cost somewhat, but the net
effect is still prohibitive. Statitrol Corporation, with an average of 650
employees, expended an estimated $13,000 in costs to maintain the simplest,
most liberal form of profit sharing plan possible in 1976. Since most plans

require these costs to be deducted from annual contributions, the burden of
maintenance is on the employee. We find, ironically, that a typical employee
is sacrificing his retirement income in order to comply with government

regulations. In addition, of course, his taxes support the agency.
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Another major concern of small business is the almost insurmountable

problem of product liability. Many small businesses feel they are living on

borrowed time because they are walking in the shadow of a product liability

suit which guarantees, in most cases, absolute disaster.

My final point involves a recommendation for new legislation for the

very small, or "mini" business. Since the definition of small business is

necessarily complicated and encompasses some fair sized companies, there seems

to be a need to identify the really small business, such as under ten employees,

or with gross receipts under $500,000.

Recommendation - new legislation which will allow a precisely defined

"mini" business to be exempt from regulations of independent agencies such as

OSHA, EPA, ERISA, etc. Such a bill might well restore confidence among several

small business owners.

It has been a privilege and an honor to appear before you today.

I hope I can always be considered as a spokesman for small business. As a body,

we have been the victims of unintended effects of legislation. The resultant

negative effects, together with the increasing burden of government paperwork,

have undermined the very foundation of our small business sector and, in so

doing, has already seriously eroded the foundation of our free enterprise

system.

Thank you very much.

Mr. Chairman, Mr. Pearsall and I appreciate this opportunity to

explore the important issues of Small Business Investment Policy with you.

We will be glad to respond to your questions and we assure you of our willingness

to cooperate in future deliberations on this subject by the two committees.
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CHAMBER OF COMMERCE
OP THE

UNITED STATES OF AMERICA

RICHARD L. LESHER WASHINGTOND C. 20002
202/859-6207

March 25, 1977

The President
The White House
Washington, D. C. 20500

Dear Mr. President:

I am pleased to submit to you the National
Chamber's recommendations for reducing the paperwork
burden created by the Federal Government, in fulfillment
of your request to our chairman. Herbert S. Richey, our
vice chairman, William K. Eastham and me at our meeting
on February 24.

National Chamber representatives have personally
invited thousands of business men and women throughout
the United States -- and, in particular, our small business"p members through our Council of Small Business -- to submit
their suggestions and comments on this problem. Our
recommendations are based on their pleas, as well as on the
continuing work of the National Chamber and the Commission
on Federal Paperwork.

The reduction of superfluous paperwork is closely
related to your other major goals of government
reorganization, regulatory reform and zero-base budgeting.
To a large extent, success in reducing the paperwork burden
will depend on success in these areas as well. The National
Chamber will strongly support your efforts to attain these
highly desirable objectives.

Much has been promised over the years in each of
these problem areas, but little has been accomplished. One
major reason for lack of success, we believe, is that an
ad hoc effort is totally inadequate. Continuous close
monitoring by high level authority is necessary. It is for
that reason that our report concentrates on organizational
and management recommendations.
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We sincerely believe that your vigorous personal
leadership is the key to effective action in each of these
areas.

Many of our members have sent to us and to the
Federal Paperwork Commission specific examples of
burdensome paperwork requirements. Because of the great
volume of these submissions, we have not put them in the
body of the report. We have, however, included a sample
of the more interesting case histories and suggestions in
an appendix.

Sincerely,

Richard L. Lesher
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It will be of little avail to the people that
the Laws are made by men of their own choice if the
Laws be so voluminous that they cannot be read, or
so incoherent that they cannot be understood, if they
be repeated or revised before they are promulgated,
or undergo such incessant changes that no man, who
knows what the law is today, can guess what it will
be like tomorrow.

James Madison
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FOREWORD

There are three compelling reasons to rationalize
and simplify federal procedures.

The first, of course, is to ease the burden of
compliance for the individual citizen -- especially the
small business operator. Obligations of citizenship too
complex to understand, too demanding to fulfill, and too
numerous to enforce must inevitably damage respect for
the law. In time, the government which promulgates them
Till be seen as both fatuous and oppressive.

The second, which has received less attention,
is that as federal regulation grows in extent and complex-
ity, the government finds itself increasingly entangled
in its own red tape. Already, exampleb abound of inter-
agency conflicts. In the absence of decisive executive
leadership such conflits will-proliferate, with a
correspondingly deleterious effect on the delivery of
many services, public and private. The capitalist system
cannot fairly be criticized for failure to provide
needed jobs and resources if that failure is traceable
to government interference with the system.

The third reason -- virtually unnoticed -- is
that government agencies can exercise more effective
control over the private sector than they can over one
another. In a confrontation with a private organization,
the orders of a government agency are backed by the
financial and legal resources of the state. In a
confrontation with another agency, these advantages
cancel out. The larger the public sector grows relative
to the private sector, the less the public sector will
have to act upon. Therefore, an inversely proportional
decrease in public sector efficiency will accompany
increases in the scope of public sector control.
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Recommended Administr-.tive Action

1. The Office of Manaqare-.r and Budget (OPMB)
should be divided into two separate :uboffices: The
Executive Budget Office (EBO,, and the Executive iManage-
ment Office (EMO), each headed by a deputy director of
OMB.

The Executive Budget-: Office would be respon-
sible for preparing the Pres.dent's budant.

The new Executive Wa-iagement Office would
assist the President in applying sound management prin-
ciples to the operations of the departments and agencies.
The EMO would develop c.,st/benefit information on fed-
eral programs as a basis for sslecting priorities; im-
prove interagency and intergovernmental coordination;
develop common standards for regulation, information
collection and definitions; train and motivate agency
executives; and control paperwork by servin as a clear-
inghouse for all new federal reporting requirements
prior to their official promulgation.

2. Departments and agencies should be required
to submit to the EMO and Congress comprehensive es-
timates of the potential -aperwork impact of Adminis-
tration bills providing for mandatory reports.

3. The Administration should require that
reporting and record keeping assessments be published
during the notice and comment period for all new or
revised regulations issued by executive agencies.

4. The clearance function within the ind vi-
dual agencies should be strengthened so that unwarranted
forms can be eliminated before coming to the EMO for
review.

5. The ombudsman function which is now in the
Commission on Federal Paperwork should be transferred
to the proposed Executive Management Office. This ten-
person function responds well to the public, is highly
cost-effective, and is needed on a continuing basis.

6. Federal Government report forms should
follow a standard format which provides essential facts
about the information request, including;

-- A clear statement of the purpose of the
requests

-- A statement as tc whether a response is
mandatory or voluntary;
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-- An identification of the authority for the
request -- Congress, EMO, or an independent
regulatory agency;

-- An explanation of the legal penalty for not
responding to the request.

The standard format should include a readable
print size, and adequate space for filling in the infor-
mation requested.

7. There should be an increased effort to
train the persons responsible for drafting federal ques-
tionnaires in the techniques of reportfo7rm drafting.

8. Information requests should be coordinated
to spread the reporting burden over the year, eliminating
peaks which impose excessive burdens on respondents.

9. Requests from two or more federal agencies
for identical or nearly identical information should be
consolidated in one form so that respondents may report
essential information once instead of many times. Sub-
mitting the same information to more than one agency is
justified only when privacy and confidentiality are pri-
mary considerations.

10. The frequency of recurring reports should
be stretched out to the maximum extent possible to mini-
mize the reporting burden, consistent with the benefits
to business of the information developed.

11. The Executive Management Office should
establish an effective process for assessing the actual
benefits of ongoing reporting programs.
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Recommended Congressional Action

1. The Administration should prepare and
strongly support legislation to require independent
regulatory agencies to submit to the EMO a compre-
hensive estimate of the potential paperwork impact
of bills and rules initiated by such agencies.

2. The Administration should urge House
action to require that any bill involving reporting
requirements be accompani ya comprehensive esti-
mate of the potential paperwork impact. (The Senate
already has such a requirement.)

3. The Administration should support legis-
lation authorizing the transfer from the General
Accounting Office (GAO) to the proposed Executive
Management Office the current GAO responi-bilities
for clearance and review of the information requests
of independent regulatory agencies.

4. The Federal Reports Act of 1942 should be
revised and strengthened to:

-- Involve the business community in the prepa-
ration of information requests so the infor-
Faition needs of the government are met with
the least possible costs;

-- Require pilot testing of report forms with
a representative group of the persons affected
before the reports become mandatory;

-- Allow adequate lag time between the date a
new or revised report form has been announced
and the date on which a response becomes man-
datory, to permit respondents to develop the
required data;

-- Establish an appeals procedure through which
respondents could challenge specific reporting
requirements;

-- Require that agencies make public their reasons
for not accepting suggestions submitted during
the notice and comment period for proposed
reporting requirements;

-- Require that all public use reports, both
exempt and nonexempt, be "logged" in a computer
facility to cross check data elements, thus
minimizing duplication and facilitating
measurement of the total burden on the public.

5. The Federal Government should reimburse ex-
penses incurred responding to mandatory information
requests made to obtain information essential for
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government policy decisions and not for the specific
benefit of the businesses affected. Such federal paper-
work burdens should be financed from the general revenues
instead of constituting a special 'tax" on the respondents.
If the expense of mandatory surveys of business were
funded through the appropriations and budget Processes,
the cost of federal paperwork would be clearly identified
for the information of the Executive Branch and Congress.
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Recommended Joint Action

1. A greater use of sampling techniques should
be required in place of 100 percent canvassing. Excep-
tions should be made only when information about each
and every business firm is clearly essential to achieve
the objective of the survey.

2. Exemptions from most reporting requirements
should be provided for very small businesses. It is
important to include all business firms in basic census
surveys which establish the conditions, problems, and
trends affecting business. However, small businesses --
such as those having ten or fewer employees, or a gross
income of less than $100,000 -- should be relieved of
responsibility for responding to frequently recurring
information requests.
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APPENDIX

THE FEDERAL PAPERWORK BURDEN

The Cost

The best current estimate of the annual cost
of the federal paperwork burden is $40 billion. This
figure was derived from studies and hearings conducted
by the Senate Select Committee on Small Business during
1972 and 1973. About half that amount is what it costs
business to comply to federal Paperwork requests; the
other half is what it costs taxpayers for government to
process it.

Although $40 billion is bad enough, that figure
may be a serious underestimation. Almost certainly, it
does not include costs to employers, employees and
consumers resulting because management time has to be
spent on filing papers instead of improving production,
training people, planning research and development, and
improving marketing and sales.

The Most Burdensome Reports

By an overwhelming margin, small business ranks
federal tax forms as number one on the list of public
nuisances, according to the National Chamber's surveys.

Next in line comes a report for the Occupational
Safety and Health Administration (OSHA 100-03), two reports
for the Labor Department (EBS-1, EEO-1), two for the
Commerce Department (MA 36L, MA 100), one for the Federal
Trade Commission (MG 2), and one for the Interstate Commerce
Commission (ACR-40).

IRS forms also took honors in the "most burdensome"
category: Over 60% of survey respondents cited them as
those "which take the most management time."

Ironically, IRS is the largest single agency
which has escaped supervision or control of its paperwork
demands under the only law that makes any attempt to
moderate such demands, the Federal Reports Act of 1942.

What People Are Saying

The survey also disclosed utter frustration,
rage and a growing revolt against paperwork.

What follows are representative comments from
the Chamber's survey. More could be provided. The
original letters are available, should identification of
the respondents be desired.
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SERVICE COMPANY, MIDWEST:

"Forms which we have had experience with include
the MA-100, MA-175 and an INGOT report -- all from the
Bureau of the Census. We have found that most of the
information requested is a duplicate effort.

"The mountain of paperwork required by the
government from all of the people soon may take on the
proportions substantiating a revolt. We are some of
those who have had enough!"

MANUFACTURING COMPANY, MIDWEST:

"We need relief before we 'itterly' drown
in paperwork."

ACCOUNTANT, SOUTHEAST:

"The client either must pay an accountant to
prepare all of these reports, or spend many hours a
month of non-productive time doing this himself. For
this reason, I have seen many situations where the
businessman decides it is not worth the trouble and
expense to hire employees. The economic consequences
of this decision are that there are fewer jobs.created,
and fewer small businesses succeed and grow.

"Another really sad example is the excess
paperwork caused by the Pension Reform Act of 1974 (ERISA).
The confusion caused by ERISA is resulting in termi-
nation of retirement plans on a wholesale basis,
especially by small companies."

PHARMACEUTICAL FIRM, SOUTHWEST:

"My firm employs fifteen people in the home office.
It is our estimate that if these regulations as proposed
are made final, we would be required to add at least
three additional employees whose primary jobs will be
paperwork.

"Our industry, as I am sure of many other industries,
is already 'up to our eyes' in paperwork. This additional
regulation will be expensive to the entire industry and
very well may deal a death blow to the small businessman
in our industry."

PLASTICS COMPANY, MIDWEST:

. . . In our small $7,000,000 annual sales
company, we were handling over 300 reports each year."

98-762 0 - 78 - 15
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CONSTRUCTION COMPANY, MIDWEST:

"Each agency ice. EPA, HUD, etc, requires the
submission of a written Affirmative Action Program from
the Contractor for approval, prior to award of each
contract. This requirement must be met even though
the Contractor has a current approved Affirmative Action
Program for a project which is in process for the same
agency.

"There is no standardization of the requirements
for these Affirmative Action Programs between the agencies
or even within the same agency between regional offices."

SMALL STEEL COMPANY, SOUTHEAST:

"As operator of a small business, less than
sixty employees, the most unnecessary paperwork burden
to us is that of OSHA. In order to correct a situation
where employees were subjected to unsafe conditions in
a very small percentage of companies, it is totally
wasteful to cause millions of persons to be subjected
to the enactment of this regulation."

CONSTRUCTION FIRM, SOUTHWEST:

. . . The Environmental Protection Agency is
the biggest abuser of excessive paperwork. There
are so many forms and applications to complete before
qualifying for a grant, that many municipalities just
give up. As a result, the EPA complains that they
have monies available and not being used, yet they
make it so difficult to obtain the funds through their
excessive paperwork and applications."

ENGINEERING FIRM, WEST COAST:

" . . . 40% of my time is being utilized for
record keeping for governmental agencies.

"Small businesses faced with the burden of this
paperwork are eliminating programs within their
operation so that the reporting requirements are no
longer necessary."

CANNING COMPANY, SOUTH:

"Especially burdensome is the Census report which
requires long hours of research and is requested at a
time when income taxes, payroll taxes, W-2's, etc. must
be completed.
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"Also our traffic department is overburdened
with reports, plus being confused by the conflicting
interpretations between ICC, DOT, and OSHA."

MANUFACTURING COMPANY, MIDWEST:

"We are a small manufacturing company with 72

employees. Our general office staff totals five
people, including myself.

"As Office Manager, I find myself devoting more

than 50% of my time in filing reports pertaining to OSHA,

ERISA, Census Bureau (MA-100, Pollution Abatement, etc.),
BLS (BLS 790C, BLS 790, DL 1219, etc.), State and
Federal EPA reports, State and Federal EEO reports, etc.
etc. The value of informational reports is questionable
at best.'

STEEL COMPANY, NORTHWEST:

"In 1973, our presentation consisted of 74
pages and was accepted by the Equal Employment Opportunity
Specialist who conducted an 'on-site' review.

"In 1974, a different Specialist refused to
accept our program until we developed two volumes containing
a total of 395 pages. We are required to file two copies

plus retaining one in our files.

"This is a ridiculous waste of expensive man

hours and, as far as we can see, serves no useful purpose."

BANK, NORTHEAST:

they require us to provide an original
and six copies of this report. Now, if some bureaucrat
wants six copies of mostly blank forms, then I feel he

should provide them for his own use. We are always re-
quired to make adjustments in our report and this,
again, means an original and six copies. One year we

had answered some questions with 'none.' These were
questions asking for dollar amounts. The pages were
returned with a request to insert '-0-' instead of 'none.'
Again, same originals and six copies."

ENGINEERING COMPANY, WEST COAST:

. . . Our small business was required to complete
1,342 federal and state forms for the year ended 1975."
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SAVINGS AND LOAN, MIDWEST:

. . .Our business has been saddled with RESPA,
Fair Credit Law, Fair Housing Law, Home Mortgage Disclosure
Act, Truth-in-Lending Law, Equal Credit Opportunity Law,
Consumer Protection Act, and so on.

"The amount of change in internal procedures,
new forms, and reporting to the various Federal Agencies
has become monumental."

HOSPITAL, SOUTH:

"As a result of the more recent requirements
of M.C.E., this 509 bed hospital, with approximately
40% Medicare and Medicaid patients, added four full time
equivalent employees. Now, with P.S.R.O. regulations,
we are forced to add one and a half e.f.t. employees.
The 5.5 e.f.t. employees, 1 of whom are nurses, will
barely be sufficient to keep us in compliance with the
rules and regulations of the mandated additional
activity and associated paperwork.

"This additional paperwork does not and will
not give better care or any care to the patient."

ENGINEERING COMPANY, WEST COAST:

"We are a small engineering, surveying and
planning company with a total staff under 30 persons.
Yet, under the ERISA manifesto, we are obliged to spend
great amounts of time and considerable sums of money
trying to: (a) understand, (b) implement, and (c) afford
our profit sharing plan, now that the government has
decided to punish everybody because some of the large
pension plans have been raided by dishonesty or mis-
management.

"How serious is it, really? We are presently
considering the termination of our profit sharing plan
rather than try to comply with the utter madness of this
Orwellian nightmare!"

MANUFACTURING COMPANY, MIDWEST:

"We recently were requested to supply material
to a prime contractor, the total value of which material
approximated $120.

"To ship this order, we were requested to give
the prime contractor assurance that we had read and
were aware of the contents of 39 government laws, regulations,
or similar, and would comply with them."
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Senator Hu-.NPHREY. There has been a tremendous number of prob-.

lems with ERISA. We know about it. There was a great effort made

here in Congress to try to do something about pension reform because

of some horrendous examples of workers who thought they had pen-

sion rights and found they did not have any at all. We had some out in

my State, for example, at one of our large companies where several

thousand workers were just out in the street with nothing. Now, I

think, we sometimes over-react. This is an area that definitely needs

careful review.
I do not participate in the legislative side of this. This is in other

committees, but whenever the Joint Economic Committee holds hear-

ings, we generally hear about ERISA and believe me we have heard a

lot about OSHA.
In the case of OSHA, I think a good dose of common sense would

help a lot. I thought what was said here early today was very sensible.

Mainly, when an inspector comes in from OSHA and finds problems

that seem evident, seem to violate what is the law and the regulation,

the first thing lie ought to do is note that to the entrepreneur, to the

employer, and say, here we would like to have you correct it.

When I was mayor of my city I was also appointed the chief of

police, and if I could say anything, we did clean up our town. I had a

system. We called it baseball-one warning, two warnings, three warn-

ings-you are out. We gave them two warnings, and once in a while

some people were struck out. They got the message. I think that is a

fair way to do it. I just think it is ridiculous to come on in and force

standards on people all at once trying to make a sudden revision of

long and established patterns overnight and at the same time impose

punishment. The idea is to train, to educate, to persuade, and then if

people do not shape up and the rules and regulations are reasonable,

there is plenty of time for punishment or whatever you wish to call it.

By the way, we are happy with Ray Marshall, the new Secretary of

Labor who seems to understand this and the people he has operating

OSHA.- That is being watched very carefully. Congress is very sensi-

tive to this one, believe me. Because we get enough complaints about

it~and they are universal.
The other thing that I noticed here is the different view, Dr. Lesher,

that you indicate. I am not sure how strong that view is with Mr.

O'Malley in reference to certain features on this bill or with Dr. Doyle.

I know your concern about the report and your concern about more

paperwork. We have had lots of interest about that this morning. But

you went over some of the titles that you found-I think title II you

took some exception to and title VI. For example, you had reservations

about the need to establish private sector incentives that would be part

of the small business economic policy.

Maybe you do not understand what we had in mind here. Small

business incentives might be tax reform, for example, that would help

the small business. Surely the whole subject of estate taxes is a vital

issue to small business. The whole subject of retained earnings as it

relates to taxation is one of the things. What we thought we were

talking about in the small business economic policy section of the bill

was to have the Administration outline policies which they believe

would serve as incentives after you accumulated the information that

indicated any need for certain incentives. All this is tied together with



226

the Small Business Administrator, at Cabinet level, so he is in there
where the decisions are made. I want to say something-I sat on the
Cabinet 4 years. When you are out of that, you are far down and
your voice does not get heard very well.

For example, I happen to think that one of the big mistakes in our
Government today is the huge agency called HEWAT-where you try
to blend together Health, Education, and Welfare, which are, at least
on the Education part, entirely separate from Health and Welfare.
And I think they are all separate. I can assure you that the Defense
Department does not permit itself to be so out maneuvered. You have
the Secretary of the Defense in the Cabinet, but you also have the
Secretary of the Air Force, the Secretary of the Army, and the Secre-
tary of the Navy. They are there in the Cabinet with their Secretary
of Defense. You get to HEW, the Commissioner of Education, well, he
never even gets there. If that fellow gets into the White House, it is
because he is a pushy sort of guy and he is able to work his way in.

I think this is absolutely necessary for the SBA Administrator to be
able to sit with the Chairman of the Council of Economic Advisors
who sits with the Cabinet. The Secretary of the Treasury who sits
with the Cabinet. So that we can have some input as to what is going
on. If you have got a good S13A Administrator, he is going to be able
to tell the same story that many of you are telling here. He has got
to be able to tell it. He has got to be able to relate what the problems
are out there in the community.

Our Department of Commerce is a big department, but I have never
seen this Department of Commerce up to now be a strong advocate for
business, to be honest about it, any kind of business, big or little. To
be frank about it, they do not have the same push in that Cabinet that
Agriculture has or Labor has, to take two other features of our Cabinet
structure. Believe ihe the Secretary of Agriculture is in there fighting
and he may get overruled by OMB as we know, or the Secretary of
Labor is in there fighting. He may get overruled by the President or
somebody else, but they are in there and their voice is heard.

The Department of Commerce I think has had a lot of problems
simply because business was very suspicious of the role in Government
doing anything about business. Corporate business does not need any-
body there or anything like that. They are all over the place. They
run this country. You just take a look at who owns the banks. Who
owns the insurance companies. I mean the power that is there.

I consider my duty as a Senator to represent people who do not
have much representation. I consider my duty to be strong enough to
stand up for the weak. To be articulate enough to stand up, for those
who cannot speak. I do not need to be down here representing IBM.
They are doing a good job. I am all for them. They have got big
plants in my State. They are doing fine. But let me tell you some-
thing-they have got influence. I do not need to represent Chase Man-
hattan. David Rockefeller does a beautiful job. He can get to see more
people in Government than I can get to see.

You know who I have got to represent-old Joe Smalivitch, out
home, Sam Swanson, out home, who never gets a chance to get down
here. I have got to think about them: I have got to represent that fellow
out on the street at Litchfield, Minn., who is running that haberdashery.
I have got to represent a little turkey processing plant out in Willmar
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that never gets down here. That is who I have got to represent. That

is why I am down here.
I do not need to represent Cargill, one of the great companies in my

State. Cargill knows more people in Washington than Humphrey
knows. They have connections all over this place. It is a great company

and I would be the last man to condemn them. I am delighted with

them. Happy they are in Minnesota. These are my friends. I know

them. They need me like they need seven balloons in the air. They do

not need me. I occasionally need them, but they do not need me.

But I will tell you who does need me-some fellow who just never

gets a chance to be heard. Where do you think most of our time goes?

Most of the time in my office, I do not know how my friend, Senator

McClure, is going to respond to this, but I spend most of my time

outside of legislation taking care of individual complaints and re-

quests of independent business, farmers, and others. We are fighting

for them in these Government agencies.
I told a President one time that, as far as I am concerned, there are

only two enemies I knew of policies for which I was concerned which

were visible-one was the Communist Party and the other was the

Office of Management and Budget. [Laughter.1
I said, frankly, the one that seems to be the most effective is OMB.

Because every time I want anything for my State, the people who I

represent, they say, that is not in the President's program. It does not

make any difference whose administration it is. We have got people

down in O0MB who have been there for years. Presidents come and go;

Senators come and go; and they are right there and I think it is sort

of like the plumber's union. Their son follows in right after them.

[Laughter.]
These are some of the problems that a practitioner of politics of our

country sees now.
But the purpose here, and I think we need your advice, Dr. Lesher,

I am not trying to be mean or sarcastic at all. What we are trying to

do is to enact this small business economic policy so that we have a

sense of direction in Government as to what we are going to do to help

small business. The same can be said about the advocacy part. You

have got to have somebody in there who is just going to talk up. The

fact of the matter is as every witness has testified-you all have testi-

fied to it-small business does not get the ear of the responsible officers

of Government. It gets attention here in the Congress, but it is

drowned out somewhere along the line.
Dr. LESHTER. If I could respond to some of that?

Senator HUMIPHiREY. Yes.
Dr. LESHER. First of all, we very much agree on the goals. Second,

I believe perhaps we are using different terminology to say the same

thing. You call them profit incentives for small business, but what you

really described as examples were removal of some of the disincentives.

WAThen you say tax reform is an incentive, we say there are disincentives

in the tax structure. That is basically what we are saying.

Senator HUMPrIIREY. I agree with you on that.

You are back deciding whether the Department is half full or half

em-pty. What I am saying to you is that the Department is half full

and you are saying it is half empty.
Dr. LESIIER. No, we are agreeing that it is more than half full of

Government disincentives, and that is the point we are trying to make.



228

The free market system has all of the incentives that provided the
greatest case history in human history for taking people out of the
caves and out of poverty, the first country in all of history to do this
on a sustained basis.

Senator HUMPHREY. I can argue about the theory of the free market.
I have spent my time in bIusiness, both academically and practically
in business as wvell as a legislator.

Do you really think it is a free market when you can go to the bank
and get your money for less than I can get mine?

Is that a fair deal?
Dr. LESITIER. *What was the question again?
Senator HUMPHREY. illy question is very direct.
Do you think it is a real free market, fair play, open free market,

when you can go to a bank and get your money at lower rates of in-
terest than I can get mine?

Dr. LESTIER. You would have to give me more facts.
Senator HUuPhIREY. No, no, no, no. We both have collateral. We

both have established firins. WVhen the words "prime rate" comes out,
what does that mean? That means the biggest borrowers with the
largest amount of collateral get the lowest rate of interest. I am simply
saying that if you let that rule of the law of the jungle prevail, then
there are not going to be any small people. Because the big ones will
eat you up.

Dr. LESHER. There are basic elements in the system that are fairly
wvell established. There are some advantages in scale and there well
should be. There should indeed be some advantages of additional secu-
rity, economies of scale, and marketing and so forth-that is just as
much a part of the market system as small firms coming and going and
large firms coming and going.

Senator HuMIPHREY. Do you not think there is any value to social
policies?

For example, we have got an amendment right nowv in the Com-
mittee on Agriculture. If you just let agricuflture go without any con-
cern as to how the individual entrepreneur, the private farmer, is going
to stay on that farm, I will tell you what is going to happen. You are
going to have few social policies and economic policies in Government.
You are not going to have any farmers. You are going to have a few
corporate farms. It will be just like the Soviet Union and we will be
screwed up as bad as they are because corporate agriculture has just
about as bad a bureaucracy as State agriculture.

Senator IMCCLURE. Mr. Chairman, might I make one comment be-
cause we are going to miss the vote if we do not leave almost immnedi-
ately. I did have some questions, but I will submit most of them.

I wanted Dr. Burrell to give me a little more detail on projected
capital accumulation between now and the end of the century in addi-
tion to some other questions which the staff has. But I just wanted to
make this comment:

I agree with you, Senator Humphrey, that. big business has its ad-
vocates and they do a very good job of it. I would say also that big
Government and big labor, have better advocates than the average
small businessman or individual.

Senator HUMrPIhREY. No doubt about it.
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Senator AMCCLURE. So my concerns will not be for the large corpo-
ration as much as they will be for the individuals who work for. that
corporation and communities in which they live and work, just as my
concern would not be for the AFL-CIO as much as for the individual
working men and women who are members of those unions who live
and work in the communities that I have the honor to represent here.

Senator Hu.AIPHREY. W1That should we do about this?
We have got to go down and vote. I think that we ought to just let

you all go. Because we will most likely have two votes back to back
and that will hold us for 45 minutes or 40 minutes. So we will excuse
you.

Thank you very much.
[Whereupon, the joint subcommittees were adjourned at 12:27 p.m.]

LSubsequent information was received and follows:]
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JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

June 30, 1977

Professor George A. Doyle
Chairman
Economics and Foreign Relations

Department
Assumption College
500 Salisbury Street
Worcester, Massachusetts 01609

Dear Professor Doyle:

Senator James A. McClure.has requested that theenclosed questions be sent to you. Your answers willbe included in the record of the hearings on the SmallBusiness Investment Policy and Advocacy ReorganizationAct of L977 which were held yesterday.

We would appreciate your .reply as soon as possiblein order to insert the answers in the final transcript.

Thank you for your attention to this matter.

Sinicerely,

John R. Stark
Executive Director

JRS:bb

Enclosure
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1. Do you have any idea as to how the information that would
be generated in S. 1726 would assist or help the individual
small business in his search or acquisition of capital?

2. I understand that many small businesses are turning to
finance companies for loans, Is this true? Although
small in amount so far, why are any small firms doing
this, in view of the higher borrowing costs involved?
Aren't commercial banks ready and eager to lend to small
businesses at the present time?

3 Have you made any assessment of the impact of Carter's
energy proposals on small business?

4. Do you have figures on the investment cost per job for small
business, compared to large business in the same industry?

5. Is a statement of Federal policy to promote investment in
small business as contained in the "Small Business Investment
Policy and Advocacy Reorganization Act of 1977, sufficient,
or do we need specific programs and machinery?

6. Would you prefer more government intervention in our economy,
aimed at aiding small business, or less government interven-
tion and fewer government programs, even though designed to
aid small business?
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*o ASSUMPTION COLLEGE
COLLEGE FOR MEN COORDINATE COLLEGE FOR WOMEN

500 SALISBURY STREET
WORCESTER, MASSACHUSETTS 01609

EPARTMENT of ECONOMICS
and FOREIGN AFFAIRS

July 6, 1977

i'r. John R. Stark
Executive Director
Joint Economic Committee
Dirksen Senate Office building
Washington, D. C. 20510

Dear John:

The following are my responses to tne questions
posed by Senator MicClure:

1. This question puts the finger on a really difficult
matter: How does the individual small business obtain
information on anything affecting it? Inasmuch as SbA
will gather the infori.ation required in S. 1726, it will
primarily be up to SBA to find ways of' disseminating
it so as to be useful to small businesses.

2. Commercial banks are not ready ano eager to lend to small
businesses. If the business is doing very well, tne bank
will lend to it. As soon as it experiences difficult times,
the srmall business finds it cannot obtain credit. In a few
montns time he expects to do well, but in the meantime the
small businessman may not survive for lacx of credit. I
know of' some who have actually used their personal credit
cards tu obtain cash to tide them over. Why don't they go
to SWA? Tney say the red tape is too much for them and
takes too long; their problems are immediate.

3. No, I h~,ve not made a study, but it is evident that the
new legislation intends that SEA have an ongoing capability
to assess tne impact of all programs as they develop ano
affect small business.

4. This question can probably be best answered by one of
tne organizations of' small businesses whose representatives
testified at tne hearings.

5. In my testimony I saio that tne new legislation was an
important first step and asked that Part V of my paper be

DE
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included in tihe record because it contained recormhenda-
tions wnicn gc beyond the provisions of S. 1720. kor
example, I recommend an Investment Reserve Fund into wnich
a business would pay and from which it may draw at later
times.

6. It is not a question of "government intervention" we
are talking about. We are endeavoring to have government
provide the environment within which private enterprise
(which I equate to small business) may survive. Otner
economic systems, which do not propagandize themselves as
being private enterprise systems, do much to provide such
an environment. Small business is the essence of the
American Econoric System and is desperately needed if
we are to preserve the basic nature of that system. It
is obvious that big business will not bring us full
employment. Fiscal Policy and Mlonetary Policy may bring'
to big business all the employment it wants, but cooperation
of Government and Small business is what we need if we are
ever to achieve full employment again.

Sincerely yours,

GEORGE A. DO E
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JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

June 30, 1977

Mr. Richard L. Lesher
President
Chamber of Commerce of the
United States

1615 H Street, N.W.
Washington, D.C. 20005

Dear Mr. Lesher:

Senator James A. McClure has requested that theenclosed questions be sent to you. Your answers willbe included in the record of the hearings on the SmallBusiness Investment Policy and Advocacy Reorganization
Act of 1977 which were held yesterday.

We would appreciate your reply as soon as possiblein order to insert the answers in the final transcript.

Thank you for your attention to this matter.

Sincerily,

John R. Stark
Executive Director

Enclosure

JRS: bb
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1. On page 7 of your statement you say that subsection (4) of

Title III of S. 1726 "is objectionable." Would you elaborate.

I think I can see why the U.S. Chamber would say that, but

would you please provide the Committees the reasons why you

make that flat statement.

2. Also, on page 7 of your statement you denigrate the possibilities

of the Small Business Economic Council of producing worthwhile

policy on behalf of small business. In light of your experience,

why do you make that statement?

3. On page 8 you question the need for a separate small business

department--you imply that this agency might better be folded

into the Department of Commerce. Do you have any background

as to why Congress originally enacted legislation which

separated the two agencies? When did the National Chamber

establish its own small business council? Have you been

pleased with the work of this Council? Has it served a

useful purpose?

4, 1 understand that many small businesses are turning to
finance companies for loans. Is this true? Although

small in amount so far, why are any small firms doing

this, in view of the higher borrowing costs involved?
Aren't commercial banks ready and eager to lend to small
businesses at the present time?

5, Have you made any assessment of the impact of Carter's
energy proposals on small business?

6. Do you have figures on the investment cost per job ror small
business, compared to large business in the same industry?

7. Is a statement of Federal policy to promote investment in
small business as contained in the "Small Business Investment
Policy and Advocacy Reorganization Act of 1977, sufficient,
or do we need specific programs and machinery?

8. Would you prefer more government intervention in our economy,
aimed at aiding small business, or less government interven-
tion and fewer government programs, even though designed to
aid small business?
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cene 6 mull u s

July 29, 1977

Mr. John R. Stark
Executive Director
Joint Economic Committee
United States Senate
Washington, D. C. 20510

Dear Mr. Stark:

At the request of Dr. Richard L. Lesher I am
attaching the questions submitted by Senator McClure
in regard to S. 1726 which you have asked Dr. Lesher
to answer, along with his responses.

Cordially,

Ivan C. Elmer
Director

Attachments

dadrkbe of ccmmerce of the uited states 1615 h stieet n.w / wasinton, d.c. 20062
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1. On page 7 of your statement you say that subsection (A) of
Title III of S. 1726 "is objectionable." Would you elaborate.
I think I can see why the U.S. Chamber would say that, but
would you please provide the Committees the reasons why you
make that flat statement.

2. Also, on page 7 of your statement you denigrate the possibilities
of the Small Business Economic Council of producing worthwhile
policy on behalf of small business. In light of your experience,
why do you make that statement?

3. On page 8 you question the need for a separate small business
department--you imply that this agency night better be folded
into the Department of Commerce. Do you have any background
as to why Congress originall': enacted legislation which
separated the two agencies? When did the National Chamber
establish its own small business council? Have you been
pleased with the work of this Council? Has it served a
useful purpose?

4* I understand that many small businesses are turning to
finance companies for loans. Is this true? Although
small in amount so far, why are any small firms doing
this, in view of the higher borrowing costs involved?
Aren't commercial banks ready and eager to lend to small
businesses at the present time?

5. Have you made any assessment of the impact of Carter's
energy proposals on small business?

6. Do you have figures on the investment cost per job for small
business, compared to large business in the same industry?

7. Is a statement of Federal policy to promote investment in
small business as contained in the "Small Business Investment
Policy and Advocacy Reorganization Act of 1977, sufficient,
or do we need specific programs and machinery?

8. Would you prefer more government intervention in our economy,
aimed at aiding small business, or less government interven-
tion and fewer government programs, even though designed to
aid small business?

98-762 0 - 78 - 16
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1. Our objections begin with Section II, the Declaration of Small Business
Investment Policy, in which it is stated, "The Federal Government is
committed to an ongoing policy of using all reasonable means ... " "to
coordinate planning activity... to promote investment in small business."
This is a clear call, in familar language, for national economic planning
and credit allocation, both of which our members reject.

In our view subsection(4) of Title IV is an objectionable step toward that
form of national economic planning which substitutes public choice for
private choice in allocating investment funds. The characteristic that
most distinguishes the U.S. private enterprise system from others is our
allocation of capital funds under the discipline of market forces.

Federal planning of the allocation of private capital funds as in
subsection(4) and section(201) would not achieve its avowed objectives.
Instead, it would distort the allocation of resources. It would thereby
increase costs to consumers. It would impair economic incentives of business
investors, both large and small. Such allocation under national planning
would increase the uncertainty element in private capital spending decisions
by businesses of all sizes and it would retard capital formation.

It is especially objectionable to require the independent agencies of the
Federal Government, including the Federal Reserve Board, to substitute
their judgment for the discipline of market forces in allocating capital
funds.

2. Our comments in regard to the Small Business Economic Council did not treat
the question of whether such a Council could make worthwhile policy
statements; our concern is whether statements so generated would be
influential in the policy processes of the Federal Government. There are
all too many examples of statutes, such as the Rural Development Act of
1974, which set forth goals and separate policy mechanisms but which have
had little visible effect on the way in which the Federal Government conducts
its business.

We would not want small business to be so treated, and we suggested
alternatives which we believe to be more effective ways of serving small
business policy needs.

3. Our comments on Page 8 in regard to Title V do not suggest that SBA should
be folded into Commerce. They merely call for clarification of roles and
raise questions in regard to a sound policymaking structure to serve needs
of small business. We say those needs should be represented more
consistently and more broadly throughout the Federal Government.
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Our experience with the Chamber's Council of Small Business illustrates

our point, so far as policymaking is concerned. Our Council was not

established to make final overall policy but to make recommendations for
policy important to small business and to be represented consistently in

the policy body of the Chamber: our Board of Directors. There is only one
policy system, and our Council is involved in every policy question of
importance to small business.

In less than a year of operation the Council has been most useful, and

we have been pleased with its work.

The Policymaking process in the Executive Branch is not comparable, and we

do not believe this bill, as written, would produce a consistent policy

process for the benefit of small business. Instead, the result is more
likely to be one more separate but unequal forum without power to change

the truly critical policy positions which are made under the jurisdiction
of some other council or mechanism within the Executive Branch.

4. We regret that the Chamber does not have information on the extent to which
small businesses are borrowing from finance companies. All lenders,

including finance companies and commercial banks, must take the size of

loans and the risk factor into accoun; in their loan policies. Since finance

companies typically make small loans to high risk borrowers their per dollar

costs of lending are higher than in the case of commercial banks which

typically make larger loans to less risky borrowers at corresponding lower
per dollar costs of lending. The higher interest rates charged by finance

companies reflect their higher unit costs of operation. If all loans from
whatever source were to homogeneous borrowers there would be no need for

specialized financial institutions such as small-loan companies. Their

existence indicates that borrowers, including some small business firms,

differ in many respects and the market has developed specialized institutions

to meet the varying conditions of borrowers.

5. We have not made any assessment of the impact of President Carter's energy
proposals on small business. However, our Forecasting Center's projections

show that the additional taxes involved will raise total taxes from

21.5 percent of GNP in 1978 to 25.3 percent in 1988 and that per worker

spendable income will be reduced by 1 percent in 1978 and by 8 percent in
1988.

6. We do not have figures on the investment cost per job for small business

compared to large business in the same industry. This is the kind of
statistical information that needs to be gathered as stipulated in
Section 103 of the "Small Business Investment Policy and Advocacy
Reorganization Act." As indicated in our testimony, we support Section 103.

7. More than a statement of intent is needed regarding promotion of investment

in small business. The issue, in our estimation, is doing what is

necessary to provide a better climate for the accumulation and investment
of private funds. Rather than new programs or machinery, work should be

directed toward freeing up markets from burdensome government regulations,

reducing the levels of taxation and cutting back the Federal Government's

contribution to inflation.
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8. In response to your question Number 8, we concur with the goal of aiding
small business. However, we cannot agree that government intervention in
and regulation of the market system is the best way to achieve this goal.

On the contrary, substituting centralized public choice for decentralized
private choice in allocating capital funds will reduce the efficiency of
capital allocation and retard capital formation. Further intervention of
government in private capital market would increase uncertainty about the
economic future. The business climate would be impaired and the paperwork
burden increased.

The entire business community and small business in particular is
increasingly burdened by new regulations, imbalance in taxation and extensive
reporting requirements for various purposes. Much of this grew out of well
intentioned attempts by government to improve resource allocation through
substituting public choice for private choice.

We believe that government could help business serve the community better
by acting to improve the climate in which private business choices are made.
In addition, the growing burden of government regulation of small business
needs careful reassessment and close Congressional oversight. EPA regulation,
OSHA regulation, FEA regulation, Truth-In-Lending regulation, Product Safety
regulation are all based upon widely shared goals. Altogether, however,
they may cause a cost and risk burden on small business that makes further
government intervention seem necessary. We believe that small business
could best be assisted by government through regulatory reform.

Imbalance in taxation also could be corrected to increase expected profits
in business and thereby make more capital available through normal market
channels.
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THURSDAY, JULY 21, 1977

U.S. SENATE, SUBCO3-MMITTEE ON GOVERNM-ENT REGULATION

AND SMALL BUsINESs ADVOCACY OF THlE SELECT CoM-
MITTEF ON SMALL BUSINESS ANs) TILE SUBCOMMITTEE O-N

EcoNo-mIC GROWTH AND STABILIZATION OF THE JOINT

Eco--,omic CoxmtITrEE,

lVashi'ngton, D.C.

The subcommittees met, pursuant to notice, at 10 a.m., in room 424.
Russell Senate Office Building, Hon. Thomas J. McIntyre, chair-
man, presiding.

Present: Senators McIntyre and Hatch.

STATEMENT OF HON. THOMAS J. McINTYRE, A U.S. SENATOR FROM

THE STATE OF NEW HAMPSHIRE

Senator MCINTYRE. The committee will come to order.
This morning we will conduct our second joint hearing on S. 1726,

the "Small Business Economic Policy and Advocacy Reorganization
Act of 1977." The first joint hearing on this measure was held on
June 29,1977.

At that time the Subcommittee on Government Regulation and
Small Business Advocacy of the Senate Select Committee on Small
Business and the Subcommittee on Economic Growth and Stabiliza-
tion of the Joint Economic Committee heard testimony from several
small business representatives. All of those witnesses spoke in favor of
the over-all concept and intent of the measure. Some association repre-
sentatives provided suggestions as to how certain sections might be
strengthened or amended.

Senator Humphrey and I are encouraged by this warm and enthu-
siastic response. It bears out my belief, too, that the SBA advocacy
and small business economic research and analysis programs need to
be greatly strengthened and upgraded. Those witnesses also confirmed
that there is an acute lack of hard data that tells any of us just how
the small business community is fairing economically.

It is imperative that the Congress move forward expeditiously in
trying to resolve these two major shortcomings. I am personally con-
vinced that Senate bill 1726 before us today provides the mechanism
and resources to address these issues in a responsible and timely fash-
ion. As I said on June 29, S. 1726 represents what I believe to be a
landmark piece of legislation.

So this morning we have invited spokesmen from the Small Busi-
ness Administration, the Department of Commerce, and the Securities
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and Exchange Commission to give us their views on the Small Busi-
ness Economic Policy and Advocacy Reorganization Act of 1977.

Our first witness, and I am happy to welcome him here this morn-
ing, is the Chairman of the Securities and Exchange Commission, Mr.
Harold A. Williams.

Mr. Williams, I wish to welcome you here. I have your statement
and I notice it is 9 to 10 pages. It would be appreciated if you could
manage to save us a little time this morning by hitting the high spots.
But I want you to testify anyway you see fit. If you can save us 3 min-
utes, so much the better.

STATEMENT OF HON. HAROLD M. WILLIAMS, CHAIRMAN,
SECURITIES AND EXCHANGE COMMISSION

Mr. WILLIAMs. Fair enough. Thank you, Mr. Chairman.
As one who has spent the bulk of his career in big business and has

long recognized the vital importance to our economy of a strong small
business sector, I fully support the principles underlying the com-
prehensive proposal embodied in S. 1726.

The importance to our Nation of an economic climate conducive to
the growth of small businesses cannot be overstated. In case after case,
technological innovations-and new products with a profound impact
on our society have originated-not from large and established busi-
nesses-but from small or start-up firms with limited capital.
Further, the opportunity which our economic system affords the indi-
vidual to go into business for himself is one of its greatest strengths.
The principles underlying S. 1726 recognize and respond to this im-
portant role of the small business.

We need to recognize of course that many of the problems which
face the small entrepreneur result from factors that are rooted in the
broad economic environment. For example, even when the economy
overall is strong, small businesses may be subject to violent swings,
the length and depth of which can stretch their limited resources to
the breaking point. The general economy must, at a minimum, remain
on a reasonably even keel if small businesses are to operate in a climate
in which they can produce a stable stream of earnings.

Matters such as economy-wide interest rates also exert a decisive
effect on the capability of riskier ventures to raise new capital. *When
investors have confidence in their ability to receive a return in the
range of 8 to 10 percent on the senior debt and equity obligations of
large, mature corporations, it is difficult to fault their cautious avoid-
ance of the risks associated with many small businesses. Although these
overall economic parameters may, in many ways, be outside of the
Federal Government's direct control, there are a number of steps and
a number of impacts in areas such as tax policy and the other effects
of Government regulation which are within the governmental reach
and which can create additional incentives or reduce disincentives for
investment in small businesses.

S. 1726 represents the kind of legislation which can coordinate and
strengthen the Federal Government's efforts to identify those actions
necessary to promote the growth of small businesses. As a result of
this bill, the Small Business Adlministration would acquire the tools
necessary for the creation of a data base adequate to deal confidently
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and analytically with the fundamental problems which have plagued
small business for far too long.

Senator McINTYRE. Let me ask you a question at that point-when
I was looking at this opening statement this morning, I had a kind of
chill run down my spine when it said that we lacked data. One of the
advocations of this Senator is paperwork and trying to get a handle
on it. I would hope you would let me know if you see someplace in this
bill where we are asking the bureaucrats to try to get more informa-
tion. I say bureaucrats in the best sense of the word, too.

The staff says that the data is all available; it just has to be obtained
from existing sources. Nevertheless, if we are going to be wringing
somebody's neck for more and more information about what they are
doing, how many people they have got on their payroll and so on, I am
going to be awfully sad.

Mr. WILLIAMS. I share your concern. My own sense is that much if
not all of the data is available. Whether it is available in the kind of
form that makes it readily accessible is something we have to look at.

Perhiaps even more important in my judgment would be the enhanced
level of communication and cooperation between the SBA and the
other Federal agencies and departments which impact on capital for-
mation which would be fostered by the creation of the Council. This
would go a long way toward removing the stumbling blocks to effective
governmental encouragement of small business.

I might note generally that in my judgment the issue of capital
formation is a vital and central one to the effectiveness of our econ-
omy, and I am still looking in my 3 months in Washington for a focal
point, the place where one has the responsibility to oversee the impact
of Federal governmental activity on capital formation. There are many
organizations, many agencies, many departments that have an impact.
There are many that seem to have a piece of the action, if you will, but
no place where the various actors and the various impactors come to-
gether to take a look at what it is-what kind of impact they are
having.

I welcome the opportunity which S. 1726 would provide for the
Commission's Chairman to serve as a member of the proposed new
Council. I believe not only might we have something to bring to the
discussion, but also that the Commission would benefit in that our own
sensitivity to the special needs of small business would be enhanced by
virtue of the Council's work.

Now, there are a number of things that are ongoing at the Commis-
sion at this time in which the Commission is itself endeavoring to
review its rulemaking initiatives, review the way it does business, to
enhance our sensitivity to, and to accommodate the special needs of,
small businesses and blend those to the requirements of the Federal
securities laws.

Senator McINTYRE. Let me interrupt you again.
I wanted to ask you how many commissions do you serve on by virtue

of your office now?
Mr. WILLIAMS. Just one-my own Commission.
Senator McINTYRE. Only one! I thought you were going to say six.
Mr. WILLIAMS. There is a second one, I guess, by statute to be on.

That is the special Lockheed Commission, but in view of the SEC
activities in relation to Lockheed, I do not serve on that Commission.
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In the interest of time I think I might just summarize briefly threeor four of the specific ongoing activities involving the Commission atthis time which are designed to sensitize and facilitate our relation-
ship to small business.

I might note parenthetically though that the Commission has in asense a dilemma. The Commission's broad statutory mandate is to in-sure the protection of investors. The task of identifying the impact ofCommission regulations on small businesses and judging the extent towhich any rule revisions which might assist small business may impair
the protection of investors. Such ventures entail a careful balancingof two very important national goals-one which the Commission
needs on a continuing basis to be sensitive to in terms of its trade-offsand implications.

One of the unusual activities that the Commission is engaged beganin March of this year when the Commission and the Department ofCommerce announced a joint project to monitor the impact of certainCommission regulations on the ability of small businesses to obtaincapital funding. Under this project, known as the "Experimental
Technology Incentives Program," which in typical Washingtonian
fashion we have now dubbed "ETIP," the National Bureau of Stand-ards and the Commission will combine resources to monitor the capi-tal markets which supply financing to small, technology-based firmssuch as manufacturers of electronic components, scientific instruments,
chemicals, and computer equipment.

The Commission's concerns in this area stem from the fact that thefunding sources available to small businesses appear to have dimin-ished during recent years. The ETIP study is intended to determine theextent to which these reductions may be a result of the securities lawsand to establish an experimental monitoring system to obtain timely
information on the impact of Commission regulations. The proposed
ETIP system will allow simultaneous analysis of the benefits and costsof regulations so the net effect of rulemaking actions can be assessedwithin a short period after a regulation has been adopted or amended.

Since it will take us several years to complete the ETIP program,we have undertaken simultaneously an independent review to deter-mine whether immediate revision to the Commission's rules might beappropriate in order to further accommodate the needs of small busi-ness.
We are in the process for example of reviewing the narrative andfinancial statement disclosure requirements for sales of securities notexceeding $1 or $2 million in order to simplify those requirements forsmall businesses. At the same time, recognizing tOat any registration

statement entails considerable expense to a small business, possiblyexpense of a magnitude that precludes the availability of public dis-tribution, we are looking at the development of rules to permit in-creased dollar amounts of securities to be sold without registration. Inthis regard, a project is under review which would make thecommission's existing small issue exemption, "Regulation A," moreviable and more readily available for established small business seeking
to raise up to $500,000.

We are also in the process of reexamining our rule 146, which re-lates to private placement of securities, and expect to have a reassess-
ment of that rule available to the Commission before September of this
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year. Wie are looking at the feasibility of drafting a rule to exempt

from Securities Act registration small offerings vhlich are registered

with State securities commissions, particularly and probably only in

those States which have a Uniform Securities Act or the equivalent

thereof. There are a number of practical problems and objections that

have been raised to this concept based primarily on the complexity of

determining by rule what standard of State regulation would be an

adequate condition for Federal exemption. At this time, it is unclear

whether we wvill be able to find satisfactory solutions to the theoretical

problems inherent in this project.
Senator AMcINYRvE. Well, this sounds great. What you are telling

me here sounds great. As a member of the Paperwork Commission, I

hav e often asked why instead of filing a report every month, why it

can't be done semi-annually or annually? One day I got what I

thought -was a stupid answer, but then maybe I'm not being fair. The

answer was, if the.reports were not filed quarterly, but annually, it

vould interfere with the workload. I am not sure that person meant

what I think he meant. [Laughter.]
Mr. WiLLTA-3s. I suspect lie did.
Senator MCINTYRE. It has been a good story ever since and I cannot

argue with it. But I am delighted to see this sort of work going on in

your Commission.
Mr. WVILLIA-mS. That highlights at least the three activities ongoing.

There are some others as well.
Senator HATCH. May I interrupt you at that point, Mlr. *Williams?

I appreciate this too, as a matter of fact. You mrobablv realize that back

in 1969 we, had over 500 regulation exemptions and last year only 8,

and I am not so sure that it is because of over-regulation by the

Securities and Exchange Commission since only a short form regis-

tration statements normally required in the reguiation with such offer-

ings. But I am sure that one of the real reasons why regulation

offerings are basically dead-that is, exempted offerings are deminish-

ing or at least you are having difficulty getting attorneys to do them-

is because of the over-restrictive reaction to 10b-5 in our society.

In other words, here we have a short-form registration statement

that really is never intended to be a full disclosure of everytlhing there

is to be told about that business but, more or less, an a curate dis-

closure. Yet, in retrospect, 80 percent of small businesses go bankrupt.

Then we wind up with all kinds of litigation against the promoters,

the accountants, and the attorneys on the basis of so-called inadenuate

disclosure, so that they are all scared off from doing these offerings.

One of the things that I am suggesting in the small business bill

that we are working on is that we actually mute the 1ob-5 obligations

and the 10b-5 impact on small businwss, and that we just go back to the

common law standard. People realize they are taking huge risks in

investing in small businesses and are willing to do so, but the pro-

moters and the accountants and the attorneys are not wvilling to take

the risks themselves to promote the small businesses, or get them

started. because of the almost unlimited liability arising from offerings

covered by rule 10b-5.
Now, have you taken into consideration perhans muting 10b-5 with

regard to these areas, without removing the oblig"ation of the Se-u-

rities and Exchange Commission or anybody else to go after those

particular instances where we have common law fraud?
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Mr. WILLIAMS. Senator, I do not know whether the staff or theCommission, prior to my coming to the Commission, looked at thatquestion specifically. I will determine whether they have or not.
Let me suggest this, though-it ties back to one of the comments

I made, and that is, what we need to balance here is the protection ofinvestors and facilitating capita] raising for small businesses. In manyways, I think we can document that many of the grossest abuses of
the caDital-raising process or abuses of investors, if you will, occur insinall businesses-

Senator HATCH. There is no question about that.
Mr. WILLIAMS. It is a delicate balance. If we had a chance to work

with you
Senator HATCH. I would like to do it. Fronm an economic stand-point, I would say the abuses really amount to almost nothing. Whenyou compare them to the 'abuses that occurred in equity funding, which

uses the long-form series of registration, all of the abuses that haveoccurred in small businesses would not make a dot on equity funding's
sheet of paper.

Mr. WILLIAMS. Probably true.
Senator HATCH. But I think what I am trying to say is this:

Speaking as a former securities attorney and practicing lawyer who
worked in the small business area for many years, the real problem
today is that you cannot get professionals to work with the smallbusiness people because they realize that these people are, in many
cases, not sophisticated people, wh]o may or may not give them allthe details that they really need to know, even if they ask for them.
Also, professionals have almost unlimited liability because of thenature of the short-form offering or the exempted offering or theintrastate offering or the 144 series types of offerings; and, as a con-sequence, nobody wants to handle them any more, at least notwithout charging inordinate fees to do so. I think that there have
been some tremendously bad abuses caused as a result of over-regula-tion and over-litigation in this area, and particularly overuse of 1)b-5.
Maybe we need to go back to the common law fraud viewpoint whereyou must have willful, wanton, and malicious fraud. You must have
mens rea. I would just like to cite that as something you ought to
consider because I think we have some hope for assistance in theseareas in your Administration.

Ml. WILLIANES. *We would be glad to look at it with you. There may
be another way to slice it, too, and that is by the kind of investors-
if institutional investors or venture capitalists, whatever, are much
better able to assess risks and take care of themselves.

Senator HATCH. Most of them will not invest in the inception of
small business company. Most of the people who invest in those are
people who probably would not fit within the category of "sophisti-
cated" investors.

Mr. WILTLIAMS. That is part of the problem.
Senator IHATCH. But I think most people are willing to take therisk in the hope that they might have an incipient IBM, you see.

Maybe the risk is worth taking.
Mr. WVILLIAM31S. I think I may disagree with you at least in part on

that. You may be overstating at least my perception of the importanceof your point although I agree it is a valid one and has a very clear
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impact certainly on the cost of getting to market, if you will, and that

wipes out a number of small businesses from getting to the market

in the first place.
But the other side of it is, in many ways the market is not there,

and the market is not there for two reasons. One is that there are safer

places to invest and with good yields as perceived at this time. I think

the marketplace is generally not that preceptive for a number of rea-

sons, including tax policy and a number of other factors.
Senator HATCH. Could I interrupt you at that point? Actually I

have found that a market is there, but not a market in the sense of a

trading market. There were, for instance, back in 1969 as I recall,

an excess of 500 regulation A offerings. A lot of them raised money.

They raised considerably more money from exempted offerings or

intrastate offerings than we do today.
Mr. WmTILLIA-IAs. That was very significantly a different kind of

market.
senator HATCH. That is true; but, what I am saying is, maybe we

ought to provide the incentives to these small businesses to get started.

Mr. WILLIAMS. I agree.
Senator HATCH. And maybe we ought to be willing to take the risks,

and maybe we ought to take this 10b-5 burden away so that we have

lesser legal and accounting costs-
Mr. WILLIAMS. I think 10b-5 in that context is a piece of the puzzle

I agree with.
Senator HATCH. Maybe we ought to modify it. It 'may be that some-

thing in between elimination and status quo would be appropriate.

Mr. WILLIAMS. I think there are other dimensions that we also need

to address, in addition. I think also the underlying tone of the market

is such that I am not at all convinced that the people who take the

risks on small business investment ventures recognize the loss oppor-

tunity as clearly as it exists.
Senator HATCH. As a practical matter, they are never going to

recognize it by reading any prospectus. You and I both know that be-

cause they do have now a boiler plate in there that says they are going

to lose everything they have and so forth. So the prospectus is, as

presently required by the SEC, except from the viewpoint of keen

analytical minds, basically useless. Again, this may be another prob-

lem in the overall scheme of helping capital formilation in the area

of small business.
I am just throwing these things out, and it is true I am taking kind

of an avant-garde position here in the hope that we might be able to

help small businesses get going. I think it is worth taking some of the

risks-and I think people would be willing to-especially if we had

an education program in our society that made clear that these are

risk offerings but that, under these specific circumstances, we are

going to let them go and that you are probably going to lose your

money. If they hit, however, they are going to be good. I think we

have to delineate between exempted offerings and nonpublic market

offerings and those which hit the over-the-counter markets.
Mr. WILLAMrS. Perhaps just a cover sheet disclaimer.

Senator HATCH. Yes, a procedure that would be without that over-

whelming liability on the part of everybody who tries to start a new
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business; and, if we are going to lose some money, we are going to lose
some money.

Mr. WILLIAMS. The cover sheet disclaimant says this may be hazard-
ous to your health.

Senator HATCH. That is right.
IMr. WILLIAMS. Maybe all we need.
Senator HATCH. But we do it every day. In fact, we stifle business

development in America through, I think, over-reaction on the part of
the Securities and Exchange Commission. Like I say, all of the stock
fraud losses in the small business area would not make a drop in the
sea of equity funding, and yet you do not hear nearly as much about
equity funding problems as we do about the little kind of stock fraud
in the $30,000 offering.

Mr. WILLIAMS. I would disagree with that, but-
Senator HATCH. Maybe you and I have been listening to different

people.
Senator McINTYRE. Well, I do not want to interrupt, but we have

two other witnesses and I want to ask a few more questions.
Can you proceed now to finish up with your statement?
Mr. WILLIA3S. I have finished.
Senator MCINTYRE. You are finished.
Senator HATCH. Well, we appreciate your candor and your will-

ingness to consider some of these areas, and I would like to sit down
with you and discuss them.

Senator MCINTYRE. Mr. Williams, to the best of your knowledge
does any Federal Government entity precisely define the amount of
short- and long-term debt and equity capital going to smaller con-
cerns? Do you know of any Government entity that does this work
precisely?

Mr. WVILLIAXrs. We collect data on new issues that are cleared by the
Commission, those that are in any way filed with the Commission.
That would pick up most of the new capital offerings.

Now in terms of the aggregate of total capital investment in small
business, I do not know of any source that would have that infor-
ination.

Senator MCN-TY-RE. Another key role of the council is to help SBA
obtain data in order for SBA to undertake comprehensive economic
research and analyses as it relates to the small business community.
So my question is-can the SEC be helpful in this endeavor? For in-
stance. could the Commission regularly furnish to SBA the number
of regulation A filings and the number of firm underwritings below
a certain dollar amount and so forth?

Ml. WTILLIAMS. Very easily, and we would be glad to do so.
Senator MCINTYRE. You would not have to hire 10 new people

down there to do this?
Mr. WILLIAMs. No, no. Just pay about 10 cents a page for a little

more Xeroxing and they can have how many copies they want.
Senator MCINTYRE. One of the interesting factors that has come

to the attention of the committee this morning is that the SEC en-
ctorses S. 1726 while our next witness, Mr. W1reaver of the SBA, op-
poses S. 1726. But, of course. you are fortunate, you do not have to
clear your statements with OMB. [Laughter.]
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Following up on that first question-on regulation A offerings, does

the Commission ever follow up to determine if the offering was suc-

cessful? Do you determine if the concern raised any funds?
Mr. WILLIA-3s. We, as a matter of routine, will have a follow-up,

yes; our reporting system will tell us what disposition was of the offer-

ing, whether it was withdrawn, whether it was totally or fully success-

ful and how much money was raised.
Senator McIxNTYRE. Thank you, AMr. Williams.

Senator HATCH. Do you think that small business is keeping up

with, or falling behind, the general economic growth trends?

Mr. WILLIAfs. I think it is falling behind.
Senator HATCH. I do also.
I understand that many small businesses are turning to finance

companies for loans. Is that true, if you know?
Mr. WILLIArMS. I have no quantitative data. but I would expect that

to be true. It is certainly true in those instances that I am familiar
with.

Senator HATCH. Since they are turning to finance companies for

loans, why would they not be turning to the banks where they would

get at least presumptively better interest rates and better treatment?

Mr. WILLIAMrS. I would assume that there are probably several rea-

sons. I am speculating rather than knowing, but my assumption would

be that, first of all, over a time the availability of bank financing has

been tight and many of them may be turning to finance companies be-

cause bank financing has not been available.
It may also be the form of financing. If factoring is required, which

many of them might need to do, it just may be that the quality of the

credit or the nature of the financing is outside that of the typical com-

mercial bank.
Senator HATCH. Have you made any assessment of the impact of

Carter's energy program on small business?
Air. WILLIA-Ms. No, sir.
Senator HATCH. Are you intending to make any assessments in this

area?
Mr. WILLTIAxrs. No: If I could take you back on your question, there

are many programs on the part of the Federal Government that must

have enormous and probably an inordinate impact directly or indirect-

ly on small business. OSHA might be one such program and the in-

vestment policy implications of ERISA would be another. I would

hope that those are being considered in terms of their impact on capital

formation generally and on small business in particular.
Senator HA'Crc. I have really appreciated listening. This is the first

time I have met you, and I think there needs to be a wholesale reex-

amination of this whole area because I think the Securities and Ex-

change Commission has had a great deal to do with the stifling of small

business capital formation in America in their zeal to be able to say

that nobody in America is defrauded or suffers investment loss. I think,

in the process, America is suffering and we have got to somehow

reach a balance situation where we minimize investment loss but still

recognize that risks are involved in an area where 80 percent of the

businesses have failed. But 20 percent become our businesses-at least

2 or 3 percent probably become our great businesses-of tomorrow and
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become fairly effective in the promulgation of business standards in
our society.

I appreciate it and would like to sit down with you and discuss them.
Mr. WILLIAmS. I would like the opportunity.
Senator HATCH. So would I. Thank you.
Senator AICINTYRE. Thank you very much, Mr. W1"illiams. for being

with us this morning. I appreciate your testimony and especially your
support of this bill.

[The prepared statement of Mr. Williams follows:]
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TESTIMONY OF THE HONORABLE HAROLD M. WILLIAMS, CiAIRMAN, SECURITIES

AND EXCHANGE CONNISSIQN, BEFORE THE SUB3O1IMITTEE ON ECONOMIC GROWTH

AND STABILIZATION OF THE JOINT ECONOMIC OMMrITTEE, AND THE SUBCOMMIT-

TEE CN GOVERNMENT REGULATICN AND SMALL BUSINESS ADVOCACY OF THE SENATE
SELECT COMMITTEE ON SMALL BUSINESS

July 21, 1977

Chairman Humprey, Chairman McIntyre, Members of the Subcommittees:

As one who has long recognized the vital importance to our economy

of a strong small business sector, I fully support the principles under-

lying the comprehensive proposal embodied in S. 1726, the Small Business

Economic Policy and Advocacy Reorganization Act of 1977. The importance

to our Nation of an economic climate conducive to the growth of small

businesses cannot be overstated. In case after case, technological inno-

vations and new products with a profound impact on our society have

originated - not from large and established businesses - but from small

or start-up firms with limited capital. Further, the opportunity which

our economic system affords the individual to go into business for him-

self is one of its greatest strengths. The principles underlying S. 1726

recognize and respond to the important role of the small business.

It must, however, be recognized that many of the problems which face

the small entrepeneur result from factors rooted in the broad economic

environment. For example, even when the economy overall is strong, small

businesses may be subject to violent swings, the length and depth of

which can stretch their limited resources to the breaking point. The

general economy must, at a minimum, remain on a reasonably even kheel
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if small businesses are to operate in a climate in which they can produce

a stable stream of earnings.

Economy-wide interest rates also exert a decisive effect on the

capability of riskier ventures to raise new capital. When investors

have confidence in their ability to receive a return in the range of

8-10% on the senior debt and equity obligations of large, mature corpora-

tions, it is difficult to fault their cautious avoidance of the combina-

tion of high risk and small return associated with many small businesses.

Although these overall economic parameters may, in many ways, be outside

of the federal government's direct control, there are certain steps -

particularly in the area of tax policy - which are within the governmental

reach and can create additional incentives for investment in small

businesses.

S. 1726 represents the kind of legislation which can coordinate and

strengthen the federal government's efforts to identify those actions neces-

sary to promote the growth of small businesses. As a result of this

bill, the Small Business Administration would acquire the tools necessary

for the creation of a data base adequate to deal confidently and analytically

with the fundamental problems which have plagued small business for far

too long. Moreover, the enhanced level of coimnunication and cooperation

between the SBA and other pertinent federal agencies and departments

which would be fostered by the creation of the Small Business Economic

Council could go a long way toward removing the stumbling blocks to

effective governmental encouragement of small business.
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I also welcome the opportunity which S. 1726 affords for the Com-

mission's Chairman to serve as a member of the proposed rew Council. This

group would assist the federal government in responding meaningfully to

the concerns of small businesses, and simlarly, I believe that the Com-

mission would benefit in that our own sensitivity to the special needs

of small business would be enhanced by virtue of the Council s work.

During the balance of my statement this morning, I would like to

outline briefly some of the steps which the Commission has already

undertaken in order to accommodate the special needs of small businesses

to the requirements of the federal securities laws. A brief summary of

these projects follows, and a more detailed discussion of the Commission's

rulemaking initiatives appears in the separate memorandum I would like

to submit for the record as an addendum to this testimony.

The Commission is optimistic that these programs will provide

the means by which we may assess the impact of past and future Commission

rulemaking activities on small businesses, and may lead to more immediate

steps to improve the capital-raising capabilities of small firms. It

must be recognized, however, that the Commission's broad statutory mandate

is to insure the protection of investors. The task of identifying the

impact of Commission regulations on small businesses and of assessing the

extent to which any rule revisions designed to assist small businesses

may impair the protection of the investors in such ventures entails

.careful balancing of two important national goals.

98-762 0 - 78 - 17
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Experimental Technology Incentives Program

Consistent with the objective stated in S. 1726 of assuring that

"adequate capital at reasonable cost is available to small and

medium-sized business," the Comnission has initiated a number of

rulemaking and study projects designed to minimize the regulatory burden

imposed on small business to the extent compatible with the protection

of public investors. For example, in March of this year, the Cam-

mission and the Department of Commerce announced a joint project to

monitor the impact of certain Cormmission regulations on the ability

of small businesses to secure capital funding. Under this project,

known as the "Experimental Technology Incentives Program," or "ETIP,"

the National Bureau of Standards and the Commission will combine

resources to monitor the capital markets which supply financing to

small, technology-based firms, such as manufacturers of electronic

components, scientific instruments, chemicals, and computer equipment.

The Camnission's concerns in this area stem from the fact that

the funding sources available to small businesses appear to have

diminished during recent years. The ETIP study is intended to determine

the extent to which these reductions may be a result of the securities

laws and to establish an experimental monitoring system to obtain

timely information on the impact of Corrmission regulations. The pro-

posed ETIP system will allow simultaneous analysis of the benefits

and costs of regulations so the net effect of rulemaking actions can
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be assessed within a short period after a regulation has been adopted

or amended.

The staff of the Cammission has already developed a tentative

outline of certain of the matters to be considered in the ETIP study.

We expect the focus will be upon those existing regulations which have

been of greatest concern to small businesses. These generally include

exemptive provisions under the Securities Act of 1933 which enable an

issuer to raise capital without the need for a full-blown registration

statement under that Act. Using these criteria, the regulations which

we anticipate will be the subject of the ETIP study include Regulation

A and Rules 144, 146, and 240. Although these provisions are discussed

in greater detail in the attached memorandum, I will describe them briefly

at this point as a background to further discussion and because of their

relation to small-venture capital information.

Regulation A is an exemption from the registration requirements

of the Securities Act for small offerings not in excess of $500,000

and requires that the offering be made through the use of an offering

circular filed with the Commission. The information content of that

document in certain respects is less than required in a regular

Securities Act registration statement.

Rule 144, among other things, exempts from the registration

requirements of the Securities Act the sale of privately-acquired

securities if the seller files a public notice of his intent to sell,

0
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he has held the securities for two years, and sells only in

limited amounts in broker's transactions at a time when the issuer has

current financial information publicly available.

Rule 146 provides an exemption for securities sold by an issuer

when certain conditions are met, including the requirement that the

sales are to no more than 35 investors who have access to the type of

information normally available in a registration statement, and who

satisfy certain standards concerning their knowledge and experience

in evaluating the proposed investment and their ability to bear the

economic risk of the investment.

Rule 240 affords an exemption from the registration require-

ments for sales by an issuer, where, among other things, the offering

does not involve public advertising; the proceeds do not exceed

$100,000 within one year; and, upon completion of the offering, the

issuer's securities are beneficially owned by 100 or fewer persons.

Review of the Registration Process for Small Issuers

Since we expect that the ETIP study may take several years to

complete, the Commission is also undertaking an independent review of

each of the rules I have outlined above - as well as other actions -

to determine whether immediate revisions might be appropriate in order

to further accommodate the reeds of small businesses.

As the Subcommittees' members are aware, the Securities Act of 1933

requires, in general terms, registration with the Commission of any new public

0
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offering of securities. Fran the perspective of small or newly-formed

ventures, the costs and other burdens of registration may seem a formid-

able obstacle to securing needed capital. Accordingly, the Commission's

review is directed to determining how, in the case of small enterprises,

these burdens can be reduced or eliminated consistent with investor

protection. The ability of small issuers to raise capital is especially

within the expertise of the Commission's regional offices, and input

from those field units has played a central role in this effort.

The Commission's review of the effect of its existing rules on

small issuers has several aspects. First, the staff is currently preparing

a draft release containing certain proposals which would reduce the

narrative and financial statement disclosure requirements for sales

of securities not exceeding one or two million dollars.

The Commission recognizes, however, the considerable expense to

a small business associated with even a simplified form of registra-

tion. We are, therefore, also currently engaged in developing rules

to permit increased dollar amounts of securities to be sold without

registration. In this regard, a project is under review which would

make the Commission's existing small issue exemption, Regulation A, a

viable financing vehicle for established companies seeking to raise

up to $500,000. Essentially, this project would entail the adoption

of a new rule under which issuers meeting certain requirements would

be able to conduct offerings without the use of an offering circular.

Further, the Commission has directed the staff to develop proposed

amendments to Rule 240 which would, among other things, raise the
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present $100,000 limitation on an issuer's aggregate unregistered sales

of securities to a figure within the range of $150,000 to $250,000.

These proposals have been circulated to the regional offices for their

comments, and the present timetable calls for soliciting public comment

this Fall.

In further response to the needs of small businesses, the Cam-

mission last January invited public comment on the desirability

of retaining, revising, or rescinding Rule 146, which, as I mentioned

earlier, relates to the private placement of securities. These

actions result, in part, from recommendations made by the National

Venture Capitalists Association, and from the January 1977 report of

the Small Business Administration on venture and equity capital. The

staff's present schedule is to complete its study of this matter and

report to the Commission on or before September 1977.

The Commission's staff has also been exploring the feasibility

of drafting a rule to exempt from Securities Act registration small

offerings which are registered with state securities commissions in

states which have a Uniform Securities Act or the equivalent in

effect. In order to assess the workability of this proposal, the

staff solicited comments from the Commission's regional administrators

and from members of the North American Securities Administration.

A number of very difficult practical objections have been raised to

this concept, based primarily on the complexity of determining by rule
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what standard of state regulation would be an adequate condition for a

federal exemption. At this time, it is unclear whether we will be able

to find satisfactory solutions to the problems inherent in this project.

Liquidation of Venture Capitalists' Investments

Finally, the Commission is cognizant of the fact that one of

the reasons for the shortage of capital available to small businesses

is the difficulty encountered by venture capitalists in liquidating

securities acquired pursuant to the exemption from registration for

nonpublic offerings. Accordingly, in response to several recommendations

made by the National Association of Venture Capitalists, and others,

the staff is reconsidering Rule 144, which governs such resales, and

its application to small businesses. These suggestions and the January

1977 report of the SEA Task Force on Venture and Equity Capital for

Small Business which recommends relaxation of the rule, will be considered

by the Commission together with other data developed by the staff.

The IEMs and Xeroxes of the future are going to find their genesis

in small businesses. If we do not focus on how to create venture

capital, we are going to jeopardize this Country's technological progress.

As I stressed at the opening of my remarks, however, in many ways the

problems of small businesses are rooted in broader economic factors

which are perhaps not easily remedied solely by legislation. Nevertheless,

the Commission is cognizant of the importance of smaller enterprises
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to the growth of our Nation's econamy and, as I have outlined, is

taking steps to minimize the impact of the federal securities laws

on small firms, whenever possible consistent with Congressional

mandate to protect the investing public. We will continue that

effort and would look forward to the contribution which S. 1726

could make to the overall government promotion of small businesses.

I would be pleased to answer any questions the members of

the Subcommittees may have.
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Senator McINTYRE. We call as our next witness this morning
A. Vernon Weaver, the Administrator of the Small Business Admin-
istration.

WTe would like to welcome you here and hope that you are finding
your job interesting and entertaining and keeping Vou on the move.

You have a statement here of 12 pages, but if you could move
through it very rapidly, we will be able to ask you some questions.

STATEMENT OF HON. A. VERNON WEAVER, ADMINISTRATOR,
SMALL BUSINESS ADMINISTRATION, ACCOMPANIED BY WILLIAM
T. GENNETTI, GENERAL COUNSEL, SBA

Mr. WEAVER. I would like to say that I was delighted to hear
the Chairman of the Securities and Exchange Commission in his in-
terchanges with Senator Hatch. There is no more in my opinion an
important area that could benefit small business than doing some-
thing about the problems of capital formation of small business. I
am delighted to hear it.

Senator HATCH. Thank you. We are delighted you were listening
and that you were here today. We appreciate it.

Mr. WEAVER. Mr. Chairman, the bill's sponsors are to be commended
on their efforts in drafting this major small business proposal which
clearly evidences their deep and abiding concern for this Nation's
small businesses. As you know, the President is fully committed to
reorganize the executive branch of the Federal Government. We are
determined to make SBA a model in the President's reorganization.

Toward this objective, I have already established an independent
study team, consisting of top SBA and outside professionals.

Our major emphasis will be to make SBA programs and people
more responsive to small businesses, to eliminate unnecessary paper-
work and regulations, and to make sure our employees are utilized in
the most effective and efficient manner.

I am submitting for the record a listing of the broad objectives of
the reorganization study team.

Senator MCINTYRE. Briefly, what are you doing on paperwork?
Mr. WEAVER. Well, we of course have met with the representatives

of the Paperwork Commission. We have given the Commission a
preliminary paper on what we are doing. We have cut out consider-
able number of forms. We have gone back to OMB to register those
forms which were not registered and Senator I have appointed a full-
time person to handle paperwork from now and forever more as long
as I am the Administrator.

Senator MCIINTYRE. Good.
Mr. WEAVER. I know what happens when you get rid of them and

6 months later they are back.
Senator MCIN-TYRE. It seems as though that every day we stop one

regulation, three new ones pop up. But I am delighted. Keep at it
because it is awfully important out there in the field.

Senator HATCH. While he is at this, could I just throw out an idea
on the Federal paperwork?

Senator MCIN-TYRE. Sure, as long as it doesn't take too long.
[Laughter.]



262

Senator HATCH. They all think I take too long-at least my col-
leagues on the other side of the floor-but they are always gracious
to me, and they pat me on the head and say he is a nice young man.
[Laughter.]

Let me just say this to you. I have been toying with an idea for small
business where we put the Federal paperwork burden on the agencies
that require it. It is revolutionary, but I think it is about time we do
something like this. I think what we ought to do is have the Com-
mission set what the actual costs of paperwork are on the average to
small business-and limit it to small business, which, incidentally,
is being killed in this country in so many ways right now, capital for-
mation being one of them, but many, many other ways-and give the
responsibility to each particular agency to pay for those costs on the
basis of an assessment out of its appropriation budget, making it a
line item so we know just how much the Federal paperwork burden
that they request costs. I think you would find that there would be
a real effort on the part of every agency to maybe cut that paperwork
burden down and become a little more responsive to the needs of small
business. That is pretty revolutionary, but I would like you to think
about it.

Senator MCINTYRE. Mr. Weaver, before you return to your state-
ment, I should add that some paperwork is useful and necessary.

Mr. WEAVER. The Administration's objective is the same as the
drafters of this legislation.

My analysis and comments on S. 1726 will identify areas of con-
cern, including the relationship of the bill to the President's ongoing
reorganization initiative and SBA's reorganization.

Section 101 of the bill would amend section 4(b) of the Small Busi-
ness Act by increasing the number of Associate Administrators.

SBA cannot endorse the organizational structure proposed in the
bill. The President has undertaken a major reorganization effort, and
it would be premature to consider an independent, legislative reor-
ganization of SBA.

I offer, however, comments on several provisions of section 101 that
we believe may be of use to you, and which support our contention
that further study is desirable prior to reorganizing SBA as proposed.

The creation of an Associate Administrator for Investment, sepa-
rate from the Associate Administrator for Finance, is not necessary.
It would need to be demonstrated that the volume of SBIC activity
alone would justify a separate office; this is not now the case.

Finally, it is our opinion that the proposed position of Associate
Administrator for Advocacy and Economic Research and Analysis
should not be a Presidential appointee. We believe it is inappropriate
that one Associate Administrator's status be different from the others,
and that one Associate Administrator should be a Presidential ap-
pointee while the Deputy Administrator, a higher ranking SBA of-
ficial, is not.

Section 103 would create a new section 9 which outlines the activi-
ties of the Advocacy and Economic Research and Analysis Division
and proposes 15 specific tasks.

Subsections b(6)-(8) provide for the monitoring of the activities
of all other Federal departments and agencies.

The activities in b(9)-(11) are a combination of data activities,
such as establishing a set of criteria for defining small- and medium-
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sized businesses, and reviewinig the efforts of other agencies with re-
spect to their assistance to minority enterprises. Subsections b(12)-
(15) contain the advocacy activities. The new division is to serve as a

focal point for the receipt of complaints, criticisms, and suggestions
concerning the activities of all Federal agencies.

Once again, I would note that a final determination on the merits
of the provisions of section 103 is premature while the work of the

President's reorganization project is still underway.

Senator MCINTYRE. I was going to ask you-the gentleman that
helped you write this speech, how long has he been with SBA, do you
know?

Mr. WEAVER. That helped me write this-well, there are a number
of people that did. Mr. Keel has been with the SBA several years prior
to his present tenure which has been several months.

Senator -MCINTYRE. They like the present setup pretty well.
Mr. WEAVER. Yes.
Senator 'MCINTYRE. That is alright. I am just trying to understand

some of the constraints that are on you and the advocate. 'We are

trying to figure out how we can put the SBA Administrator in a posi-
tion where he will serve as a council-legislate counsel to small
business. Is he going to be able to say, "That may sound good to you,
Mr. General Motors, but it does not sound too good to the local
haberdasher? "

Mr. WEAVER. If A. & E.R. & A. is to be a permanent activity, we

fail to see the justification for staffing it outside the norimal civil service
system, therefore we cannot endorse this proposal at this time.

Lastly, we are concerned that the proposed section 9(d) (3) which
contemplates consultation with experts and authorities outside of the

Government does not require conformance to the Federal Advisory
Committee Act.

Senator MCINTYRE. We do not know what you mean by "require con-
formance to the Federal Advisory Committee Act."

It says in your statement, lastly, we are concerned that the proposed
section 9(d) (3) of the bill which contemplates consultation with ex-
perts and authorities outside of the Government does not require con-

formance to the Federal Advisory Committee Act". What does that
mean?

Mr. WEAVER. 'Well, we have a number of official advisory commit-
tees at SBA-

Senator MNCINTY-RE. A number of what?
Mr. WEAVER. Official advisory councils and committees at SBA. The

President has asked us to reduce them and we are doing so consider-
ably, but let me get my General Counsel to answer that.

There is legislation regarding how the committees act and under
what authority.

Bill Gennetti-General Counsel.
Mr. GENNETTI. If this provision calls for the formation of an ad-

visory commission or council to SBA, then it might be subject to the
Federal Advisory Council Act, which is a rather formal procedure.
It is hard to tell from this provision whether it is intended that there
should be a continuing type of advisory organization or whether it

would just be an ad hoc, from time to time, arrangement. We just
need to clarify the bill's language in this regard.
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Senator MCINTYRE. OK, please proceed.
Mr. WEAVER. 0MB Circular No. A-10 presently requires that legis-lative proposals of agencies be submitted to 0MB for coordinationand advice prior to transmission to the Congress. The agencies, in turn,are required to set forth in their communications to the Congress theadvice received from OMB concerning the relationship of the proposalto the Administration's program. This is a well-established practicewhich has worked well over the years.
A legislative requirement to exclude SBA from this process wouldmake it difficult for the President to develop and present to the Con-gress a truly coherent and coordinated legislative program.
We accordingly believe that it is to the advantage of both the Con-gress and the executive branch to retain the present system for OMBcoordination of legislative proposals by the various agencies.
Senator MCINTYRE. Well, eve have this trouble over in banking, too.Before we can get an agency to tell us how they feel about somethingthat they are working on, they have to clear it with OMB. We havedone our best to get some of the various agencies-and SEC is a goodexample-out from under this imposition.
We think that it is fine for OMB to submit the statement that theythink you should say, but we also think it would be nice if you would

tell us how you think it is. Legislation will continue to be introducedthat will fight this. The point is if OMB were to clear all statements,Congress would never know if SBA's position trulv represented thebest interests of small business or represented overall Administration
policy which, when applied to small business, might be detrimental.
The very nub of what we are trying to get at here would be cloudedover. But I am sure you understand that.

Mr. AWEAVER. Yes, sir.
The Federal Reserve and the Federal Deposit Insurance Corpora-tion have recently instituted a quarterly survey which complies withmost of the requiirements of this title.
As stated earlier, the Administration is committed to reorganization

and overall improvement of the executive branch to assure the verybest service and assistance is available and accessable.
Pending completion of the reorganization studies we cannot endorsethe provisions of S. 1726. WXe have, however, attempted through ouranalysis and comments to show our deep commitment to make anyfuture reorganization of SBA the best one possible, and will take intoconsideration the provisions of this bill as wve proceed.
The rest of my testimony I will just submit for the record. It con-cerns a number of people.
Senator MCINTYRE. Thank you.
The conferees' meeting on H.R. 692-the SBA authorization bill-met yesterday and agreed to authorize an expense line item for advo-cacy and economic research and analysis totaling $6 million. SBA inits authorization request only asked for $820,000 for the advocacy

function in fiscal year 1978.
Do you believe that SBA's original fiscal 1978 request is sufficient?Mr. WEAVER. Not if combined with data research and management,

nio, sir. We were submitting that separately I believe.
Senator MCINTYRE. Well, since the House and the Senate yesterday,agreed to this $6 million figure, is not the mission of the advocate as
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defined in the bill in desperate need of being fulfilled? Do you not
believe that SBA should significantly upgrade this function and utilize
more funds to insure that the advocate is more effective than he has
been in the past?

Mr. WEAVER. Yes, sir, I do. Now, I do not necessarily believe that
the function of computer processing. data research and its data banks,
should be the Office of the Advocate necessarily. I certainly think the
material should be available and I certainly think we need funds to
do it.

Senator McINTYRE. What we are concerned with here is economic
research.

This bill would make the Administrator an Executive Level I ap-
pointment. I understand that your endorsing this section might appear
to be self-serving. I do not want to put you in an embarrassing position
in anyway, but would you please tell us your personal opinion as to
whether the Administrator at the Executive Level I position would en-
able him to be a more effective spokesman for small business within
the executive branch and whether it would assist him in obtaining
small business data on behalf of SBA?

Mr. WEAVER. Yes, sir, it would.
Senator MCINTYRE. Mr. Weaver over the years I have heard state-

ments by previous Administrators that they were contemplating re-
organization or implementation of new policies or what have you. You
suggest that consolidation of the advocacy and the economic research
and analysis function is premature. Can you tell us what is specifically
objectionable with regard to this proposal ? It seems to me that with-
out hard economic data the small business advocate has to end up
being pretty ineffective.

Mr. WEAVER. Well, the main thing I have against the combination
of two is the fact that I look upon the advocate as a gadfly or person
who is very active in outside agency activities and not necessarily a
good organizer, a good research person. I doubt that those two things
go together.

Second, I recoprnized when I first came to this office the accute need
of professional help in the research and data management area and I
have spent literally days searching for this person. I have such a per-
son and hired him from Control Data in Minneapolis. He will be on
board in about a month. I have confidence that the ability of this person
is such that he can run his own department. In fact in order to get
such a person I personally had to promise that lie would have his own
department.

Senator McINTRE. Your statement appears to take issue with the
fact that the Associate Administrator for Advocacv and Economic Re-
search and Analysis is Presidentially appointed. Public Law 94-305
creates a position of Chief Counsel for Advocacy which would be ap-
pointed by the President and confirmed by the Senate. S. 1726 still
leaves this redefined position a Presidential appointment, but makes
him accountable to the Administrator. Public Law 94-305 makes the
Advocate accountable to no one.

To make sure we have a clear understanding, what kind of advocate
position would you or do you desire?

Mr. WEAVER. I desire to have him accountable to the Administrator
and I appreciate that part of the bill.
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Senator MCINTYRE. You do like that.
Mr. WEAVER. Yes, sir.
Senator MCINTYRE. I will yield to Senator Hatch.
Senator HATCH. I am very happy to get acquainted with you also.
What effect do you think the minimum wage has on small business

capital formation and the ability of small businesses to maintain and
obtain employees? It is presently $2.30, apparently they are going to
switch it to-

Mr. WEAVER. Well, the very small business of course is not helped
by the minimum wage.

Senator HATCH. They are not what?
Mr. WEANFER. They are not helped by the minimum wage going up.
Senator HATCH. You are talking about the very small businesses.

These are the businesses without a lot of capital base, businesses of
less than $1 million in capital.

Mr. WEAVER. Yes, sir, the more menial type-
Senator HATCH. Yes, food type businesses and service type busi-

nesses. So you are saying they are not helped by the minimum wage?
Mr. WEAVER. They are hurt. I know the restraints when the mini-

mum wage goes up.
Senator HATCH. Do we lose a lot of jobs when the minimum wage

goes up?
Mr. WEAVER. That is my experience.
Senator HATCH. Does it interfere with, and really hurt, those who

are presently on unemployment rolls, such as 50 percent of our young
blacks in our society and 20 to 40 percent of other young people be-
tween the ages of 16 and 26?

Mr. WEAVER. 'Well, I do not want to say that I am against minimum
wage-

Senator HATCH. I do not think anyone wants to say that but the
fact of the matter is in this area it is a doggone deleterious thing is
it not.

Mr. WEAVER. In the smaller businesses the ones that are employee
intensive, there is no doubt it hurts them and it creates more unemploy-
ment in my opinion.

Senator HATCH. As to this, some of the ideas I have been working
with do consider a tax cut for small business and also an increase in
the right to accumulate earnings. Would you disagree with those
stimulations, or at least those aspects, in helping small businesses to
survive and also to create capital?

Mr. WEAVER. I very much favor a tax cut for small business, but I
recognize the difficulty of isolating small businesses in order to receive
such a cut.

Senator HATCir. We might as well have it across the board for all
business, and it would stimulate business and employment and every-
thing else. I think gradually people are coming to that conclusion, we
have been advocating that rather strongly, but you would agree then
that, if we had a tax cut across the board, it would not only stimulate
funds for small business but would also be stimulatory to the whole
economy.

Mr. WEAVFR. I am looking for a tax cut for small business and I
agree that in order to get it you are probably going to have an across
the board tax cut.
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Senator HATCH. Let me throw another idea out. I have been toying

with the idea that what we need in small business is the ability to roll-

over capital gains.
Mir. WEAVER. I agree with that.

Senator HATCH. If we can roll them over so that small businesses

which invest in other small businesses get to rollover capital gain, that

would be very beneficial.
Mr. WEAVER. If there is one thing that would help small business, I

think that would be a tax cut.
Senator HATCH. What if we go further and we say that anybody

who receives a capital gain who invests that capital gain in a small

business will defer the capital gains tax on that capital gain?

Mr. WEAVER. I am for it.
Senator HATCH. YOU would be for it. That would mean the Govern-

ment would have to share part of the risk, considering that 80 per-

cent-and I think I am fairly accurate on that-of small businesses do

fail.
Mr. WEAVER. Correct.
Senator HATCH. You think that is a worthwhile risk.

Mr. WAEAVER. I do.
Senator HATCH. So do I.
Let me just make a couple of points, and I think they are important.

Small business faces a capital shortage estimated at $8 billion a year.

Now this is according to the Treasury Small Business Advisory Com-

mittee on Economic Policy Report dated December 19, 1976, on page 5.

I think you would agree to that.
Mr. WEAVER. I will accept it, but I am not sure what the sources are.

Senator HATCH. In 1975 there were only four underwritings of new

stocks which were successful for small businesses. The 1975 offerings

were $16.2 million whereas 548 offerings 8 years earlier raised $16

billion. Are you aware of that?
Mr. WEAVER. I certainly am.
Senator HATCH. It is really pathetic isn't it?
Mr. WEAVER. Totally.
Senator HATCH. And I think the securities industry and the Securi-

ties and Exchange Commission-not deliberately but as an aftermath

of the overprotective nature of the regulatory system-have really

caused that.
Mr. WEAVER. That at least has contributed to it to a great degree.

Senator HATCH. Regulation offerings have plummeted to $49 million

in 1975. There were $256 million in 1972. That is true.

Mr. WEAVER. That is what I have been saying, Senator.

Senator HATCH. OK. I am saying it, too. I want to make sure we get

this in the record.
New businesses fail at an alarming rate and 80 percent die within

1 decade. Is that true?
Small businesses provide 56 percent of private sector employment,

48 percent of business output, 43 percent of the gross national product.

and over half of important industrial inventions and innovations. I

think you would agree with all of those.
Mr. WEAVER. I am not positive of the sources, but I certainly agree

with them.
Senator HATCH. You would agree in general with those figures?
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Mr. WEAVER. In general.
Senator HATCH. In 1976 Gerald Ford estimated the cost to small

business in complying with Government regulations and reporting re-
quireiments at as much as $18 billion a year. That is the cost to small
business. The Paperwork Commnission. is currently doing a study on
small businesses; and, although the report is far from completion, they
estimate the cost of complying with governmental regulations for
small businesses to be between $15 and $22 billion a year. They also
estimate the cost to be between $2,500 and $3,500 per small business in
completing governmental forms. Do you find any disagreement with
that particular statement?

Mr. WEAVER. Again, not the specifics, but certainly I agree with it.
Senator HATCH. The theme is right and you have been preaching it.
Mr. WEAVER. Absolutely.
Senator HATCH. The New York Stock Exchange has come up with

a 10-year projection to 1985 showing business investment needs of
$4.5 trillion. Some $650 billion more have been forecasted for savings
over that samne period. That is important to understand. If we do not
have savings in our society-which savings generally occur when we
have an investment climate stimulative of saving-we are not going
to have a society as we know today.

Well, I would like to just ask you, what is the single most important
problem in your mind facing small businesses today?

Mr. WEAVER. Lack of venture capital.
Senator HATCH. You would say it is lack of venture capital. Would

inflation contribute to that?
Mr. WEAVER. Inflation certainly contributes.
Senator HATCH. Would taxes contribute?
Mr. WEAVER. Taxes are one of the rieasons for lack of venture capital.
Senator HATCH. Would Government regulation also be one of the

reasons for lack of venture capital?
Mr. WEAVER. Yes.
Senator HATCH. And financing is certainly always a difficulty not

only among banks but among other financing institutions for the area
of small business.

We have to make it easier for small business people to raise money,
even though there may be some losses, some big business loss of loan
availability, and some other risks that we all know.

Mr. WEAVER. I certainly agree.
Senator HATCH. Could I ask you just one or two other questions ?
You wofild agree with increasing the regulation exemptions to

around $3 million and certainly more than the $500,000?
Mr. WEAVER. It is certainly more than the $500,000.
Senator HATCH. OTh.
I have also been toying with another idea that is somewhat revolu-

tionary-I hate to keep throwing these revolutionary ideas out to
you. But I understand that big business is one of the foremost advo-
cates of creating a healthy small business climate in America because
that is where the ideas come from. Big businesses have a tendency to
stagnate and become managed rather than creative. Small businesses
are where more creativity exists. Would you agree to that?

Mr. WEAVER. Yes, sir.
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Senator HATCH. They are the future of this country. The abilities
of a good, growing, innovative, creative group of small businesses
tend to encourage small business investment and a climate of stability.

Well, let me ask you this-I have two other questions and then I
will quit, Senator McIntyre.

I have been toying with the idea of allowing small businesses, in
contravention of the Clayton Act and other antitrust laws, to combine
together, unify, or get together so that they can compete on a more
equitable and better basis with large business. Now what do you think
of that particular idea?

Mr. A\7&vER. I would lhave to think about that, Senator, I can see
that there would be a benefit.

Senator HATCH. They would benefit withl regard to volume pur-
chases, common advertising, common marketing, and common
competition.

Now understand that that may be a way of helping small businesses
to survive in a climate of intense competition, caused by higher tech-
nology and better business techniques in operating and planning, and
so forth.

One last question, Mr. Weaver. I understand that you would like to
see the problem of insufficient funds for small business solved by in-
creased support from the private sector rather than by direct Gov-
ernment loans. My question is; how can you do this, and what are the
prospects for any suggestions you may have?

Mr. WEAVER. Well, I say I would like to have that done.
Senator HATCH. Sure, and I would like to have your suggestions on

how you think we might be able to accomplish this.
Mr. WEAVER. I think we have been talking about the way to ac-

complish this. I think Mr. Williams talked about some of the ways
to accomlplish this. I think we have got to remove the obstacles of ven-
ture capital, I mnean some tax changes to encourage venture capital.

I was in New York last month talking to a number of venture
capitalists and was informtted that there is actually more money avail-
aible in their opinion or would be more money available as venture
capital to small business than there ever has been in the history of the
United States. And that the reason venture capital is not forthcoming
is very simply the tax climate. These are self-serving statements per-
haps on their part but that is what I wvas talking about.

Senator HATCv. I have sat in other hearings of the Joint Economic
Committee, which of course is combined here today, wlhere they are
really investigating the tax climate and what we mnight be able to do
to change that. Hopefully, we, can comle up with some good suggestions
there.

Mr. WEAVER. Well, a combination of the tax climates effect on ven-
ture capital along with the acceptability of small business not only
under regulation A but in secondary markets which is equally im-
portant. The ERISA law of course removed pension funds as a buyer
of small business stocks

Senator HATCH. You view that as a very bad thing.
Mr. WEAVER. I certainly do.
Senator HATCH. So do I.
NMr. WVEAvER. These things altogether I think is what is necessary.

98-762 0 - 78 - 18
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Senator HATCH. Well, let me just say this-I have been very pleased
to listen to you today, and I want to commend you. I think you have
your finger on the right things. I think you are advocating the right
approaches. You seem to be open for, if not innovative, at least very
aggressive suggestions. Frankly, I think if you continue to do that and
if you can get some help up here on the Hill, maybe we can help save
our small business climate in America and perhaps strengthen the
whole country in the process. Perhaps we could even do something
that is very dear to my heart and begin to solve some of the tremendous
unemployment problems that exist in America today, especially among
our young blacks.

I want to commend you, and I do not think you and I have disagreed
on one thing here today. I may be wrong, but I do not think we have.
How about that?

Mr. WEAVER. Thank you.
Senator MCINTYRE. Thank you, Senator Hatch.
Senator HATCH. Thank you, Mr. Chairman.
Senator MCINTYRE. I have been reminded by the staff of a bill, S.

1745, which Senator Nelson and I have introduced and on which we
had an opportunity to conduct some hearings. This is a bill to improve
ERISA, and I have been able to insert all of the recommendations
contained in the report of the Paperwork Commission on ERISA
of December 3, 1976 as part of that proposal. There is a morass of
paperwork.

In that bill the attempt is being made to break out from the pension
fund and other trusts some small part-

Mr. WEAVER. Two percent.
Senator MCINTYRE. Two percent would equal $8.9 billion. I do not

think we can shoot that high, and we have not named any percentage
in S. 1745. We will be marking it up, hopefully, this week or next week
in the Finance Committee. We are not trying to get the prudent man
rule set aside. What we hope to be able to do is to make it so that the
trustee or a pension manager would be able to invest some portion of
these gigantic funds that are lying there really not aggressively reach-
ing out to help the new ideas; but with all the great innovative ideas
of the American public to try to get a part of this so that it would not-
venture capital in a small business would not be per se imprudent. How
do you feel about that bill? Do you think that is going in the right
direction?

Mr. WEAVER. Yes, sir, it is.
Senator MCINTYRE. I wanted to ask this question here in contrast.

On page 12 of your statement, Mr. Administrator, you state that
SBICs only provided $31.8 million in financing to small businesses
for I presume a 1-year period. SBA's own published figures show that
SBICs provided $128.4 million in financing during calendar year 1976.
Why this discrepancy?

Mr. WEAVER. I will have to furnish that for the record, Senator.'

'Mr. Weaver supplied the following Information:
"OQestions raised at Senate hearing on sBIc figures for 1976-
"The $31.8 million of financing to SBIc's and 'MESBIc's referred to on p. 12 of the

Administrator's statement is the SBA's financing to the SBIC's.
"These same figures appear in the President's budget for 1978 and In SBA's Annual

Report for 1976 on pn. 20. 21. and 22. The figures referred to by the committee have
reference to the SBIC and MIESBIC disbursements to small business concerns. This
would be the amount of money that the SBIc's put out. What we were referring to is
the amount of Federal funds that went to the SEIC's, not their own investments."
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Senator MCINTYRE. Mr. Weaver, you say that the Federal Reserve
and the FDIC have instituted a quarterly survey which would pro-
vide most of the information on bank credit to business that would be
required by this bill, S. 1726. Are you not saying, in effect, that the re-
porting requirement in title 6 of the bill could be met?

Mr. WEAvER. I am not against the reporting requirement of this bill.
I think it is fine.

Senator MCINTYRE. You are not against title 6 of this bill.
Mr. WEAVER. No.
Senator McINTYRE. Mlr. Weaver, you restate in your testimony what

the duties and functions are for the Small Business Economic Coun-
cil, but you do not express an opinion as to the merits of creating a
permanent council. What is your own opinion as to the formation of
such a council which would be chaired by the SBA Administrator?
What is your personal view as to the statutory mission of such a
council?

Mr. WEAVER. Mr. Chairman, as you pointed out earlier that would be

somewhat self-serving on my part-
Senator MCINTYRE. That is alright. I will forgive you for a little

self-serving statement. We are not in a court of law. [Laughter.]
Mr. WEAVER. Certainly, I cannot be against such a proposal. I can

see that it would have some good effects on small business-access to

Secretaries of other departments that perhaps is sorely needed.

Senator MCINTYRE. We have been discussing at great length this

morning the area of access to capital. Mir. Hatch, who has an out-

standing background in the field of venture capital for small busi-

ness has addressed this subject at length. I understand you have

publicly and privately stated that increasing the availability of venture

capital for small business is your top priority-not one of four or five

priorities, but your top priority. Is that correct?
Mr. WEAVER. Yes, sir, it is.
Senator MCINTYRE. Why is it not logical, then, to single out as a

separate function the Associate Administrator for investment? In

other words, a position with just the responsibility for managing the

investment division. I should add that it appears to me that this is

just what the Small Business Investment Act of 1958, section 201,

requires. What is so wrong, what is so objectionable, in having some-

one exclusively responsible for this critical authority?
I am sure you are already finding that as Administrator, your role

is similar to that of a mayor of a town or a city in that you have a

lot of functions to attend and responsibilities to address. There are

distractions. In municipal government we have seen the advent of

a city manager to help the mayor in carrying out his duties. The mayor

is still the head of the city government, but he simply cannot do every-

thing for himself. Are you not in demand to attend conventions?

Don't you find yourself taken away from your desk a lot?

AIr. WEAVER. Yes, sir.
Senator 3MCINTYRE. I think we in the Congress appreciate the de-

mands that are placed on you. Bernie Boutin was one of your prede-

cessors. He was from my hometown which is Laconia, 'N.H. He and

I served as mayor of Laconia. He was both an outstanding mayor

and Administrator. He wvas also Administrator of GSA. Senator

Stewart Symington who was here a long time said he thought that
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Bernie was probably one of the finest Administrators of the General
Services Administration that we have ever had.

Bernie was with SBA for some time; he worked very hard in his
capacity as Administrator. He found that there were tremendous de-
mands on his time that took him away from his desk. He simply could
not do everything himself. The point is we are desperately trying to
seek out ways to build SBA into a stronger outfit, one that will allow
some specialization under the direction and responsibility of the SBA
Administrator. That is what we are struggling for.

Mr. WEAVER. I appreciate that.
Senator, despite the calls on time which certainly are there, and

the testimony, certainly, I have been up here a number of times, I
am determined to run SBA myself and I am determined that since
this is my first priority, I am going to spend a great deal of time on the
subject of capital formation and the lack of it, venture capital to small
business. I feel so strongly about it that I am going to make the time
personally to take care of it as best I can.

Senator McINTA-RE. You would agree that you could use a person
full time to help you in that area alone?

Mr. WEAVER. Well, of course, we do have a man full time. It is
simply a question of his title.

Senator MCINTYRE. Would you please define his responsibilities?
Mr. WEAVER. Through the Associate Administrator for Finance and

Investment, there is a person who is in charge of the Investment Di-
vision, Mr. Peter McNeish, and that is his full-time job.

Senator McINTYRE. Is Mr. McNeish the Associate Administrator
for Investment?

Mr. WEAVER. No. He is Deputy Associate Administrator for In-
vestment under the Associate Administrator for Finance and
Investment.

Senator MCINTYRE. Well I appreciate your coming here today and
testifying as the Administration wants you to testify. I understand the
constraints you are under. I am not pointing the finger at you at all.
I would probably suspect that many of the things that the Administra-
tion feels you would agree with and some you probably do not agree
witi). I make those remarks to assure you that my next line of ques-
tioning is not meant to be personal. I hope you do not get upset.

Mr. Weaver, I want to read to you some statements that Pres-
ident Carter made during his campaign:

To measure the success of these programs my administration would de-
velop specific statistical yardstick formulas to measure the relative growth of
small business in relationship to other sectors of the economy.

It will be a goal of my administration to have the growth rate of small busi-
ness exceed the growth rate of big business and Government.

As President my economic policy will be designed to stimulate growth.
As President I would introduce and support concrete programs which would

have as high priority the expansion of the independent small business sector
of the economy.

As President I will see that small business has a strong voice in the White
House.

My objective is to establish closer ties with small business.
As President I will endorse a thorough study of the capital markets available

to small business and will work to strength existing governmental financing
programs which will allow small business viable sources of equity and financing
on a parity with big business.



273

Can you tell me how, in any way, S. 1726 conflicts with any of the
President's statements-his objectives?

Mr. WEAVER. No. it does not conflict at all. We are not against the
bill.

Senator MCIC-NTYRE. You are not against it?
Mr. WEAVER. We are simply against some of the ways-we are say-

ing it may be premature in some ways and that we are reorganizing
the SBA, but the tenets of the bill we are simply not against. We cer-
tainly want to use in the reorganization of the SBA.

Senator MMCINTYRE. Well, I think that the Congress has been wait-
ing with baited breath for small business bold new initiatives by the
Carter administration. We think that S. 1726 is complementary to
the President's goals. If it is not, how does the President plan to fulfill
these promises that he made in 1976? Time is quickly passing. If you
get a chance some time when you are over at the White House, you
ought to tell the President that we are waiting with baited breath.

Mr. Weaver, thank you very much for being here with us this morn-
ing and for doing the very best you know how at the Agency. You
have a very important job and you have a lot of friends in Congress.
Do not forget that. If somebody starts pushing you around, come
running to Congress.

Thank you very much.
[The prepared statement of Mr. Weaver follows:]
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MR. CHAIRMAN AND MEMBERS OF THE JOINT COMMITTEE:

I appreciate this opportunity to appear before you

today to discuss S. 1726, cited as the "Small Business

Economic Policy and Advocacy Reorganization Act of 1977."

This bill would alter the present organizational structure

of SBA, thereby redistributing certain duties and responsi-

bilities including the role and nature of the present Advocacy

Office; declare a new small business investment policy;

require the President to annually present a Small Business

Economic Policy Report; establish a Small Business Economic

Council; elevate the SBA Administrator to an Executive

Level I; and require a new schedule in reports required under

the Federal Deposit Insurance Corporation Act.

The bill's sponsors are to be commended on their efforts

in drafting this major small business proposal which clearly

evidences their deep and abiding concern for this Nation's
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small businesses, As you know, the President is fully committed

to reorganize the Executive Branch of the Federal Government.

We are determined to make SBA a model in the President's

reorganization.

Toward this objective, I have already established an

independent study team, consisting of top SBA and outside

professionals.

Our major emphasis will be to make SBA programs and people

more responsive to small businesses to eliminate unnecessary

paperwork and regulations, and to make sure our employees are

utilized in the most effective and efficient manner.

I am submitting for the record a listing of the broad

objectives of the reorganization study team.

We at SBA are gratified and encouraged by the interest

shown by the sponsors of S. 1726, and the continuing concern

and support of this Committee, to improve the Small Business

Administration.

The Administration's objective is the same.

My analysis and comments on S. 1726 will identify areas

of concern, including the relationship of the bill to the

President's ongoing reorganization initiative and SBA's

reorganization.
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Generally, I believe consideration of this legislation should

be deferred until the Presidential review and the SBA study

have been completed.

TITLE I - ADVOCACY AND ECONOMIC RESEARCH AND ANALYSIS

Section 101 of the bill would amend Section 4(b) of the

Small Business Act by increasing the number of Associate

Administrators.' The present position of the Associate

Administrator for Finance and Investment would be divided

into an Associate Administrator for Finance, who would have

responsibility for all Section 7 loan programs plus Titles IV

and V of the Small Business Investment Act, and an Associate

Administrator for Investment who would be responsible for

Title III of the Small Business Investment Act, the SBIC

program. The bill would also create the position for an

Associate Administrator for Advocacy and Economic Research

and Analysis.

SBA cannot endorse the organizational structure proposed

in the bill. The President has undertaken a major reorganization

effort, and it would be premature to consider an independent,

legislative reorganization of SBA.
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I offer, however, comments on several provisions of

Section 101 that we believe may be of use to you, and which

support our contention that further study is desirable prior

to reorganizing SBA as proposed.

The term "minority small business concern" is not defined

in the bill. While SBA has defined this term for its several

programs, Congress has not. Congress might want to provide

a precise definition at this time.

The responsibilities of the Associate Administrator for

Procurement Assistance would be limited to Section 8 of the

Small Business Act, and would unwisely exclude the well-

established duties of Section 15 of the Act relating to the

joint-determination program for awarding contracts and property

which benefits all small businesses.

The creation of an Associate Administrator for Investmentf

separate from the Associate Administrator for Finance, is not

necessary. It would need to be demonstrated that the volume

of SBIC activity alone would justify a separate office; this

is not now the case.

Finally, it is our opinion that the proposed position of

Associate Administrator for Advocacy and Economic Research

and Analysis should not be a Presidential appointee. We believe
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it is inappropriate that one Associate Administrator's status

be different from the others, and that one Associate Administrator

should be a Presidential appointee while the Deputy Administrator,

a higher ranking SBA official, is not.

Section 103 would create a new Section 9 which outlines

the activities of -the Advocacy and Economic Research and

Analysis Division and proposes 15 specific tasks. These tasks

are listed in great detail and may be broken down into 3 separate

types. Subsections b(l)-(5) involve the collection of data

and review of the small business economy, including the require-

ment of a quarterly report to be published with statistics on

at least 12 economic categories such as layoff rates, new orders,

average work week, etc., for small-and-medium-sized businesses.

The aim of these activities is to provide for a data base upon

which policy can be based.

Subsections b(6)-(8) provide for the monitoring of the

activitips of all other Federal departments and agencies. A new

division is to develop proposals for changes in the policies

and activities of other departments to insure that their

activities will better fulfill the purposes of the Small Business

Act. The direct post and impact of Federal regulations and

policies on small-and-medium-sized businesses is to be measured

in order to make legislative and non-legislative proposals for

eliminating unnecessary regulation. Finally, the new division
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is to analyze proposed and pending legislation as to its

impact on small-and-medium-sized businesses and propose

additions, corrections or deletions. In all three situations

reports are to be filed on a timely basis with the new council

to be established (which will be discussed later), the Senate

Select Committee on Small Business, and Committee on Small

Business of the House of Representatives.

The activites in b(9)-(1l) are a combination of data

activities, such as establishing a set of criteria for defining

small-and-medium-sized business, and reviewing the efforts

of other agencies with respect to their assistance to minority

enterprises. Subsections b(12)-(15) contain.the advocacy

activities. The new division is to serve as a focal point

for the receipt of complaints, criticisms, and suggestions

concerning the activities of all Federal agencies. It is also

required to represent the views and interests of small-and-

medium-sized businesses before all other agencies when their

policies and activities have an impact on small-and-medium-sized

businesses. Finally, the new division would counsel smaller

businesses how to resolve questions and problems in their

relationship with the Federal Government and should disseminate

information concerning the programs available to small-or-medium-

sized businesses beneficial to them.
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Once again, I would note that a final determination on

the merits of the provisions of Section 103 is premature while

the work of the President's reorganization project is still

under way.

We also question the necessity, and ultimate benefit,

of an annual report. Perhaps a biennial report would be more

useful.

In addition, we do not endorse a consolidation of the

advocacy role and the economic research and analysis function

at this time. Such an organizational change also should await

the President's reorganization plan.

The bill would apparently expand SBA's area of concern

to "medium sized businesses." It is not clear what this term

means -- or foreshadows. Clarification is needed.

If A&ER&AD is to be a permanent activity, we fail to see

the justification for staffing it outside the normal CSC system,

therefore we cannot endorse this proposal at this time.

Lastly, we are concerned that the proposed Section 9(d)(3)

which contemplates consultation with experts and authorities

outside of the Government does not require conformance to the

Federal Advisory Committee Act.
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Section 9(e) would require the submission of an annual

report containing the findings and recommendations of the

AA/A&ER&AD to the Senate and House Small Business Committees

prior to submission to OMB. Undoubtedly this contemplates

legislative proposals.

OMB Circular No. A-19 presently requires that legislative

proposals of agencies be submitted to OMB for coordination

and advice prior to transmission to the Congress. The agencies,

in turn, are required to set forth in their communications

to the Congress the advise received from OMB concerning the

relationship of the proposal to the Administration's program.

This is a well established practice which has worked well over

the years.

A legislative requirement to exclude SBA from this process

would make it difficult for the President to develop and present

to the Congress a truly coherent and coordinated legislative

program. OMB serves several important purposes for agencies,

the Administration, and the Congress: (a) it encourages the

various agencies to take the problems and concerns of other

agencies into account; (b) it facilitiates the development of

a consistent Administration position on legislation; and (c)

it assures that the Congress gets coordinated and informative

agency views on legislation under consideration and is thus

able to anticipate more effectively the impact on such.legislation.
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We accordingly believe that it is to the advantage of

both the Congress ar.d the Executive Branch to retain the

present system for OMB coordination of legislative proposals

by the various agencies.

TITLE II - DECLARATION OF SMALL BUSINESS INVESTMENT POLICY

Section 201 of the bill adds a new Section 9(f) to the

Small Business Act which declares it to be national policy

that all steps be taken to insure that adequate capital from

private sources is available for small-and-medium-sized

businesses.

Again, we are troubled by the use of the term "medium

sized businesses." Further, we believe the term "reasonable

cost" should be defined.

TITLE III - SMALL BUSINESS ECONOMIC POLICY REPORT

This section of the bill adds a new Section 9(g) to the

Small Business Act. This subsection requires the President

to prepare a Small Business Economic Policy Report annually

to be submitted along with economic report. There are several

issues which must be addressed in the report along with a

requirement that the President list activities and steps taken

to implement the small business investment policy.
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The SBA already has the authority to include such analysis

in the Annual Report which it is required to make to Congress

on the State of Small Enterprise in the Economy.

We presume the bill would require a single report, even

though it is captioned inconsistently in this title.

TITLE IV - SMALL BUSINESS ECONOMIC COUNCIL

TITLE V - SMALL BUSINESS ADMINISTRATION

These titles of the bill adds a new Section 9(h) to the

Small Business Act which establishes a new Small Business

Economic Council. The Council will consist of the Administrator,

the Secretaries of Treasury, Commerce, Labor, and Agriculture;

and Chairmen of the Federal Reserve, SEC, FTC, and Council of

Economic Advisers. The Administrator is the Chairman of the

Council which will meet at least quarterly. The Council is to

advise the President on issues required to be discussed in

the Annual Report on small business and to coordinate policy,

develop programs to assist small-and-medium-sized businesses,

etc.

TITLE VI - SMALL BUSINESS CREDIT INFORMATION

Section 601 of the bill amends the Federal Deposit Insurance

Act. Banks would be required under the amendment to report on
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their loan activity according to the assets and sales of their

borrowers. These reports would be published and further

broken down by the respective regulatory authorities according

to the size of the banks involved.

The Federal Reserve and the Federal Deposit Insurance

Corporation have recently instituted a quarterly survey which

complies with most of the requirements of this title.

As stated earlier, the Administration is committed to

reorganization and overall improvement of the Executive Branch

to assure the very best service and assistance is available

and accessable.

Pending completion of the reorganization studies we cannot

endorse the provisions of S. 1726. We have, however, attempted

through our analysis and comments to show our deep commitment

to make any future reorganization of SBA the best one possible,

and will take into consideration the provisions of this bill

as we proceed.

In this connection I would like to clarify a misunder-

standing with respect to the percentage of SBA resources

allocated to loan processing.

A figure of 70 percent has been referred to on several

occasions as the percentage of SBA resources allocated to

making 22,000 new loans in Fiscal 1976.

98-762 0 - 78 - 19
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I am advised by our Budget Office and Finance and Investment

people that this figure is misleading and distorts the true

picture.

I understand that this 70% figure covers a much broader

area than heretofore indicated.

* I understand that this includes not only the making

of 26,078 business loans but also 20,660 disaster loans --

a total of 46,738 loans.

* This includes the surety bond program which in Fiscal

1976 provided 13,786 contracts at $781.4 million in bonds and

$20 million in claims.

* This also includes the SBIC program which provided

$31.8 million in financing to small business and the regulation

of 400 SBICs and MESBICs.

The 70% figure also involves the arbitrary pro rating

of all administrative expenses whether or not they had anything

to do with loan processing. For example, it included a pro

rata share of expenses in Planning, Research and Data Management;

Executive Direction and General Administration, Office of the

General Counsel and even Advocacy.



287

It seems that this figure of 70% is somewhat shaky.

I am advised that the cost of loan processing both direct

and indirect -- including disaster loans -- was actually

36.3% of the total administrative costs -- 20.5% for

regular loan processing and 15.8% for disaster loans.

I wanted to take this opportunity to correct this

erroneous impression on the allocation of resources.

Mr. Chairman, this concludes my prepared remarks.

I will be happy to answer any questions you or the Committee

may have.
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BROAD OBJECTIVES OF THE REORGANIZATION STUDY TEAM

-- Make SBA more responsive to its constituency

Reallocate resources closer to our constituency and improve our
delivery systems

-- Establish objectives for the Agency

-- Simplify and consolidate programs

-- Eliminate unnecessary paperwork

-- Eliminate unnecessary levels of management

-- Eliminate unnecessary, non-cost effective functions

-- Simplify and eliminate unnecessary regulations

-- Establish basis for implementation of Zero Base Budgeting

-- Make SBA's programs more responsive to needs of small business
community by searching out new ideas both internally and externally

-- Review size standards and maximum loan amounts

-- Assure that the Agency is ready to interface with OMB's inter-
governmental reorganization study

-- Assure uniformity throughout the Agency

-- Assure that the Agency has strong affirmative action plan

-- Develop the basis for improving the Agency's data base on small
business
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Senator MMCINTYRE. We call as our next witness Frank A. lVeil,
Assistant Secretary for Domestic and International Business, De-
partment of Commerce.

Mr. Weil, I am delighted to welcome you here. You came just in
time. We were going to have to recess for a few minutes because we
were told you would not be here until 11:15.

I have your statement before me. Would you please give us your
testimony as to how you see S. 1726. Would you also please introduce
for the record any associates you may have with you.

STATEMENT OF HON. FRANK A. WEIL, ASSISTANT SECRETARY
FOR DOMESTIC AND INTERNATIONAL BUSINESS, DEPARTMENT
OF COMMERCE, ACCOMPANIED BY ELMER S. BILES, SENIOR ECO-
NOMIC ADVISER, BUREAU OF THE CENSUS

Mr. WEIL. Senator, I thank you for your courtesy in allowing me
not to appear at 10 o'clock when I had a meeting at the White House.
I am very glad that the time worked out so well. I appreciate your
courtesy and we are very happy to be here today speaking with
respect to this bill.

I will let my colleague introduce himself.
Mr. BILEs. I am Elmer S. Biles, senior economic adviser for the

Bureau of Census.
Senator MCINTYRE. I welcome you.
Mr. WEIL. Mr Chairman, I appreciate the opportunity to appear

before this joint committee hearing to speak in support of the gen-
eral principles underlying S. 1726, the Small Business Economic
Policy and Advocacy Reorganization Act of 1977. This legislative
proposal is the outgrowth of an important congressional concern
with the needs of small business firms. Although we share your con-
cern in this area, we have a number of reservations about the specific
provisions of S. 1726.

One need only look at the few aggregate statistics to understand
the important role which an estimated 10 million small firms, using
a standard of fewer than 500 employees, play in our ever-expanding
economy. Aggregate statistics recently gathered and published by
the Small Business Administration's Office of Advocacy indicate that
small businesses represent 97 percent of the Nation's business con-
cerns. They provide 48 percent of the Nation's gross national product.
In terms of the total national dollar volume in sales, small businesses
generate 64 percent of the volume by wholesaling, 73 percent by re-
tailing, 57 percent by the service industry, and 76 percent by con-
struction. In addition, small businesses employ 58 percent of the
Nation's private, nonagricultural work force.

Given the vital contribution which small businesses make to the
Nation's economic well-being, it is understandable that Congress is
considering, in the words of Senator Humphrey, "a comprehensive
proposal that raises consideration of SBA and small business needs
to the highest levels of program and policy development in
Government."

At the Department of Commerce we are committed to listening
to the voices of all businesses. This commitment reflects, among other
public statements made by officials within the Department, the state-
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ment of Under Secretary Harman during his confirmation hearings
before the Senate Commerce Committee. On that occasion Dr. Harman
said that one of the greatest possibilities that faces Commerce over
the next number of years is the continued encouragement of mutual-
ity of interest between small and big businesses. This statement reflects
the position of the Department of Commerce that, in an ever-
expanding economy, private enterprises of all sizes have a mean-
ingful contribution to make. I am personally and deeply committed
to the belief that economic pluralism is the foundation of our economic
and political freedoms.

In keeping with this commitment, the Department of Commerce is
going beyond a mere verbal support of small business. We are in fact
seeking to increase our services to them.

A small business task force has been created in the Domestic and
International Business Administration in order to conduct a thor-
ough review of the export services provided small businesses. It is
seeking to determine what modifications are necessary to make these
services more responsive to the needs and wishes of these businesses.
In addition, the task force has concluded that the President's Export
Council should be restructured to be more representative of the small
business viewpoint.

The Economic Development Administration of the Department of
Commerce supports small- and medium-sized businesses through its
public works, business loan, and technical assistance programs. To
further assist small businesses, EDA's university center program helps
businesses to small to procure expert help oln their own by estab-
lishing a mechanism whereby they can tap the needed expertise within
21 universities.

In addition, the proposed appropriations bill for EDA provides
technical assistance grants for the planning, development, and imple-
mientation of center city industrial parks in major U.S. cities. Small
businesses are contemplated to be major beneficiaries of many of these
grants.

Our Office of Minority Businesses Enterprise, OMBE, since 1969
has provided management and techlical assistance to minority busi-
nesses, nearly all of which are small firms.

Small businesses continue to receive a high percentage of the serv-
ices and programs provided by the field offices of the Domestic and
International Business Administration. These services are designed
to provide small firms with a greater share of national and inter-
national markets. We have recently provided counseling to small firms
on such subjects as energy conservation, Federal procurement, pro-
ductivity improvement, availability and use of marketing informa-
tion, and domestic and international opportunities for minority
businesses.

We recognize that the millions of small business owners in this
country are busy minding the store and that they have had difficulty
in presenting their views effectively on the Federal level.

Given this fact and the commitment of the Department of Com-
merce to assisting small business, ve believe serious consideration
should be given to establishing a mechanism through wvlhieh we, could
coordinate our programs with those of SBA and other agencies. Such
coordination could maximize the effectiveness of all governmental ef-
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forts and services designed to aid small business. An established
mechanism could facilitate our working together to ensure that there
is enough hard economic data available to permit small business' cases
to be heard in the highest levels of Government.

Such a mechanism could be the "Small Business Economic Council"
which would be established by S. 1726. However, as you know, the
President has asked for a comprehensive review of the executive
branch of the Federal Government and, where appropriate, reorga-
nization recommendations. Until that review has been completed, I
believe it would be premature for the Department of Commerce to
support S. 1726.

Senator MOIN.rE. I just want to interrupt you a second. We un-
derstand that you work for the President. That comprehensive review
of the executive branch of the Federal Government is not going to be
done in a matter of 3 or 4 months is it? Isn't it going to be a year or
two before we get to the end of the reorganization line or maybe more.

I do not know whether we in the Congress want to wait. You may
have to.

Mr. WEIL. Well, one of the things we are learning is the schedule
with which different items are taken up is not fixed in concrete. It
is possible, even likely perhaps, that an issue of this sort might ad-
vance on the agenda for consideration there in view of the pendency
of this bill for example. I do not know that-

Senator MCINTYRE. If you get a chance when you are talking about
small business-and I know you are a small business devotee-you
might say to the President: "Why do we not push this up a little bit
on our agenda?"

Mr. WEiL. Perhaps these hearings might have that effect on the
executive branch.

Senator MCINTYRE. Good.
Mr. WAEIL. Further, we believe that certain aspects of the legis-

lation relating to data collection appear to be contrary to the policy
of coordinating governmental efforts.

Section 103 proposes that the Associate Administrator for Advo-
cacy and Economic Research and Analysis be mandated to establish
and maintain a small- and medium-size business economic data base
for compiling and publishing various types of information.

It is assumed that this section does not imply a statistical collection
function for the Associate Administrator. Most of the information
to be requested is already being collected by other Federal agencies.
To establish a separate statistical collection function at the Small
Business Administration would be duplicative and would impose an
added response burden on those we are attempting to assist-small
businesses. As the Federal Government's primary general-purpose
statistical agency, the Bureau of the Census is uniquely qualified to
assume a major responsibility in the development of information that
will contribute to the establishment of a small business data base.
Census now conducts a large, wvell-rounded statistical program in the
economic area compiling data on both an establishment and company
basis. Additionally, the availability of experienced analytical re-
sources in the Bureau of Economic Analysis and the Domestic and
International Business Administration could be of assistance to SBA
in meeting its program objectives.
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This position reflects national policy as set forth in the Federal Re-
ports Act of 1942, which requires that "information needed by Fed-
eral agencies shall be obtained with a minimum burden upon business
enterprises, especially small business enterprises . ."

I would like to add, Senator, that this reporting burden is a subject
which the executive branch and you up here, I know, are deeply con-
cerned about. It is one which we in the Department of Commerce hear
perhaps more about than almost any other single subject from the
business community. There are various ways of doing this, but I can-
not more strongly emphasize the problems of reporting, particularly
with respect to small businesses. Large businesses can manage it in
better ways. It is expensive, but they can absorb it. Many small
businesses simply cannot. In many cases it makes a difference between
survival and nonsurvival.

This concern is also underscored in OMB Circular A-40, "Clearance
of Public Reporting and Recordkeeping Requirements Under the Fed-
eral Reports Act" which requires that "special consideration ... be
given to the burden on small business ."

In keeping with the intent of S. 1726, which is to develop a co-
ordinated governmental strategy to assist small- and medium-sized
business, reliance on the already existing capabilities in the Depart-
ment of Commerce would serve the goal best. This information, of
course, could be and would be used by SBA.

In conclusion, the Department of Commerce recognizes that small
business is the warp and woof of our economic fabric. We hope that
a structure can be developed to facilitate our participation with SBA
and other governmental agencies in a coordinated effort to give the
economic well-being of small business the time and attention it de-
serves. In this manner, we can assist small business in realizing its
full potential contribution to our Nation. The ongoing Presidential
reorganization effort is evidence of the President's concern that such
progress be made.

I thank you, sir. I will be glad to respond to any questions.
[The prepared statement of Mr. Weil follows:]
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Statement of Frank A. Weil, Assistant Secretary

for Domestic and International Business, Department

of Commerce, before the Joint Economic Committee,

Subcommittee on Economic Stabilization and the

Senate Select Committee on Small Business,

Subcommittee on Government Regulation and Small

Business Advocacy, July 21, 1977.

Mr. Chairman:

I appreciate the opportunity to appear before this joint

committee hearing to speak in support of the general principles

underlying S. 1726, the Small Business Economic Policy and

Advocacy Reorganization Act of 1977. This legislative proposal

is the outgrowth of an important Congressional concern with the

needs of small business firms. Although we share your concern

in this area, we have a number of reservations about the specific

provisions of S. 1726.

One need only look at a few aggregate statistics to under-

stand the important role which an estimated 10 million small

firms (using a standard of fewer than 500 employees) play in our

ever-expanding economy. Aggregate statistics recently gathered

and published by the Small Business Administration's Office of

Advocacy indicate that small businesses represent 97 percent of the

Nation's business concerns. They provide 48 percent of the Nation's
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gross national product. In terms of the total national dollar

volume in sales, small businesses generate 64 percent of the

volume by wholesaling, 73 percent by retailing, 57 percent by

the service industry, and 76 percent by construction. In

addition, small businesses employ 58 percent of the Nation's

private, non-agricultural work force.

Given the vital contribution which small businesses

make to the Nation's economic well-being, it is understandable

that Congress is considering, in the words of Senator Humphrey,

"a comprehensive proposal that raises consideration of SBA and

small business needs to the highest levels of program and

policy development in Government."

At the Department of Commerce we are committed to

listening to the voices of all businesses. This commitment

reflects, among other public statements made by officials

within the Department, the statement of Under Secretary

Harman during his confirmation hearings before the Senate

Commerce Committee. On that occasion Dr. Harman said that

"one of the greatest possibilities that faces Commerce over

the next number of years is the continued encouragement" of

mutuality of interest "between small and big business." This

statement reflects the position of the Department of Commerce

that, in an ever-expanding economy, private enterprises of

all sizes have a meaningful contribution to make. I am
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personally and deeply committed to the belief that economic

pluralism is the foundation of our economic and political

freedoms.

In keeping with this commitment, the Department of

Commerce is going beyond a mere verbal support of small business.

We are in fact seeking to increase our services to them.

A Small Business Task Force has been created in the

Domestic and International Business Administration in order to

conduct a thorough review of the export services provided small

businesses. It is seeking to determine what modifications are

necessary to make these services more responsive to the needs

and wishes of these businesses. In addition, the Task Force has

concluded that the President's Export Council should be restruc-

tured to be more representative of the small business viewpoint.

The Economic Development Administration (EDA) supports

small and medium-sized businesses through its public works,

business loan, and technical assistance programs. To further

assist small businesses, EDA's University Center Program helps

businesses too small to procure expert help on their own by

establishing a mechanism whereby they can tap the needed expertise

within 21 universities.

In addition, the proposed appropriations bill for EDA

provides technical assistance grants for the planning, develop-

ment and implementation of center city industrial parks in
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major U.S. cities. Small businesses are contemplated to be

major beneficiaries of many of these grants.

Our Office of Minority Business Enterprise (OMBE) since

1969 has provided management and technical assistance to minority

businesses, nearly all of which are small firms.

Small businesses continue to receive a high percentage

of the services and programs provided by the field offices of

the Domestic and International Business Administration. These

services are designed to provide small firms with a greater

share of national and international markets. We have recently

provided counseling to small-firms on such subjects as energy

conservation, federal procurement, productivity improvement,

availability and use of marketing information, and domestic and

international opportunities for minority businesses.

We recognize that the millions of small business owners

in this country are busy minding the store and that they have

had difficulty in presenting their views effectively on the

Federal level.

Given this fact and the commitment of the Department of

Commerce to assisting small business, we believe serious con-

sideration should be given to establishing a mechanism through

which we could coordinate our programs with those of SBA and

other agencies. Such coordination could maximize the effectiveness
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of all governmental efforts and services designed to aid small

business. An established mechanism could facilitate our work-

ing together to ensure that there is enough hard economic data

available to permit small business' case to be heard in the

highest levels of government.

Such a mechanism could be the "Small Business Economic

Council" which would be established by S. 1726. However, as you

know, the President has asked for a comprehensive review of the

Executive Branch of the Federal Government and, where appropriate,

reorganization recommendations. Until that review has been

completed, I believe it would be premature for the Department

of Commerce to support S. 1726. Further, we believe that

certain aspects of the legislation relating to data collection

appear to be contrary to the policy of coordinating governmental

efforts.

Section 103 proposes that the Associate Administrator for

Advocacy and Economic Research and Analysis be mandated to

establish and maintain a small and medium-size business economic

data base for compiling and publishing various types of informa-

tion.

It is assumed that this section does not imply a statistical

collection function for the Associate Administrator. Most of

the information to be requested is already being collected by
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other Federal agencies. To establish a separate statistical

collection function at the Small Business Administration would

be duplicative and would impose an added response burden on

those we are attempting to assist--small businesses. As the

Federal Government's primary general-purpose statistical

agency, the Bureau of the Census is uniquely qualified to

assume a major responsibility in the development of information

that will contribute to the establishment of a small business

data base. Census now conducts a large, well-rounded statistical

program in the economic area compiling data on both an establish-

ment and company basis. Additionally, the availability of

experienced analytical resources in the Bureau of Economic

Analysis (BEA) and the Domestic and International Business

Administration (DIBA) could be of assistance to SBA in meeting

its program objectives.

This position reflects national policy as set forth in

the Federal Reports Act of 1942, which requires that "information

needed by Federal agencies shall be obtained with a minimum

burden upon business enterprises, especially small business

enterprises..." This concern is also underscored in OMB Circular

A-40, "Clearance of Public Reporting and Recordkeeping Require-

ments Under the Federal Reports Act" which requires that "special

consideration.. .be given to the burden on small businesses..."

In keeping with the intent of S. 1726, which is to develop

a coordinated governmental strategy to assist small and medium-
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sized businesses, reliance on the already existing capabilities

in the Department of Commerce would serve the goal best. This

information, of course, could be used by SBA.

In conclusion, the Department of Commerce recognizes that

small business is the warp and woof of our economic fabric. We

hope that a structure can be developed to facilitate our parti-

cipation with SBA and other governmental agencies in a coordi-

nated effort to give the economic well-being of small business

the time and attention it deserves. In this manner, we can

assist small business in realizing its full potential contribution

to our Nation. The ongoing Presidential reorganization effort

is evidence of the President's concern that such progress be

made.

Thank you.
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Senator MCINTYRE. You mentioned that the Census Bureau will
undertake the economic census beginning next year. Do you know if
there is still time to make certain that pertinent small business data
will be collected in that census and could not that census be used to
carry out the President's commitment to develop a small business eco-
nomic yardstick?

Mr. WEIL. I will defer to by colleague from the Census Bureau to
answer that question.

Mr. BILEs. The 1977 economic census program can provide consid-
erable information that would be meaningful in the establishment of
a small economic data base for the business community. In fact, we
have had some discussions with the Small Business Administration
regarding special tabulations from the economic census program. We
have a current contract with the Small Business Administration for
the development of special tabulations from the 1967 census and re-
cently have had discussions with them regarding tabulations from
some of our current programs. We do have the capability I believe of
supplying information that would assist in this endeavor.

Mr. WEIL. As I understand, even without any further changes in
the present format, substantial information along these lines would
be obtained by the census; but I think what we are all saying is we
would like to see this further applied and aimed at this heightened
objective.

Senator McINTYRE. Could that be worked out with the Census Bu-
reau so that there could be a specific section directed specifically at
small business? Would the questions be specific enough to be of as-
sistance to us? I hate to even ask this question because I am on the
other side of the paperwork issue.

Mr. BILEs. My response earlier was directed toward what we can
do with the existing data that will be collected because we can make
special tabulations which will breakout by size class the specific eco-
nomic information for companies of specific size intervals.

We have over the last several years, Senator, effectively used ad-
ministrative records and we have used this with the sole purpose in
mind of reducing the response burden to small businesses. Of course
we do have a simple program that does collect information from the
very small establishments.

For example, when I speak of administrative records, I am talking
about the small establishments say in the manufacturing sector with
fewer than 10 employees-we do not send a report form to them. 'We
use administrative records. We also will use-in the 1977 economic
census-a short form approach for small manufacturing establish-
ments above 10 employees.

Mr. NEECE. Could I follow up on that question. If I understand
correctly, census did a special study on minority small business enter-
prises in 1969 to determine how many minority-owned concerns ex-
isted. It also provided some type of a demographic breakdown as well
as other additional data.

Has census ever undertaken that kind of a study for small business
per se, and, second, do you intend to undertake that kind of a study
in the future?

Mr. BILEs. Minority business program reports dealt specifically
with companies and enterprises which are owned by blacks, by Span-
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ish-speaking people, and by women. We could provide some aggregate

information that would identify the size of companies involved. I

think most of us when -we think of businesses which are owned by

minorities are thinking mostly of small business.
Mr. NEECE. But if you could arrive at mutually agreeable size

standards, could you undertake each a study as it related to just

small business, not to minority small businesses?
Mr. BILEs. Are you thinking in terms of a special questionnaire

that would be sent to small businesses?
Mr. NEECE. Right, a special study similar to what you did for minor-

ity small business concerns in 1969, could you undertake a similar

type of study for small businesses?
Mr. BiiLs. I think we have a capacity in that direction. I think this

would have to be explored in terms of what the content would be, some

of the items that would be of interest to the Small Business Admin-

istration, and so forth.
Mr. NEECE. Has there been given any serious consideration to un-

dertaking such a study?
Mr. BmEs. We have not had any extended dialogs with SBA on

this, no.
Mr. NEECE. Would you be open-minded to considering such a study?

Mr. BILEs. Certainly. very definitely.
Senator McIxTYRE. Should the chairman of the committee write

a letter requesting that?
Mr. WEIL. Well, if I might add, this is of course an area that my

colleague in the census is an expert on and I am not. It is obviously

quite easy to do anything. It becomes a question to some extent of re-

sources, and that of course comes in under OMl3's concern, and we

have to make sure that we balance out.
Senator MCINTYRE. I think that if we worked together at the staff

level and our requests are reasonable, that something could be worked

out.
Mr. BILEs. One approach we have utilized, as we have considered

specific requests in recent years for more sophisticated data, is a tech-

nique which I think has worked most successfully, and that is to un-

dertake feasibility studies before we saddle and impose upon the busi-

ness community a reporting form with unknown results. I think we

have the responsibility of testing to see if the desired information is

reportable.
Senator MCINTYRE. Mr. Neece has reminded me that yesterday in

conference with the House we came up with a figure of $3 million for

SBA's economic research. The Agency should now be in a position to

reimburse Commerce for any extra burden to census.
Again, I say to you while I have you here, that wve receive numer-

ous letters commenting on the need for all the questions that are asked

by census. I would hope that we would have certain constraints and

would analyze very carefully the burden placed on small business if

such a study were undertaken.
Mr. Secretary, would you be able to provide the committee with a

list of all special Commerce Department studies that have been done

for or requested by SBA within the last 5 years. Also, could you sup-

ply for the record the cost for each study and for each study requested

but not undertaken and the reasons for not performing the study?

98-762 0 - 78 - 20
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Finally, could you tell us what special small business studies the
Department of Commerce has requested of SBA. We need the answers
as best as you can supply them for the record.

Mr. WEIL. Right.
[The information requested follows:]
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WILLIAM D. COEWOATTS, SOAC£F£ EIECOP SELECT COMMITTEE ON SMALL BUSINESS

IAY00 S. OSEOWEOC. * IITY5£COUNSEL WASHINGTON. D.C. 20510

July 27, 1977

Mr. Frank A. Weil
Assistant Secretary for Domestic

and International Business
Department of Commerce
Washington, DC 20230

Dear Secretary Weil:

As a follow-up to your appearance before our

Committee on July 21, 1977 during which time you testi-

fied with regard to S. 1726, it would be appreciated if

you would furnish the following information:

(1) a list of all special Department of Commerce

studies done for or requested by the Small Business

Administration within the last five years.

(2) the cost of each study undertaken in item

(1) above.

(3) a list of special studies requested by the

Small Business Administration, but not undertaken by the

Department of Commerce, and the reasons for not under-

taking such studies.

(4) a list of special Small Business Administra-

tion studies done for or requested by the Department of

Commerce within the last five years.

Thank you for your cooperation regarding this

matter.

Thomas J. MIntyre J
Chairman /
Subcommittee on Go ernmI

Regulation and Small
Business Advocacy
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SEP 19 1977
Honorable Thomas J. McIntyre
Chairman, Subcommittee on Government
Regulation and Small Business Advocacy

Select Committee on Small Business
United States Senate
Washington, D.C. 20510

Dear Senator McIntyre:

I am pleased to respond to your letter of July 27, 1977
concerning studies pertaining to the Small Business Adminis-
tration carried out in the past five years that involved
the Department of Commerce.

Concerning points (1) and (2) of your letter, two contract
efforts were performed by the Bureau of the Census for the
Small Business Administration. The first of these was a
summarization of special business tabulations utilizing 1972
Economic Censuses data, covering employment, value of ship-
ments, sales/receipts and similar information for small
firms. The cost of this study was $85,500; the contract is
dated August 16, 1976. The second, not a study as such, was
a one-time mailing service notifying minority-owned businesses
of the SBA Minority Vendors Program. The cost of this acti-
vity was $18,000; the contract is dated September 30, 1976.

Concerning point (3), we have no record of studies requested
by SBA but not undertaken by the Department of Commerce.
Concerning point (4), we also find no record of SBA studies
done for or requested by the Department of Commerce within
the last five years.

It was ascertained that the Economic Development Adminis-
tration and the Office of Minority Business Enterprise main-
tain working relationships with the Small Business Adminis-
tration, the former in terms of servicing certain loans and
the latter in terms of fulfilling informal requests for
certain types of information. However, no studies as such
have been carried out. The Domestic and International
Business Administration likewise has not conducted any
studies involving the SBA. However, DIBA and SDA have for
some time engaged in cooperative activities, including
programs designed to assist small business to enter tTie field
of exporting.

Please call on me if I can be of further assistance in this
matter.

Sincerely,

(sgd) Frank A. We.'d

Frank A. Weil
Assistant Secretary for
Domestic and International Business

cc:
Chron
Official File
FAWeil 1
Brian Hessler
Mgmt & Systems/JRunian/377-3756/mej/9/12/77
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Senator AIcIN-TYRE. I was pleased to read of your concern, Mr. Weil,
about the balance-of-payments problems confronting the United
States. Could not small- and medium-size businesses help to make a
contribution in rectifying the balance-of-payment deficit by increas-
ing their exports?

To the best of your knowledge, is there any hard data which would
tell us how many smaller firms are exporting their products and what
their total export dollar volume is? Is there any such hard data to your
knowledge?

Mr. WEIL. There is not a great deal of hard data. I am very pleased
that you asked the question. I think one of the problems I 'have iden-
tified as I have learned about that subject is that this country has a very
low level of what one might refer to as export awareness. There are a
lot of good reasons for that. The evidence of it is the fact-and I should
add that there are economists that question the relevance of this sta-
tistic-that exports are about 7 percent of our gross national product.
This is the lowest of any industrial country in the world. The next
lowest is Japan which is 12 percent. France, Germany, and England
are up to about 20 percent.

In my opinion, and of course there is a shift around as GNP goes up
and dowsvn, the reason for it, of course, is that we are a very large coun-
try and we have very large and satisfactory internal markets. If you
are a small business and do $2 or $3 million a year of business in Terre
Haute, Ind., you perhaps would question the necessity of taking your
better mousetrap abroad.

We estimate, and it is a pure estimate, in the Department of Com-
merce that there are at least an additional 25,000 firms in this country
and almost by definition they are small businesses that could export.
The definition of small business may vary, but 85 to 90 percent of all
exports of $115 billion this year come from about 250 firms. That is the
way our society is built. But those other 25,000, or whatever the num-
ber may be, firms in the aggregate could constitute a substantial in-
crease of our export potential. I have personally seen at a number of
our trade centers abroad remarkable examples of this potential. Ex-
port business tends to be profitable and it is good for the country. This
will be a centerpiece of the program of DIBA for several years.

Senator MCIxTYRE. Mr. Secretary, I trust you are familiar with the
annual Fortune 500 study of the largest companies in the country.
Would not a similar study of small business done by a random sample
or some other yardstick be helpful in measuring the year-to-year per-
formance of the small business sector? In addition, would not it be use-
fiul to have a comparative analysis between the larger businesses and
smaller companies? Is anyone in Government doing such an analysis
to your knowledge?

Mr. WAEIL. On an ad hoc basis there are studies being made both in
the academic world and the consulting world, and even in Government,
but they tend to be ad hoc, not repetitive. One of the virtues of the For-
tune 500 is that it has been run consistently and quite professionally
for some 25 years. I agree with the thrust of your question. If some
kind of information base that was boiled down like that to reflect what
was going on with the small business community it would be of great
value to this country.
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Senator MCINTYRE. I gather from your statement that you favor es-
tablishment of a coordinating mechanism between the Commerce De-
partment and the Small Business Administration. I would take it that
you think establishment of a Small Business Economic Council could
very well serve this purpose. Is that right?

Mr. WEIL. As I testified, the executive branch wants to reserve judg-
ment as to precisely what the right mechanism would be. Some form of
interagency council body is desirable. I think it is important that such
a body include more than the Department of Commerce. The Treasury
is very important and the Departments of Agriculture and Labor as
well. So what the exact form or mechanism is can be determined as we
move along. That there needs to be a high-level coordinating agency is
something that we absolutely agree with.

Senator MCINTY]RE. Mr. Secretary, it seems to me that you are saying
in your statement that the Commerce Department can supply SBA
with most of the data it needs to establish a comprehensive data base
for small business.

How much of a problem do you think this would be for your De-
partment if the SBA is in a position to help in reimbursing the De-
partment of Commerce's expenses?

Mr. WEIL. The key word in the question, sir, is help. Given all re-
sources and constraints at the moment, if the SBA was in a position to
reimburse us for the costs associated with it, I would say that the bur-
den could be managed.

Senator MCINTYRE. Mr. Weil, you say that the Commerce Depart-
ment is committed to "mutuality of interest" between big and small.

Mr. AVEIL. Yes, sir.
Senator MCINTYRE. Where does Commerce stand when interests of

small and big differ? For example, small business tax reform.
Mr. WEIL. I am tempted to be facetious and say in the middle,

but- [laughter].
Senator MCINTYRE. That would be understandable.
Mr. AlrtL. The answer to the question is-at least in my brief ex-

perience-there is not really a serious problem. The concerns and needs
of small businesses, particularly tax reform, are not that different than
they are for large business. What we have managed to do so far is try
to understand both sets of concerns and reflect those concerns in the
interagency discussions on these matters. At least to date there has not
been any conflict.

Senator MCINITYRE. Mr. Secretary, you and Administrator Weaver
suggest that further consideration of 5. 1726 should await the results
of an executive branch review of the Federal Government. What is
there in S. 1726 that is in conflict with reorganizational processes and
proposals now being developed by the Administration?

Mr. WEiL. The answer is, first, we in the various agencies and
departments are not altogether privy to the thinking and plans of the
reorganization people. Second, it is being done as you know on a
seriatim basis, and I do not think there was an intention, at least I do
not believe there was intention, on the part of OMB or the President
to wait and have one complete all-encompassing plan. But, we know
there is not such an intention.

Wlhat the seauence is, what their current plans on that sequence are,
particularly with respect to this subject, I do not know. I am sure that



307

those plans and sequences are like everything else-subject to modifica-
tion. And, I would think as we said before, this hearing might serve
to elevate the consideration of this subject in the priorities. Con-
sequently, I think it is possible that the Reorganization Task Force, if
they choose to deal with this question and any related aspects of it,
sooner rather than later, could be dealt with in the not too distant
future. It could be dealt with in the next 9 to 12 months.

Senator MCINTYRE. I think it would be helpful if you would expand
on that for the record.

Mr. WEIL. If I may ask, sir, I am not quite sure I understand your
question. I am not sure what you have in mind.

Senator McI.NTYRE. I am not going to read you all of the President's
promises in the campaign. I did that for Mr. Weaver. Where is the
conflict? You say S. 1726 is premature. We would like to know the spe-
cific reasons. We are trying to move this legislation.

Mr. WEIL. I understand your question.
Senator MCINTYRE. I would suggest that perhaps you could put a

staffman on this to single out some of the objections and call it to our
attention. It might be very helpful. We might be able to modify the bill
as a result.

Mr. WEIL. Again, I should not speak too much on this subject be-
cause I do not know what the conflicts are, but I can imagine where
some are.

For example, one of the provisions in S. 1726 is the elevation of the
position of the Administrator of SBA to Executive Level I. Now, if
that were to be done inconsistently with some other positions in the
Government, that is the kind of domino problem that I think OMB is
concerned with. This is something which I have no views on. But I give
that as an example of how there are not conflicts, but consequences
flowing from things that are done in one area.

I think one of the things which we are all concerned about in our
society is what I often refer to as the unintended consequences of well-
intended acts. We might well intend to do a number of things here that
benefit the small business community, but produce unintended, un-
expected consequences in other areas. I think one of the things the
President wants to do, if I understand correctly, in OMB is to do these
things in a coherent, coordinated way. When I think it through, it not
only affects the small business community, but how it might affect
other things that would not logically, immediately come to mind. That
is the only thing I think of they really have in mind. But I do not know
exactly where they are on the subject this morning.

Senator McTNTYRE. There is a history and a background here that
concerns me as we in the Congress work to increase SBA's effective-
ness. The history is that for a long, long time Commerce has looked
with sort of a drooling mouth at SBA. We have told every SBA Ad-
ministrator since I have been here sitting with John Sparkman, who I
think was the father of the SBA Act and the Small Business Admin-
istration, that if he feels the hot breath of the Secretary of Com-
merce-not the Assistant Secretary-but the Secretary of Commerce,
to get on his bicycle and speed right up here to Capitol Hill. I am
worried as I see you pushing to become bigger and bigger. All of a
sudden we might run smack into a reorganization plan that puts SBA
into Commerce.
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Mr. WEm. Well, if there is such a thought or plan, I am not aware of
it, not that I would necessarily be aware of it because the interaction
process between OMB and the agency has not reached that stage. As
far as the appetite is concerned, I have had the experience a few times
in my life when there was too much on my plate and I have lost my
appetite. As far as I am concerned, at least as far as our part of the
Department of Commerce is concerned, we have more on our plate
both in terms of problems and policies and lack of resources, that we
are not looking for new turf. I believe that is the attitude of my
colleagues including the Secretary of Commerce.

There are arguments to be made pro and con as to the location of
the SBA. As I state in my formal testimony my personal creed, which
I have stitched on a thing that my wife did for the wall in my office, is
the word "pluralism". And I would have personally grave reservations
at the wisdom of not permitting the SBA to remain independent.

Senator MCINTYRE. I want to thank you, Mr. Secretary, for your
helpful testimony this morning. I also want to thank MAr. Biles for his
assistance in the economic field.

We will keep the record open for a period of 10 days. This hearing
is adjourned, subject to call.

Thank you.
[Whereupon, the subcommittees were adjourned at 11:45 a.m.]



S. 1726, SMALL BUSINESS ECONOMIC POLICY AND
ADVOCACY REORGANIZATION ACT OF 1977

MONDAY, NOVEMBER 21, 1977

U.S. SENATE, SUBCOMI1IITTEE ON GOVERNMIENT REGU-

LATION AND SMALL BusiNEss ADVOCACY OF THE

SELECT CO3M1'ITTEE OF SMALL BUSINESS AND THE

SUBCOMMITTEE ON ECONOMIc GROWTH AND STA-

BILIZATION OF THE JOINT ECONOMIC COMMITTEE,
Washington, D.C.

The subcommittees met, pursuant to notice, at 10 a.m., in room 424,
Russell Senate Office Building, Hon. Thomas J. McIntyre, chairman,
presiding.

Present: Senator McIntyre.

STATEMENT OF HON. THOMAS J. McINTYRE, A. U.S. SENATOR FROM

THE STATE OF NEW HAMPSHIRE

Senator McINTYRE. The subcommittees will please come to order.
Today is our third and hopefully the final hearing on S. 1726, the

Small Business Economic Policy and Advocacy Reorganization Act
of 1977. Hearings were held in June and July of this year at which
time we received comments from representatives from the small busi-
ness community and various Federal departments and agencies with
regard to their views on this measure.

Since those hearings, the committees have undertaken additional
discussions with those agencies and departments that collect business
and financial data. Thanks to the advice and counsel of economists and
data experts serving in the executive branch, we have tentatively re-
vised, for discussion purposes, section 102 of title I of the bill which
specified certain areas that SBA must periodically analyze in order to
determine the relative well-being and economic standing of the small-
and medium-sized business sectors.

We have also drafted an alternative title VI in an attempt to find a
means whereby the commercial banks can still provide critically
needed small business credit information without placing an undue
burden on the institutions.

Witnesses who have been invited to testify this morning have been
requested to give us their comments on these two titles.

I Would like first to welcome Ms. Shirley Kallek, Associate Director
for Economic Fields of the Bureau of the Census, Department of
Commerce.

Ms. Kellek, it is a pleasure to have you with us this morning.
You may proceed in any manner that suits your wish.

(309)
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STATEMENT OF SHIRLEY KALLEK, ASSOCIATE DIRECTOR FOR
ECONOMIC FIELDS, BUREAU OF THE CENSUS, U.S. DEPARTMENT
OF COMMERCE

MAs. KALLEK. Thank you very much, Mr. Chairman.
Air. Chairman, I am pleased to have the opportunity to appear

before this committee to discuss the establishment and maintenance of
an economic data base for small- and medium-sized companies and the
ways the Census Bureau can assist in this endeavor.

At the present time there is no one basic source for comprehensive
information about small business. Infoihmation is so scattered through
the many series issued by various agencies of the Federal Government
that its utility is diminished. Moreover, as we have found in other
instances, there is a significant amount of information in basic surveys
and in the administrative records of Government agencies which could
be used much more extensively for analysis if it were tabulated in a
more meaningful manner for analysis of small business. Needless to
say, comparable data for all businesses are necessary if meaningful
comparisons are to be made. Such a data base should be available to
all Government agencies and congressional groups involved in pro-
gram analysis and policy decisions, and, therefore, should be estab-
lished and maintained by a centralized organization.

As the Federal Government's principal general purpose statistical
agency, the Census Bureau is uniquely qualified to assume a major
role in the development of such a data base. We also recognize that
Small Business Administration (SBA) has a major reEponsibility in
the area of small business and for insuring that maximum economic
data are available about small business. We intend to work closely
with SBA to insure that our efforts will be supportative of SBA's
efforts in this regard and to avoid duplication of effort and utilization
of resources. Census has a large well-established statistical program
in the economic area collecting data on both an establishment and a
company basis. In our collection of economic data, we obtain a large
amount of information that is directly related to the small business
economic data base which you are considering. I would like to briefly
summarize some of these programs and then explain how they could
be used to fulfill some of the objectives of the legislation now under
consideration.

Every 5 years we conduct complete censuses of the manufacturing,
mining, the distributive trades, services, construction, and agricultural
areas. These censuses furnish an important part of the framework of
such composite measures as the gross national product, input-output
measures, index of industrial production, and indexes measuring pro-
ductivity and price levels. Results from the censuses provide sampling
frames and serve as benchmarks for current surveys of industrial and
trade activity which are essential for understanding current economic
conditions.

At the end of next month, December 27 to be exact, we will mail to
approximately 2 million companies, both large and small, report forms
associated with the 1977 Economic Censuses. There are an additional
"31/2 million firms included in the economic censuses which will not be
bothered with forms, and their data will be obtained from administra-
tive records of other Government agencies.
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The basic mailing list for the economic censuses is the Standard Sta-

tistical Establishment List. This list is complete and updated annually

to include all business firms and their constituent establishments. In

addition to knowing the name and address, we also have an industry

code and geographic code associated with each plant and company.

Finally and most importantly, our records include the employment

and payroll for each location.
This is the basis for the annual County Business Patterns program

which provides summary totals from more than 4.114,000 establish-

ments with paid employees covering all business activity. The County

Business Patterns is a standard reference source of small area data

useful for identifying benchmark "control totals" for other statistical

programs as well as showing data by employment size classes.

Finally, the Census Bureau conducts a wide range of monthly, quar-

terly, and annual surveys where sampling is used extensively to pro-

vide for the data needs of many executive agencies and for information

needed for some of the more important economic indicators.

I mention these points because they illustrate the wide range of data

currently available at the Census Bureau for all business firms. I think

that it is important in carrying out the objectives of the proposed

legislation "to provide to the Congress and the Administration infor-

mation on the economic status of the small- and medium-sized business

sector" that consideration be given to the economic behavior of all

businesses including the large as well as the small- and medium-sized

companies. The performance of the small- and medium-sized businesses

should not be measured only against their own performance but against

the comparative economic activity of the larger companies as well.

In the development of our many economic programs, we work closely

with trade associations, individual businesses, and other Government

agencies to determine what is needed and how the information can

best be obtained. We have gained the confidence and cooperation of

the business community in the conduct of our programs including

important voluntary monthly surveys.
Mr. Chairman, at the request of your committee, we have prepared

a paper making suggestions for the development of a small business

economic data base. I would like to outline briefly the major elements

(more detail is shown in appendix A).
Sources of information have been divided into four major areas:

1. Information currently available from existing programs;

2. Information available by retabulation of existing data;

3. Tnformation available by modifications to existing surveys; and

4. Information available bv the conduct of special surveys.

I would like to point out at this time that it is absolutely necessary

to obtain as much information as is possible from existing programs

and by retabulation of basic information which is already available.

This approach will minimize the response burden impact particularly

on the small business sector as well as cost to both business firms and

the Government. Census has pioneered in the use of probability sam-

pling as an effective tool in reducing reporting burden and cost. Also,

as early as 1954. we were using administrative records of other Gov-

ernment agencies to reduce response burden for small businesses. In

addition to using administrative records in the basic economic cen-

suses, such data have also been used to assemble information on minor-
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ity-owned and women-owned businesses and in compilation of our
annual County Business Patterns program.

Response burden and cost can also be minimized by using existing
census surveys as the basis for recompiling data items needed for the
data base rather than having to structure a special survey to collect
the necessary information.

Returning to the sources of information, we feel that the nucleus for
a data base is currently available from our existing programs. For
example, from our 5-year economic censuses program selected statistics
from each business and industrial firm are aggregated to the company
level in order to present enterprise industry division data by type of
company and employment size class of company.

These selected statistics include items such as number of companies;
establishments and employees; total payroll; and sales and receipts.
Similarly, information is now available for the industrial sector on
concentration ratios and other measures related to the share of indus-
trial activity accounted for by the largest companies in each industry.
We also have tabulated selected data items by employment and sales
size of 'the establishment for each industry.

Second, retabulation of existing data should be a major input to the
data base. This information can be provided at a modest cost and again
there is no additional response burden. This is the area probably of
greatest promise. For example, the retabulation of County Business
Patterns data for establishments classified in each of the standard clas-
sification industries by State and by size of owning company will iden-
tify national and regional trends by major economic sector and by size
of business activity. County Business Patterns currently include data
for both number of employees and payroll but it is possible to also
obtain information on sales and receipts.

We are already providing Small Business Administration with spe-
cial retabulations of economic census data from each of the censuses
since 1963. These materials provide information on number of com-
panies, employees, sales and receipts by employment size class of the
owning company within each four digit industry covered by the cen-
suses. Additional information by shipments size class of the owning
company is also being provided from the 1972 censuses for the manu-
facturing and minerals areas.

From the Annual Survey of -Manufacturers, general economic data
such as employment, payroll, and shipments, together with more spe-
cialized information regarding the origin of manufacturers exports
and quantity and cost of fuels consumed by fuel type could be devel-
oped by company employment size class. In fact, we are discussing such
a tabulation of fuels and electric energy consumed by small companies
with SBA. Similar special tabulations by size of firm could also be
prepared utilizing information from our annual Retail Trade Survey
and for selected current surveys in the industrial sector.

The third component of the data base relates to inclusion of new
information that could be obtained by the expansion of existing sur-
veys or by greater utilization of administrative records. Although some
additional cost and response burden would result. we believe the exist-
ing surveys offer an opportunity of obtaining key data for the small
business sector at a fraction of the cost and burden of collecting the
information by an independent survey. For example, the addition of
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sales and receipts data which can be obtained from administrative rec-

ords could be added to the annual County Business Patterns program
and greatly enhaiee the ability to monitor the economic behavior of

small businesses.
The inclusion of information from the monthly Manufacturers'

Shipments, Inventories and Orders Survey could also be considered.
This economic indicator survey provides national estimates of key

manufacturing data with a limited breakdown by major industry

group. The inclusion of small firms in the sample is generally limited

to the minimum number required to obtain reliable overall estimates

and is not large enough to provide disaggregation by company size.

Expansion of the sample. however, could provide national aggregates

for companies with fewer than 250 employees.
Similarly, monthly estimates of retail sales are currently provided

for individual kinds of business for the United States and more limited

kind of business detail by areas. A modest expansion of the sample

could provide monthly estimates at the national level for durable and

nondurable retail sales separately for companies above and below a

specified employment cutoff.
In addition to what I have already outlined, it would be possible

to collect other data through new survey efforts. For example, a sam-

ple of small business firms could be selected to determine the extent

to which firms benefit from or participate in various Government pro-

grams designed to foster the growth of small business. A special survey

could also be developed to provide information on business formations

and failures. This might be done by selecting a sample of firms to de-

termine their status such as newly started business, purchased going

business, continually operating business, and so forth. Data could be

tabulated at the U.S. level by size class of company.
In order to maximize the utility of the proposed small business

economic data base, we also suggest including financial and other

related data developed by other Government agencies; for example,

the statistics of income reports published by the Internal Revenue

Service present data by sales size classes.
As an additional aid to reviewing the status of small business, an

annual chart book could highlight the trends and changes which

have taken place. I have some examples of the types of charts which

can be prepared and which can bring together critical information

and express it in clear and easily understandable form.

In the development of the proposed data base, consideration should

be given not only to the data users' needs but also to the feasibility

of obtaining the desired information, data reliability, and response

burden. In any case, we feel the Bureau of the Census is well qualified

to assume a major role and can effectively establish and maintain

a small- and medium-sized business economic data base that will pro-

vide the broad range of needed data.
Mr. Chairman, we welcome the opportunity of working with this

committee as well as with the staff of the Small Business Adminis-

tration on this project. I would be pleased to answer any questions

that the committee might have.
[Attached documents follow:]
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APPENDIX A

PROPOSAL FOR THE DEVELOPMENT OF A
SMALL BUSINESS ECONOMIC DATA BASE

Background

The Census Bureau is the largest statistical data collecting agency in
the United States. Every 5 years complete censuses of the manufacturing,
mining, the distributive trades, services, construction, and agricultural
areas are conducted. Significant detail is collected at the establishment
level which provides a detailed snapshot of the economy at a single point
in time. General and detaiTed statistics by State, county, Standard
Metropolitan Statistical Area, and selected large cities are published.
Publication and distribution of these data enable the Federal Government
to analyze the economic activity of the United States and for individual
companies to compare themselves to the statistics available for their
kind of businesses.

To supplement the economic censuses, the Census Bureau conducts a wide
range of surveys to meet specific needs of Government and industry. The
monthly surveys of manufactures, retail, and wholesale trade provide some
of the key indicators-of current business activity. These results are
also used in the preparation of such national economic measures as the
Gross National Product and Index of Industrial Production. Other monthly,
quarterly, and annual surveys are conducted for specific industrial areas
such as inorganic chemicals, textiles, and various machinery areas. There
are also a number of broadly based surveys designed to meet specific data
needs such as the expenditures by manufacturers for pollution abatement
and the shipments of defense-oriented industries.

Jointly utilizing Census and administrative data from other agencies, the
Bureau issues the County Business Patterns Reports.' These reports cover
all economic activities with paid employees and provide establishment
counts by size of establishment by industry and county.

Proposal

This proposal provides for the establishment of a small business economic
data base by the Bureau of the Census. Census could initiate the formation
of such a data base with information currently available. While we feel
that the Bureau has a statistical capability of providing a wide range of
economic and financial information relating to small business, we would
emphasize the retabulation of existing data and modest expansions to exist-
ing surveys that would provide the basic data in order to minimize the cost
and response burden impact. In the development of this data base, consid-
eration will be given not only to the data users' needs but also to data
reportability, reliability, and response burden. Since there is no standard
or uniform definition of small business, we could show company data by
standard employment size categories; i.e., 1-4, 5-9, 10-19, 20-49, 50-99,
100-249, 250-499, etc., unless otherwise specified. Data will be suppressed
when necessary to avoid disclosing information for individual companies.
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I. Information Currently Available from Existing Programs

A. Enterprise Statistics (Every 5 years)

Using the company affiliation information obtained from each
business and industrial firm during the quinquennial economic
censuses, data are aggregated to the company level. Examples
of the kinds of data available for 1972 by company size include:

1. Number of companies classified in each enterprise industry
category by employment-size class by primary enterprise
industry specialization ratio of company.

2. Selected statistics for companies classified in each enter-
prise industry division by type of company and employment-
size class of company:

a. employment-size class of company
b. sales and receipts size class of company

(Selected statistics include: companies, establishments,
employees, total payroll, sales and receipts, value added,
new capital expenditures, and end-of-year inventories.)

3. Number of companies and employees of companies classified
in each enterprise industry category by legal form of
organization and

a. employment-size class of company
b. sales and receipts size class of company

4. A special tabulation from the Enterprise Statistics Program
for 1972 is currently being completed for the Small Business
Administration which will provide selected statistics for
establishments classified in each of the standard classifi-
cation industries by size of owning company. A similar
tabulation was prepared for 1967.

B. Concentration Ratios in Manufacturing (Every 5 years)

A special report from the 1972 Census of Manufactures-provides
concentration ratios and other information on the share of
industrial activity accounted for by the largest companies.
Trends in industrial activity by the largest companies also
reveal the remaining share accounted for by all other companies.
For example, this report provides the share of selected items
accounted for by the 4, 8, 20, and 50 largest companies ranked
on value of shipments for each industry. (Select items include:
companies, establishments, value of shipments, employment, payroll,
production workers,-value added, new capital expenditures by type
and cost of materials.)
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C. Information by Employment Size of Establishment

As part of the census of manufactures, information is regularly
published by employment size of the establishment. For many
industries where multi-establishment firms are not significant,
this information may be useful in analyzing the composition of
the industry.

II. Information Available by Retabulation of Existing Data

A. County Business Patterns (Annual)

The retabulation of County Business Patterns data (i.e.,
employees and payroll) for establishments classified in each
of the standard classification industries by State by size
of owning company will identify national and regional trends
by major economic sector and by size of business activity.

B. Annual Survey of Manufactures

The Annual Survey of Manufactures (ASM) provides the key
measures of manufacturing activity for intercensal years.

l. The general economic data available from the ASM could
be retabulated to provide estimates by size of owning
company for national aggregates.

2. Information on quantity and cost of fuels consumed by
fuel type by manufacturers could be developed to provide:

a. U.S. totals by company employment-size class

b. U.S. by major industry group (3-digit SIC) for
companies with less than 250 employees

c. Census divisions and selected States for companies
with less than 250 employees

Note: A cost estimate to supply the above information
was recently furnished the Small Business Administration.

3. Origin of Manufactures Exports

Conducted as-part of the ASM--A special tabulation by
company employment-size class could provide important
analytical information on the relative share of the
export market accounted for by small companies compared
to their total share of shipments.
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C Annual Retail Trade Survey

The Annual Retail Trade Survey provides benchmark data for annual
sales and purchases plus end-of-year inventories. Since the data
are collected from the entire monthly sample of retail firms, it
may be feasible to retabulate by size of firm as reflected by
employment measures obtained from Social Security Administration
quarterly payroll information.

0. Current Reports

Census conducts a number of concurrent surveys which are con-
ducted on a monthly, quarterly, or annual basis that could
be retabulated to provide information by company employment
size. Some examples of these are: -

1. Expenditures for plant and equipment together with
operating costs for pollution abatement.

2. Shipments of defense-oriented industries.

3. Capacity utilization--Differences in capacity ut1liza-
tion by plants owned by companies of differing employ-
ment size.

4. Commodity surveys--Many of the more than 100 current
monthly, quarterly, and annual commodity surveys could
be retabulated to identify the market share for indi-
vidual commodities accounted for by companies of
differing employment size. The ability to do this will
vary by survey. In some surveys there is only limited
reporting by small companies. -

5. Annual Survey of Oil and Gas

E. Economic Censuses (Every 5 years)

1. Selected data--Special tabulations by size of company
could be provided for the attached list (Attachment A)
of data items available from each of the economic
censuses.

2. Plant operating ratios--For both the census of manu-
factures and mineral industries, analytical tabulations
could be developed that would identify selected operating
characteristics by industry by employment size of owning
company.

98-762 0 - 78 - 21
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III. Information Available by Modifications to Existing Surveys

A. County Business Patterns (Annual)

It is proposed that sales and/or receipts data be added as part
of this important data base. The inclusion of these data will
permit a more detailed analysis of the economic sector and pro-
vide needed annual trend data. To complete the more effective
utilization of this "mini" annual census, particularly with
respect to its utility to monitor the economic behavior of small
businesses, the County Business Patterns data could be retabu-
lated to provide data (i.e., employees, payroll and sales and/or
receipts) for establishments classified in each of the standard
classification industries by size of owning company. These data
could also be tabulated on a geographic basis. (Note: See
Attachment B for the proposed format for this information.)

B. Monthly Economic Indicators

The primary purpose of these surveys is to provide national
estimates of key economic indicators at an aggregate level
with Timited breakdown by major industry groups. The in-
clusion of small firms in the sample is generally limited to
the minimum number required to obtain reliable overall esti-
mates.' However, the sample of small firms is usually not
large enough to provide disaggregation by company size.
Moreover, because of the voluntary nature of these monthly
surveys, the response rate for small firms is usually marginal
at best. While this nonresponse rate does not have a signifi-
cant impact on the overall estimates, it does have a significant
impact on any size-class information that could be developed.
Both of these deficiencies could probably be remedied to a
substantial degree by utilizing additional resources including
the expanded use of our field staff to collect the information.

1. Manufacturers' Shipments, Inventories and Orders

This survey provides several of the most important
economic indicators of the changes in the level of
manufacturing. Monthly data are published showing,
shipments, new and unfilled orders, and total inveft-
tories for 38 industry categories.

Expansion of the sample could provide national aggre-
gates for both durable and nondurables for companies
with fewer than 250 employees. It is expected that
data for selected major industry categories could also
be made available.
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2. Current Retail Trade

Monthly estimates of retail sales are currently provided
for individual kinds of business for the United States
and more limited kind of business detailed by area. Ex-
pansion of the sample could provide monthly estimates at
the national level for retail sales for the small business
sector. (Companies below some employment cutoff.)

IV. Information Available by Special Survey

A. Business Formations and Failures Survey

This proposed survey would supplement information available
from the Census Bureau's Company Organization Survey and
administrative payroll data for each employer identification
number. A sample of selected firms would be canvassed to
determine their status such as first-time business, pur-
chased going business, changed legal form of organization,
etc. Data could be tabulated at the U.S. level by employ-
ment size class of company. Industry detail and additional
geographic detail would require a larger sample.

B. Federal Assistance to Small Business

A sample survey of small business firms could be selected
to determine the extent to which firms benefit from or
participate in various Government programs designed to
foster the growth of small business. For example, infor-
mation could be compiled on those companies that have had
specific types of assistance from the Small Business
Administration or from the Department of Defense in securing
contracts or assistance in obtaining contracts. Before
such a survey would be initiated, substantially more work
would be needed to pretest the concepts to determine if the
Information is collectable.

V. Integration of Outside Data

In order to maximize the utility of the proposed small business
economic data base, Census proposes to investigate the feasibility
of including financial and other related data developed by other
Government agencies into its data file.: As a first step, it will
be necessary to develop uniform standards and concepts in order to
assure comparability of the data.

Note: Table formats for selected proposals are included as Attachment C.
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Attachment B

COUNTY BUSINESS PATTERNS

Selected Statistics by State for Establishments Classified by

SIC by Employment-Size of Owning Company

En loyment Size Class of Owning Company
SIC Industry, establishments, I *T 20 1 J 250 500 1000
Code employees, and payroll Total I to 4 5 to 9 to to to to to to or

I 1 119 49 99 249 499 999 jmore

xxx Number of establishments........
Number of employees.............
Payroll, first quarter ($1000)..
Payroll, annual ($1000).........
Receipts ($lO0O)*...............

*Proposed new data collection



Attachment C

MANUFACTURERS' SHIPMENTS, INVENTORIES, AND ORDERSI(Millions of dollars)

* Shi~Lh lents

Eioomn si Ie c las of

All manufacturing industries, total
Durable goods industries, total
Nondurable goods industries, total
Selective major industrial categories

Total Inventories

Em lo ent size class of owning company

*el i i I, 20 4 sI ~ 204
It 4 _ ___ +W _-. -- i!

All manufacturing industries, total
Durable goods industries, total
Nondurable goods industires. total
Selective major industrial categories

All manufacturing industries, total
Durable goods industries, total
Nondurable goods industries, total
Selective major Industrial categories



MANUFACTURERS SHIPHENTS, INVENTORIES, AND ORDERS
(Nillions of dollars)

Unfilled Orders
Impl ass ofwn Zq~ any

..W. *@1 r... " ̂l+ _X. 1o _ _
All manufacturing industries, total
Durable goods industries, total
Nondurable goods industries, total
Selective major industrial categories

Selecte
S

SIC ' i
XXX - Employ1!ent:Size cl

ANNUAL SURVEY OF MANUFACTURES
d Statistics for Establishments Classified by
IC by Employiwent-I1oe of Owning company



CURRENT RETAIL TRADE

Estimated Mtonthly Retail Sales of Companies by Kind of Business
for the United States by Eiployment Size of Owning Company

I -EmployrTICnt ize c ass of owna nc v = _
44 )11 t i s W I eseToa 1104 - 101 - I la - a

Retail stores, to t a l.R tel sore, ttal...............;.;. . .
Durable goodr stores, tot all..............
Nondurable goods stores, total ............

Food *tores, total...........................
Grocery stores..............................

General merchandise group with nonstores .......enedral merchandise group without
nonstores (except department Stores
mail orderl ...............

Department stores and miscellinemas
general merchandise stores...................
Deporteent stores...........................

Variety stores...............................
Apparel and accessory stores, total............

lioen's apparel, accessory stores ...........
Ilomenn ready-to-wear stores.................

Shoe stores....................................

Tire battery, accessory dealers......
Drug and proprietary stores..........
Liquor stores .................. :

Retail stores, total ...................
Grocery stores ................... ;
General merchandise group with nonstores ...

General merchandise group without nonstores
(except departament stores mail order).

Department stores......................
Variety stores ................. :

Apparel and accessory stores. total.............
Ilamen's apparel, accessory stores .............
Shoe stores....................................

Tire, battery, accessory dealers.................
Drug end proprietary stores ....................

3
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Senator McINTYRE. Ms. Kallek, you made what appears to be a
very fine statement, a statement which indicates future possibilities
that could be very helpful to the small business community.

You note that you can disaggregate data according to standard em-
ployment size categories. For some types of businesses such as manu-
facturing enterprises, size disaggregation could be misleading. I say
this because most manufacturers are capital-intensive and therefore
have relatively few employees.

Conversely, construction industry is labor-intensive and could be
classified as a big business based on size alone.

Can the Census Bureau also disaggregate data according to asset
size, net and gross receipts and/or sales? Can you break it down by
those categories?

Ms. KALLEK. Yes, Mr. Chairman, we have information from the eco-
nomic censuses on sales and receipts, and we can do that quite easily
on a 5-year basis.

Information on asset size signs can be gotten for certain selected
areas such as construction and manufacturing.

Unfortunately, we do not collect this information on a complete
count basis in the retail and wholesale areas.

Senator MCINTYRE. Could you do it for retailers?
Ms. KALLEK. Not on a census basis.
During the census, we collect information on depreciation and assets,

only from a sample of companies, and we use our annual retail trade
program for that, but we do have the information on sales.

Senator MCINTYRE. Could the disaggregation we are discussing here
be accomplished at a low cost without too much burden being placed
on the small business community?

Ms. KALLEK. There would be no burden on the small business com-
munity, because we already have the sales information. It just requires
the retabulation of the data that is in our files.

Senator MCINTYRE. How about the costs?
Ms. KALLEK. I do not have cost figures, but it would certainly not

be very expensive, sir.
I would say in the range of probably $50,000 to $75,000.
It is a manipulation of the files.
Senator MCINTYRE. To what extent would you have to rely on the In-

ternal Revenue Service to obtain information based on business asset
and sale size?

Ms. KALLEK. As I said, Mr. Chairman, we do not have the informa-
tion on assets.

We could get it from IRS. W1re do have legal authority to receive
such information.

Senator MCINTYRE. Are there any problems that would be encoun-
tered in obtaining information from the IRS?

Ms. KALLEK. I do not believe we would have any problem in getting
information from the IRS.

I would have to see how we could collect the information for the
large companies, because the IRS is not on a company basis.

It is on a legal entity basis, but I think, sir, it could be done.
Senator McIc~NTiRE. To your knowledge, are there any legislative

restrictions that would prevent SBA or Census from having relatively
easy access to such information from IRS, that is, any legislative
restrictions?
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Ms. KALLEK. My understanding, sir, is that the Tax Reform: Act only
gave permission for the statistical use of IRS records to the Bureau
of the Census, the Bureau of Economic Analysis, the Federal Trade
Commission, and certain Department of Treasury officials.

No other agency can get access to that information.
Senator MCINTYRE. Revised title I of S. 1726 lists specific types of

economic information that is required to be a part of the small business
economic data base.

Would you please address each item to explain to what extent Census
could presently provide this information?

Ms. KALLEK. The information on employment, and new hirings is
collected by the Bureau of Labor Statistics.

My understanding, and we will check it for the record, is that infor-
mation is obtained by means of a cutoff sample, which means that small
businesses are not well represented.

[The information follows:]
BLS advises that information on employment and new hirings for mining and

manufacturing is available and is obtained by means of a stratified sample in-
cluding representation from the small business sector.

Ms. KALLEK. Information of course on employment itself is avail-
able from the Census Bureau, from the annual county business pat-
terns program, or from our economic census.

The second piece of information, on number and type of business
establishments is available, again from our censuses.

We do not collect this information other than every 5 years, and
it only covers industries within the economic censuses.

We could arrange to do the same thing for industries which are not
part of the economic censuses.

The number of business formations and failures is a series which
is not available within the Government at the present time. We think
we have an excellent vehicle for conducting this survey and have in-
cluded it in our proposal.

Since we get information about all business changes from IRS,
for use in our current surveys, we could sample these firms to deter-
mine why they went into business; was it a new business formation,
or just the purchase of an ongoing business.

As to sales, new orders, and back orders we currently count orders
data for the manufacturing sector.

Actually new orders is not really used in areas other than the manu-
facturing sector. As I stated in my testimony, by enlarging our
monthly manufacturers, shipments, inventories and orders survey,
we could collect information for the small business sector.

The same is true for back orders, or what we call unfilled orders.
Information on investment in plant and equipment are available

annually for the manufacturing sector. Similar information is avail-
able from a company sample for retail trade and merchant whole-
salers from the 1972 economic census.

The samples, however, could be enlarged to provide reliable infor-
mation for the small business sector. An expanded sample would also
be necessary to provide information for the small business sector on
changes in inventory, and rate of inventory turnover.

I think the information is collected by the FTC 6n capital invest-
ment including debt and internally generated funds. The same is true
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of debt-to-equity ratios, and although FTC had originally enlarged
their samples to include small firms, I do not believe they have main-
tained that. We will check, and if it is a sample survey, it could prob-
ably be enlarged to include the small business sector.

[The information follows:]
The Federal Trade Commission confirms that beginning with the current quar-

ter approximately 1,500 companies representing the small business sector have

been eliminated from their Quarterly Financial Report in order to reduce re-

sponse burden. It would be possible for FTC to enlarge the survey to include more

representation from the small business sector.

Ms. KALLEK. We collect information on manufacturing exports in
our annual survey of manufacturers. We will determine if we can
obtain reliable information for the small business sector from our
present sample size.

On mergers and acquisitions, information is published by the FTC,
but unfortunately it covers predominantly the larger firms.

The Census Bureau has had a small survey in this area, but does not
plan to continue it at this time.

Concentration ratios can be obtained by a retabulation of our data.
I think that covers all of your list.

Senator MCINTYRE. Do you have any idea what the ballpark cost
would be for this additional effort?

Ms. KALLEK. Mr. Chairman, we are still working on that, and we
have not gotten any of our figures approved at this time.

Senator MCINTYRE. We would like to have that for the record.
Ms. KALLEK. This is something I will check, sir.
Senator MCINTYRE. Will you be able to give us some kind of figure

within the next 2 weeks or so?
Ms. KALLEK. Yes, Mr. Chairman, I will try.
I would say it will not cost less than $100,000, but it will not cost

$5 million either.
Senator McINTYRE. In your estimate would it cost less than $3

million?
Ms. KALLEK. Yes, Mr. Chairman.
[The information follows:]
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Inform
from

Inform
ulat

Inform
cati

Inform
Spec

Estimated Cost for Implementing
the Development of a Small Business Economic Data Base

Annual Man-hour
Major Area Cost Response

Burden

ation Currently Available
Existing Surveys None None

ation Available by Retab-
ion of Existing Data 710,000 None

ation Available by Modifi-
on to Existing Surveys 1,040,000 62,000

ation Available by
ial Survey 200,000 2,116

Integration of Outside Data
Including Development and
Maintenance of Small Business
Economic Data Base

TOTAL

500,000

$2,450,000

None

64,116

Note: Estimates to develop the revised list of specific types of
information (Title 1 of S. 1726) are included above except
for the following:

1. Layoffs and hirings--Discussions will have to take place
with the Bureau of Labor Statistics regarding the cost
and feasibility of developing reliable estimates for small
business.

2. Sources and amounts of capital investment, including debt,
equity, and internally generated funds and debt-to-equity
ratios, and number and dollar amounts of mergers and
acquisitions by size of acquiring and acquired firms--
Discussions will have to take place with the Federal Trade
Commission regarding the cost and feasibility of developing
reliable estimates for small business.

I.

II.

III.

IV.

V.
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Senator McINTir-. There is an insatiable desire on the part of the
bureaucracy in this modern world to gain every bit and piece of infor-
mation that it can. It's driving a lot of people crazy out there in the
great wide world. In moving around New Hampshire, I bump into
these people, and they are not very kind to the bureaucrats.

I just want to ask you, from your vast experience, do you believe
that all of the economic information from this proposed revised ver-
sion of title I is really needed to develop a complete small business data
base? Do you really believe we need all of this in your opinion?

MS. KALLEK. Well, Mr. Chairman, and again, it is my opinion the
more information you have, the better you can make a decision, and I
guess the problem of the Census Bureau has always been how do you
put a figure, a cost figure on the value of good decisions. A good deci-
sion is based on information, and can you make a good decision with-
out the facts?

We think the data, as now obtained, if they were retabulated in
many ways, would give you an opportunity to see a better relationship
between small business and big business.

Senator MCINTYRE On the other hand, do you believe there is infor-
mation that we need in addition to what we have already discussed?

Are there any other items that should be added to this revised
section?

Ms. KALLEK. I think, Mr. Chairman, once a data base is established,
and the information is used, you then find out where the data gaps are,
and you also find out what series you do not really need, and are not
really using, and it is only through experience and use, that you can
really improve the kinds of information that you should have.

Senator MCINITYRE. While you are here, I would like to ask whether
you really need to send out all of these surveys to millions and millions
of people?

Take a look at the way the pollsters come so close on Presidential
elections. Look at the money they are picking up from people like my-
self trying to get a feel as to what is going to happen. Why is it you
continue to send out questionnaires, and not only that, if people fail
to reply summon them to court. That is absolutely ridiculous.

While you were here, I just wanted to give you a bit of a hard time.
What is the answer to that?
Why don't you do more sampling?
Ms. KALLEK. Mr. Chairman, we sample wherever it is feasible, and

we always have.
The Census Bureau has been a leader in that area.
I think the major program you are speaking about is the economic

census. I appeared before you about 5 years ago prior to the 1972
Census, or right after that, and, in fact, that was the first time I ever
testified on the Hill. We need a census, because you need basic infor-
mation. If you did not have a census, you could not have reliable
current data.

The Census is the only time you obtain information on all estab-
lishments for those industries covered by the census. You are now
able to see what has happened over time, and you get very detailed
information by industry and by size class.

We have done a number of things since the last census to simplify
reporting and ease the respondent burden. I brought several examples
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along. We are testing on some of the census forms the use of a toll-
free number to see if respondents will reply more easily that way.

We have prepared brochures explaining what the census is, and why
it is important.

Senator MCINTYRE. Are you still invading privacy? I should add
that I am told this is a bad question.

Ms. KALLEK. Of course, Mr. Chairman, we do not believe it is an
invasion of privacy, because we feel since we keep our information
so confidential under our title 13, that no one but a sworn census agent
has access to the information, and anything reported to the Census
Bureau is kept completely private.

Senator MCINTYRE. In Milford, N.H., two people accosted me on
the street about 2 years ago. They were worried not only about the
Census, but they were also worried about the computer invading their
privacy in such areas as how much they owed, what their records were
on payments-30 days, 60 days-I thought they were going to have
a fit right there in front of me.

There are people who are very up tight about privacy. I hope you
will try to keep out of that business.

What type of permanent, continuing liaison should be set up be'-
tween SBA and Census to insure proper development and evaluation
of the small business data base?

Ms. KALLEK. We have, of course, worked closely with SBA.
The information in the data base would not only be of use to the

SBA, but also to other Government agencies, such as EDA, and other
agencies within the Department of Commerce, I imagine Treasury,
and other Departments would also find the data are of interest.

We would certainly work most closely with them, finding out their
needs, and supply them with what they wanted.

Senator MCINTYRE. Could you pursue that question?
Mr. NEECE. What we are really trying to determine here is what

specific role would the Census play in putting together the data base?
What respective role would the Department of Commerce and SBA
play?

Ms. KALLEK. I understand.
Mr. NEECE. We are trying to get a determination from both agen-

cies as to where they come down on this issue.
Ms. KALLEK. Well, Mr. Neece, in any effort of this type, we always

set up an interagency committee.
This would be under the aegis of the Office of Federal Statistical

Policy and Standards, so that all agencies would agree on the needed
statistical information.

The reason we believe it should be at the Census Bureau, of course,
which is a personal belief, is that we are a centralized agency, we col-
lect most of the information, we are able to retabulate it, we have the
expertise in this area.

Mr. NEECE. After you actually collected and then disaggregated
all of the data, which we have been addressing, would SBA then be
able to retrieve the information census generated and place it in their
own computer system?

Ms. KALLEK. I am certain that is what we would aim toward.
That would be a long-range goal, it would take several years prob-

ably to get it instituted.



331

Mr. NEECE. Do you think you could do that within, say, 3 or 4 years?
Ms. KALLEK. Oh, yes, sir.
Senator McINTYRE. Because the Census Bureau presently collects

aggregated information, it is my understanding that the Bureau does
not generally followup with smaller businesses to obtain requested
information that the business has not supplied.

In what manner and to what extent would Census have to under-
take such followup with smaller enterprise to insure adequate devel-
opment of the small business data base?

Ms. KALLEIK. Mr. Chairman, at the present time, we have an exten-
sive followup program, and I am sure you know about it, since you
have gotten letters and complaints about the Bureau, and about our
followup program. We do estimate where necessary, where firms do
not report.

Our belief is that the more firms understand the value of data, and
the more they use it, or find it useful to them, the more they will be
willing to report. In taking that approach, we have had several press
conferences relating to the 1977 economic censuses and have sent
several thousand pieces of material to trade associations in order to
obtain the cooperation of both big and small firms.

We feel that our response rate is adequate in the census for both the
small business sector as well as the large business sector.

It is a little different in our monthly voluntary surveys.
Senator MCINTYRE. Would the Sabin technique handle the problem

of followup?
Ms. KALLEK. Not in that way, sir. When you select a sample, you

want to come out with reliable data, and you take the minimum sample
necessary for that objective.

We attempt to get forms from all firms, and we work very hard to
achieve this.

Actually, we do feel we have an adequate response rate of the small
business sector as well as the large at the present time.

Senator McINTYRE. In items II B (1 and 2) on page 3 of your "Pro-
posal for the Development of a Small Business Economic Data Base,"
you note that you have cost estimates for supplying disagregated in-
formation from the Annual Survey of Manufacturers.

Do you have any idea of what that cost would be?
Ms. KALLE1i. I am sorry, sir. I do not have it.
Senator MCINTYRE. Can you answer that for the record?
Ms. KALLEK. Fine.
[The information follows:]

A cost estimate of $34,000 to supply information on quantity and cost of fuels
consumed by fuel types by manufacturers from the 1975 Annual Survey of Manu-
facturers was recently furnished the Small Business Administration.

The retabulation would include:
(a) U.S. totals by company employment-size class.
(b) U.S. by major industry group (3-digit SIC) for companies with less than

250 employees.
(c) Geographic divisions and selected States for companies with less than

250 employees.
These above costs are included in the estimated cost for implementing the

development of a Small Business Economic Data Base (see page 18).

Senator McINTYRE. Item II B (33) notes that Census could specially
tabulate the Annual Survey of Manufacturers to supply "important
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analytical information" on the share of exports that belong to small
business. What type of analytical information would be generated by
this special tabulation?

Ms. KALLEK. At the present time we publish information from
manufacturer's exports by industry, and the percentages of the total.

We would in fact retabulate the information to obtain the data for
the small business community.

Senator MCINTYRE. You say on page 4 of your proposal that it may
be feasible to retabulate the Annual Retail Trade Survey by employee
size of firm.

What specific problems would have to be solved before such a retab-
ulation could be achieved? /

Ms. KALLEK. We could retabulate without any difficulty, Mr. Chair-
man, but we do not know whether the data will be reliable or not.

We select the firms to provide an overall estimate of reliability, not
particularly for the small business sector.

Senator MCINTYRE. Ms. Kallek, you explained you could retabulate
the County Business Patterns by employee size of firms. This retabula-
tion would include information on employee number, payroll, sales
and/or receipts. What would the time frame be to accomplish this
disaggregation, for example, from time of data collection to imple-
mentation?

Ms. KALLE1K. Mr. Chairman, we could at the present time retabulate
the information from employment and payroll without any addi-
tional response burden.

In order to get sales and receipts, we would have to obtain receipt
data from IRS for the single establishment firms, and we would add
this item to our company organization survey, for the larger or multi-
establishment firms.

The first part could be done immediately at relatively small cost,
and I am sorry, I do not have a figure, I would have to give it to you
for the record, as to how much it would cost to get the additional
information from both IRS and the company organization survey.

Senator MCINTYRE. What would the cost be?
Ms. KALLEK. I will have to give you that for the record.
I do not have the figure.
[The information follows:]
It is estimated that the cost of retabulating County Business Patterns data

(i.e., employees and payroll) to provide information on establishments classi-
fied in each of the standard classification industries by State by size of owning
company will be $150,000. An additional estimated cost of $250,000 with an asso-
ciated annual response burden of 40,000 man-hours would provide the addi-
tional information on sales and/or receipts.

These above costs are included in the estimated cost for implementing the
development of a Small Business Economic Data Base (see page 18).

Senator MCINTYRE. The memorandum notes that it would be diffi-
cult to disaggregate the monthly economic indicators because Cen-
sus solicits information from very few small firms and only a small
number of these small firms respond. It further states that the poor
response rate could be improved by expanded use of the Census field
staff.

Could you please elaborate on how the use of the field staff would
be expanded? How would the staff deal with small firms to increase
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their response rate to a statistically significant confidence level, and
what would be the cost of such an endeavor?

Ms. KALLEK. The field staff would be used for telephoning the com-
panies and getting the information by phone if they do not report
through the mail system.

The sample would have to be enlarged of course to obtain repre-
sentation for the small firms.

At the present time the sample is designed to give national esti-
mates with reliability.

In order to have the same reliability for the information about
small firms, we would have to increase the size of the sample.

Costs there again, I do not know.
Senator MCINTYRE. Again, I think we would like to get your best

estimate for the record within a couple of weeks.
[The information follows:]

The following is the estimated cost for expanding the monthly Manufacturers'
Shipments, Inventories, and Orders Survey and the monthly Retail Sales Survey
to supply information for the small business sector:

1. Manufacturers' Shipments, Inventories, and Orders (M-3):
Cost: $440,000.
Annual response burden: 16,000 man-hours.

Monthly estimates for the M-3 survey would be limited to two employment size
ranges for broad industrial groups.

2. Retail Sales:
Cost: $350,000.
Annual response burden: 6,000 man-hours.

Monthly estimates for the Retail Sales Survey would be limited to approxi-
mately three employment size ranges and five selected kinds of businesses.

These above costs are included in the estimated cost for implementing the
development of a Small Business Economic Data Base (see page 18).

Senator MCINTYRE. How long would it take to implement your pro-
posed business formations and failures survey?

Ms. KALLEK. We could probably start to do that within 6 to 9 months
after we have approval.

We have a basis for doing it at. the present time, and we would be
just implementing the sampling technique.

Senator MCINTYRE. Are there any particular difficulties you can
think of that would delay implementation of this operation?

Ms. KALLEK. I do not believe so, sir.
We have talked about this. We would of course have to do a feasi-

bility study to make sure that we are getting what we think we should
be getting.

As I said, this is an area which is of importance, not only for the
small business sector, but really for the entire business community.

There are no reliable data available at the present time on business
formations.

Senator MCINTYRE. To what extent can the survey undertaken for
the 1977 Economic Census be amended to accommodate the needs out-
lined .in revised title I and those that we have discussed this morning?

MS. KALLEEK. Well, I think we are able to give you most of the infor-
mation except for the retail sector.

I should say fortunately or unfortunately, the report forms for the
1977 census are finalized; in fact, all single-establishment forms have
already been labeled and put into mailboxes.

Senator MCINTYRE. To what extent can the above-mentioned sur-

98-762 0 - 78 - 22
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vey and the needs outlined in title I be amended to include unin-
corporated businesses, that is, partnerships and sole proprietorships,
by industry and company size? If this cannot be accomplished, what
are the impediments preventing the implementation?

Ms. KALLEK. The information, sir, that we collect in our economic
censuses covers all businesses, including partnership and proprietor-
ships.

In fact' we publish data showing tabulations by legal forms of
organizations.

The data are collected once every 5 years, and it could be expanded
to include information for industries not included in the economic
censuses.

Senator MCINTYRE. Thank you very much for your able and fine
testimony here this morning. We appreciate your cooperation with
the committee staff.

We will see if we can try to work out something that will be help-
ful and practical to the small business community.

Ms. KALLEK. Thank you.
Senator MCINTYRE. Our next witness is Ms. Mary T. Mitchell, De-

puty Director, Division of Bank Supervision, FDIC, Washington, D.C.
We are very happy to welcome you here this morning.
I have your statement and it will be placed in the record in its

entirety.
You may read the statement, or you may summarize. Please be com-

fortable, however, and testify in any manner that you wish to best
state your case for us.

STATEMENT OF MARY T. MITCHELL, DEPUTY DIRECTOR, DIVISION
OF BANK SUPERVISION, FEDERAL DEPOSIT INSURANCE CORP.

Ms. MITCHELL. Thank you, Mr. Chairman.
I am Mary T. Mitchell, Deputy Director, Division of Bank Super-

vision, Federal Deposit Insurance Corp.
Members of the FDIC staff have worked with committee staff

members on the Small Business Credit Information Project, and we
are very anxious to be fully cooperative in providing a statistical base
of information that will be useful to you.

You have requested a discussion of the views of the Federal De-
posit Insurance Corp. relative to title VI of S. 1726, a draft of which
we received last week.

From our reading of the draft, we conclude that title VI, Small
Business Credit Information would require the Board of Governors
of the Federal Reserve System, the Comptroller of the Currency,
and the Federal Deposit Insurance Corp., in consultation with the
Administrator of the Small Business Administration, to develop a
sample survey of insured commercial banks which would provide
estimates of credit extended to businesses of various sizes.

Title VI would also require estimates of the loan requests which
were denied to businesses of various sizes.

Specifically, estimates would be required, by region and nation-
wide, of the number and dollar amount of commercial and indus-
trial loans and other types of credit extended and denied during each
half-year period to borrowers of various sizes as measured by, (1)
their total assets, and (2) their annual sales.
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Such estimates would be compiled and published semiannually,
for banks having assets of less than $300 million and for banks having
assets of $300 million or more.

In support of the overall goals of title VI, we have reviewed the
nature of the procedures which would have to be developed by the
three Federal bank regulatory agencies and followed by the banks
which would constitute the sample for purposes of this survey.

There are about 14,500 insured commercial banks in the United
States which presently hold commercial and industrial loans amount-
ing to $190 billion.

These banks range in size from multibranch and large unit banks
which extend tens of thousands of loans to businesses every half
yearly period to small banks making fewer than 50 such loans.

The 100 largest banks account for well over half the dollar volume
of commercial and industrial loans in all U.S. banks. We note with
approval that title VI specifies a sample of banks, rather than the
complete universe of banks, which was specified in an earlier version
of the bill. Any bank participating in this survey will have a sub-
stantial compliance cost. We note, however, that inasmuch as the
sample design implied by title VI provisions requires a large enough
sample to provide separate estimates by two sizes of bank, seven sizes
of borrower, and presumably at least 12 geographical regions, we
are talking about a very large number of banks, possibly as many as
2,000.

Such a sample design is "doable," but because reporting would re-
quire a substantial cost on the part of many sample banks, we recom-
mend considerable thought be given to how well the goals of title VI
would be met by the proposed survey.

Compliance with survey requirements bv each of the banks falling
into the sample would require a coding for each commercial or in-
dustrial loan made of two indicators of the size of the borrower; in
terms of total assets and annual sales. At the end of each half-yearly
period, each bank would compute and report the number and dollar
amount of commercial and industrial loans made in each of seven
size-of-asset categories 'and in each of seven size-of-sales categories.

We presume that for very large banks sampling within their rec-
ords might be permissible.

We note that title VI has a significant addition that was not in
previous versions: Namely, the banks would report information on
loan denials.

The number and amount of loans denied, and their relationship to
loans granted constitutes important information in the evaluation of
a bank's business loan policies.

However, these data may be difficult to secure and interpret.
Frequently, and particularly in small banks, no record of rejection

is kept or required. Often requests are modified, deferred, or referred
to other sources. On the other hand, denials in the record ordinarily
will be for substantial reasons.

Since, unlike loan approvals, for which detailed records are kept in
the books of the bank, many loan denials never reach the application
stage, and if they do, may not be adequately recorded, there is a lack
of symmetry between loan approvals and loan denials.
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We suggest that the committee staff make an effort to determine
from a small sample of banks of various sizes, whether acceptable
reporting of loan denials is feasible, and the reliability, costs and sig-
nificance of such data.

We see some remaining deficiencies in title VI and our views on
these are as follows:

(1) Line 8 on page 1 of title VI refers to "Federally insured and
regulated commercial banks."

Is the intent to include commercial banks which are not insured?
I cite the Home Mortgage Disclosure Act in which FDIC is charged

with enforcement with respect to noninsured commercial banks.
The FDIC, for example, has the responsibility for some regulations

which are applicable to noninsured banks.
(2) Line 10 on page 1 reads "by region and nationwide, as deter-

mined by the Administrator."
We merely point out that collecting loans by region has major impli-

cations for the scope of the survey. In general the more area break-
downs of data required, the larger the sample will have to be.

(3) Line 12 page 2 refers to "other types of credit" extended by
banks in addition to commercial and industrial loans.

The "other types of credit" should be specified: Is it intended to
include agricultural loans, loans to brokers and dealers who are bor-
rowers, loans to financial institutions installment loans for business
purposes, real estate loans for business purposes?

The survey problems would be simplified if the data were limited to
commercial and industrial loans as defined in the Report of Condition.

(4) We also note with approval that the number of size breaks on
assets and loans of borrower has been reduced from 13 to 7.

We would like to suggest that additional study and experience may
permit a further reduction in the number of size breaks, which in turn
would permit a smaller sample of banks.

Senator McINTYRE. I am glad to see somebody trying to protect the
banks.

Ms. MITCHELL. We must be cognizant of costs, sir, in the work we
are doing.

Senator McINTYRE. Absolutely.
May I ask you a few questions now, or do you want to sum up?
Ms. MITCHELL. If I might just say that our most important observa-

tion is this, that we respectfully suggest that legislation should not
spell out sample designs and details, but give us broad outlines, so
the technicians could work out the most efficient, the most economical
plan. Considering the apparent unresolved problems which I have
listed, those problems in 1 through 9, before any statute requir-
ing collection of data is enacted, we recommend that technicians from
the three agencies in cooperation with the Administrator provide for
limited pilot testing to establish data collection procedures, which are
responsive to the needs of the Administrator.

It would also be very helpful to secure the advice of those who will
have the responsibility of providing useful data.

Thank you.
Senator McINTn.F Thank you.
The balance of your statement will be made a part of the record.
[The balance of the statement follows:]
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(5) The bill continues to require the collection of information according to both

assets and sales of borrower. In this regard the bill differs from a previous rec-

ommendation by Chairman LeMaistre that one of the two but not both, should

be the criterion of collection. Our preference would be for size breaks based on

assets. This is a more meaningful standard for banking purposes as assets can

be collateralized, whereas sales may entail little support for a loan extension un-

less accompanied by an established net income record.

(6) The bill in (A) specifies that assets of the borrower are as of the time

of the application of the loan. Large businesses may have available daily balance

sheets but small businesses do not. It would be preferable to specify assets at

the time the most recent balance sheet was computed.

(7) The bill provides that each of the three regulatory agencies publish the

information for banks under its supervision. This would unnecesanly increase

the size of the sample required. A single sample survey and publication with

estimates for aU insured commercial banks would be more economical and

significant.
(8) Does the information to be collected cover new customers or both old and

new customers? Since many of the existing loans on the books of banks are sim-

ply implementations of previous arrangements for lines of credit or revolving

credits or extending the term of an existing loan, the total of actual credit exten-

sions is in large measure predetermined; i.e., the availability of credit Is assumed

when the negotiation for the ';lie" or revolving credit takes place. It might be

desirable to distinguish between loans activated under previous arrangements

from those negotiated at the time of the loan extension.

(9) Similarly, the wording of the bill does not make clear the period over

which the information on loans should be collected: would all loans made during

the 6-month period be reported or would the information collected be limited to

only a small portion of the 6-month period? 'Most of the surveys that we under-

take cover only a period of a few days or so. For example, the current quarterly

survey on lending to business and farmers collects information for 5 days of the

quarter for small banks and 3 days of the quarter for large banks.

(10) Considering the apparent unresolved problems, before any statute re-

quiring the collection of data of this type is enacted, it would be advisable to pro-

vide for pilot or testing operations to establish data collection procedures respon-

sive to the needs of the Administrator. It would also be most helpful to secure

the advise of respondents who will have the responsibility of providing usable

data.

Senator MCINTYRE. It is my understanding that the staff of the

Small Business Committee and the Joint Economic Committee have

been working with staff members of the Federal Deposit Insurance

Corp. in an attempt to find a means to make title VI of S. 1726

more manageable both on the part of the banks and the regulators.

Can you first tell us as best you can at this juncture, how the Corpo-

ration would undertake a sample survey to obtain the required title

VI data?
Ms. MMTcHELL. We would presumably work with our counterparts

at the Board of Governors of the Federal Reserve System, and the

Office of the Comptroller of the Currency, to design a sample which

would be a stratified sample of banks.

There would be a larger proportion of the large banks than of the

small banks.
This is accepted procedure in such cases as this, where the distribu-

tion of commercial and industrial loans is highly skewed, that is a

large amount of the total is accounted for by a relatively small num-

ber of banks. So we would have to follow acceptable statistical prin-

ciples; we would have a selection of banks within size strata of banks.

Senator McINTYRE. How many banks would have to participate in

order for the survey to be statistically valuable for national and

regional summaries in your opinion.

We are lookinT at a total of 14,500 banks of various sizes and loca-

tions, are we not?
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Ms. MrrcmgyT.. Yes.
In my opinion, for a 2-way breakdown of size of bank, a 12 re-

gional breakdown (your earlier version of section 601 specified the
12 Federal Reserve Districts) and the 7 breakdowns of size of business,
we might need a sample as large as 1,500 to 2,000 banks.

Senator McINTYmF. Is it true that none of the three banking regu-
lators breakout total loans having a total dollar value made to firms
in specific size category?

Ms. MITCHELL. We do not collect such information routinely at the
FDIC.

It is my understanding that at the Board of Governors, there are
several sample surveys, I think in one case of 350 banks, which reg-
ularly reports a size breakdown of borrowings.

I should be pleased to get a reference for the record, sir.
Senator MCINTYRE. All right. The point that the staff was trying

to make is that there is no way at present to measure, with any degree
of certainty or integrity, how much banking credit is being extended
to the small business community.

[The information follows:]
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Survey of Terms of Bank Lending
New Series

Since as early as 1919 the Federal Reserve has
been monitoring interest rates on loans at com-
mercial banks through survey methods. Over the
years, the interest rate surveys have been ex-
panded and refined to reflect the growth and
development of the banking industry. The Fed-
eral Reserve's principal interest rate survey of
recent years, the Quarterly Interest Rate Survey
(QIRS), has been revised to enlarge its coverage
and scope. The new survey, now called the
Survey of Terms of Bank Lending (STBL), was
first taken in February 1977.

OBJECTIVES OF
THE REDESIGNED SURVEY

The content and coverage of the STBL were
designed to achieve certain objetives related to
changing practices in banking and to provide
better, more representative statistics on bank
lending. The previous survey had been limited
to collecting interest rate information on busi-
ness loans made at 120 large commercial banks.
The reporting panel was not representative of
all commercial banks; it consisted of the largest
banks, which accounted for slightly over 60 per
cent of all business loans of commercial banks.
While the banking sector has become more
closely integrated in recent years through ad-
vances in communications and methods of
transferring funds, the validity of a survey lim-
ited only to large banks came into question. as
a large share of business lending was made at
other banks. Moreover, issues affecting the en-
tire banking system such as the cost or avail-
ability of funds to small business borrowers

NoTE.-This anicte was prepared by Paul W. Bottz
of the Board's Division of Research and Statistics.
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could not be addressed within the design of the
old survey. This latter shortcoming prompted
the Federal Reserve to initiate the monthly Sur-
vey of Selected Interest Rates in 1972 under
the auspices of the then-Committee on Interest
and Dividends.

The Survey of Selected Interest Rates asked
approximately 350 responding banks to provide
the "most common' interest rates charged on
small ($10.000 to $25,000) business loans and
selected pes of agricultural and consumer
loans. TI accvracy of this survey, however,
was not comparable to that of the QIRS since
data on lending rates on actual lbans were not
collected and the survey results could not be
weighted by the volume of lending by respond-
ents.

The new STBL replaces the Quarterly Interest
Rate Survey and the small business and agricul-
tural portions of the Survey of Selected Interest
Rates.' The STBL will gather information on
actual loans made to businesses and farmers
during the survey period. Construction loans
secured by real estate, which are not included
in the business loan category because of their
collateral, were added to the survey.

Another objective in the redesign of the sur-
vey was to add information on nonprice terms
of lending that might help explain movements
and levels of interest rates charged on loans.
The interest cost is the explicit cost of bank
credit, but nonprice terms of lending-or price
terms not directly associated with the loan such
as commitment fees-also might justifiably be
included in the total cost of borrowing. Eco-
nomic theory and empirical analysis of bank

'The consumer toan section of the Survey of Se-
lected Itterest Rates wilt be continued in the samne
form, and the results wilt continue to be published
nonthty in the modified G. 10 release.
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lending terms suggested the importance of
compensating balances, collateral, loan insur-
ance, and commitment fees. However, in con-
sidering the addition of such nonprice terms of
lending to the interest rate survey, the avail-
ability of this information in bank records and
the cost to respondents of reporting nonprice
items acted as constraints.

A pretest of the survey was conducted in early
1976 to determine the feasibility of collecting
nonprice terms of business and agricultural
loans from banks of all sizes on a regular basis.
It was found that amounts of compensating
balances and commitment fees associated with
individual loans presented the most difficulty to
respondents, particularly large banks that have
computerized data systems. Many respondents
indicated that isolating compensating balances
and commitments fees associated with a partic-
ular takedown could not be accomplished with
their existing data systems. Still other institu-
tions reported that they monitored the level of
transactions balances maintained by borrowers
and could not identify idle balances uisually
associated with the concept of compensating
balances.

The inability of some banks to report on
compensating balances and commitment fees
was not inconsistent with results from occa-
sional special surveys of bank lending that have
been conducted by the Federal Reserve. Never-
theless, in the large majority of banks some
nonprice terms of lending met the two criteria
of availability and economic importance. These
include information as to whether there was any
commitment or commitment fee, whether there
was Federal loan insurance or collateral, and
for agricultural loans whether other lending in-
stitutions participated in the loans.2

Both the Quarterly Interest Rate Survey and
the Survey of Selected Interest Rates were sub-
ject to a number of technical shortcomings that
the new survey was designed to correct. The
principal improvement in this area is the collec-
tion of information on the maturity of each loan
reported. In compiling the results of the Quar-

'Many banks that are heavily engaged in farm lend-
ing are small and therefore often need the participation
of other lenders in their larger loans.

terly Interest Rate Survey, the maturity of
short-term business loans had to be assumed,
and the results of the Survey of Selected Interest
Rates reflected no adjustment for maturity on
loans to small businesses. In addition, the new
survey asks respondents to report on whether
rates on loans are floating, that is, the interest
rate charged is tied to a rate that may change
over the life of the loan. Under floating rate
agreements, interest rates typically are linked
to the prime lending rate of the bank.

DESCRIPTION OF
THE NEW SURVEY

The STBL will be conducted during the first
full business week of the middle month of each
quarter at about 340 member and nonmember
banks, randomly selected to represent all size
strata of insured comn ercial banks in the United
States.3

About 100 of the respondents are non-
member banks; their reports are collected and
processed by the Federal Deposit Insurance
Corporation. Small- and intermediate-sized
banks report on business, construction, and ag-
ricultural loans made during the 5 days of the
survey week. Very large commercial banks re-
port on their loans made over two or three
randomly selected days of the survey week in
order to reduce the absolute burden of partici-
pation in the survey to respondents and the
editing and processing costs to the Federal Re-
serve. A monthly supplement to the quarterly
survey is conducted during the first full business
week of the first and last month of the quarter.
The supplement is conducted at member banks
only and is limited to price terms on business
loans (excluding construction loans secured by
real estate).

The three sets of forms and instructions used
in the quarterly survey and monthly supplement
are reproduced at the end of this article.4 The
first form is used quarterly to collect data on
individual loans made to businesses. Con-

asee the appendix. which describes the principles
used in setecting the random sample

'some banks that have computerized data systems
are reporting by magnetic tape or cards. obsiating the
need to fill out forms.



341

444 Federal Reserve Bulletin n May 1977

struction loans secured by real estate are re- vey of business lending is also reproduced at

ported on this form as well, and the type of the end of the article. About 250 member banks
structure being financed by construction loans provide monthly information on business loans.
is reported by responding banks. The second Like the quarterly survey, the monthly supple-
form used in the quarterly survey covers loans ment is conducted during the first full business
to farmers. The purpose of agricultural loans week of the month.
(feeder livestock, machinery and equipment, The results of the quarterly surveys and the
and so forth) is also reported by respondents, monthly supplements will be used to approxi-
and the classifications correspond to the cate- mate the lending terms of the banking system
gories in the Survey of Selected .nterest Rates, as a whole. Respondents' loans are weighted
the agricultural portion of which is replaced by by the relationship between the amount of loans
the STBL. in each category as reported on the call report

The form for the monthly supplemental sur- and the total volume of such lending by banks

1. Survey of terms of bank lending

Short-term comnmercial and industrial loans (other than construction and land development) made during February
7-12, 1977
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of similar size.' Consequently, the survey pro-
vides estimates not only for the terms of bank
lending but also for the gross volume of new
lending. The reliability of estimates of the vol-
ume of lending, however, is high only for
short-term business loans, which constitute a
very high proportion of the loans reported in
the survey. The estimates of the volume of
construction, agricultural, and long-term busi-
ness lending are based on much smaller samples
of loans.

aThe appendix on the sample design explains more
fully the blow-up procedures.

2. Survey of terms of bank lending

SURVEY RESULTS

Tables I to 4 summarize the results of the first
survey, taken in February 1977. They cover, in
turn, short-term business loans other than con-
struction loans, long-term (over I year in origi-
nal maturity) business loans other -than con-
struction loans, construction loans secured and
unsecured by real estate, and loans to farmers.
The tables do not contain regional information
on lending terms as did the QIRS because the
sample is drawn on a national basis. A sample
capable of producing regional data of compara-
ble accuracy to those shown in the tables would
require a much larger panel of banks.

Long-term' comnmnerial and industrial loans (other than construction and land development) made during February
7-12. 1977 L
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The tables contain summary statistics for all and the number of payments over the life of
commercial banks. 48 large money center the loan in calculating the average interest rates
banks, and all other banks. Each table shows in the tables. The interquartile range is presented
the volume and terms of lending for various size as a measure of the dispersion of lending rates.
categories of loans at each class of bank. Nom- Along with the average interest rates appears
inal interest rates reported on loans are adjusted the standard error of the estimated average,
for the method of interest calculation, maturity, which provides a measure of the reliability of

3. Survey of terms of bank lending
Construction and tand devetopmfent toans (secured and unsecured by retl estate) made during February 7-12,1977
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4. Survey of terms of bank lending
Loans to farmers made during February 7-12, 1977
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the estimate.' Although measures of the relia-
bility of other figures in the tables are not
shown, it must be emphasized that all the data
in the tables are estimates.'

The results of the quarterly survey for all
commercial banks will appear regularly in the
Financial and Business Statistics section of the
Federal Reserve BULLETIN, replacing Table
1.35 "Interest Rates Charged by Banks on
Business Loans." The results of the quarterly
survey and the monthly supplement will also
be published as the Board's G. 14 (formerly E.2)
statistical release.8

Much of the information in the tables has not
been previously available or was available only
in occasional special surveys. Consequently.

'Additionat programming is being performed to
compute standard errors for interest rates on loans
made at the 48 large banks. meanwhile, standard errors
will he published for loans at other hanks.

'Sndard crrors for all the estimates will be avail-
abl. later and may he obtained from the Banking Section
of the Division of Research and Statistics.

'Copies may be obtained frorm Publications Services.
Division of Administrative Services, Board of Gover-
nors of the Federal Reserse Systems. Washington. D.C.
20551.

interpretation of some parts of the survey find-
ings may become useful only as an historical
data base develops. But some of the new infor-
mation made available through the STBL pro-
vides insights into bank lending practices that
are of immediate interest. For example, the
survey confirmed the view that a high proportion
of lending by banks, particularly large banks.
is being made at floating rates. Fully two-thirds
of the dollar amount of short-term business
loans made by large commercial banks carried
floating rates in the February survey, and nearly
one-third of such loans made by other banks
had floating rate agreements.

In addition, the survey pointed out the wide
extent to which bank borrowers are relying on
prior commitments for loans. Commitments
were associated with almost half of the business
loans and about three-fourths of the construction
loans reported on the survey. The widespread
practice of arranging prior commitments was
found at both the large banks and the other
banks. The proportion of lending under prior
commitments will likely rise and fall over
the business cycle in response to changes in
general credit conditions. and the survey will
provide a guide to these developments.

APPENDIX

SAMPLING PROCEDURES OF THE SURVEY OF TERMS OF BANK LENDING

The population to be sampled by the Survey of
Terms of Bank Lending was defined to be all in-
sured commercial banks in the United States. The
banks were ranked by the volume of commercial
and industrial loans in their portfolios as of June
30, 1974. and divided into six strata. The largest
48 banks were assigned to the top stratum with
certainty. that is. all were included in the sample.
Such banks accounted for about 50 per cent of
all commercial and industrial loans of commercial
banks. The remaining more than 14.000 banks in
the United States were divided into five strata.

NOTE.-The STBL sample was designed by Irving
Gedanken. Senior Statistician in the Division of Re-
search and Statistics until his recent retirement.

The method of stratification (the cumulative
square root procedure) was to approximately
equalize the products of the number of banks in
the strata and the standard deviations of commer-
cial and industrial loans about the mean of the
strata. The number of banks in a stratum is in-
versely related to the size of the banks; the strata
for larger banks contain relatively few banks,
while the strata for smaller institutions contain
many banks.

The two strata containing the banks with the
smallest business loan portfolios were combined
and re-ranked by agricultural loans and re-divided
into two strata. These two lowest strata account
for a substantial portion of commercial bank agri-
cultural lending (more than 70 per cent of all
loans to farmers), and the reliability of farm loan
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information was thus improved. There would be
little deterioration in the reliability of business
loan information from this procedure, since the
larger banks represented in the top four strata of
the sample account for about 85 per cent of busi-
ness lending.

Before selecting the reporting panel from the
banking system so stratified, each stratum was di-
vided into 10 zones containing equal numbers of
banks. Six banks were then selected from each
of the 50 zones (10 zones in each of the 5 strata)
into which banks other than the 48 large banks
were divided. Not all banks were able to partici-
pate in the voluntary survey, and the final sample
design called for a panel of about 340 banks. As
banks merge or otherwise are dropped from the
panel, replacements will be selected to keep the
sample representative of the population.

By dividing the strata into zones from which
six banks were chosen, it became possible to
identify six subsamples, each representative of the
entire population of banks. The six banks chosen
randomly within a zone were identified riumeri-
cally as one to six in order of selection. The first
bank selected from each zone in a stratum was
assigned to subsample one of the stratum, the sec-
ond was assigned to subsample two, and so forth.
Consequently, in addition to the sample of 60
banks from each stratum, six subsamples of the
10 randomly selected banks were identified. Over
the five sampled strata. the 300 respondent banks
constitute six subsamples of 50 each. Including
the certainty stratum of 48 banks, each complete
subsample of the banking system is made up of
about 98 banks.

Each of the six subsamples is a cross-section

of the population and is a replicate of the other
five subsamples. By ratio-estimate procedures re-
lating call report totals for a particular loan cate-
gory at sample banks to call report totals at all
banks. the reports of the 340 banks in the sample
are blown up to population estimates. Likewise,
the six subsamples are each separately blown up
to the population. Thus, seven estimates of the
characteristics of the population are calculated,
one over-all estimate from the large sample and
six from subsamples of.the whole. According to
the central limit theorem, samples of the same
size tend to distribute themselves about the mean
of the population in a normal distribution. Rely-
ing upon this characteristic of the replicated esti-
mates of the population, estimates of the variance
of the elements can be readily calculated, and the
standard errors for interest rates will be published
regularly.

The first survey collected information on 23,-
201 business and construction loans 4and 2,740
loans to farmers. These loans were estimated to
represent about 150.000 business loans, 18,000
construction loans, and 66,000 farm loans made
by the banking system during the survey period.
The relative coverage of business lending is
higher than in agricultural lending because the
sampling method concentrated more heavily on
banks with higher business loan volume. How.
ever, the standard error of the estimates of interest
rates on agricultural loans at smaller banks, other
than the 48 large banks in the first stratum, are
comparable to those on short-term business loans.
The underlying variability of lending rates to
farmers appears to be less than the variability of
commercial loan rates. 0
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Senator McINTYRE. Ms. Mitchell, would there be a significant re-
porting burden on small businesses if they were to supply a bank with
their asset size and annual sales figures when obtaining a commercial
and industrial loan? Maybe we ought to change it to the last time
the small business had a fiscal year end balanced statement.

Ms. MITCHELL. Yes, sir.
Senator MCINTYRE. I can appreciate the difficulty in determining

the number and dollar amounts of denied loan requests. Can you sug-
gest how the three banking regulators might monitor loan request
turndowns?

Do you know of any way?
Ms. MITCHELL. It is a question that I think is sufficiently important

to warrant talking to some loan officers, and asking about the feasi-
bility of this.

It would, looking down the road, be somewhat difficult, it would seem
to me, to evaluate changes in loan extensions by size of borrowing,
without some kind of handle on what the demand is.

Should you find that in a period of monetary restraint, the loans
to large businesses were increasing at a faster rate than loans to smaller
businesses, it would be a question of has the demand by the small busi-
nesses been commensurate.

It would be difficult to interpret without this information.
Senator McINTYRE. We know that the FDIC, the Comptroller's

Office, and the Fed now compute by means of the quarterly "CALL"
report, for the following type of loans:

Construction loans, farmland loans, single-family residential prop-
erty loans, multifamily residential property loans, nonfarm nonresi-
dential property loans, financial institution loans, loans for purchas-
ing or carrying securities, loans to farmers, consumer loans, commercial
and industrial loans, and financial institution loans.

Ms. MITCHELL. Yes.
Senator McINT'RE. Do you believe that it is meritorious to also

track the amount of loans being made to smaller business concerns just
as it has been determined that it is worthwhile to monitor such activ-
ities for loans made for the purchase of securities or farmland?

Ms. MITCHELL. I believe there is considerable merit in including
questions that would monitor the lending by banks to small business.

Senator MCINTYRE. Ms. Mitchell, since the bank regulatory agen-
cies require all banks to provide detailed information concerning the
types of loans I mentioned in my last question, can you help the com-
mittee by explaining why the corporation found the original title VI
of S. 1726 objectionable?

We are not trying to put you on the spot. We just want you to
answer the question.

Ms. MITCHELL. Many banks still, particularly small banks, do not
have their loan data on the computer, and while they are now ac-
customed to adding up commercial and industrial loans in total, there
would be a substantial burden for them to separate out all of these
loans into various size categories, and add them up separately.

At the present time, this would involve a substantial effort, a
manual effort of addition, and our sampling was suggested to cut
down on the reporting burden.
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Senator MCINTYRE. Who came up with the $300 million asset break-
out on big banks and small banks? Is that your figure?

Ms. MITCHEmL. The records, sir, have become more detailed, report-
ing has become more frequent, for banks in that size category.

That is, we now get information on income of commercial banks for
the larger banks quarterly, and in so many of our series they take that
size bank into consideration, that there is a break there of $300
million.

Senator McINTYRE. Thank you very much Ms. Mitchell. We ap-
preciate very much your appearance. The record will be open for
further answer to the questions that you would like to supply for the
record.

Ms. MITCuEJLL. Thank you, sir.
Senator MCINTYR Thank you.
Our final witness is Mr. Milton Stewart, chairman of the Research

Council for Small Business and the Professions.

STATEMENT OF MILTON STEWART, CHAIRMAN, RESEARCH
COUNCIL FOR SMALL BUSINESS AND THE PROFESSIONS

Mr. STEWART. Thank you, Senator.
I must apologize for not having a statement. Notice was specifically

quite late, and I agreed to appear without one.
I know it is an imposition. I will do my best to respond to questions

which is why I think I am here.
Perhaps I could briefly explain that for some 10 years at least, I

have been concerned with the problem of data about small business,
and its role on the economy, and from the standpoint of perhaps four
or five areas of public policymaking, all of whom are critically con-
cerned, first and foremost, the public policymakers who are called
upon to make decisions about a variety of matters, which affect the
size of the independent sector of the economy in general, and small
business in particular, and I do not think myself that the President of
the United States, the Congress, or the Governors, have adequate in-
formation about what is happening to the small business sector.

Second, the business people themselves need ongoing information
to orient themselves to what is happening to their own industries,
and others, institutions of which they must deal within the business
community.

Third, scholars, and from all of these standpoints, it has appeared
to me over the years that the kind of excellent beginnings this commit-
tee is making, with respect to a small business data base, economic data
base, is almost a precondition if we are going to learn how to fine tune
our economy, and manage it to expand the small business sector.

Not long ago, I tried to summarize the requirements for an economic
data base for small business.

This was shortly after the passage by the Congress of H.R. 692, in
which I think was an important first step, and that I wrote in a sum-
mary of the situation that was at that time, a summary of the situation
at that time was that there were present then two of the six essentials
for the establishment of such a data base.

First, is there a clear congressional mandate to establish it.
I think you have started to give the executive branch that.
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Second, an initial appropriations to make it possible.
You at least authorized it. The appropriations has not been made

yet.
The four others are Presidential support probably in the form of

amending Executive Order 11581, and I have suggested reenforcing
SBA's leadership in establishing an interagency mechanism to imple-
ment the project, and then increasing find data base designs to meet
the needs of the executive branch and the Congress and its staff, the
State, and small business and trade associations, and one or more
arrangements designed to obtain a small business data base, one that
the agencies can measure their own work product, which is very diffi-
cult to undertake, and the other to meet the general research needs in
economics action as stated by the Congress, and, finally, because the
Government itself is so much a part of the problem of small business,
what the Government does, I think it is critical to involve in this proc-
ess of design in administering this data base, people from outside the
Government, so that it is not just left to people in the executive branch
to decide what will be reported, because you need the perspective of
people who want to appraise what the Government itself does, and I
think that is best done by people with some detachment from the
academic community, the small business community, and the trade
association community.

Let me conclude these opening remarks by again commending the
committee for its courage in going into this field, and urge it to recog-
nize that the response of the executive branch, the congressional de-
sires are best met when the Congress does not lose interest after it
passes a law, that continuing oversight, as well as, for example, Presi-
dential support of the congressional imperative, is usually necessary,
if you are going to have a long-term impact on the way the executive
branch collects and gives out data.

In terms of a subject, I know the chairman expresses concern about
on many occasions, we too in the small business community are con-
cerned about a balance between the data, which were called upon to
provide, and the data we need, the most heinous situation is when the
data we are called upon to provide is burdensome, and we do not get
back the data we need, and it is that conflict perhaps, or irresolution
that I think your proposed legislation should go far to help with.

Senator MCINTYRE. Were you reading from a prepared statement?
Is it too long for inclusion in the record?

Mr. STEWART. I think it is, although I will be glad to give you the
exact part of the document that relates to what I have read.

Senator McINTYR&. I would like to have that in the record.
Mr. STEWART. Yes, sir.'
Senator McINTYR&. How important is Presidential leadership in an

area like this?
Mr. STEWART. Absolutely crucial, based on 30 years of experience

with the executive branch, to elaborate on it, 10 years ago, the Congress
amended with some help from us, the Small Business Investment Act,
to require some reporting by the SEC, the Treasury, the Defense De-
partment, OMB, by way of the SBA's administrative annual report.

What we were after is a very simple thing. We wanted to know

'Material not available at time of going to press.
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what does the Government take out of business, what does it take out
of small business, and what does it give back, in the form of taxes,
contracts, and the like.

How much of a balance of it in and out of the Government is there.
We thought the Congress was pretty clear and explicit in the amend-

ment, until we saw what came out, and has been coining out every year
since.

It is of -no value at all.
Senator McINTYRE. I am told you had spoken to many Federal

agencies about the development of the small business economic data
base. What is your opinion of their attitude about the development of
such a data base'? Did these agencies appear to be willing to partici-
pate and be of assistance, in undertaking such an endeavor.

In answering, would you please specify which agencies you think
should play a major role in the development of such a data base?

Mr. STEWART. Tfaking the last part of your question first, Mr. Chair-
man, 1 am personally strongly of the view that the Small Business
Administration should be the lead agency in this effort, and should
function as the surrogate client in this effort for the Congress, the
President and small business and the public, that unless you have an
agenc-y which is committed deeply, and by statute, then the mission of
expanding the small business sector, with conflicting responsibilities
in any other agency, will undercut the effort.

That is a personal view, but it is based on some experience.
Other agencies that must be and should be deeply involved, are ob-

viously the Census Bureau, the IRS, the Office of Management and
Budget, the Federal Reserve Board, the SEC.

I would also include the Federal Trade Commission. All of the
agencies which monitor any significant element or factor, determining
on the relative growth of large and sinall business in the economy, or
factors which contribute to that relevant growth, must be involved.

That means we have to rely on this God awful human invention, the
interagency committee, and that is the place where Presidential lead-
ership and Presidential order would be most held.

Traditionally OMB used to be the place which provided the spear-
head leadership, but now the old division of statistical standards has
been transferred to Commerce, so probably some three-headed mon-
ster committee will have to be established, but I think the Congress
should have one agency to look to, and I suggest it ought to be the
SBA.

In terms of defining the standards of what should be collected, SBA
does not have to get into any duplicative data collection activities, I
think, because I think most of the data is available throughout the
Federal statutes.

Senator MCINTYRE. Did you run into opposition from some agencies
or an apparent unwillingness to help in other agencies?

Mr. STEWART. I think it is fair to say, depending on how you meas-
ure it, Mr. Chairman, I think the record should show, and you would
find it of interest, that I was involved in two rounds of inquiry, one
before the last election, and one after it, and there was a demonstrable
difference in response, perhaps because President Carter was elected
after having himself in his campaign talked about the importance of
yardsticks for measuring the growth of small business, and I had the
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impression that Federal agencies were responding to some extent, even
that early to some indication of Presidential interest in the process.

Is that clear enough, Mr. Chairman?
There were some agencies clearly more prepared, less concerned with

obstacles, readier to take some lead, but opinion in this whole area
within the executive branch is shifting in response to what you do
here, to what the President savs and does downtown, his people do, to
what SBA says it does, so that I am not sure that response even as
recently as 3 to 6 months ago would be the case today.

Senator McJN'rYRE. Is the data base you hope to procure by asking
many questions and beleaguring small businesses throughout the coun-
try worth it?

Mir. STEWART. Mr. Chairman, I have been one of those people out
there, a lot more than I have not been one.

Senator McINYREv. You. must have some mercy on those people.
Mr. STEWART. I think myself that what we are after, we can get

without beleaguring them anymore.
Senator MCINTYRE. You just heard that very nice lady from FDIC

say, look fellows, I shiver a little bit because I do not want this legis-
lation as drafted.

I am a cosponsor of 1726. When you get a breakout such as the one
that appears on page 16(B) -"Borrowers having had, during their
most recent full fiscal year at the time of application of the loan,
annual sales of less than $100,000, $100,000 or more, but less than
$500,000," and so on down the line-what are you going to do with
this data when you get it? What will it tell you?

Mr. STEWART. I hope it will tell us several things, first and fore-
most, is the small business sector of the economy growing as rapidly
as the rest of it, or is it not.

Senator MCINTYRE. Well, we know it is not.
Mr. STEwAir. I do not know that it is not. A lot of the economists

are not persuaded, and then I hope within that, we will get to the
question of why, specifically what public policies are having effects
on what part of the small business community.

Is it worth the effort?
It seems to me, first of all, it does not seem to me it will take a lot

more effort out there.
It will take a lot more effort within the Government, and what I

think we all want to see is more exchange and utilization within the
Government of data that is already there.

We are not already talking about much additional data.
For example, the example you use, every bank in this country, I

cannot imagine a banker who does not know the sales level of every-
body he extends to.

The question is, is it written down someplace in a way it can be
added up and counted.

That is really all we are talking about. My guess is in 95 percent
of the banks in the United States, that information is there.

Take a tough one, how convenient and nicer it would be if every
balance sheet carried the number of employees clearly, the number of
employees in the United States, the number of employees abroad.

I do not think that is much of a burden, and I do not think any
businessman will beef if it is made a part of the standard reporting.
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That sort of thing is a slow, long job; but your first steps are
simply to use data that is already there.

I think myself the long-term consequence of doing this right may
well be to reduce the burden on business, even though it may increase
it somewhat on (Government, in terms of its internal utilization of
data it already has.

Senator MCINTYRE. Did you ever run or operate a business that did
less than $1 million in assets?

Mr. STEWART. I surely did.
Senator MCINTYRE. 1 mean in income.
Mr. STEWART. I was raised, Senator, in a family business.
I shudder to remember what its gross sales were, but if it exceeded

$100,000 in many years, I would be surprised.
I am intimately familiar with business of that size.
Senator MCINTYRE. At that time, did you have to meet the payroll?
Mr. STEWART. I used to have to hussle the checks to the bank to

meet it.
Senator MCINTYRE. But there were no OSHA guys coming through

at that time.
Mr. STEWART. No.
Senator MCINTYRE. That is something we thought of later.
Mr. STEWART. That is correct.
Senator MCINTYRE. Well, I think it is a noble achievement to acquire

this data base, but when you get it, I do not know what you will do
with it. Will you enact some new laws?

Mr. STEWART. I think we will take a look at some old ones for one
thing.

I think we will take a look at some assumptions we have been making
about tax policy, about capital and credit policy.

Senator, I have the feeling some things are happening to the capital
stock of this country that are not yet reflected.

You and I may know them based on our personal experience, but
when it comes time to talk about them to the Federal Reserve Board,
the Senate, or the Senate Finance Committee, we do not have the
data to back us up.

I think this is an indispensable thing.
Senator MCINTYRE. Do you have a definition in mind of small

business?
Mr. STEWART. I do not have any new definitions. I have several

old ones.
Senator McINTYRE. I do not want several. I want one which you

think is a good one.
Mr. STEWART. I would have to give a long-winded answer to what

seems like a short question.
Senator MCINTYRE. I have you there.
Mr. STEWARD. You sure do.
Senator MCINTYRE. Well, no long-winded answers at 11:30, please.
Mr. STEWART. I will say 500 employees, if you hold a gun to my

head, and I qualify it in 15 ways.
Senator MCINTYRE. Five-hundred or less?
Mr. STEWART. Yes.
Senator MCINTYRE. Do you think that criteria is more important

than volume of sales, et cetera?
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Mr. STEWART. No; I do not, but you remember what strictures you
put me under.

You want a short answer.
Senator McINTYRE. Five-hundred or less. All right. Mr. Neece

wants you to elaborate on your answer, so let us keep it to a 5-minute
elaboration. Please be succinct.

Mr. STEWART. OK. Let me put it this way. One way to define it
simply to knock out big business, and make everything else small busi-
ness, large and medium size, I would run it this way, and this does
not affect the burden, it affects how you run the tables after you have
the data in.

That is the important thing to bear in mind. I would run all the
way from self-employed with no employees, up to giant businesses of
100,000 or more, and I would have six steps in between, so you could
see what is happening to small- and medium-size business.

Our need for the dollars and cents, that is to administer Federal
programs to make it easy for people to know whether or not they
qualify for a Federal program, but when you get into our economy,
it is too complicated to be satisfied with answers like that.

Senator MCINTYRE. Title I lists items that are required to be a part
of the small business economic data base. Do you believe that all of
those elements in the list should be part of the data base? Would you
add any items to the list? What would these indices tell someone
interested in monitoring what is happening in the small business
sector ?

Mr. STEWART. If I understand it, it ought to give them a pretty
good picture of the relative growth of, for example, Government,
small business and big business, something that I think we do not
have enough measures now, definitive enough measures now.

Senator MCINTYRE. You would not add any items to this list?
Mr. STEWART. I do not see the need to do it.
There are other factors you will want to get into, but I sure would

not put them in the statute.
There is no need to. There are things, Senator, like productivity,

technology concentration, patents, you can rattle them off, but the
data is there, and you do not need to put them in the statute.

If you have responsible people administering, they will know what
to put.

Senator MCINTYRE. Who are these responsible people?
Mr. STEWART. You better have them in the SBA to be answerable

to you for it.
I think, if I understand the statutory mission of the SBA, it is to

expand competition in the economy.
Senator MCINTYRE. Mr. Stewart, in working with the Federal agen-

cies and departments that would contribute data for the small business
data base, should there be an agreed upon definition of small business,
or should that criteria be determined after analyzing data that per-
tains to all of industry and commerce?

You have practically answered that already.
Mr. STEWART. I think I have. The data on employees, sales size, and

asset size are collected in enough detail, so you define small business
after you have them.

Senator MCINTYRE. Would SBA need additional staff to assume
such a leading role?
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Mr. STEWART. Some, not much.
Senator MCINTYRE. How much is not much?
Mr. STEWART. I would say fewer than 5 or 10 people, myself. I

would say not more than 10.
Senator McINTYRE. Without making a policy judgment for the

Agency, does SBA presently have an internal capability of leading
the Federal effort for development of the small business data base?

Please answer that for the record.
Mr. STEWART. I do not think I really can. I do not think I would

know enough in detail about it.
Senator McINTYRE. All right. I have one last question. For pur-

poses of helping the Agency in developing the data base and an
analytical capability of interpreting the data-you may choose to not
answer this question, if you like

Mr. STEWART. I will say, so I do not leave a misinterpretation in the
record, I have estimated when I have asked elsewhere about the cost
of this, of being somewhere between $2 to $5 million a year might be
required.

Senator McINT'RE. Do you think that if you get this data base, that
you will not create a reporting burden on small business?

Mr. STEWART. I sure do.
Senator McINTYRE. You do think you will not create a burden on

small business?
Mr. STEWART. Yes, sir.
Senator MCINTYRE. One more thing-one man said I will vote for

you if you promise not to help me because I cannot afford all of the
help I am getting now.

Mr. STEWART. I am well aware of the point of view.
Let me give you an example of the burden, and you say how big

it is.
If every business tax return, if in those we had the number of em-

ployees of the guy who filed the return, just the number of full-time
employees, it would increase the value of IRS data by about 1,000
percent.

I do not think that is any burden on small business, or on big busi.
ness either.

They do not have to collect any new data. It is only when you get
fancy that it gets to be burdensome, and I would keep this in the hands
of people not so sophisticated that they get fancy.

Senator MCINTYRE. If you go to IRS and say you have a mandated
form, would you put a bracket in there asking how many employees
the firm has?

Mr. STEWART. It takes an act of Congress.
Senator MCINTYRE. And then what is the next thing you want to

know?
Mr. STEWART. That is all.
Senator MCINTYRE. That is for the first year or two, and then you

may find something else you may need?
Mr. STEWART. You may, or some other people or Member of Con-

gress for a very good reason.
Senator MCINTYRE. IRS is the biggest manipulator of paperwork

in the whole spectrum of Government. We were having some hearings
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on the Paperwork Commission and the IRS gentleman said, pointing
at OMB, please protect us from the statistical guys at OMB.

Mr. STEWART. Senator, let us be honest about the paperwork, it is
like the old cartoon, we all stand in a circle and point to one another.
There is no question about it.

Only the data I want is important, but I really believe this data
base can and should be collected without burdening business anymore.

Senator MCINTYRE. What do you think, Mr. Stewart, are the major
obstacles to the development of the kind of data base mandated by
S. 1726?

Mr. STEWART. Probably the lack of an unambiguous directive from
the President to the Congress.

Senator MCINTYRE. I have known you a long time. I know of your
ability. We do appreciate your testimony here this morning very
much.

And with that, we will recess the hearings subject to the call of the
Chair.

Thank you.
We stand adjourned.
[Whereupon, the subcommittees were adjourned at 11:35 a.m.]
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APPENDIX

"Small Business Investment Policy and Advocacy
Reorganization Act of 1977".

SECTION-BY-SECTION ANALYSIS

Title I amends the advocacy legislation enacted last
year to make the Advocate an Associate Administrator for
Advocacy and Economic Research and Analysis and accountable
to the Administrator; Public Law 94-305 made the Advocate
accountable to no one.

Title I also requires the Advocate to break out quarterly,
specific economic information as it pertains to small businesses;
this requirement amounts to SBA having to publish a small business
economic index every 3 months. The indices used in the bill are
the same as those used by the Department of Commerce in compiling
the Composite Index.

Title II establishes a policy goal for the Federal
Government in that it is to use all reasonable means to
establish private sector incentives that will help assure that
adequate capital-at reasonable cost is available to small and
medium-sized businesses. All departments and agencies are to
therefore create and sustain circumstances which promote invest-
ment in the small business sector of the Nation's economy.

Title III requires the President to submit to the Congress
a Small Business Economic Policy Report at the same time he
presents the annual Economic Report. He is to report on amount
of capital presently available to small and medium-sized con-
cerns and present and emerging trends that will affect the small
business community's ability to accumulate investment capital.
Government policies and programs impacting small and medium-
sized concerns are to also be assessed. Every 2 years a plan is
to be submitted with the Small Business Economic Policy Report
giving recommendations on how the government can better imple-
ment the Small Business Investment Policy of Title II.

Title IV establishes a Small Business Economic Council
that is to concern itself with the economic welfare of the small
business sector. The Council is chaired by the SEA Adminis-
trator. Also serving on the Council are the Secretaries of
Treasury, Commerce, Labor, and Agriculture; and the Chairmen
of the SEC, FTC and the Federal Reserve. The Council is to help
SEA in collecting economic data, advise the President on
small business economic issues, and to take whatever action is
necessary to implement small business economic policies through-
out the Federal Government.
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Title V directs that the Administrator shall serve as
an Executive Level I appointee instead of Executive Level III.
No re-organization of SBA is implied by this Title. However,
it does give the Administrator Cabinet level standing to
communicate and work with the highest officials in the executive
branch on small business policies and problems. It also
enables him to request from his peers the economic data and in-
formation that the agency will need in order to execute the
mandate of Title I of this bill and to fulfill the priorities
established in the SBA authorization bill, S. 1442 (Senate
passed H.R. 692).

Title VI requires insured banks to disaggregate quarterly
in the "Call Reports" the amount of loans made to commercial and
industrial borrowers according to certain sales and asset
criteria.
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November 29, 1976

EMERGING INNOVATIVE COMPANIES-
AN ENDANGERED SPECIES

Unless some solution to the present shortage of capital for large and small

companies alike can be found, America's productive resources will grow old

and the productivity of its workers will decline. Should this happen, our

standard of living will decline.

This paper has been prepared by the National Venture Capital Association.

NVCA represents professional venture capital investors as well as the

companies they back, and the Association is particularly concerned by the

significant drop in new companies being started and financed in this country.

The following analysis and recommendations were developed in order to

emphasize the importance of the emerging innovative company and how

to encourage more such firms to get started and financed.
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IMPORTANCE OF EMERGING INNOVATIVE COMPANIES
TO THE ECONOMY

Emerging innovative companies play a far more important role in our economy than is
generally understood. Through their innovations these companies offer new products and
services which improve the quality of life in this country and keep our system competitive.
Moreover, these companies provide disproportionately more new jobs per dollar of capital
employed than do mature companies, thereby facilitating the reduction of unemployment.
Finally, they provide a substantial amount of revenue to the U.S. Government through
corporate income taxes, and their rate of increase in income tax provision is growing far
faster than that of mature companies.

In order to flourish, innovative companies require:

* The availability of capital to fund the formation of new small companies
(arising from the implementation of new technology, new ideas, or from
the spin-offs of products or services from larger corporations unwilling to
devote resources to the ongoing development of such products or services).
It s the successful new small company of today which becomes the
important innovative company of tomorrow.

* The availability of capital to finance the growth of successful innovative
companies, themselves. These companies provide substantial new jobs,
grow at a rate far faster than can be financed by internally generated cash
flow, and, therefore, depend upon external capital.

* A favorable market climate to encourage the investment of capital in higher
risk small new and innovative companies vs. in lower risk equities of mature
companies or in bonds.

* Appropriate incentives to attract capable management away from the high
salaries and long term security provided by mature companies and into the
emerging innovative companies which cannot afford competitive salaries,
lack security, and can only offer the opportunity of substantial rewards if
successful.

The Case for Emerging Innovative Companies

Many products and services, unheard of a few years ago, which now benefit our daily lives,
were developed, not by mature companies, but by small innovative businesses. Semiconductors,
and more recently large scale integrated electronic circuitry, minicomputers, microprocessors,
computer peripherals and the expanding services they perform, hand-held calculators, auto-
matic editing typewriters, new lifesaving medical equipment, high fidelity recording equipment
and many other products are but a few examples. Companies producing these products and
services keep our system efficient by challenging older, established mature companies who do
not innovate and improve. They keep America at thebcutting edge technologically and help
our foreign trade balance.

Successful small companies become the substantial innovative companies which have a major
impact on new job creation and pay increasing revenues to the Federal Government in the
form of income taxes. Recently the M.I.T. Development Foundation completed a study on
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sales and employment trends amiong selected young high technology companies, innovative
companies and mature companies. The companies encompassed in the study were as follows:

Young Technology Companies
Data General, National Semiconductor, Compugraphic,
Digital Equipment, Marion Labs

Innovative Companies
Polaroid, 3M, IBM, Xerox, Texas Instruments

Mature Companies
Bethlehem Steel, du Pont, General Electric, General Foods,
International Paper, Proctor & Gamble

The study reflected the following salient facts:

(S in Millions, Employment in Numbers of Employees)

1974 Sales
1969 Sales

5-Year Sales Growth

Compound annual rate
of increase

1974 Employment
1969 Employment

5-Year Employment
Increase

Compound annual rate
of increase

1974 Income Tax Provision
1969 Income Tax

5-Year Increase

Compound annual rate
of increase

Young
Technology Innovative Mature
Companies Companies

$857.3 $21,517 $36,795
145.7 11,647 21410

$711.6 $ 9,870 $15,385

42.5%

41,966
7.597

34,369

40.7%

S 57.4
13.2

S 44.2

34.1%

* 13.2%

E565,882
449.24

+ 106,598

4.3%

+$ 2,296
+ 1528

.75

8.5%

11.4%

812,351
- 786.793

25,558

.6%

. $ 1,506
7. .1

7.8%

The following conclusions-can be drawn from this study:

* The Young Technology companies, with ending saler only 2% as much as those
of the mature companies, nevertheless hired 34,369 people or 34% more than
the 25,558 hired by the mature companies over the 5-year period.

* The Innovative companies, with ending sales only 58% as much as those of the
mature companies, nevertheless hired 106,598 people, or over 4 times Merv
than the number hired by the mature companies during the 5-year period.



369

* While the mature companies increased sales and net income over the period at

close to the same rate as the innovative companies, the mature companies
accomplished this largely through utilizing available capital to automate pro-
duction rather than through expanding their labor forces. Employment in the
mature companies increased by only 3.2% over the five years compared with
23 7% for the innovative companies

* Finally, the innovative companies, with ending sales only 58% those of the

mature companies, and with ending employment only 68% of that of the
mature companies, not only hired over 4 times as many new employees as the
mature companies over the 5 years studied but throughout the whole 5-year
period provided substantially more revenue dollars to the federal government
in income taxes. In the final year alone the innovative companies provided
nearly $2.3 billion or over 52% more in tax revenues than the $1.5 billion

provided by the mature companies.

Emerging innovative companies create products services, jobs and revenue for the Federal

Government faster than do our large mature companies. Such companies should and must
be helped to flourish.

CAPITAL AVAILABILITY - AND THE LACK THEREOF

Mature large companies are the most capable of providing for their capital requirements out

of internally generated funds. In addition, because of their size and maturity they have the

easiest access to external capital. Investors perceive investment in such companies to be of

low risk. In addition, the new Pension Reform Act, ERISA, has tended to make pension fund

managers more cautious in their interpretation of the Prudent Man Rule. This has resulted in

making the resources of pension funds, the largest available source of capital in the country,

largely available only to the mature companies, thereby severely reducing the growth capa-
bilities of most smaller companies.

Unfortunately, innovative companies, which have a far greater need for external financing,

are perceived to have a.higher risk, and large segments of capital sources are not willing to

fund these companies. The highest risk segment, the younger emerging companies, are having

the greatest difficulty of all in raising capital. Without such companies-there will not be any

innovative companies in the future.

For the most part, innovative companies dd not arise from rejuvenated mature firms. Once a

company reaches a certain size, it often approaches its future with caution and reduced risk

taking. While the policy is designed to protect the stability of the business, the result is a

decrease in its ability to grow. There is a direct relationship between risk taking and growth
in our economy.

The smaller, higher risk companies provide a good measure of the corpo ate growth in the

country. Yet it is these companies that have the greatest difficulty in raising capital and in

their early stage, attracting good management.

The following data on the venture capital industry show how little venture capital is presently

being invested.

The National Venture Capital Association, which includes the major venture capital groups

in the country, has commissioned a two-year study by Professor A. Ofer, Northwestem
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University, on the flow of venture capital. The most recent study showed the following for
the Venture Capital industry (143 Venture Capital Firms):

millions
1975 1974

Investments in new projects not
previously in the portfolio

Investments in companies already
in the portfolio

S 52.4 $ 80.6

58.9 101.3

$111.3 $181.9

Professor Ofer's studies indicate that the flow of venture capital investment is slowing
materially. His data also show how little money is now being directed by the venture industry
into start-up or barely emerging companies:

millions
1975 1974

Amount invested in start-ups

Amount invested in "first round"
financings

Amount invested in somewhat
more seasoned "second round"
financings

$ 15.6 $ 12.9

8.1 37.5

17.7 23.6

$ 41.4 $ 74.0

Prior to 1973, the public markets were a significant source of financing for the successful
emerging innovative companies Firm public underwritings for companies with a net worth
(prior to the public offering) of less than $5 million reflect the following pattern:

No. of
Offerin t

548
209
224
418

69
8
4

Total Dollar
Amount (millions)4

$1,457.7
383.7
551.5
918.2
137.5
13.1
16.2

'Excludes Regulation A, best efforts, government securities and
foreign issues.

Source: VENTURE CAPITAL MAGAZINE.

Year

1969
1970
1971
1972
1973
1974
1975
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As shown above, public offerings declined from 548 companies (and $1.5 billion) in 1969 to
418 companies (and $918 million) in 1972 to an abysmal average of 6 companies (and $15
million) in each of 1974 and 1975.

Effective public markets for the successful emerging innovative companies serve a twofold
purpose. First, they provide desperately needed external capital to companies at a time of
significant growth in sales and employment. This follows their successful emergence from
the very high risk start-up and early development stages funded privately by founders, friends
of founders and, in many cases, venture capitalists. Second, they permit the early investors
and venture capitalists, with locked-in private investments, to sell a portion of their holdings
and thereby "recycle" some funds from their more successful early stage investments into
new private emerging companies requiring venture capital.

Certainly there is no way to develop emerging innovative companies unless capital is willing
to be risked to get them started and growing. Studies by Professor Ofer indicate that the
amount required to start a company has been increasing each year since 1970. It now takes
at least $2 to $3 million to launch an emerging innovative type company and many times this
amount in equity capital to finance its growth.

This is a wealthy country and there is no shortage of capital that COULD be invested in
emerging innovative companies. However, there is a distinct shortage of capital that IS
WILLING to be invested in such companies.

There are a number of reasons for this great change from the environment in which this
country has grown and flourished:

* Capital gains rates have continuously been increased over the years and the
new tax law has increased the tax on significant capital gains to levels that
are commensurate with taxes on ordinary earned income. In addition,
many states also tax capital gains.

As a result the investor is receiving back less and less after taxes in return
for taking the high risk of starting and backing new and growing enterprises.
Nothing has been done to mitigate the high risk of such investing.

* It has become more difficult to sell successful venture capital investments.
New SEC rules inhibit the sale of such investments, and side effects of these
rules have generally reduced the price at which such investments can be sold.

The stock market itself has reflected these changes. Stock prices of emerging
growth companies are low . .. so low that venture capitalists cannot make
sufficient profits on their winners to justify the high risks they must take or
even to offset the losses on their losers.

About the only way a venture capitalist can make a reasonable profit is
through the merger of the emerging companies with a large corporation ...
which only goes to consolidate the power of the larger corporations in the
country.

Basically, the question regarding capital formation is - will the system self-correct to encourage
once again the creation of new companies and the flow of more capital into developing com-
panies, or have basic changes occurred in the system to prevent this from occurring?

While the answer is unclear, fortunately an increasing number of responsible people give evi-
dence of being vitally concerned.
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A survey by the highly regarded "Cambridge Report" {1st Quarter 1976) reflected a substan-
tial 64% majority who thought that a "very serious" (25%) or "somewhat serious" (39%)
problem existed with respect to "raising the dollars needed for business investment" in the
years ahead. Even more encouraging, 72% favor private investment over government invest-
ment.

In another 1976 survey by the polling firm of Opinion Research Corporation of "thought
leaders in Washington" the results are encouraging. "Thought leaders" were divided into
three groupings: Legislators; Executive Branch and Regulatory Agency leaders; and leaders
of unions, public interest organizations and the media. The question asked was, "How serious
do you think the shortage of investment capital facing U.S. industry will be over the next 10
years?" The answers follow:

Executive Branch
end

Legislators Regulatory Agencies Unions, etc.

Very Serious 57% 67% 20%
Somewhat Serious 21 33 45

Subtotal 78% 90% 65%

Slightly Serious 17 5 10
Noshortage/or noanswer 5 5 25

100% 100% 100%

Again, it is encouraging that 78% of the Legislators surveyed and 90% of the Executive Branch
and Regulatory Agency personnel surveyed see "very serious" or "somewhat serious" prob-
lems in the area of capital formation.

Our new President is, himself, a small businessman who has expressed an interest both in
expanding business and in expanding job opportunities, particularly in those areas which
require minimum federal spending. New approaches to these problems are being sought by
the new administration.

Hopefully, this awareness by the new administration and Congress will encourage action to be
taken to improve the flow of capital to smaller and innovative companies.

FEWER ENTREPRENEURS AND MANAGERS ARE INTERESTED
IN NEW AND EMERGING COMPANIES

There seem to be fewer entrepreneurs in the country interested and willing to start their own
companies. In addition, fewer people are willing to leave the large corporation to participate
in the risks of an existing younger company'. Once a company has been started, it can only
continue to grow if it is able to attract ad&thtional, highly trained and dedicated executives in
such areas as marketing, production, finance and research. Since the best such men will be
earning high salaries in large companies, the small firm must find some way to entice them
to leave their high salaried, secure positions and risk their future with the emerging innovative
company.

What can entice a man to make such a move? Surely the smaller company can't compete with
high salaries. It simply doesn't have the capital or budget, and it can't offer job security either.
But it can offer excitement, challenge and the possibility of making a lot more money (if he
on keep enough of it after tax payments) if the venture proves to be successful.
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Founder's stock rules have been made much more restrictive in recent years and qualified
stock options were eliminated in the Tax Reform Act of 1976. Only the non-qualified stock'
option is available as an incentive to induce skilled managers to associate with growing iom-
panies. With such options the recipient must pay taxes in the year the option is exercised
(when cash is not readily available) rather than in the year of sale (when cash is available).
Since the receipient normally has few other liquid resources, he is usually forced to sell a
substantial portion of his stock just as it is received in order to fund the taxes he must pay.
Such essentially forced premature sales of stock in the very company in which the entre-
preneur/manager is working to-build a growing successful business severely erodes his ongoing
stake and hence motivation to continue building the business.

The key building blocks for the emerging innovative company are capital and management.
Without adequate incentives for both, the ongoing formation of these vitally important busi-
nesses will simply not happen.

SOLVING THE CAPITAL AND MANAGEMENT PROBLEMS

Broad Initial Recommendations

Given the evidence that, in comparison with large mature corporations, the emerging innova-
tive companies each year employ disproportionately more people and provide disproportionately
more revenues through federal income taxes (to say nothing of the increased payroll and ancillary
taxes available from the increased employment base), we recommend the following:

* The Carter Administration, in its plan for reorganizing the Government, should give
adequate authority to some entity within the Executive Branch which would focus
full time on the needs of smaller emerging and innovative companies. This entity should
focus on necessary incentives to promote adequate capital formation and on necessary
incentives to attract qualified management from the relative security of large corporations
to the far higher risks of small growing businesses.

* The new administration should work closely with the House Ways and Means Committee,
the Senate Finance Committee, and any other committees dealing with the problems of
capital and management incentives for emerging innovative companies. The objectives
should be to develop legislative tax and regulatory changes designed to expand the
formation of these businesses and to attract capital and qualified management to them.

Until recent years, the private-sector was effective in supporting new and smaller busi-
nesses. The Federal Government need not invest or.spend valuable public funds to
develop these businesses. With proper incentives, the private sector will again fund such
businesses; qualified management will be attracted, as In the past; and the Federal
Government will become more than a 50-50 partner through income tax receipts and
payroll deductions from the successful growth of such businesses.

Longer Range Specific Recommendations

The National Venture Capital Association, on behalf of its members and the emerging innova-
tive businesses in which its members have invested, has a continuing program of reviewing the
impact, both beneficial and adverse, of legislative and regulatory changes.
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The NVCA is in contact with the Treasury Department, the Securities and Exchange Commis-
don, the various staff and members of the House Ways and Means Committee and Senate
Finance Committee and others. The principal areas of concern to NVCA are:

* Management Incentives - Specific proposals to retain certain key benefits of incentive
qualified stock options for managements of small emerging innovative companies were
unsuccessfully presented to the 94th Congress. Incentive programs for managements of
these types of businesses must be reestablished following the adverse impact of the 1976
Tax Reform Act if qualified managements are to be successfully attracted in the future.
We stand ready to introduce specific proposals to the proper authorities.

* Incentives to Assist Smaller Growing Businesses - Graduated income taxes have long
been recognized as equitable in the taxation of individuals. The corporate tax structure
has differentiated only between those businesses either earning less than $50,000 annually
or monare than $50,000. This penalizes the smaller growing company much as the same
policy would unduly penalize individuals. We stand ready to espouse specific proposals
in this area to the proper authorities. We also stand ready to discuss the concept of
providing specific deductions to smaller growing operating companies arising from net
increased employment they may provide each year. Other proposals for the assistance
of smaller growing businesses are under study.

* Incentives to Investors - The Tax Reform Act of 1976 has resulted in increasing the
minimum tax on capital gains. It has also adversely impacted the maximum 50% tax
rate on personal service income by offsetting personal service income eligible for the
50% rate with all tax preference income, including one-half of realized capital gains.
The impact of these changes further reduces the amount of capital gains which effectively
can be retained after federal taxes to as little as 47.5% of the gains in certain instances
(less any further reductions from state taxes on capital gains) whereas the risks of capital
investment continue unabated. Consideration should be given to establishing lower rates
for capital gains taxes and, simultaneously, removing capital gains entirely from inclusion
as a tax preference item. The effect of this proposal would be to clarify and simplify
capital gains tax calculations and to eliminate the double taxation effects of the present
system.

* Incentives to Encourage Investment in Already Publicly Owned Successful Emerging
Innovative Companies by Pension Funds and Other Institutions - The great institutionali-
zation of the stock market and the increasing percentage of the nation's capital in the
hands of pension funds is creating a shortage of investment interest in smaller sound
growing publicly held companies with annual sales of less than $100 million or so.

In Peter Drucker's new book, "The Unseen Revolution," he estimates that 50% of the
equity capital in the country wili be under control of the corporate pension fund man-
agers by 1985. These men, in his opinion, are temperamentally Unsuited and unqualified
professionally to invest in the smaller type of publicly owned company. Yet, unless a
way is found to tap some of this capital for emerging growth companies who deserve
and need capital in order to keep growing, they will continue, as now, to be choked.

Some means must be found to strongly encourage pension funds and perhaps insurance
companies and banks to invest in the smaller publicly owned companies. Perhaps this
might entail the creation of special funds with capable professional management to make
such investments. The pension funds, banks and insurance companies should be en-
couraged to invest a small percentage of their capital in such special funds and pay the
somewhat higher management fees required to support such endeavors.
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Clarification of the Prudent Man Rule under the new pension fund law, ERISA, must

be issued by the Department of Labor in order to accomplish this.

Pension fund managers must also receive clearance to invest in another fund for the

purposes indicated above. The present rules on fiduciary responsibilities often create

problems and should be altered appropriately.

* Increased Liquidity and Marketability for Securities to Enable Investors to Turn Over

and Recycle Investments in Maturing Business - NVCA is having ongoing discussions

with the Securities and Exchange Commission and has proposals currently before it to

accomplish these objectives in limited fashion. We stand ready to discuss these and

other proposals with the proper authorities.

In a related area, funds devoted to investment should be given higher priority for the

benefit of the country, its economic growth and fuller employment than funds devoted

I to consumption. We recommend consideration of a program similar to that available

to homeowners, for the deferral of capital gains taxes from profitable investments in

smaller emerging growth companies, as appropriately defined, so long as proceeds from

the sales of any such investments are "recycled" into similarly defined companies within

an appropriate period of time.

Finally, we would urge a study of public trading in options of the large corporations. Such

a study may well demonstrate that capital utilized for these purposes is unproductive for the

economy and is. in fact, draining away capital from other more productive although equally

high risk uses, such as investment in the smaller emerging innovative companies. In this

connection we would urge a study of the feasibility of a lower capital gains tax rate for any

profits arising from funds invested directly into a company who qualified, by appropriate

definition, as a smaller emerging innovative company. Funds so invested help to build businesses

and increase employment. This type of tax incentive might assist in luring funds away from

altemative, less productive, investments, such as publicly traded options.

Above all, whatever specific remedies are employed, we repeat that emerging innovative com-

panies create products, services, jobs and substantial revenues for the Federal Government

faster than do our large mature companies. Such companies are presently "an endangered

species." They must be helped to flourish.
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1977 COSIBA TAX BILL

I. GRADUATED CORPORATE TAX RATES (Capital Formation)

To allow smaller firms to retain more of their earnings for growth
and modernization, COSIBA proposes that the corporate tax rate structure
contain six steps, rather than the current three.

Taxable Income Proposed Tax Rate

$ 0 to $ 29,999 8%
30,000 to 59,999 $ 2,400 + 16% of excess over $ 30,000
60,000 to 89,999 7,200 + 24% of excess over 60,000
90,000 to 119,999 14,400 + 32% of excess over 90,000

120,000 to 149,999 24,000 + 40% of excess over 120,000
150,000 and Over 36,000 + 48% of excess over 150,000

II. CHANGE DEPRECIATION SCHEDULES (Capital Formation and Simplification)

Smaller firms make little use of the complex provisions of the Code
allowing rapid depreciation (investment tax credit or accelerated de-
preciation ranges). To simplify the Code and to permit additional capital
formation for capital-intensive independent business, COSIBA proposes a
schedule with only three categories of useful life: (1) two years for
highway equipment; tools, dies, and the like (2) five years for machinery;
fixtures; office furniture; rail, water, and air equipment; leasehold
improvements; and (3) ten years for depreciable real estate and real
estate improvements. Categories one and two would be limited to $100,000
a year with no carryovers; category three would be limited to $200,000 a
year with no carryovers.

III. DEFERRAL OF CAPITAL GAINS TAXES (Capital Formation)

The present Code contains a tremendous bias in favor of the sale
of small businesses to big business through the tax-free stock exchange
provision. To remove that prejudice and to encourage investment in smaller
firms, COSIBA proposes that the proceeds of sales of interests in
qualified small businesses be exempted from capital gains taxes, provided
the proceeds are reinvested in other small businesses within a two-year
period.

IV. OPTIONAL CASH BASIS (Simplification)

Even though the Code requires firms to use the accrual method for
computing tax liabilities if inventories are an income-producing factor,
studies have shown that the bulk of very small firms utilize cash
accounting methods. COSIBA would simplify the Code by permitting concerns
with annual receipts of not more than $2-million to use the cash method.

V. DOUBLE TAXATION OF CORPORATE DIVIDENDS

COSIBA is unalterably opposed to the types of dividend relief which
have been mentioned in the press. Any such relief, to be acceptable,
must meet three tests: (1) it does not give a further advantage to large
firms which are the dividend payers; (2) it does not constitute an
incremental tax on retained earnings; and (3) its revenue cost does
not rule out other more beneficial types of business tax reform.
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GENERAL STATEMENT

The Council of Small and Independent Business Associations (COSIBA)

has devoted its major attention over the past three years to the develop-

ment of small business tax reforms which would revitalize independent

business and permit it to play its traditional role as: (1) the major

private sector employer; (2) the innovating force in bringing new products

and services to the Nation; (3) the competitive factor providing lower

prices and an increased range of products and services to the American

consumer; and (4) the outlet valve for our citizens who cannot function

within the strictures of big business, big government, or'big labor.

COSIBA's emphasis on Federal tax reform comes not from a desire for

a hand-out from Uncle Sam, but because these taxes now impose a burden

which is far more onerous on new, small, and growing businesses than

it is on the established major corporation. We shall expand upon this

point in the discussion of our five specific recommendations.

It is easy to be cynical about those who raise the banner of small

business -- 'they're just another group of cry-babies trying to cash in

on their traditional American appeal, like motherhood and apple pie".

Our tax proposals, however, are positive; they look to the healthy growth

of the economy and an expansion of meaningful employment opportunities;

they are logical. Our recommendations represent sound investments in

the future of a competitive, vigorous, and growing free enterprise system.

One last word: small business is not just a vestigal anachronism

from an earlier Jeffersonian day. Over 9-million small businesses employ

well over half of all the private, nonagricultural workforce and contribute

43% of the total Gross National Product. Anyone purporting to speak for

American business who ignores our segment of the economy is indeed foolish.
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I. GRADUATED CORPORATE INCOME TAX RATES

A. COSIBA PROPOSAL

To allow smaller firms to retain more of their earnings for growth

and modernization, COSIBA proposes that the corporate tax rate structure

contain six steps, rather than the current three, as follows:

Taxable Income Proposed Tax Rate

$ 0 to $ 29,999 8%
30,000 to 59,999 $ 2,400 + 16% of excess over $ 30,000
60,000 to 89,999 7,200 + 24% of excess over 60,000
90,000 to 119,999 14,400 + 32% of excess over 90,000
120,000 to 149,99 24,000 + 40% of excess over 120,000
150,000 and Over 36,000 + 48% of excess over 150,000

B. EXPLANATION

At the present time, the Internal Revenue Code graduates the corporate

income tax in three steps: 20% for the first $25,000 of profits; 22% for

the second $25,000; and 48% for all profits above $50,000. The COSIBA tax

v"proposal calls for six steps with the highest rate applying to profits

above $150,000.

The Administration has stated that the three yardsticks by which it

will measure tax proposals are: (1) simplicity; (2) equity; and (3)

effectiveness in providing incentives for business growth.

1. We believe our call for additional graduation meets all three

criteria. It is certainly simple; it will require no additional record-

keeping; no costly professional advisers.

2. We feel that six-step graduation meets the equity test for

several reasons. In the first place, many studies have indicated that

'Che largest firms are able to achieve a lower effective tax rate than

their small and medium-sized competitors. Surveys by COSIBA groups of

their memberships give credence to those studies, because we find that

smaller firms seldom are able to take advantage of the complex and

sophisticated tax-saving devices hidden within the Code. The second

reason why we believe graduation brings greater equity comes from the
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realization that internally-generated funds are almost the sole source

of capital for independent businesses. The data are clear: there is

no public market at all for the securities of small or medium sized firms

in the late 1970's. Furthermore, we are certain that few private sources

of capital are available. To give testimony on this point, we cite the

recent report of SBA's blue-ribbon Task Force on Venture and Equity

Capital for Small Business. That group concluded: "It is alarming that

venture and expansion capital for new and growing small businesses has

become almost invisible in America today." The largest corporations,

on the other hand, are tapping the public securities markets at an all-

time record rate.

3. There can be no question but that the COSIBA proposal will be

most effective in providing incentives for business growth. The table

below indicates the tax savings which will accrue to smaller firms, and

those dollar savings will surely be converted into business growth,

modernization, and increased employment. We know that the membership

of our associations will utilize the tax break for those purposes;

furthermore, these higher levels of retained earnings will at least

partially offset the dangerous trends toward higher debt-to-equity ratios

which threaten the existence of every independent business in times of

tight money, inflation, or business downturns.

Pre-Tax Profits Present COSIBA PERCENT SAVINGS

$ 10,000 $ 2,000 $ 800 60%
20,000 4,000 1,600 60%
30,000 6,100 2,400 61%

v 40,000 8,300 4,000 51%
50,000 10,500 5,600 47%
60,000 15,300 7,200 53%
70,000 20,100 9,600 52%
80,000 24,900 12,000 52%
90,000 29,700 14,400 52%

100,000 34,500 17,600 49%
110,000 39,300 20,800 47%
120,000 44,100 24,000 46%
130,000 48,900 28,000 43%
140,000 53,700 32,000 40%
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Pre-Tax Profits Present COSIBA PERCENT SAVINGS
$150,000 $ 58,500 $ 36,000 38%
200,000 82,500 60,000 27%
300,000 130,500 108,000 17%
400,000 178,500 156,000 13%

Joining COSIBA in endorsing additional steps in the corporate tax

structure are the SBA Task Force mentioned earlier, the Treasury Department

Small Business Advisory Committee on Economic Policy (which filed its

report in December 1976), and scores of Senators and Representatives.

II. CHANGE DEPRECIATION SCHEDULES

A. COSIBA PROPOSAL

Smaller firms make little use of the complex provisions of the

Internal Revenue Code allowing rapid depreciation (investment tax credit

or accelerated depreciation ranges). To simplify the Code and to permit

additional capital formation for capital-intensive businesses, COSIBA

proposes a schedule with only three categories of useful life:

1. Category One -- Two-Year Useful Life

Highway transportation equipment, tools, dies, and other similar

assets.

2. Category Two -- Five-Year Useful Life

Machinery, equipment, and fixtures. Office furniture and equipment.

Rail, water, and air transportation equipment. Leasehold improvements.

3. Category Three -- Ten-Year Useful Life

Depreciable real estate. Real estate improvements.

Categories one and two would be limited to $100,000 a year total

additions to assets for each business, with no carryovers permitted.
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Category three would be limited to $200,000 a year with no carry-

over permitted.

B. EXPLANATION

COSIBA believes that this proposal would be most effective in all

three areas specified as criteria for Carter Administration tax policy:

(1) it is simple; it would reduce the present 100 categories of assets

to just three, thus simplifying tax accounting for small firms. (2)

It is equitable; the complexity of the present Code gives big businesses

a definite, though unintended, advantage over their smaller competitors.

(3) It is effective as an incentive to business growth; it will increase

cash flow for those firms which purchase assets for their operations.

III. DEFERRAL OF CAPITAL GAINS TAXES

A. COSIBA PROPOSAL

The present Internal Revenue Code contains a tremendous bias in

favor of the sale of small businesses to big business through the tax-

free stock exchange provision. To remove that prejudice and to encourage

investment in smaller firms, COSIBA proposes that the proceeds of sales

of interests in qualified smaller businesses be exempted from capital

gains taxes, provided the proceeds are reinvested in other small

-businesses in a two-year period.

98-762 0 - 78 - 25
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B. EXPLANATION

We have already demonstrated that retained earnings are almost

the sole source of capital for independent business, but that should

not be the case -- and need not be the case. COSIBA believes that

Americans should be encouraged to save and to invest and that some

incentives should be given to investment in smaller businesses.

The increasing levels of capital gains taxation at both the Federal

and state levels have significantly decreased the attractiveness of

investment for every citizen -- and investment in the riskier securities

_f younger and growing concerns has all but ceased.

We shall do no more than mention the obvious fact that dependence

upon borrowings, as opposed to equity financing, carries with it the

perils of shut-downs during periods of economic down-turn or high inflation

and exacerbates the problems which accompany such times.

We agree with the SBA Task Force when it states "Well-intentioned

efforts to protect investors inadvertently place small businesses at a

disadvantage in competing for available funds." We do not argue with

the purposes of those actions, but we point out that our proposal for

deferral of capital gains taxes represents a postive means for offsetting

ta impact of those other Federal legislative and regulatory restrictions.

The increase in capital gains taxation has seriously impacted

upon the risk/reward ratio established by professional venture capi-

talists to determine whether or not it is rational to invest in a

growing business. The reward has been decreased by Federal and
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state tax laws, while the risk has been increased through the unavail-

ability of outside sources of equity and the resulting dependence upon

debt financing. The venture capitalist, too, has been forced to disburse

his funds in the form of debt and that merely makes a bad situation worse.

Incidentally, in terms of numbers and size of resources, the size of the

venture capital community has decreased; our proposal on capital gains

taxation will bring additional dollars to the venture capital industry and

will permit those companies to place additional equity dollars in the birth

and growth of small businesses.

Let us speak again of equity in respect to this proposal. We believe

the most pernicious feature in the entire Internal Revenue Code is the

one which allows the tax-free sale of a business to a large, publicly-held

corporation. Today, any rational entrepreneur has only one means for

cashing in on his success in creating and guiding his business to profit-

ability: he has to sell out to a big business, often one of his larger

competitors. We say that the Code's present bias in favor of mergers and

sell-outs is an abomination which flies in the face of the fundamental

basis of our free enterprise system.

It's apparent that COSIBA's proposal for deferral of capital gains

taxation is not original; several precedents exist, including the deferral

of taxes in home sales, condemnation proceedings, and retirement plan

Distributions.

Revenue Loss: We can provide no estimate. Logic indicates that

the substantial transactions which would occur if this provision were

enacted are already subject to deferral under the corporate reorganization



384

-9-

features of present tax law. Furthermore, we are certain that the

encouragement of investments through the deferral concept will contribute

enormous sums to the Federal Treasury through the increased profitability

of hundreds of thousands of small and growing firms.

IV. OPTIONAL CASH BASIS

A. COSIBA PROPOSAL

Allow every business with annual receipts of less than $2-million

to use the "cash" basis of accounting for determining its Federal tax

liabilities.

B. EXPLANATION

Under present law, if inventories are an income-producing factor

in a business, it must use the "accrual" accounting method. Since

accounts receivable are included as income under the accrual method,

a business is often taxed on paper profits. For smaller firms, taxation

of such paper profits severely restricts their cash flow and their ability

to meet day-to-day operating expenses. Perhaps equally important, however,

is the fact that the accrual method of accounting places a high cost of

record keeping on these very small firms.

This proposal is designed primarily to simplify the Code and reduce

the cost of complying with Federal laws and regulations on the smallest

segment of American business. We are certain that millions of these one

and two-person businesses now actually use the cash method. IRS certainly

loesn't have the resources to audit such small operations, nor would

recovery in any case be significant. Any revenue loss in year one would

most likely be recovered in subsequent years as the firm collected its

accounts receivable and sold its inventories.
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V. DOUBLE TAXATION OF CORPORATE DIVIDENDS

This is not a COSIBA recommendation. Press accounts indicate that

the Administration is giving a high priority to eliminating the present

double taxation on corporate dividends. Small business does not give

this objective a high priority.

Only a miniscule percentage of smaller firms pay dividends; they

must retain all their after-tax profits for growth -- or just to keep

even. Smaller firms have absolutely no access to public securities

markets or to institutional investors, so they must rely solely on

retained earnings for capital growth.

The various types of dividend "relief" which we have read about

all appear to have one fatal flaw: they would provide and irresistible

incentive to pay out profits in the form of dividends. Statedanother

way, they all impose an incremental tax on retained earnings. This

seems to fly in the face of the stated Administration goal to encourage

capital formation -- it encourages instead capital distribution.

In addition, we cannot conceive of such a plan which would be

equitable to large and small business alike. Small business does not

pay dividends; most major corporations do. It would be possible for a

major corporation to pay out all its profits in dividends and become

such an attractive investment for the public that it could raise the

capital it needs through regular sales of stock on Wall Street or to

Institutional investors.

The complete integration of corporate and individual' taxes also

fails to meet the test of equity, simplicity, or capital formation.

It is true that some smaller corporations utilize Subchapter S treatment

in which the corporate income is attributed to the shareholders, but this

election is ordinarily only when the corporation is operating at a loss
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or when its profits are divided among the owner-managers, permitting them

to pay the added personal taxes involved.

When it studied this question last year, the Treasury Department

Small Business Advisory Committee on Economic Policy made the following

recommendation: "We feel that proposals for tax integration through

credit given on the payment of dividends by corporate taxpayers is

seriously deficient and would have an adverse effect on small business.

We believe that the proposal for a partial deduction for the cost of

equity outlined by Professor Robert N. Anthony in the November 29, 1976

issue of the Wall Street Journal is worthy of further investigation and

evaluation. We, therefore, recommend that Treasury consider and analyze

Professor Anthony's proposal."

Finally, we are aware that any proposal for corporate dividend

relief would result in revenue loss. We strongly believe that our

four specific recommendations rank far higher on the Carter Administration's

scorecard and should warrant White House backing before the concept of

dividend relief.

SUMMARY

As drafted, two of COSIBA's four tax changes are equally applicable

to large and small businesses. They do not penalize bigness in any way.

They recognize the realities of American economic life in 1977 and would

greatly encourage the birth, growth, and continuation of independent

business. Graduation and simplified depreciation schedules apply equitably

to all businesses, but they obviously would contribute more to the viability

of the small than to the large.

Even the deferral of capital gains taxation would benefit the

owners (and the managers) of firms which began small and grew to become

big businesses.
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The proposal for cash accounting for the smallest firms would not

be applicable to big business, but we cannot see that as any differential

burden, because concerns with sales above $
2
-million annually undoubtedly

require record keeping for internal purposes which would allow them to

file their taxes on an accrual basis.

Thus, COSIBA has attempted to meet all three of the Administration's

goals in all of its proposals. We believe our package meets the business

needs of America today. We know that it has the support of the 750,000

small businesses represented by COSIBA and its affiliated organizations.
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I am representing the Independent Business Association of

Wisconsin, as Vice President of Federal Programs. I believe it

pertinent to your consideration of my comments, to be aware that

I am President of the Brown Deer Bank,an independent bank in

suburban Milwaukee, devoted to the financial needs of small and

independent business.

I commend the Joint Economic Committee for the spirit of

their recommendations embodied within Senate bill 1726. As I

understand the bill, it would virtually assure that the executive

branch would focus on the capital requirements of the small

business and be required to submit capital adequacy planning

for the small business sector to both houses of Congress. In-

asmuch as the survival of small business, in our opinion, is

essential to our national interest, we are enthusiastic about

this provision.

The Small Business Economic Council to be created under

this legislation is an interesting concept. Personally I would

prefer that the SBA administrator be given cabinet level rank

as the importance of his constituency would seem to support.

If the administrator were, in fact, at cabinet level, I would

think that he would be able to formulate and implement the

proposals set forth under the Economic Council. If it is im-

possible from a practical standpoint to achieve this status

for the SBA administrator, I would acknowledge that the Small

- 1 -
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Business Economic Council is the next best compromise. It is

essential that a representative of the Small Business Adminis-

tration be able to speak forcefully for the needs of small

business in the context of national economic planning.

Forgive me if I am somewhat skeptical about the ability

of an SBA administrator being able to achieve meaningful input

into economic policy planning on a Small Business Economic Council.

It seems that the SBA has never achieved a level of advocacy

for its small business constiuency as has been evident in such

other departments as Agriculture and Labor. There is no doubt

in anyone's mind that the Secretary of Labor speaks on behalf

of the wage-earners of this country and consistently bears their

interests in mind, in all matters coming before the President's

Cabinet. The same is certainly true of the Department of Agri-

culture. Small businessmen have become cynical over the years

as they have seen the SBA used as a tool for meeting all types

of so-called national emergencies, whether or not they were even

remotely related to small businesses. The functions and re-

sponsibilities of the SBA have been splintered and divergent

and have lost focus. All too often, we have seen the SBA act

as an advocate of the Executive Branch in forcing policy upon

the small business sector, as opposed to representing small busi-

ness in formulation of executive policy.

Therefore, we endorse the concept of the SBA administrator

being seated in a formalized structure with other cabinet level

officials in representing the interests of small business. We

- 2 -
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are cynical however, that the desired results will be achieved

due to our perceived inadequacies in the policy and structure

of SBA.

As regards the division of advocacy, economic research

and analysis, we stand squarely behind the responsibilities

outlined for this function in S1726. I appears however, that the

subject legislation would change public law to require that the

advocate report not to the President of the United States, but

to the administrator of the SBA. I know the argument can be

raised that in business a corporate president would not permit

a subordinate to report directly to the Board of Directors or

stockholders, without any control by the President. The existing

structure is accused with violating good, managerial chain of

command. I hasten to offer, however, that the division of

advocacy should be likened to a department of audit within a

corporation. Such a department frequently does report directly

to the Board of Directors without influence from the chief executive

officer. The reasons for this have been proven over time and

have been found to be in the best interests of all concerned.

If the advocacy is to be effective, it must be completely free

to suggest alterations and critique activities and plans of the

SBA. So long as the advocate is reporting to the SBA administrator

he quite obviously will be restrained from candid and objective

analysis by virtue of job retention. It seems to me that we want

the advocate to be responsive to the small business interests of

this nation and not to a bureau cracy.

- 3 -
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I must inform you that both as a banker and as an independent

businessman, the proposal for quarterly reporting of business

loans classified by sales and asset size upsets me greatly.

I am concerned for several reasons: (1) Instead of simplifying

compliance with government regulations and reducing paper work

we add still another layer of reports that ultimately will stand

in the way of banks' serving the needs of small business. (2)

having knowledge of what types of banks are lending what amounts

of money to various sizes of small business, will have absolutely

no impact on future activities by the banking industry. The

largest banks in this country will not change the markets they

choose to serve simply because there is published data on the

manner in which they and their competitors are meeting the market.

(3) If for economic planning purposes it would be desirable to

know the amount of money flowing into the small business sector,

then you certainly would not need the great number of brackets

in which a bank would have to report on business loans. I

cannot imagine what possible value would come from thirteen

brackets of asset sizes and thirteen brackets of sales sizes

for every business loan made in the United States by every bank.

From a national economic planning position, I could possibly

justify three brackets of reporting; loans by banks to (a)

all companies qualifying for SBA assistance, (b) all companies

over a size deemed qualified for underwriting by investment

bankers, and (c) all firms lying in between those two general

categories. (4) Banks are already faced with reporting the

numbers anddollar volume of loans made by census tracks for

- 4 -
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all mortgages and home improvement loans. Similar requests

are being made for other types of loans to consumers. With

the quarterly reporting to regulatory agencies as required

in S1726, we would now have a data bank in Washington that

would make it easy for those governmental officials already

calling for credit allocation within our society to achieve

that objective. I fear greatly that if such reporting was

required one day the Federal government will say, "Mr. Banker,

your loan distribution last quarter was as follows. Please

adjust categories by a percentage which we will indicate to

you.' This flies in the face of the free enterprise system

and all of the principles as c ribed to by the small business

organizations of this country.

These criticisms should not be construed as a negative

attitude on the concepts of this bill. S.B.A. needs redefinition

of its role; the S.B.A. Administrator must have a larger role

in national planning and the President of the United States

should have a formalized commitment to the capital needs of

small business. If we were convinced that the Economic Council

would serve as well as a cabinet position for the S.B.A.

administrator - without creating its own mini-bureaucracy -

we would then support the concept of this bill. The mechancis

of loan reporting, however, are totally unpalatable and need

to be revised.



394

AMERICAN 1 20 Connectcut Avenue. N.W.
BANKERS Washmnston, D.C.
ASSOCIATON 20036

EXECUTIVE DIRECTOR
GOVERNMENT RELATIONS

,vGoId M."Low,
202/467-4077

March 2, 1978

The Honorable Thomas J. McIntyre
Chairman
Subcommittee on Government Regulation

and Small Business Advocacy
Select Committee on Small Business
Washington, D. C. 20510

Dear Mr. Chairman:

The American Bankers Association is submitting these comments on S. 1726,
the "Small Business Economic Policy and Advocacy Reorganization Act of 1977."
The bill seeks to provide for the capital needs of small businesses through
a reorganization of the Small Business Administration and the establishment
of a small business economic policy. It would also raise the status of the
Small Business Administrator and create a high level Small Business Economic
Council within the Executive Branch. Finally, the bill would require the
Federal bank regulatory agencies to annually survey banks to determine an
estimate, by asset and sales sizes of borrowers, of the amount of credit
extended in commercial and industrial loans in every region of the country.

Our Association supports the goals of S. 1726 to improve the flow of credit
and capital to small businesses. We are greatly concerned, however, that
Title VI of the bill would impose significant new paperwork and reporting
burdens on some insured banks without appreciable benefits to small busi-
nesses. We must, therefore, oppose Title VI of S. 1726 and urge that it
be deleted from the bill.

The consolidated reports of condition required quarterly of all insured
banks now contain, in Schedule A - Loans (attached), a single figure which
comprises all non-real estate commercial and industrial loans (see item 5
of Schedule A). The provisions of proposed Title VI would require that the
banF] hg surveyed break out this single figure into fourteen figures
classifying such loans by the asset size and annual sales of all borrowers.
This provision is designed to provide a data base from which the total
amount of credit flowing to small- and medium-sized businesses from full
service banks may be compared to that lent to large firms. Our concern
with this proposal relates not only to the cost to banks of breaking down
their loan figures, but also to the fact that this information, if compiled,
will be virtually useless, because it will fail to reflect the amount of
credit needed by small businesses. Moreover, even if the information could
be made to provide a realistic picture of the credit flows to, and needs of
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credit for, small businesses, we fail to see any purpose in compiling the

reports other than some ultimate scheme of government allocation of credit --

a concept we adamantly oppose, which is inconsistent with the economic philos-

ophy of this country, and which the Congress has consistently rejected as a

valid tool of national financial policy.

Our first concern, then, is based on the increased costs and burden of com-

piling and reporting loan figures segregated by asset and sales size of

borrowers. Although the cost figures we have obtained on this proposal are

necessarily estimates, we believe they are based on reasonable assumptions.

As presently drafted, two types of costs are associated with Title VI's

requirements. The first is the one-time cost of breaking down the figures

for all outstanding business loans by the asset and sales size of the borrowers.

This cost is nothing short of staggering, for it entails a complete review of

each commercial and industrial loan on a bank's books before the first quarterly

report of condition under Title VI's provisions is due. If such a review were

undertaken on an industry-wide basis, the costs, we estimate, would approximate

$13,000,000. This estimate is based on an informal survey of banks of various

asset sizes in all areas of the country. Although unscientific, it represents,

we believe, a conservative estimate of total start-up costs. The costs to in-

dividual institutions, we believe, will range from $15,500 for a $1 billion bank,

through $4,000 for a $100 million bank, to $800 for a $10 million bank. These

costs are wholly disproportionate to any possible benefit from the compilation

of the information.

The second cost associated with Title VI is the continuing one of segregating

each commercial or industrial loan made each quarter by the asset sizes and

annual sales of the borrowers. We estimate annual industry-wide costs for

this process would be $5,000,000. Although not as staggering as the initial

compliance cost, this, too, is a substantial figure. Unless some quantifiable

benefit can be identified which would outweigh even this continuing cost, we

fail to understand how any justification can be made for its imposition. We

would note in passing that our research has indicated that even those banks

which have placed their business loan records in their computers would be

required to manually process and compile the requested information. This

is so because existing computer programs for business loans are not keyed

to identification of borrowers by asset size or annual sales. Manual pro-

cessing not only is much more costly and time-consuming, but also imposes

a tremendous personnel burden because the initial one-time compilation of

all existing loan breakdowns will not justify banks hiring additional man-

power.

The second objection our Association must raise to Title VI is based on the

lack of benefit it will provide and the consequent lack of need therefor. If

Q
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the purpose of the bill is to identify the credit needs of the small business
community, the logical source of such information is the Small Business
Administration. Statistics on the amount of credit flowing to small businesses
from commercial banks will provide no foundation from which conclusions may be
drawn concerning the needs of small businesses for such credit. By ignoring
such factors as the amount of non-commercial bank credit to small businesses,
number of unsuccessful applicants for credit, numbers of small businesses
meeting capital needs through non-credit sources, and indirect credit sources
for small businesses (e.g., indirect consumer credit purchases through dealer
discounts), the bill focuses on only one aspect of the small business credit
picture. By focusing on the amount of credit granted successful applicants,
in fact, the bill may serve to distort the actual credit needs of the small
business community.

Moreover, we would note that the banking industry has responded, and continues
to respond, to the credit and capital needs of small businesses. In certain
special-purpose credit situations, indeed, the industry has taken a leader-
ship role in providing credit or capital to small businesses. For example,
the American Bankers Association, through Minbanc Capital Corporation, has
been assisting the growth of minority-owned banks. The Corporation raises
capital through the sale of stock to individual banks (presently more than
500 banks are shareholders), and invests directly in minority-owned institu-
tions through capital loans and stock purchases. As of March 31, 1977,
Minbanc had invested $2,750,000 in eight minority-owned banks. (See Annual
Report attached.)

Our final objection to Title VI of S. 1726 is based on our perception of the
ultimate goals of the information gathering contained therein. As stated
above, we can determine no useful purpose of such data-gathering other than
some ultimate scheme of government credit allocation. We must strongly
oppose any such design, because of the inefficiencies it must introduce into
the credit markets of this country, because of the lack of need therefor, and
because government allocation of credit attacks the foundations of a free
market economy. No case has been made that creditworthy small business
applicants are being frozen out of the credit markets. Our Association can,
therefore, perceive neither need for nor justification of any credit allo-
cation scheme.

Should the Subcommittee determine, in spite of our arguments to the contrary,
that some type of survey such as that proposed in Title VI is necessary to
provide information on the credit being granted to the nation's businesses,
we would urge that Title VI be amended to provide for greater simplicity of
administration and more effective, less costly reporting of credit information.
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We would suggest, first, that Title VI contain a sunset provision so that
the survey will be only a one-time burden on the banks to be surveyed. Second,
we would urge the deletion of the requirement that "loan requests denied" or
"applicant borrowers" be included in the survey. The costs of attempting to
record applicants or requests would be far in excess of those we have detailed
for recording credit actually granted. Moreover, applicant or request in-
formation would not indicate the creditworthiness of the applicant or requester.
It would not serve to demonstrate the extent of credit needs of the business
community, and would, therefore, not justify the costs of requiring reporting
of applicants or requests in the proposed survey.

A third amendment we would suggest would simplify the reporting burden for
the survey by providing that the Federal Reserve Board, which presently con-
ducts surveys of consumer and business credit outstanding, would have sole
responsibility for designing and implementing the survey. We would further
urge that only credit extended after the design and initiation of the survey
be included in order that banks might have the opportunity to plan systems and
programs which will minimize the cost and burden of responding to the survey.
A final suggestion we would make is that the number of categories in which
extensions of credit must be reported be reduced to focus on credit extended
to small businesses. In this regard, we believe categories (v), (vi), and
(vii) of subparagraphs (A) and (B) be eliminated, and category (iv) be ex-
tended to include all credit in excess of $10,000,000.

In summary, the American Bankers Association opposes Title VI of S. 1726 and
urges its deletion from the bill. If it is not deleted, we urge that the
amendments we have suggested be adopted. We respectfully request that this
letter be inserted in the record of hearings on S. 1726.

Sincerely yours,

Gfld M. Lowrie
Executive Director
Government Relations

Attachment

98-762 0 - 78 - 26
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SCHEDULE A-LOANS
(Including rediscounts and overdrafts)

Thousands of dollars
1 Real estate loans (include only loans secured primarily by real estate: WIiiUii -5 _ _ iM

a. Construcoion and land development .................................. o....... | D X 1 a
b.Secured by farmland (including farm residential and other improvements) IJXXXI. UI b

c. Secured by 1-4 family residential properties:
(1) Insured by FHA or guaranteed by VA ....................... .F |cjxxgl ct
(2) Conventional ........ ........... :XXXlXl c2

d. Secured by muti family (5 or more) residential properties:
(1) Insured by FHA .............. . of D d
(2) Conventional .. D d2

a. Secured by nontamm bonresidential properties .. D ..
2. Loans to financial institutions:

a. To real estate investment trusts and mortgage companies ..... I......... . . . 2a
b. To domestic commercial banks . D .. . b
c. To banks in foreign countnes ... D Xg C
d. To other depository institutions (Mutual Savings Banks, Savings and Loan

Associations, Credit Unions) ....... ................................................. d
a. To other financial institutions ..... XXX |

3. Loans for purchasing or carrying secuities (secured or unsecured):
a. To brokers and dealers in securities .. . .l..........X1... 3a
b. Other loans for purchasing or carrying securities . |. . .. XX b

4. Loans to farmers (except loans secured primarily by real estate, include loans for households
and personal expenditures) .. ................ ..................................... 4

QCommercial and industrial loans (except those secured primanly by real estate) ................. I IXX x
6. Loans to individuals for household, family, and other personal expenditures

(include purchased paper):
a. To purchase prvate passenger automobiles on instalment basis .... r EI.............1 So6a
b. Credit cards and related plans:

(1) Retail (charge account) credit card plans | . bl
(2) Check credit and revolving credit plans .................................. . . XX]j b2

c. To purchase other retail consumer goods on instalment basis:
(1) Mobile homes (exclude travel trailers) I .. XXU Cl
(2) Other retail consumer goods (exclude credit cards and related plans) .... ............ ... X X c2

d. Instalment loans to repair and modernize residential properly XX D d

a. Other instalment loans for household, lamnily, and other personal enpenditurns S........ X XXi. Single-payment loans for household, family, and other personal expenditures .X X
7. All other loans . XX D 7
S. Total loans, Gross (sum of Items 1 thIu 7) XXX D 8
9. Less: Unearned income on nans . . XXX XX 9

10. Total loans (excluding unearned income) (mast equal Asset Subitem oa) . D D 0
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ANNUAL REPORT
March 31, 1977

minbanc capit corp.
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1120 Connecticut Ave. N.W. Kenneth V. Zwiener
Washington, D.C. President &
20036 Chairman of the Board

(202) 467-4216 Carmine J. Capozzola

minbanc capital corp. Secretary-Treasurer

To Our Stockholders:

In this, Minbanc's sixth Annual Report to you, we are pleased to
note the continued growth of Minbanc's investment program. Since our
last report, Minbanc has made investments in Consolidated Bank and
Trust Company (Richmond, Virginia), the oldest black-owned bank in
the nation, which intends to use the proceeds for branching, and in
American State Bank (Tulsa, Oklahoma), which is relocating its office
to a new building it is constructing on a main thoroughfare. With these
additions, Minbanc has invested $2, 750, 000 in eight banks. Additional
commitments and applications are pending.

The number of minority owned or managed banks eligible for
Minbanc investment now exceeds 85, with assets of over $1. 5 billion.
Such banks have been able to secure capital funds from business corpora-
tions, religious organizations, philanthropic groups and citizens in the
communities which they serve, as well as Minbanc. Minbanc continues
to seek out for investment those banks in need of additional capital which
have demonstrated a potential for growth and stability, and which have
been unable to obtain total capital needs from other sources.

Minbanc representatives have continued to pay periodic visits
to the banks in which Minbanc has invested and report on their condition
and performance to our Board of Directors and its Investment Committee.
These periodic reviews are not only for the purpose of monitoring
Minbanc's investments, but also to determine if there are other ways in
which Minbanc might assist such banks in their operation. The Board
is pleased to observe that, in general, its investments appear to have
been made in banks able to put additional capital to good use, and at a
time when such investment was most beneficial to such banks.

As you know from our last report, the Investment Company Act of
1940 requires that the Board of Directors value its portfolio securities
from time to time. In compliance with this mandate, the Board has once
again valued the portfolio at par. Despite this good-faith determination
the Board has concluded that it would be reasonable and prudent, to add
$100, 000 to the allowance for possible investment loss. A provision for
this amount has, therefore, been included among Minbancis expenses.
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Minbanc is once again pleased to declare a dividend, this year
in the amount of $98, 725 ($11. 31 per share), payable to stockholders of
record as of June 1, 1977. Minbanc has continued to elect to be treated
as a regulated investment company under Subchapter M of the Internal
Revenue Code and accordingly is distributing to its stockholders 100%
of its taxable income.

We wish to express our continued appreciation to the American
Bankers Association for its support and cooperation and to the Minbanc
Board, Investment Committee and staff for their dedication and vigorous
participation.

Kenneth V. fne
President ar,

Chairman of the Board
Washington, D. C.
June 1, 1977
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To the Shareholders and Board of Directors of

Minbanc Capital Corp.:

We have examined the statement of assets and liabilities

of MINBANC CAPITAL CORP. (a Delaware corporation) as of March 31,

1977 and 1976, and the related statements of operations and changes

in net assets for the years then ended. Our examination was made

in accordance with generally accepted auditing standards, and

accordingly included such tests of the accounting records and such

other auditing procedures as we considered necessary in the circum-

stances, including confirmation of securities owned at March 31,

1977 and 1976, by correspondence with the custodian.

In our opinion, the accompanying financial statements

present fairly the net assets of Minbanc Capital Corp. as of

March 31, 1977 and 1976, and the results of its operations and

the changes in its net assets for the years then ended, in con-

formity with generally accepted accounting principles consistently

applied during the periods.

ARTHUR ANDERSEN & CO.

1666 K Street, N.W.
Washington, D. C.,

May 17, 1977.
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MINBANC CAPITAL CORP.

STATEMENT OF ASSETS AND LIABILITIES

AS OF MARCH 31

1977

ASSETS:

U. S. TREASURY BILLS, at cost, plus
accrued interest (which approximates
market) at approximate rates of
4.7% to 5.3% in 1977 and 5% to 6%
in 1976

INVESTMENTS, at cost, less allowance
for possible investment loss of
$200,000 in 1977 and $100,000 in
1976 (Notes 1 and 2)

ACCRUED INCOME ON INVESTMENTS

CASH

LIABILITIES:

ACCOUNTS PAYABLE TO AMERICAN BANKERS
ASSOCIATION (Note 1)

OTHER ACCOUNTS PAYABLE AND ACCRUED
LIABILITIES

COMMITMENTS (Note 2)

DIVIDENDS PAYABLE, $11.31 per share
in 1977 and $13.62 per share in
1976 (Note 1)

NET ASSETS (equivalent to $494.06 per
share in 1977 and $496.47 per share
in 1976 based on 8,729 shares of
common stock outstanding)

$2,004,229 $2,765,131

2,376,619 1,680,067

19,765 28,217

39,341 23,194

4,439,954 4,496,609
_ - - -- -_- - ----_ _- -__ _ - -_ _ _ _

15,698

12,912

98, 725

127,335
_ _ _ _ _ _ _

5,673

38, 349

118,923

162,945

$4,312,619 $4,333,664
-=== == == ===== --- == == == =

The accompanying notes are an integral
part of this statement.

1976
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MINBANC CAPITAL CORP.

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED MARCH 31

INTEREST AND DIVIDEND INCOME

EXPENSES (Note 1):

Provision for possible investment loss

Professional fees

Travel

Other

1977

$228,885

100,000

36,754

11,910

2,541

151,205

NET INVESTMENT INCOME ($8.90 per share
in 1977 and $13.11 per share in 1976
based on 8,729 common shares) $ 77,680 $114,461

The accompanying notes are an integral
part of this statement.

1976

$274,560

100,000

42,888

13,185

4,026

160,099
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MINBANC CAPITAL CORP.

STATEMENT OF CHANGES IN NET ASSETS

FOR THE YEAR ENDED MARCH 31

1977 1976

FROM INVESTMENT ACTIVITIES:

Net investment income $ 77,680 $ 114,461

Dividends to shareholders (Note 1) (98,725) (118,923)

Decrease in net assets (21,045) (4,462)

NET ASSETS:

Beginning of period 4,333,664 4,338,126

End of period $4,312,619 $4,333,664

REPRESENTED BY:

Common stock, par value $1.00,
authorized 20,000 shares; issued
and outstanding 8,729 shares
(Note 3) $ 8,729 $ 8,729

Capital surplus 4,294,316 4,294,316

Retained earnings 9,574 30,619

$4,312,619 $4,333,664

The accompanying notes are an integral
part of this statement.
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MINBANC CAPITAL CORP.

NOTES TO FINANCIAL STATEMENTS

MARCH 31. 1977 AND 1976

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of significant accounting policies
applied by Minbanc Capital Corp. (the "Company") in the
preparation of its financial statements. The policies are
in accordance with generally accepted accounting principles
for investment companies.

ORGANIZATION

The Company is registered under the Investment Company Act
of 1940, as amended, as a nondiversified, closed-end
management investment company. The Company was incorpo-
rated on June 18, 1971, for the purpose of making capital
funds available to qualifying minority-owned banks.
Minority-owned banks are banks in which a majority of the
voting securities are owned by individuals from minority
groups in the United States, or which are managed by
minorities, and have been in operation for a minimum of
two years.

The Company's Officers and Directors serve without compensa-
tion but are entitled to reimbursement of out-of-pocket
travel expenses. The American Bankers Association (the
"Association") has agreed to make certain of its personnel
and facilities available without charge for research into
the capital needs of qualifying minority-owned banks and
for other administrative services. The Association does
pay certain other expenses on behalf of the Company which
are charged to the Company and recorded in its accounting
records.

INVESTMENT VALUATION

The amount of $2,376,619, at which the investment portfolio
has been valued at March 31, 1977, represents the cost of
the investments, less an allowance for possible investment
loss of $200,000 (see Note 2) and, in the opinion of the
Board of Directors, represents the fair value at that date.
There is no public market for the investments of the
Company. Therefore, the Directors, in making their evalua-
tion, have taken into account the cost of the investments
to the Company, developments since the acquisition, including
reviews of the current financial statements of the investee
banks and other factors generally pertinent to the valuation
of these investments.
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INCOME TAXES AND DIVIDENDS PAYABLE

The Company has elected the tax treatment applicable to

"regulated investment companies" under Subchapter U of the

Internal Revenue Code. To qualify as a "regulated investment

company" under the Code, certain requirements need to be met,

including distribution of at least 90 percent of the Company's

taxable income to its shareholders. Such distributions are

taxable to the shareholders and not to the Company.

Income taxes have not been provided in the accompanying finan-

cial statements on net income of $77,680 in 1977 and $114,461

in 1976, as the Company has declared in 1977 and 1976,

distributions of $98,725 and $118,923, respectively, that

mere sufficient to eliminate income as it is reported for tax

purposes. Taxable income is different from the amount of net

income for financial reporting purposes as a result of inter-

est income on U. S. Treasury bills being reported on the cash

basis for tax purposes.

(2) INVESTMENTS AND COMMITMENTS

A summary of investments, at cost, at March 31, 1977 and 1976,

is as follows:

1977 1976

LOANS:

6-1/2% Subordinated note of
Independence Bank of Chicago,
dated March 30, 1973, principal
payable $25,000 annually in

March 1977 through March 1980,
$100,000 in March 1981, $125,000
in March 1982, and $125,000 in
March 1983, with interest pay-
able quarterly; principal repay-
ment due March 1977 was received
in April 1977. $ 450,000 $ 450,000

6-1/2% Subordinated capital note
of Gateway National Bank of
St. Louis, originally $300,000,
dated March 26, 1973, and an
additional $150,000 dated
May 23, 1974, with principal
and interest payable in equal
quarterly installments on both
loans through March 1983 and
March 1984, respectively. 387,090 414,150
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1977

6-1/2% Subordinated note of Tri-
State Bank of Memphis, origi-
nally $200,000, dated
September 20, 1973, and an
additional $200,000 dated
October 30, 1974, with prin-
cipal and interest payable in
equal quarterly installments
on both loans through September
1983 and September 1984, re-
spectively, except that the
principal repayments on the
October 30, 1974 loan due
quarterly from December 30,
1975, to June 30, 1977, have
been deferred at the bank's
request to July 5, 1977.

6-1/2% Subordinated note of
Douglass State Bank of Kansas
City, originally $150,000, dated
October 5, 1973, with principal
and interest to be payable in
equal quarterly installments.
through September 1983; in
December 1975, the note was
declared immediately due and pay-
able by the Company's Board of
Directors as the result of a
technical event of default by
the bank in complying with the
specific section of the sub-
ordinated note agreement with
regard to payment of a dividend
on preferred stock. No divi-
dends were paid by the Bank in
the year ended December 31, 1976,
and the event of default referred
to above has been waived.

7% Capital note of Citizens Trust
Bank of Atlanta, dated
January 21, 1975, principal due
in December 1979, with interest
payable semiannually.

1976

$ 332,039 $ 345,024

111,241 120, 893

225,000 225, 000
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6-1/2% Subordinated Capital Note
of American State Bank of Tulsa,
originally $250,000, dated
January 6, 1977, with principal
and interest payable in equal
quarterly installments through
September 1986, and $62,097, the
remaining principal balance, to-
gether with accrued interest
payable in December 1986. $ 246,249 $ -

6-1/2% Subordinated Capital Note
of Consolidated Bank and Trust
Company of Richmond, originally
$400,000, dated December 28, 1976,
with interest payable quarterly
from March 1977 through
December 1978, principal and
interest payable in equal quarterly
installments through September
1986, and $177,973, the remaining
unpaid principal balance, together
with accrued interest payable in
December 1986. 400,000

7% Subordinated Capital Note of
First Enterprise Bank of Oakland,
originally $100,000, dated May 11,
1976, with interest only payable
quarterly from June 1976
through March 1978, and
principal and interest payable
in equal quarterly installments
from June 1978 through
March 1986. 100,000

2,251,619 1,555,067

PREFERRED STOCK:

6% Cumulative preferred stock
of Citizens Trust Bank of
Atlanta, 2,250 shares, no par
value, purchased January 21,
1975, with the right, after
December 31, 1984, to require
the bank to repurchase these
shares at a price of $100
per share. 225,000 225,000
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6% Cumulative preferred stock of
First Enterprise Bank of Oakland,
1,000 shares, par value $100 per
share, purchased May 11, 1976,
with the right, after May 11,
1986, to require the bank to
repurchase these shares at a
price of $100 per share. $ 100,000 $ -

325,000 225,000

2,576,619 1,780,067

LESS: Allowance for possible
investment loss (200,000) (100,000)

Total investments $2,376,619 $1,680,067

The Company has expressed its conditional intent to make the
following new investment:

Bank Amount

Atlantic National Bank, Norfolk $250,000

The investment in Atlantic National Bank, would be,
if consummated, in the form of a ten-year, 6-1/2%
subordinated note.

The Company withdrew, without prejudice, a condi-
tional commitment previously issued to the Bank of
Finance, Los Angeles, pending a new application from
the bank for investment consideration.

(3) COMMON STOCK

Shares of the Company's common stock were offered only to banks
which were members of the American Bankers Association (or
parents of such banks in states in which the Company's shares
may not be purchased by banks) and are subject to restric-
tions on transfer. No banks may own more than five percent
of the Company's outstanding shares.



(4) PER SHARE AND STATISTICAL INFORMATION

Selected data for eaech weighted average share of common stock outstanding are as follows:

Year Ended March 31

1977 1976 1975 1974 1973

Investment income $ 26.22 $ 31.45 $ 37.84 $ 36.08 $ 22.46
Expenses (17.32) (18.34) (9.71) (6.06) (5.68)

Net investment income 8.90 13.11 28.13 30.02 16.78

Dividends from net investment income (11.31) (13.62) (31.88) (26.18) (15.70)
Costs related to sale of common stock - - - (.95)

Net increase (decrease) in net aeset value (2.41) (.51) (3.75) 3.84 .13
Net asset value:

Beginning of period 496.47 496.98 500.73 496.89 496.76

End of period (a) $494.06 $496.47 $496.98 $500.73 $496.89

Ratio of expenses to average net assets 3.50% 3.62% 1.88% 1.19% 1.12%

Ratio of net investment income to average net aseets 1.80% 2.59% 5.47% 5.88% 3.32%

Weighted average sharee of common stock outstanding (a) 8,729 8,729 8,856 8,965 8,839

Number of common stock shares outstanding at end of
period (a) 8,729 8,729 8,729 8,965 8,963

Dividends actually paid per outstanding common stock
share at end of period $ 11.31 $ 13.62 $ 32.31 $ 26.90 $ 15.90

(a) Based on number of common stock shares outstanding (including subscribed and fully paid shares not
issued in 1973 and 1974).
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