S. HrG. 10947

THE PRESIDENT'S FY 2006 BUDGET REQUEST FOR
THE SMALL BUSINESS ADMINISTRATION

HEARING

BEFORE THE

COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP

UNITED STATES SENATE

ONE HUNDRED NINTH CONGRESS
FIRST SESSION

FEBRUARY 17, 2005

Printed for the use of the Committee on Small Business and Entrepreneurship

&R

Available via the World Wide Web: http://www.access.gpo/gov/congress/senate

U.S. GOVERNMENT PRINTING OFFICE
21-350 PDF WASHINGTON : 2005

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON SMALL BUSINESS AND ENTREPRENEURSHIP
ONE HUNDRED NINTH CONGRESS

FIRST SESSION

OLYMPIA J. SNOWE, Maine, Chair
JOHN F. KERRY, Massachusetts, Ranking Member

CHRISTOPHER S. BOND, Missouri CARL LEVIN, Michigan

CONRAD BURNS, Montana TOM HARKIN, Iowa

GEORGE ALLEN, Virginia JOSEPH I. LIEBERMAN, Connecticut
NORMAN COLEMAN, Minnesota MARY LANDRIEU, Louisiana

JOHN THUNE, South Dakota MARIA CANTWELL, Washington
JOHNNY ISAKSON, Georgia EVAN BAYH, Indiana

DAVIE VITTER, Louisiana MARK PRYOR, Arkansas

MICHAEL ENZI, Wyoming
JOHN CORNYN, Texas

WESTON J. CouLaM, Staff Director
PATRICIA R. FORBES, Democratic Staff Director and Chief Counsel

1)



CONTENTS

OPENING STATEMENTS

Snowe, The Honorable Olympia J., Chair, Committee on Small Business

and Entrepreneurship, and a United States Senator from Maine ...................
Kerry, The Honorable John F., a United States Senator from Massachusetts ..
Pryor, The Honorable Mark, a United States Senator from Arkansas ...............
Talent, The Honorable James M., a United States Senator from Missouri .......
Coleman, The Honorable Norman, a United States Senator from Minnesota ...
Thune, The Honorable John, a United States Senator from South Dakota .......

TESTIMONY

Barreto, The Honorable Hector V., Administrator, U.S. Small Business
Administration, Washington, DC ..........cccccceiiiiiiiiiiiiiniiceceeee e
Coit, David, Managing Director, North Atlantic Capital, on behalf of the
National Association of Small Business Investment Companies, Portland,
ME oottt e et e e e ete e et e eeteeeteeereeeateereas
Betancourt, Daniel, Member, Board of Directors for the Association for
Enterprise Opportunity; President and CEO, Community First Fund,
Lancaster PA ...ttt et e eeta e e e earaeeennes
Massaua, John R., State Director, Maine Small Business Development
Center; Member of the Board of Directors, Association of the Small
Business Centers, Portland, ME ...........cccoooviiiiiiiiiiiiiccieecceeeee e
Tuvin, Edward “Eddie,” First Vice President, Community South bank on
behalf of the National Association of Government Guaranteed Lenders,
Inc., Bethesda, MD ........ccoiiiiiiiiiiiiieceeecce ettt r e e aa e e e eae e e anes
Sands, Patricia, Owner, Spill-Guard, LLC, Arlington, VA ........cccccvvviiirnnireennns

ALPHABETICAL LISTING AND APPENDIX MATERIAL SUBMITTED

Barreto, The Honorable Hector V:
TESTIMIOILY ..eeiiuetiiiiitieenitee ettt ettt e e et e et ee st eessbeeesabeeesnaees
Prepared Statement ........ccccooeviiiiiriiiiiiiiieniieee.
Fiscal Year 2006 Budget Request for the U.S. SBA ..
SBA’s FY2006 Legislative Package ........ccoccoeveeviiniienieeniienieenn.
SBA’s Responses to Post Hearing Questions from Chair Snowe ..................
SBA Responses to Post Hearing Questions from Ranking Member Kerry ..
Betancourt, Daniel:
TESTIIMONY ..eeievriieeiiieeeitieeeieeee st eeetee e st eeesbeeeesabeeessbeeensseeesasseeessseeesnsseeennnnes
Prepared Statement ............cccccvveeecveeennnns
Microloan Borrowers Attending Hearing
Coit, David:
TE@SEIMOILY ..eeeeviiieeiiiieeiiee et e eesteeeeree e e e e e e sbaeeesaaeeeesaseesssseeaassseesssaeeasseeennnnes
Prepared Statement ..........cocceeviiiiieniiieiieee e
Kerry, The Honorable John F.:
Opening Statement
Prepared Statement
Post Hearing Questions for The Honorable Hector V. Barreto ....................

(I1D)

Page

36

48

52

66
75



Page

—continued.
Massaua, John R.:
TESTIMIOILY ..eeieeiiiiiitieeet ettt ettt e et e e ettt e e e et e s bt eeeabaeesabeeesaees 52
Prepared Statement ..........ccccooociiieiiiiiiiiiiieeeeee e 53
Pryor, The Honorable Mark:
Opening StAtEMENT .......ccc.eeviiiiiiiiiieieeree ettt 8
Sands, Patricia:
TE@SEIIMOTLY ..eeieviieeeiriieeiieeeeieeeeetee e et ee e e e e e e ebaeeesaseeeesseeesssaeeaassseeessaeeasseesnnnes 75
Prepared Statement ..........cccccoeviiiiiiiiiiieiiece e 78
Snowe, The Honorable Olympia J
Opening Statement ..........cccccccvviieeciiiieeiee et eeree e e e eee e 1
Post Hearing Questions for The Honorable Hector V. Barreto 110
Talent, The Honorable Jim:
Opening StAteMENT .........cceeeeiiieieciee et e ere e e e e seaeeesereeeeseneeas 15
Tuvin, Edward “Eddie”:
TESTIIMONY ..eeievriieeiiieeeitieesieeee sttt e et e e e sttt eesbeeeesabeeessbeeensseeesnsssesesseeesnsseeensnes 66
Prepared Statement ..........ccccoocciiieiiiiiiiiiieecee e e e 68
COMMENTS FOR THE RECORD
Crawford, Christopher L., NADCO, Prepared Statement ............cccceeeevveeecveeennns 200
Jahn, Chris, Contract Services Administration:
Prepared Statement ..........ccccooeciiieiiiiiiiiiiicceee e 206
Strategic Alliance Memorandum with the TU.S. Small Business
Administration and CSA .........ccoociiiiiiiiieieeeee et 209

Golden, Ellen, Association of Women’s Business Centers, Prepared Statement 213
Kerry, The Honorable John F.:
Letter from Senator Kerry to Senate Committee on Appropriations,

Subcommittee on Commerce, Justice, State and the Judiciary ................ 229
Letter to Senator Kerry from The Women’s Economic Self-Sufficiency

TEATIL ...ttt ettt sttt e e sttt e et e et e e s aaeeas 240
Letter to Senator Kerry from The Wesst Corp. .......cccceevvvevecveennnnes ... 236
Letter to Senator Kerry from The Pennsylvania Women’s Center ... 238
Letter to Senator Kerry from the Kansas Women’s Center .............ccccecueee 241
Letter to Senator Kerry from The National Women’s Business Council ..... 242

Letter to Senator Kerry from The Minority Business Summit Committee . 245
Letter and Prepared Statement from The Association for Small Business

N TeChNOIOZY ..evviieiiiieiieeeteeeee ettt et e e et e e s e e e ssnneees 247
Mazza, Pamela, Piero, Mazza and Pargament, PLLC, Comments for the
RECOTA ..ottt e et e et e et ae e e et a e e e b e e e e baeeeeareeeennes 250
Neese, Terry, Women Impacting Public Policy, Prepared Statement 255
Newlan, Ronald S., HUBZone Contractors National Council, Letter with
Comments for the Record ..........cocouviieiiiiioiiiiicecee e 261
Snowe, The Honorable Olympia:
Letter to Senator Snowe from The Southern Good Faith Fund ................... 239
Varney, Simon, Maine Institute of Technology, Letter with Comments for
the RECOTA ..oooveiiiiiiiiieiieeceee ettt st e e e ebe e e e aae e sennaeeeae 263
Weeks, Julie R., National Women’s Business Council, Letter with Comments
fOr the ReCOTd ....cccvviiieiiieeeieeeeeee ettt et eaae e e aaeeenes 265
Yancey, W. Kenneth, SCORE, Prepared Statement 271

(Iv)



THE PRESIDENT’S FISCAL YEAR 2006
BUDGET REQUEST FOR THE
SMALL BUSINESS ADMINISTRATION

THURSDAY, FEBRUARY 17, 2005,

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

The committee met, pursuant to notice, at 10:01 a.m., in room
SR-428A, Russell Senate Office Building, the Honorable Olympia
J. Snowe, Chair of the Committee, presiding.

Present: Senators Snowe, Coleman, Thune, Kerry, and Pryor.

OPENING STATEMENT OF HON. OLYMPIA J. SNOWE, CHAIR,
SENATE COMMITTEE ON SMALL BUSINESS AND
ENTREPRENEURSHIP, AND A UNITED STATES SENATOR
FROM MAINE

Chair SNOWE. The hearing will come to order.

Good morning, and I want to welcome everybody to today’s hear-
ing on SBA’s budget proposal for fiscal year 2006.

I am very pleased to join the Ranking Member, Senator Kerry,
in being here today to hear from Administrator Barreto. We want
to welcome you, Administrator Barreto. We thank you for your ad-
vocacy and leadership on behalf of small businesses throughout
America, and we appreciate your willingness to testify here today
on SBA’s proposed priorities for the coming year.

We will also be hearing from representatives of the small busi-
ness community, as well, in the second panel.

In his State of the Union speech, President Bush said we live in
a country where dreams are born. Nowhere is that more evident
than in America’s 25 million small businesses, entrepreneurs who
have certainly taken risks and persevered through difficult times
to fuel the engines of America’s economy. Small business has pro-
pelled our Nation’s economic growth, producing over 50 percent of
the GDP and creating three-quarters of all new jobs in America.

The Small Business Administration has long been a critical part-
ner in that success, with lending and technical assistance programs
that have helped to create or retain nearly 4.5 million jobs since
1999. That number continues to grow each year. I think that is an
illustration of the success of many of the small business programs
that I am sure you are all familiar with. But I think that that does
underscore the value of the Small Business Administration pro-
grams.
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Against that backdrop of achievement, the SBA’s budget regret-
tably has been drastically reduced by 36 percent over the past 5
years, which is illustrated again in this second chart, just to show
you the magnitude of the decline over the last 5 years with respect
to appropriations.

When you consider that SBA’s budget represents less 3/100ths of
a percent of the total Federal budget, there should be no doubt the
time has come to end these unwarranted cuts and instead invest
in a strong future of economic vitality.

As Chair of this Committee for the second consecutive year, I am
deeply concerned about the SBA’s budget. The Administration’s
proposed $592 million represents a 13 percent decrease from the
Agency’s 2005 request and a 26 percent decrease from the 2004 re-
quest.

The SBA has a clear record of success, and yet inexplicably it is
juxtaposed with endless budget cuts. This morning I will be listen-
ing very carefully and intently in analyzing the SBA’s request by
both the Administrator and the subsequent witnesses on the sec-
ond panel. We will have an obligation to not only maintain, but to
strengthen the SBA’s proven core loan and assistance program,
again illustrated in the third chart—we are into charts this morn-
ing and the SBA’s lending program. But again, it demonstrates the
value of these programs and the success with the number of loans
that have been issued in the last several years.

The SBA’s financing program, which is a crucial source of financ-
ing for small businesses, has never been more in demand with both
the 7(a) and the 504 programs delivering measurable results. The
numbers from fiscal year 2004 spell out that indisputable success
of the 7(a) program, providing over $13.5 billion in loans to help
small businesses to help create 132,603 new jobs, overall retaining
538,658 jobs. As you can see over here on this chart in the different
programs with 504, 7(a), the SBIC, the Microloan surety, the com-
parisons. But I think it illustrates the point.

The 504 program, I hope everybody can see it, $4 billion to sup-
port the creation of 86,847 jobs all combined, to retain jobs as well
as those created, and you see 152,287 jobs.

So again I think it is an example of the extent of these programs
and why we ought to be building on and strengthening these pro-
grams, rather than undercutting them.

In addition, the SBIC program invested more than $2.8 billion in
small businesses in 2004, creating over 78,000 new jobs. I am hope-
ful that we can successfully restructure the SBIC program this
year to ensure a strong track record continues well into the future.

For the next generation of small businesses, it is also critical
that the SBA’s financing reaches out to aspiring entrepreneurs.
And that is why, in addition to helping established small busi-
nesses, Congress wisely determined that the SBA should aid new
and fledgling small businesses with the Microloan program. When
this program was zeroed out last year I, and several of my col-
leagues, worked hard and successfully to restore $17 million in the
appropriations for this program in the 2005 budget. Once again, I
strongly disagree with the Administration’s ill-considered request
to eliminate the Microloan program.
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What we are talking about is a small and efficient, cost-effective
program that stacks up very well on a jobs per dollar comparison
to larger SBA programs. Consider, for example, that in 2004, ac-
cording to the SBA, the 7(a) program created and retained one job
for every $23,600 in loans. The 504 program created and retained
one job for every $26,043 in loans. And the Microloan program cre-
ated or retained one job for every $3,608 in loans.

In my own State of Maine, Microloans actually created and re-
tained one job for every $3,700 in loans, according to SBA’s num-
bers. The point is a little seed money goes a long way when the
hunger for economic opportunity is high.

So I believe it is clear that we should be supporting programs
that foster job growth, especially in States like Maine, rural States
that have been hard hit by manufacturing job losses and require
that additional economic stimulus.

Moving to contracting, I commend President Bush and the SBA
for proposing an increase in the Government contracting and busi-
ness development budget by over $4 million. But with regard to the
new PCR proposals, I am concerned that with the proposed hiring
of only six new procurement center representatives the Agency’s
ePCR initiative will not adequately police contract bundling serv-
ices.

This is especially significant because the PCRs are the SBA’s
competition Ambassadors, the sole watchdogs for the interest of
small contractors.

Moreover, many SBA procurement initiatives such as the 8(a)
and the 7(j) programs appear to suffer from performance and man-
agement deficiencies. We have seen a consistent failure to achieve
HUBZone statutory goals and the SBA’s proposal to fold the
HUBZone budget into the SBA’s general budget only make matters
worse.

In addition, the SBA is proposing for a second year to zero out
two technology grant programs, Rural Outreach and the Federal
and State Partnership. These programs leverage the infrastructure
of State technology agencies and non-profit research incubators to
increase the geographic diversity and competitiveness of small hi-
tech firms for States such as Maine, which have comparatively
lower participation in Federal R&D efforts.

At a time when business magazines are reporting that China,
our key competitor, is aggressively expanding its technological
base, ending this private/public partnership seems exactly like a
move in the wrong direction.

I am similarly dismayed with the proposed funding freeze for
SBA’s resource partners, despite the fact that these programs sur-
pass the SBA’s goals, assisting almost 1.5 million startup and ex-
isting small businesses. In fact, the Small Business Development
Center program alone served over 725,000 clients and helped cre-
ate or retain over 168,000 jobs in fiscal year 2003. Similarly, the
SBA’s Women Business Center programs, with its unique training
and counseling, helped to create and retain over 6,500 jobs in fiscal
year 2003.

So clearly, results from these funding freezes are lost opportuni-
ties for entrepreneurs and would-be employees.
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The SBA freezes also extend to the veterans business program.
I believe that decision is not only unwise, but also uniquely ill-
timed, as over 193,000 Guard and Reservists have been deployed
since September 2001. An estimated 37 percent of those
servicemembers work for small businesses or are self-employed,
and many of them are accepting risk and financial hardships in
order to answer the call to duty.

So I think it is essential that the veterans business program is
adequately funded with the necessary resources to offer targeted
assistance to veteran-owned small businesses.

With that, Mr. Administrator, I look forward to hearing your tes-
timony, and from those who will be participating in the second
panel to offer their views and perspectives, because clearly we have
to do everything that we can to strengthen and maintain these
very successful programs.

The point of my opening statement here this morning is to dem-
onstrate and reinforce the fact that these programs have worked
exceptionally well and we need to do more to strengthen and
buildupon the resiliency and the outcomes that they have been able
to achieve for so little money, that would help so many parts of
America that are not experiencing the kind of economic growth
that some parts of the country are enjoying. And certainly that is
true of rural America.

So with that, I turn to the Ranking Member, Senator Kerry.

STATEMENT OF HON. JOHN F. KERRY,
A UNITED STATES SENATOR FROM MASSACHUSETTS

Senator KERRY. Thank you very much, Madame Chair.

First of all, let me say that I think that is a very important
statement that you just made. I think it is a very fair, even gentle,
assessment of where we find ourselves. And I welcome the non-par-
tisan and I think thoughtful assessments on what the small busi-
ness interests are and where we ought to be going. I think the
Chair has accurately put her finger on a number of different con-
cerns and I share many of those concerns and I will talk about
them in a minute.

First, if I may as a point of personal privilege, I would like to
just take a moment to say to all of the Members of the Committee
that we are losing for retirement one of the really superb staff
members in the U.S. Senate.

Patty Forbes has worked at this Committee for a long period of
time. She has worked in the SBA. I cannot think of many people
who have contributed as selflessly, as competently and in as won-
derfully a bipartisan fashion as she has.

I think Senators on both sides of the aisle have grown to respect
her expertise, her commitment to small business, her unfailing de-
votion to duty, if you will, the way in which she has always wel-
comed people from every walk of life on every issue and tried to
find the compromise, tried to find the middle ground to make
things work.

I think this Committee has been blessed to have her. And I just
want to say, for my own part, how grateful I am for her service.
I think we all thank her.

[Applause.]
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Senator KERRY. Madame Chair, I would like to submit letters
and my full testimony for the record, as well as some testimony
from other folks.

Chair SNOWE. Without objection, so ordered.

Senator KERRY. Thank you very much.

It is hard to know where exactly to begin. I know that an Admin-
istrator is put in a position of carrying out the will of an adminis-
tration. There are budget chiefs and the President himself and oth-
ers who will dictate what will happen. So I am going to try to rec-
ognize that as I direct comments at you, Mr. Administrator, and at
the Administration. I do not want to slay the messenger, so to
speak.

But I have to say that this budget is just really disturbing. Just
look at the fundamentals that the Chair has put up there. I have
spent 22 years here now. I spent a lot of those years on this Com-
mittee. Our job is to try to help small business. Our job is to try
to create jobs in America. This is not a partisan Committee. This
is probably one of the least—this and the Intelligence Committee—
are the two least partisan committees in the Senate. We exist for
the purpose of helping 98 percent of the businesses in America to
be able to create jobs and to grow America. There are some time-
honored, proven ways in which we do that.

The success stories of lending programs by the SBA, those com-
panies that have been successful, have themselves repaid the Na-
tion in taxes and salaries paid many times more than the budget
of the SBA. There is no debit here that has to be made up some-
how.

And yet you are cutting. You are undoing and destroying pro-
grams that work. You are destroying them, the morale of the Agen-
cy as well. You may assert otherwise, but we know otherwise.

The fact is, in the small business community, people are really
struggling to be able to make things work.

The Administration, in 4 years and a bit now, has yet to create
one new net job in America. One new net job. And it is small busi-
ness that creates those jobs.

I would think you guys would be trying to find ways to grab
whatever you can and go out there and excite innovation and incu-
bation in small business.

I know you come in here and you are going to say to us, as you
did in the House and elsewhere, that you have this rosy scenario.
You are doing more with less. You are saving taxpayer money, zero
funding for loans and so forth. But the fact is you have shifted
costs to borrowers and lenders through higher fees. And those high-
er fees put loans out of reach for the neediest small business bor-
rowers in America. A lot of us in this room understand that the
SBA is now taking credit for things that Congress did, that rescued
the SBA, like the 7(a) running out of money and bringing people
together. There is a long story here of biting off your nose to spite
your face.

The SBA’s plan to save money by zero funding its largest loan
programs, you have admitted two key facts about the plan. No. 1,
it only works because you have shifted cost to the borrowers and
lenders through the higher fees. And second, we are going to have
people who testify and you can talk to small business people, and
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they will tell you how much harder it is to get that kind of lending,
which is what this is for.

I do not believe the proposed program levels are adequate to
meet the likely demand for these loans. And that demand, in my
judgment, is essential to responding to America’s need to create
jobs here in this country and to incubate.

In addition, I disagree with the proposals to eliminate the
Microloan program and the SBA participating securities program.
Each of them serve a financing gap in the marketplace and that
is why we are here. I know there are some who ideologically resist
the notion that the Government ought to do anything with respect
to marketplace. But history has proven over 220-plus years that
intervention is often necessary. We have the Federal Reserve. We
have the various lending programs. We have a commerce clause.
We have certain rules that we have to play by and there are cer-
tain regulations and interventions that are necessary to leverage
behavior.

Those particular financing mechanisms provide for a gap in the
marketplace, which is why this Committee, in bipartisan, non-ideo-
logical fashion, helped put them there in the first place. We all
know that traditional lending institutions and venture capitalists
often look for the fastest return on investment or the safest return
on investment or a combination of the two and that does not al-
ways work for some kind of options.

When I was Lieutenant Governor, I sat on the board of some-
thing called the Massachusetts Technology Development Corpora-
tion. We actually funded the companies that fell through the gaps.
The minute they began to take off and turn successful, we got the
heck out of it because we did not want the Government involved.
But we put big companies on the big board in New York that other-
wise would not have gotten there. Jobs were created and people be-
came successful and it more than paid for itself. Why we turn away
from these obvious success stories is absolutely beyond me. And I
think the Administration’s budget is shortsighted with respect to
the economy.

In the Microloan program, in all the years since its inception in
1992, there have been only one or two defaults. It creates jobs at
a bargain rate, less than $4,000 a job versus the $33,000 of the
SBA’s other programs. And it meets the SBA’s goals of more
startups. Why are we not building it instead of reducing it?

The 7(a) Community Express program, while a good program for
more established small businesses, is not a substitute for the
Microloan program. Your budget for this year, just like last year,
continues your assault on entrepreneurial development programs
that help low-income, minority, home-based, rural and women en-
trepreneurs.

I oppose the cuts to these programs. I am particularly concerned
about what you are doing to the Women’s Business Center and
PRIME programs. The PRIME program has no substitute. You
have praised it, Mr. Administrator. You have talked about how im-
portant it is. I could quote you here. “It has no substitute and it
helps a sector of our economy that needs it the most.”

With regard to the Women’s Business Center program, you have
repeatedly said that you are not going to support sustainability
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grants which allow the most experienced and productive centers to
continue receiving matching funding. That program has enjoyed
strong bipartisan and bicameral support, including Chairwoman
Snowe, Senator Talent when he chaired the House Small Business
Committee, and most of the Members of this Committee. But you
are going in the opposite direction.

Repeated requests from the women’s business community and
strong support from many of us in Congress have kept this pro-
gram going. But last year’s extension, which passed as part of the
Appropriations Bill, only funded the program through fiscal year
2005. And without a new authorization about 60 percent of the
Women’s Business Centers are going to be forced to close. Is that
a good idea?

Madame Chairwoman, I am deeply concerned with the Adminis-
tration’s ongoing strategy that limits transparency and reduces the
oversight authority of this Committee by removing program fund-
ing from line items in the budget and incorporating them into the
operating budgets of managing offices, which given the experience
we have been through, is a way of saying we are in for trouble
down the road.

I am especially concerned with the elimination of the line item
for advocacy research and the lack of independence that would re-
sult from such a transfer of budget authority.

So I thank you, Madame Chairwoman, for having this hearing.

I might add, on the association health plans, here we come again.
No bigger issue did I run into across the country than health care.
That is America’s crisis, not Social Security. Social Security is a
problem. It is a problem that we can deal with, and we will deal
with it, just as we have the past.

The crisis is health care. And the President and the Small Busi-
ness Administration ought to be leading on it. Of all of the people
in the world to be leading on something, small business. It is small
business people who cannot provide their care. They are the ones
being crushed under the costs of health care.

And the Congressional Budget Office has said that the associa-
tion health plans will raise the cost of doing business for four out
of five of the premiums that are paid. That is the CBO. It is non-
partisan. It is just an assessment of what is going to happen. Four
out of five small business workers and their families’ premiums are
likely to go up under that plan.

We have a plan where premiums could go down. With a reinsur-
ance plan, you could actually stopgap costs for all businesses in
America. You could lower the premiums for everyone in America
and begin to get a breathing spell and reduce costs in the country.
But you have to make a different set of choices than this Adminis-
tration is willing to make.

So I am disappointed by the budget. I know that is not going to
come as a surprise to you, but it is not a partisan disappointment.
It is not prompted by anything to do with ideology. It is practical.
It is based on sound experience of this Committee. It is based on
what we know works. It is based on good business practices. And
most importantly, it is based on the pleas and needs of small busi-
ness people all across this country, whether they are Republicans,
Independents or Democrats.
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I think your budget is out of touch with them and with the needs
of the country, and I regret that.

So I look forward to the hearing and we will see what we can
do to try to cobble something together that makes sense.

Chair SNOWE. I thank you, Senator Kerry.

Senator Pryor.

STATEMENT OF HON. MARK PRYOR,
A UNITED STATES SENATOR FROM ARKANSAS

Senator PRYOR. Thank you, Madame Chair, and thanks for hav-
ing this hearing today. You and Senator Kerry both have shown
great leadership on this issue in the past and continue to do so. I
look forward to hearing from our witnesses. Thank you.

Chair SNOWE. You have heard us for 20 minutes. Begin.

STATEMENT OF HON. HECTOR V. BARRETO, ADMINISTRATOR,
U.S. SMALL BUSINESS ADMINISTRATION

Administrator BARRETO. Thank you, Chair Snowe and Senator
Kerry and Members of the Committee. Thank you for inviting me
here today to discuss the President’s budget request for the SBA
for fiscal year 2006.

The past year was not without its challenges for SBA. We faced
several critical issues and we worked together to reach agreements
that benefited both America’s small businesses and America’s tax-
payers. When 7(a) loan demand exceeded its budget authority, SBA
and this Committee were able to come together with our lending
industry partners to provide an additional $3 billion in lending au-
thority for the 7(a) program. This allowed the Agency to lift the
loan caps and guarantee a record $12.7 billion in small business
loans in fiscal year 2004.

At the beginning of fiscal year 2005, SBA began operating the
7(a) program at a zero subsidy rate. This trial period showed that
a zero subsidy would not hinder access or delivery of the 7(a) pro-
gram. As a result, again the SBA and the Committee and the lend-
ing industry came together to craft legislation that ensured long-
term stability in the program.

Since October the 1st, SBA has guaranteed $4.7 billion in loans
and our lending partners have showed renewed support for the pro-
gram. In addition, we are making more loans than ever to minori-
ties, women and veterans.

Last, SBA’s programs under the Small Business Act had not
been reauthorized in over 4 years and the Agency and this Com-
mittee seemed to be deadlocked in the negotiating process. How-
ever, persistence and diligence in pursuit to this goal produced a
compromise 2-year SBA reauthorization, which the 108th Congress
approved. This compromise was part of the fiscal year 2005 Omni-
bus Appropriations Act and I thank you for your support of SBA’s
efforts to become more efficient. This legislation allows the Agency
to better serve small businesses at less cost.

Our fiscal year 2006 budget submission reflects a continued com-
mitment to that goal. Last year I stressed to you that SBA’s goal
was to do more with less. I know that in Washington, DC. it is dif-
ficult to imagine supporting a program without continually increas-
ing its budget, but SBA has proven it can be done. Since I became
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SBA Administrator in 2001, the Agency’s annual appropriation has
decreased, yet SBA’s programs have reached more and more Amer-
ican entrepreneurs year after year.

Last year was a great example of this kind of success at the SBA.
The Agency provided $21.3 billion in loan guarantees and related
financing to nearly 88,000 small businesses. SBA’s core infrastruc-
ture of technical assistance programs, our SBDCs, our SCORE, our
Women Business Centers and district offices provided their services
to record numbers of small businesses in fiscal year 2004.

SBA’s Entrepreneurial Development Programs provide expertise
and guidance to entrepreneurs who have the drive and the idea,
but need a little help putting all of that together in a working busi-
ness plan. SBA’s continued support of the Federal Government’s
statutory commitment to provide a fair share of contracting dollars
to small businesses. Small businesses received a record number of
Federal contracts in fiscal year 2003, $65.5 billion, and exceeded
the 23 percent Government-wide goal.

SBA has also been innovative in creating contracting opportuni-
ties for small businesses. For example, the Business Matchmaking
Program has given small businesses around the Nation a better op-
portunity to obtain Government and private contracts by intro-
ducing them to procurement officials who otherwise would be very
difficult to meet. This allows small firms to learn about and bid on

rocurement opportunities in their areas of expertise. As a result,
%29 million in Federal and private contracts have been awarded so
ar.

SBA has been active in other areas of contracting, as well. I am
proud of the hard work done to implement the provisions of PL
108-183 in record time, providing contracting officers with a pow-
erful tool to award contracts to those who have given so much to
our country, service disabled veterans. In December, the Agency
implemented a new policy to more accurately monitor contract
awards when a small business is purchased or merged with a larg-
er business. The new policy requires a business to recertify itself
as small when Federal contracts are transferred to it, in order to
be continued to be counted as a small business contract.

For years to come, victims of the worst hurricane season on
record will remember how SBA helped them get back on their feet.
During fiscal year 2004, the SBA’s Disaster Program provided more
than $884 million in low-interest loans to over 28,000 homeowners
and businesses. The supplemental appropriations allowed SBA to
increase these numbers to over 100,000 loans for up to $4 billion.
T}kl)ils will enable the local economies to recover as quickly as pos-
sible.

President Bush understands the vital role that America’s small
business play in creating opportunities. He also recognizes that
small business generate two-thirds of all of the new private-sector
jobs. The President’s plan for economic growth and job creation,
along with his small business agenda, has been successful in cre-
ating an environment in which entrepreneurship can flourish.

Health care continues to be one of the largest burdens our small
businesses must bear. Time and again, as I meet with the entre-
preneurs around the Nation, they talk to me about the cost of
health insurance. And it is only getting worse. We will continue to
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support the use of health savings accounts and urge Congress to
pass association health plans.

We also plan to make the President’s tax proposals permanent,
which will help small businesses and their employees keep more of
what they earn and reinvest that money in their families and their
businesses. Recognizing these successes, we look forward to the fu-
ture with renewed dedication to serving America’s small businesses
in a financially responsible manner.

Now I would like to lay out the specifics of fiscal year 2006 budg-
et request. SBA’s total request is for $592.9 million. This request
provides for a strong active SBA that can effectively and efficiently
meet the demands of its customers, America’s entrepreneurs, while
minimizing the cost to the taxpayers. Through improved manage-
ment and program reforms, SBA will better serve small businesses.

SBA requests $16.5 billion in lending authority for its 7(a) loan
program. This record amount of lending authority will provide the
loans small businesses need in a timely manner and without dis-
ruption due to the stability of the zero subsidy rate policy. This re-
quest will also give SBA the authority to provide $5.5 billion in
loans through the 504 Certified Development Company Program,
also at no cost to the taxpayers.

SBA continues to support venture capital for small businesses.
SBA requests $3 billion in authority for the SBIC Debenture Pro-
gram. For 50 years this program has provided venture capital for
success stories such as Nike, Intel, Calloway Golf, and many oth-
ers. However, we are not proposing to reinstate the Participating
Securities Program at this time. In 10 years of operations, this pro-
gram has resulted in reestimated losses of $2.7 billion to taxpayers.
And that kind of result is unacceptable.

Through more flexible budget structure, SBA is seeking in-
creased efficiency and quality of services. The request proposes that
the Agency work through its Nationwide infrastructure of Women
Business Centers, veterans outreach centers, SCORE chapters,
Small Business Development Centers and district offices.

This budget also includes continued funding for the Agency’s Dis-
aster Program. As you are aware, the SBA is a major part of the
Government’s mechanism to help disaster victims get back on their
feet.

Some of the heaviest burdens borne by small businesses in Amer-
ica are the result of unnecessary Federal regulation and red tape.
That is why I am pleased that the SBA’s budget includes $9.1 mil-
lion for the Office of Advocacy. This funding will allow advocacy to
fulfill its mission.

In his February 2 State of the Union address, the President un-
derscored the need to restrain spending in order to sustain our eco-
nomic prosperity. As part of this restraint, it is important that total
discretionary and non-security spending be held to levels proposed
in the fiscal year 2006 budget.

The budget savings and reforms in the budget are important
components of achieving the President’s goal of cutting the budget
deficit in half by 2009 and we urge the Congress to support these
reforms. The fiscal year 2006 budget includes more than 150 reduc-
tions, reforms and terminations in non-defense discretionary pro-
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grams of which two affect SBA. These are the Microloan and SBIC
Participating Securities Programs.

SBA must be forward thinking. We must anticipate changes in
the marketplace and adjust our programs based on the realities of
today’s small business environment. SBA’s fiscal year 2006 request
is good for America’s small businesses and taxpayers and I ask for
your support for our fiscal year 2006 budget request.

Thank you again for the opportunity to appear here today. I am
happy to answer any of your questions.

[The prepared statement of Administrator Barreto follows:]

PREPARED STATEMENT OF HECTOR V. BARRETO, ADMINISTRATOR,
U.S. SMALL BUSINESS ADMINISTRATION

Madam Chair, Ranking Member Kerry and Members of the Committee, thank you
for inviting me here today to discuss the President’s Budget Request for the U.S.
Small Business Administration (SBA) for Fiscal Year (FY) 2006.

As the Committee is aware, the past year was not without its share of challenges
for the SBA. However, I am proud to say that last year was also one of great success
for both the Administration and the Senate Small Business and Entrepreneurship
Committee. We were faced with several critical issues, but we were never able to
work together and reach agreement in ways that proved beneficial to both America’s
small businesses and America’s taxpayers.

In FY 2004, when the 7(a) loan program’s demand exceeded its budget authority,
the SRA and the Committee were able to come together, and with the assistance
of our partners in the lending industry, to provide an additional $3 billion in lending
for the 7(a) program, at no additional expense to the taxpayers. This allowed the
Agency to lift the loan caps and operate the program at full capacity for the remain-
der of FY 2004. As a result, the Agency guaranteed a record $12.7 billion in small
business loans in FY 2004.

At the beginning of Fiscal Year 2005, under the continuing resolution, the SBA
began operating the 7(a) program at a zero subsidy rate. This “trial period” showed
that a zero subsidy rate would hinder access to and delivery of the 7(a) program,
As a result, the SBA, the Committee, and the lending industry came together to
craft legislation that allowed the program to operate without appropriations from
Congress and ensure long-term stability in the program.

This change significantly reduced the potential for future progam disruptions and
uncertainties, and allowed the Agency to reduce its budgetary needs while con-
tinuing to service America’s small businesses.

I know some have expressed concern that the resumption of the 2002 fee levels
would harm small businesses. However, since October 1, SBA has guaranteed over
$4.4 billion in loans, an increase of over 11 percent over last year, and our leading
partners have shown renewed support for the program. In addition, we are making
more loans than ever to minorities, women and veterans.

At this time last year, the SBA’s programs under the Small Business Act hadn’t
been reauthorized in over 4 years, and the Agency and the Committee seemed to
be deadlocked in the negotiating process. However, persistence and deligence in pur-
suit of this goal of reauthorization finally produced a compromise in the form of a
two-year SBA reauthorization that passed at the end of the 108th Congress.

Chair Snowe, I would like to compliment you and your staff on ensuring that this
legislative compromise was included as part of the FY 2005 Omnibus Appropriations
Act and for your support of SBA’s efforts to become more efficient. This legislation
allows the Agency to better serve more small businesses at less cost. Our FY 2006
budget submission reflects a continued commitment to that goal. Small business
customeers are taxpayers and understand the need to cut unnecessary costs and
keep up with an ever-changing marketplace.

Last year, I stressed to you that SBA’s goal was to do more with less. I know that
in Washington, DC, it is difficult to imagine strongly supporting a program without
continually increasing its budget, but SBA has proven that it can be done.

Since I became SBA Administrator in 2001, the Agency’s annual appropriation
has continued to decrease, yet SBA’s programs have reached more and more Amer-
ican entrepreneuers year after year.

Last year was a great example of this kind of success at the SBA. The Agency
provided $21.3 billion in loan guarantees and related financing for approximately
87,800 small businesses in FY 2004; these being record levels.
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Out of that $21.3 billion, nearly one-third went to women-owned and minority-
owned businesses, which is more than any prior year; over $500 million went to Af-
rican Americans; approximately $2.8 billion went to women; over $1.2 billion went
to Hispanics; and over $115 million went to the Native American community. These
figures represent the Administration’s continued commitment to ensuring that the
SBA’s loan programs truly serve those small businesses that would otherwise have
a difficult time accessing capital from the lending world. I am proud of the successes
documents by these efforts.

Our administrative transformation efforts have also produced similar results. As
this Committee knows, the Agency has been going through a transformation process
designed to realign some of its dated infrastructure to meet the changing face of the
21st century business world. The needs of the SBA’s customers remain paramount,
and modernizing and realigning the Agency’s human capital resources, operations,
and organizational structure to match those needs is crucial to the Agency’s contin-
ued relevance. Last year, the SBA began consolidating administrative servicing
functions, allowing field office staff to work more closely with their clients in the
small business community. The Agency’s field offices are using technology, outreach,
marketing, and customer relationship management to better meet small business
needs. Through these modernization efforts, more SBA employees will be in more
locations, providing direct assistance to the small business community at a lower
cost.

The SBA has also been effective in streamlining processes on the loan finance
management side of the organization. Currently, over half of SBA’s 7(a) loans are
made through SBAExpress, which is processed electronically in a 36-hour time-
frame. Centralization has reduced the 7(a) program guarantee and purchase liquida-
tions timeline to an average of less than 45 days. The 504 program reduced loan
application processing time to just two days, five times faster than the prior na-
tional average of ten business days. These dramatic improvements directly affect
the SBA’s partner lenders, and ultimately, the Agency’s customers, America’s small
business owners.

SBA’s core infracture of technical assistance programs—SBCDs, SCORE, WBCs,
and district offices—provided their services to record numbers of small businesses
in FY 2004. SBA’s Entrepreneurial Development programs provide much-needed ex-
pertise and guidance to those entrepreneurs who have the drive and the idea, but
may need a little help putting all of that into a working business plan.

The SBA also continued its mission to support the Administration in meeting its
statutory commitment to provide a fair share of contracting dollars to small busi-
nesses. Small businesses received a record number of Federal contract dollars in FY
2003—$65.5 billion—and exceeded the 23 percent government-wide goal. I am also
proud to say the Federal contracting dollars increased for women-owned businesses,
8(a), SDB, HUBZone and Service-disabled veteran-owned firms. In FY 2004, the
SBA provided procurement assistance to over 37,000 small businesses.

The SBA has also been innovative in creating additional contracting opportunities
for small businesses. For example, the Business Matchmaking program has given
small businesses around the Nation a better opportunity to obtain government and
private contracts by introducing them to procurement officials who otherwise would
be very difficult to meet. The program’s goal is stimulate jobs and growth for small
businesses by taking advantage of opportunities that are normally confined to dis-
tinct geographical areas such as the Washington, DC area or a city where a major
corporation is located. Since the program started 2 years ago, 23,000 one-on-one ap-
pointments between small business owners the Federal and corporate procurement
officials have been conducted. The program has allowed small firms to learn about
and bid on procurement opportunities in their areas of expertise. As a result, $29
million in Federal and private contracts have been awarded. More than 50 percent
of the small businesses that have received contracts through this initiative are
women-owned or minority-owned businesses.

SBA has been proactive in other areas of contracting as well. I am proud of the
hard work done by my staff last year to implement the provisions of P.L. 108-183
in record time, providing contracting officers with a powerful tool to award contracts
to those who have given so much to our country; service-disabled veterans.

Additionally, the Agency recently published a rule clarifying the responsibilities
of prime contractors and giving contracting officers a tool to ensure that small busi-
ness subcontractors are treated fairly when doing work on Federal contracts—an
issue plaguing many small businesses. In December, the Agency also implemented
a new policy that enables the Federal Government to more accurately monitor con-
tract dollars awarded to small business concerns that are subsequently purchased
by large business concerns. The new policy requires a business to recertify itself as
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small when a change-of-name or novation agreement has been executed if the con-
tract is to continue being counted as a small business contract.

In the past year, the SBA has moved to a completely automated electronic appli-
cation process for both the 8(a) and Small Disadvantaged Business (SDB) Programs.
As a result, the average time to process an 8(a) application has fallen from over 100
days to 45 days, and for SDB, the drop is from 110 days to 40 days. Consequently,
time and government resources are being used more efficiently, and at the same
time, better customer service is being given to small businesses.

While I am always more than pleased to talk about the active role that the Agen-
cy plays in the small business world, I really couldn’t be more proud of the humani-
tarian assistance provided by SBA’s Office of Disaster Assistance.

For years to come, people will remember the tremendous work the SBA did in
2004 to help disaster victims recover from the worst hurricane season on record.
During FY 2004, the SBA Disaster Assistance program approved low-interest loans
to over 28,500 homeowners and businesses grossing over §884 million. The supple-
mental appropriations allow the Agency to increase these numbers to over 100,000
loans for up to $4 billion. The direct public benefit of these SBA loans is that the
businesses and local economies in disaster areas will be able to recover much more
quickly than would have otherwise.

While we can enjoy the successes of the last year, we must continue to look to-
wards the future with renewed dedication to serving America’s small businesses in
a financially responsible manner. In fact, the disaster Assistance program has
begun its transformation to electronic processing, simplifying the process for dis-
aster victims and providing them with faster responses while reducing costs to ad-
minister the program.

President Bush understands the vital role that America’s small businesses play
in creating opportunities. He also recognizes that following times of economic down-
turn, small businesses play a leading role in economic recovery, and that it is small
businesses that generate approximately two-thirds of all new private sector jobs.
The President’s plan for economic growth and job creation, along with his Small
Business Agenda, has been successful in creating an environment in which entre-
preneurship can flourish.

Health care continues to be one of the largest burdens our small businesses must
bear. Time and again, as I meet with entrepreneurs around the Nation, they talk
to me about the cost of health insurance, and it is only getting worse. We also plan
to make the President’s tax proposals permanent to help small businesses and their
employees keep more of what they earn to re-invest that money in their families
and their businesses.

Finally, we want to help the President repair the Social Security system. Some
people have claimed that the system is not in need of repair, that the crisis is fifty
years away, but I believe it is our responsibility to those in their teens and twenties
now to fix the program for their future rather than waiting until the problem be-
comes acute and unmanageable. I also believe that acting now is the best and fair-
est way to craft a solution that will not result in unfair costs on small business em-
ployers and employees or benefits cuts to those who have paid into the system in
good faith. It is time for us to take the 800-pound gorilla out of the picture and re-
move its unwelcome presence from the plans and futures of small business owners
and their employees who are paying the taxes that feed it.

Now, I'd like to lay out the specifics of our FY 2006 budget request. The SBA’s
total budget request is $592.9 million. This budget request provides for a strong, ac-
tive SBA that can effectively and efficiently meet the demands of its customers,
America’s small business entrepreneurs, while minimizing the cost to the American
taxpayer. Through improved management and program reforms, the SBA will better
serve America’s small businesses.

The SBA requests $16.5 billion in lending authority for its 7(a) loan program—
a $500 million increase over the enacted level for FY 2005 and almost a 25 percent
increase over FY 2004 levels. The 7(a) subsidy rate for FY 2006 remains at zero,
meaning the 7(a) program can guarantee $16.5 billion in small business loans with-
out requiring a taxpayer subsidy.

This Budget Request will give SBA the authority to provide $5.5 billion in loans—
also a $500 million increase over the FY 2005 enacted level—through its 504 Cer-
tified Development Company (CDC) program with no cost to the taxpayers. The 504
program, which was established to increase small businesses’ access to real estate
and other long-term fixed asset financing, continues to have job creation as an im-
portant program goal. The SBA is continuing to take steps to increase small busi-
nesses’ access to 504 loans by increasing competition among CDCs and streamlining
the application process.
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SBA is asking for $3 billion in debenture authority for the Small Business Invest-
ment Company (SBIC) program. This program has continued to operate with expec-
tations, providing benefits to recipient firms and with financial projections. The Ad-
ministration’s budget does not propose reinstating the SBIC Participating Securities
program in 2006. In ten years of operations this program has resulted in re-esti-
mated losses of $2.7 billion, $1.7 billion of which are realized cash losses.

I am continuing my advocacy for greated efficiency and more and better quality
of services to small businesses by consolidating delivery of services to small busi-
nesses through the Agency’s core non-credit programs. As we discussed last year,
SBA does not need restrictive line-items placed in its budget in order for the Agency
to reach more small businesses.

The HUBZone program is an excellent example of this. In FY 2004 and FY 2005,
Congress mandated that the SBA spend $2 million on the HUBZone program. Con-
gress expanded access to this program in the recent SBA reauthorization bill. While
SBA is not asking for a special line item, the SBA fully intends to support this pro-
gram from within our Salaries and Expenses account. As you can see from the
Agency’s FY 2006 budget, SBA plans to provide $7.3 million in support for the
HUBZone program, providing resources that keep the program strong without ham-
pering our ability to meet challenges and serve all of our customers’ needs.

Further, SBA is working to enhance the HUBZone program and its other govern-
ment contracting programs through monitoring and assessing the effectiveness in
reaching their target audience. Results of this analysis will help SBA better use its
resources in reaching these businesses. Through the Business Matchmaking Initia-
tive, SBA will put more small businesses in touch with procurement officers at all
levels of government and those at-large businesses. The one-on-one meetings facili-
tated through these events provide small business owners with an opportunity to
speak directly with the decisionmakers.

SBA will also be working more closely with other Federal agencies, ensuring that
their contracting practices maximize opportunities for small businesses while still
providing a good deal for the taxpayer. Through EPCR and the ESRS systems, the
SBA will have more tools to monitor prime and subcontracts to ensure small busi-
nesses are given adequate opportunities to contract with the Federal Government.

The SBA also believes it can provide a full range of technical assistance more ef-
fectively by using its core national delivery programs. The Budget Request proposes
that the Agency work through its primary infrastructure of 104 Women’s Business
Centers, 4 Veterans Outreach Centers, 389 SCORE chapters, 1163 SBDCs, and 68
district offices. They can reach more customers and offer higher levels of service to
targeted constituencies and, by eliminating the duplication and bureaucracy that is
inevitably created by a large number of smaller programs, they can do it far more
effectively.

The Budget Request also includes continues funding for the Agency’s Disaster
Loan Program. The SBA works very closely with the Federal Emergency Manage-
ment Agency to assist those small businesses and individuals directly affected by
disasters such as tornadoes, floods and hurricanes. As you are aware, the SBA is
a major part of the government’s mechanism to help disaster victims get back on
their feet.

As the Committee is well aware, some of the heaviest burdens borne by small
businesses in America are the result of unnecessary Federal regulation and red
tape. That is why I am pleased that SBA’s budget includes $9.1 million for the Of-
fice of Advocacy. This funding will allow Advocacy to fully staff its regional oper-
ations; to continue training Federal agencies on how to comply with the Regulatory
Flexibility Act; and to research, document, and report to Congress on small business
matters.

In FY 2006, the Office of Advocacy expects to same small business $5.6 billion
in potential regulatory costs. Madam Chair, that is a substantial amount of savings
for America’s entrepreneurs.

Another crucial area where the SBA continues to make progress is in lender over-
sight. Since the Loan and Lender Monitoring Systems (L/LMS) became operational
in 2003, it has provided the SBA and the Federal Government with an exceptional
level of oversight of SBA’s guaranteed-loan program operations. L/LMS is a risk-
based approach to oversight that provides the Agency with greater insight into
SBA’s lenders. It is more streamlined and efficient, allowing us to better deploy our
resources to those areas where the SBA has the greatest exposure while being less
intrusive to the lenders.

Specifically, L/LMS has improved SBA’s lender oversight by directly increasing
our loan portfolio and lender monitoring capability. The result is SBA’s first data-
base confining future credit risk analysis with past performance. L/LMS also en-
ables the SBA to use historical business loan level data when assessing risk levels.
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The impact of L/LMS has been profound. For example, in previous years, the Kan-
sas City Review Branch and District Offices reviewed most of the SBA’s lenders.
Preferred 7(a) lenders were reviewed onsite every year and other lenders were re-
viewed once every three years. IL/LMS now provides non-disruptive off-site moni-
toring capabilities that consider both the performance and credit risk of every loan
the lender makes and funds.

The SBA is committed to continuously reassessing and improving the potential
impact of L/LMS for the Agency and its customers. We are constantly evaluating
new ways in which we can improve our own operations to meet the full potential
of L/LMS.

All of us at the SBA are quite proud of the Agency’s legacy of achievement. Many
of today’s most successful businesses received SBA assistance in their formative
stages. Who knows which of tomorrow’s industry leaders are today receiving their
7(a) or 504 loans, their Government contracting opportunities, or their counseling
through the SBA’s programs and services?

However, we at the SBA cannot rest on our laurels. We must be forward-thinking,
anticipate changes in the marketplace, and adjust our programs based on the reali-
ties of today’s small business environment.

The SBA’s FY 2006 request is good for America’s small businesses and American
taxpayers. If offers an opportunity for us to work together with our Congressional
partners to ensure that the SBA continues to assist small businesses. We ask for
your support for our Budget Request. Thank you for the opportunity to appear
today. I am happy to answer your questions.

Chair SNOWE. Thank you, Administrator Barreto.

Before we turn to questions, I am going to recognize Senator Tal-
ent from Missouri. He is not a member of this Committee, but he
has been a longtime advocate for small business and previously
served in the House as Chair of the Small Business Committee.

So I certainly welcome his presence here today and, most impor-
tantly, his testimony and his input.

Senator Talent.

STATEMENT OF HON. JAMES M. TALENT,
A UNITED STATES SENATOR FROM MISSOURI

Senator TALENT. I appreciate that very much. I want to thank
the Chair and the Ranking Member, first of all, for letting me tes-
tify and then sandwiching me in after the Administrator. I appre-
ciate the Administrator’s indulgence before he takes questions.

I wanted to testify just very briefly, Madame Chair, because I
feel so strongly about the importance of sustaining the SBA’s Par-
ticipating Security SBIC Program. It is, as the Chair knows and
the Ranking Member knows, it is the only equity investment pro-
gram the Government sponsors in the SBA. The other programs
are all loan programs, good programs, but now ones that directly
provide capital.

Anybody who talks to small business a lot knows that the short-
age of investment capital, either to get started or to grow, is one
of the big problems that they confront.

We know about this program in Missouri. Of $8.9 billion in par-
ticipating security investments since the program began in 1994,
approximately $135 million have been invested in Missouri. Those
investments netted an estimated 3,750 jobs and over $641 million
in portfolio company revenue.

The example I always use because it has relevance to my family
is the Build-A-Bear Company. Between 1998 and 2001, two SBICs
invested $13.2 million in Build-A-Bear Workshop. It is a retail and
Internet business. For those who do not have daughters or grand-
daughters and therefore may not know about this, Build-A-Bear
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Workshop is a retail and Internet business that provides a place
for people of all ages to make and name their unique bear or other
stuffed creation. The first store opened in St. Louis in 1997. Now
the company operates 170 stores in 40 States and Canada. It is
opening a store in Sheffield, England. It has gone from 30 employ-
ees to 4,000 employees. Madame Chair, it would not have hap-
pened if not for the SBIC Participating Investment Program.

I know there are problems and the Government is incurring
losses. We are coming out of a recession and whenever we do, as
the Chair and the Ranking Member knows, we have to look and
refine these equity investments as well as the loan programs. And
we certainly need to do that. I also agree that we need to get to
a zero subsidy rate for the program. I think we can do that.

But what I would ask the Committee to consider and the Admin-
istrator to consider and to do is to work with the SBICs in restruc-
turing the program to come up with a zero subsidy rate, but in a
way that allows the program to continue. I think we can do that.
I hope that the Administrator will consider that. And I hope those
at OMB will consider that, as well. I know they have never really
had confidence in this program, but I can tell you it works.

Again, thank you. I am not going to interrupt the hearing any
longer, but I thank you, Madame Chair, for permitting me to tes-
tify.

Chair SNOWE. Thank you, Senator Talent.

Your points are well taken and we appreciate the expertise you
have brought to this matter, because this is a crucial area for ven-
ture capital for small businesses. You are absolutely right. We have
to find a way to address this problem.

STATEMENT OF HON. NORMAN COLEMAN,
A UNITED STATES SENATOR FROM MINNESOTA

Senator COLEMAN. Madame Chair, before Senator Talent leaves,
I want to associate myself with his comments. We face the same
situation in Minnesota. We understand some of the difficulties.

But we are really faced with what I call a “perfect storm.” We
went into recession. These are the companies that were hit by that.
But I think we can look back at what some of the challenges are.
We can get to the zero subsidy rate.

So I commend my colleague from Missouri and let him know that
I stand in full support of what he has to say and look forward to
working with Administrator Barreto.

By the way, thank you for your leadership. Thank you for doing
an outstanding job. I have always enjoyed the relationship. I think
this is an opportunity where we can build something that is worth-
while for all of us.

Chair SNOWE. Thank you, Senator Coleman. Thank you, Senator
Talent.

Administrator Barreto, let me begin. Obviously you have heard
bipartisan disappointment expressed on the direction of some of
these programs. We understand the economic vise that you are cer-
tainly in, in trying to develop as part of the overall Federal budget.
It is obviously multiple challenges.
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But I also think in that process, as I have always had in advo-
cating a balanced budget, you have to be discerning about what ul-
timately are the priorities for the Federal Government.

I happen to think, whether I were Chair of this Committee or
not, that we ought to be investing in small business programs be-
cause they give you the biggest bang for the buck. It is where job
creation is happening in America. If it were not for small business,
it would not be happening. Those are the clear and discernible
facts.

I think that is the challenge here today, what we can do to re-
verse that direction. It may well be that under your leadership,
that in spite all of those cuts that you have had to endure within
these programs, you have managed to make sure that they are
moving in the right direction in terms of job creation.

The question is how low can you go before you do harm? That
is the problem, when you see a 36 percent decline over the last 5
years and yet we have managed to create, as I showed in the chart,
4.5 million jobs since 2001, 3.2 million with these appropriations
and these types of decreases. But when you are talking about
eliminating programs like the Microloan program for example, or
the PRIME program, folding in HUBZone, another program that I
think should meet its statutory goal, we have to figure that one
out, as well, level fund the non-credit programs like SCORE and
Women’s Business Centers, veterans outreach centers, for four con-
secutive years ultimately it does harm.

In an economy that is disparate, depending on where you live in
America, and I can cite that chapter and verse representing the
State of Maine. It has a disparate economy. It is a rural economy.
We are here to figure out how we are going to fuse America to be
one, rural and urban, so that everybody has the ability to enjoy the
economic opportunities this country can afford.

And so while we have had all this great growth in certain parts
of the country, it is not happening all over. The one unifier, in my
estimation, happens to be small business. That is the unifying fac-
tor. I do not want to see rural economies withering up. Even in my
State, when we see what is happening, turning back their govern-
ments because they cannot afford to run them in small towns. That
is happening in many parts of America. Small business can be the
key to all of that.

That is my concern. We ought to be looking at well, you know,
in the overall Federal Government, the macro budget, what are
some key programs? It is amazing what these programs do and
what they generate for job growth. I am not so sure all of our col-
leagues know that in the United States Senate, as much as we
have tried to give that message. We should be doing more of this.
We should not be moving in the direction of cut, cut, cut because
ultimately it is going to have a multiplying effect in the wrong di-
rection. We are charting a different course than we should be
charting for these programs.

Second, we are demanding on high fees, which gets me to my
next point. It is on the 7(a) program. You are going to see a 118
percent increase in the last 3 years in the 7(a) program. Now, I un-
derstand that it is being reestimated. The subsidy rate, was reesti-
mated. Now it is a third lower, so it was calculated so much higher
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last year. We need to find out exactly why that happened, frankly,
because ultimately the lenders and small businesses are paying
that fee. If it was disproportionately high and it was erroneously
calculated, then we better find out why.

But that is the problem. That is what we are depending upon
now. Getting the zero subsidies, getting higher fees. I know you
have asked for a fee for the secondary market, to have that author-
ity in case you wanted to use it. That is another issue.

But that is what we are dealing with here. So I do not see how
that moves us in the right direction to help all of America, because
I think we need to help all of America. I think small business is
the key to rejuvenating a lot of economies. We have got mom and
pop operations that can develop and nurture that otherwise would
not get the money from the conventional lender.

So I would like to have you start with how we can move in a dif-
ferent direction, understanding our concerns so that terminating
these programs that are job creators or reducing them is moving
exactly in the wrong direction.

We should be doing more. And if it is doing so great, we ought
to be building upon that. I do not know of any other programs that
get this kind of return on investment.

Administrator BARRETO. Thank you, Senator. I agree with what
you said.

But I want to put it in a little bit of perspective. We are doing
more every single year. Over the last 3 years we have literally dou-
bled the number of loans that we do and the dollar amount. And
we have done it in every single community. Our loans to minorities
were up again for the fourth straight year. Loans to minorities
were a third of all of our loans. We are doing more loans to women-
owned businesses, veteran-owned businesses.

And it is happening for a variety of reasons. It is happening be-
cause of some of the structural changes that we have made to the
way that we run our programs and how we interface with our part-
ners. It has also happened because the economy has gotten better
and more small businesses are optimistic of their future. And it has
happened because we have become better partners to our lenders.

I would like to read you something, very briefly. This was a
quote from Anthony Wilkinson, the Chief Executive of NAGGL, the
National Association of Guaranteed Lenders. He said that the
bankers have concerns about the higher fees, but they are not
nearly as bad as a cap or a shut-down. He said the overriding pri-
ority for lenders is guaranteeing a smoothly run program. He said
the 2006 budget does that. He says the good news is that we have
a program that is open and is not capped. He is a leader of the Na-
tional trade association.

Also, today we got some great news. It was U.S. Bank, and I will
read you a quote from their executive. They have agreed to pay all
of the fees for the small business lenders. They have made a busi-
ness decision. They are going to pay all of these fees and I think
this is going to make them very competitive.

He said: “To the best of our knowledge, a fees-paid loan initiative
has never been attempted before, but we have already received a
great response from both of our U.S. Bank partners as well as our
external referral sources.”
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The point is that these loans and the way that they are struc-
tured is good business for our lenders. That is why more lenders
are joining the program. That is why we are making more loans.
That is why every community is benefiting.

I brought some charts with me, as well, Senator. And as you see
here, this will give you an idea of the stair step growth that we
have seen in every community. Minority loans, represented by the
yellow bar, is what we did last year. This is what we are tracking
so far this year. And I have broken it down into every community,
African-American, Hispanic, women, veteran. We have never
reached so many as we are today.

Chair SNOWE. I do not doubt it, but we could do more. And that
is what is puzzling about this request. Because, for example, Wom-
en’s Business Center, we have the sustainability centers. We have
49. We have made great strides with that program, great invest-
ments. And now there is no funding for the sustainability centers.
I think that that is unfortunate that this budget does not reflect
that. That is one example.

Getting back to the 7(a) program increase, it may well be that
there are lenders who can absorb those costs and do it that way.
But again, it is going to be done on an ad hoc basis. We now rely
on all programs in terms of being zero subsidy, high rates, high
fees. At what point is that going to be discriminating against those
businesses who simply cannot do it, our entrepreneurs?

Because we are changing it in a way that is going to exclude
many from participating in these programs. I think that is a prob-
lem. I understand the budgetary constraints and the challenges
here. But I think that these fees are going to have varying effects,
depending on where you are in America and who you are and what
the options are. That is my concern.

When you calculated this by a third less over the last few months
and the 7(a) fee ultimately, and now it is going higher next year,
and then proposing a fee for the secondary market, I mean that is
all cumulative. That is not going to invite participation and growth
in these programs that have been working so well.

Administrator BARRETO. One of the things I know there was a
concern was about the fees late last year when we were dealing
with this. And some of the folks were saying to us it is going to
draw people out of the program and they are going to do less loans.
Last year was the best year in our history. This year we are up
in our 7(a) loan portfolio, up 28 percent. We are up 16 percent in
our 504 loan portfolio. We are up 57 percent in loans to African-
Americans, 16 percent to Hispanics. We are up 51 percent in loans
to women. The fastest growing segment of our small business loans
are those loans under $35,000 that are reaching those emerging
markets.

So we have not seen the drop off. And primarily I believe a lot
of it has to do with the fact that our lenders have told us many
{:imeis before they need consistency. They need a higher lending
evel.

When we first started, Senator, we were doing about $9.5 billion
in the 7(a) loan program. This year we may do $16 billion. In a
short 3 years that budget authority is expanded. And that is really
the bottom line for a lot of these small businesses. They want to
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know that they can access the program. They want to know that
there is not going to be any caps on the program. And they want
to know that there will be enough budget authority to meet that
demand. And that is what we are accomplishing right now.

Chair SNOWE. I well remember the 7(a). In fact, we indicated at
the time that it was underestimated by the Administration on that
particular question. And the cap and shut down occurred because
there was an underestimation of the demand for that program by
far.

Administrator BARRETO. And also because of the continuing reso-
lution, the fact that every year for the last 3 years at the beginning
of our fiscal year we are on a continuing resolution. That put tre-
mendous pressure on us. That is why we ran out of money. We will
not have that problem anymore because we are a zero subsidy rate
program. So we will not have those kinds of situations every time
our fiscal year starts.

Chair SNOWE. A couple of points. First of all, the Senate did do
its reauthorization. It was the House who failed to do that last
year, which was regrettable, frankly, because it put us in the situa-
tion it did with the continuing resolution and having to include all
that language in there. And frankly, especially with the decisions
that were being made by the Appropriations Committee in the 7(a)
program, that put small business at a disadvantage. We passed it
unanimously early-on in the process last year. So regrettably, we
were not able to accomplish that overall.

Finally, I think we need to analyze exactly what the effect is
across this country regionally, in terms of who is participating and
who is benefiting. Because I do believe that that is an issue. I think
small business and these programs can do so much to expand the
economic growth in parts of the country that otherwise are not ben-
efiting. I think that is truly—what we ought to be doing is maxi-
mizing our investments in this program.

If this is working so well, then why are we moving in the oppo-
site direction in terms of the level of appropriations? That is the
issue here. Frankly, it is mystifying. We ought to be discerning
enough to figure it out. And this is one where it is pretty apparent.

Administrator BARRETO. I agree with you, Senator. One of the
key things, I think, to remember—and I think you mentioned it be-
fore in your comments—in our key programs we have really main-
tained level funding. The differentiation, from these large budgets
in the past, is that we needed an appropriation to fund our 7(a)
program. We saved almost $100 million right there.

This year we are also not asking for as much in our disaster pro-
gram because we received funding through a supplemental. Obvi-
ously, our budget submission is not going to include Congressional
initiatives.

So there are some differences, but none of those differences are
going to impact our ability to accomplish our mission this year.
This year, we will have the best year in our history. And next year
we will have a better year than we will have this year because of
what this budget represents.

Chair SNOWE. I appreciate that.

Senator Kerry.

Senator KERRY. Madame Chair, thank you.
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I apologize ahead of time because I am going to have to step out
after these questions. But I want to—let me start by making the
point, Mr. Administrator, that there is some revisionism going on
here and there is a certain amount of credit taking on your behalf
that belies the record of what you sought and what you wanted to
do.

The fact is that you requested $12.5 billion. That was the Admin-
istration request. We put it up to $16 million. You are sitting here
taking credit for a whole bunch of loans that you did not want to
make. That is number one.

Number two, the funding mechanism that you put in place with
these higher fees was opposed by the U.S. Chamber of Commerce.
It was opposed by the ABA, by Women Impacting Public Policy, by
most of the groups involved in this lending or whose members need
the loans. The only reason they accepted it finally was not because
they thought it was going to do a better job for lending and grow-
ing the program the way the Chairwoman has said, but because
they thought there would be no program at all.

If you think that is great management and leadership, that is
your choice. I do not, and I do not think the Chairwoman does ei-
ther.

The issue here is why we are not taking success and building on
it. Dell is the last computer manufacturer left in this company.
They used to do TVs and radios. We are struggling as to where the
job base is going to be in America.

I come back to my opening comment, which is, you ought to be
exciting that entrepreneurship. You say we are making more loans.
It is somewhat over your resistance that you are making more
loans and we are glad you are making more loans, but you are not
making as many loans as you could be, and they are more expen-
sive than they ought to be. And you are not reaching some of the
targeted audience that you should be.

Those are the standards here, not are you doing more. But are
we doing what we ought to be doing, and are we reaching the peo-
ple that we are seeking to reach.

I will give you an example. The Office of Advocacy recently re-
ported that 44 firms received over $2 billion in Federal contracts
in fiscal year 2002, but were misreported as small. These were not
small firms. My question is: Does your $65 billion reported to have
gone to small firms in 2003 stand up to the same test for accuracy
that was applied to the 2002 achievement? Are they small?

Administrator BARRETO. You are referring to the——

Senator KERRY. Are you sure the $65 billion went to small firms
as it did not, as we saw in 2002 contracting?

Administrator BARRETO. First of all, let me take one step back.
I do not wish to take credit for all of the great things that are hap-
pening in the small business community. I think that credit be-
longs to our partners, our lenders, our resource providers and the
small businesses themselves. Our job is to be able——

Senator KERRY. But you are. You are sitting here and saying we
are making more loans. You did not want to make more loans. Con-
gress gave you the power to make more loans.
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Administrator BARRETO. I am saying the SBA, through our pro-
grams and our resource partners, is making more loans. Those are
just the facts. That is what we are doing right now.

I would also say that what we have tried to do when we analyze
what to ask for, is see what we have done in the past. Last year
we did $12.7 billion. This year we think we can do closer to $16
billion. Next year we are raising it to $16.5 billion.

With regards to these businesses that you reference, sometimes
what is happening with these small businesses is they get a con-
tract and then over time they grow and they go outside of the size
standard. That is a good thing. We want those small businesses to
be successful. Sometimes they are so successful that they merge
with another enterprise and now obviously that would not be con-
sidered a small business.

Before the Advocacy study came out——

Senator KERRY. That is not what I am talking about.

Administrator BARRETO. Those are the cases that when we have
gone back and reviewed them, most of the cases fall into those cat-
egories. This is not a wholesale practice of large businesses taking
contracts from small businesses. I do believe that most of that
$65.5 billion went to small businesses. We do not have a large
amount of data representing that these contracts are going to large
businesses.

By the way, that is why we put out a regulation last year that
is novation rule. When these small business contracts are being
transferred to larger enterprises, it is their responsibility to recer-
tify again. So that will take care of a lot of the issues that were
dealt with in the advocacy study.

One of the best ways to police this are the small businesses
themselves. When they are going after a contract and they are a
small business and they realize somebody else got that contract,
believe me, they are going to let us know and they are going to pe-
tition that contract be overturned.

b So we do not see this as something that is happening on a wide
asis.

Senator KERRY. I hope not, obviously. When you see such prob-
lems, such as the accounting for the 7(a) loan program’s subsidy
rate, which was 70 percent out of whack, where you overcharged
some $42 million to small businesses just on that, would you con-
sider that efficient?

Administrator BARRETO. You are referring to the subsidy rate
calculation?

Senator KERRY. Yes, the subsidy rate calculation.

Administrator BARRETO. One of the things that obviously we
have been tasked with, that this Committee asked us to look at,
was the subsidy rate this problem has been something that has
been dogging this program for years. We have steadily made
progress in reducing that subsidy rate down to zero. Obviously, the
subsidy rate is not static. It depends on what is happening in the
portfolio. As new information comes, sometimes we are able to
lower that. Sometimes it is going to raise a little bit.

Senator KERRY. We went through this model. We have had this
discussion over the years about the modeling and how you set it.
I think a lot of people have made constructive suggestions.
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Administrator BARRETO. GAO has verified it, Ernst & Young has
verified. A number of different entities have reviewed this modeling
and said that it is appropriate for what it is that we are trying to
accomplish.

Senator KERRY. So you think a 70 percent error rate is accept-
able?

Administrator BARRETO. I am not sure it is a 70 percent error
rate. But one of the things that happens with these programs is
that if they are not operating efficiently, the people who participate
in them vote with their feet. The lenders will not make these loans.
Small businesses will not seek these loans. And we have not seen
that to be the case.

Senator KERRY. You get the gist of my point. I do not want to
go back and forth with you and I know you are going to defend it.
But I do not think 70 percent is acceptable. And I think we ought
to try to find a way to narrow that down. It ought to be the error
to your side, not to theirs. That is number one.

Administrator BARRETO. I agree.

Senator KERRY. Let me get back to something else. This is the
second year in a row that you want to try to eliminate the Micro-
lending program. Now, some of the justifications that you give for
that actually make sense. When you say you want to serve more
women and minorities compared to other programs and so forth.
The problem is it is filled with contradictions.

Compared to other programs, proportionately you say they do al-
ready get more than any other program. You say you want to reach
the underserved areas. But currently 40 percent of Microloans go
to rural business. You say you want to reach more startups. Cur-
rently 40 percent of all Microloans go to startups and they exceed
the SBA’s goal.

So your goals are contradicted by the realities of what is already
happening, number one.

Number two, you say that the SBA Microloan program can be
substituted for by the Community Express program. But that pro-
gram does not loan to startups, only established businesses. So you
have eliminated a whole category right up front. You say you want
jobs created and the SBA’s Microloan program creates jobs for
$3,500, as I mentioned, versus a much larger amount. The program
is so well designed with its loan loss reserve and technical assist-
ance program that a spokesperson from the SBA said in a recent
article in the Wall Street Journal that the Mircroloan program has
a “minuscule” default rate, “miniscule.” And I mentioned the one
or two defaults earlier.

So how, given these problems, do you justify moving off into this
arena, where you cannot do the things that it does today and does
successfully? I do not understand that.

Administrator BARRETO. And obviously we talked about this last
year, as well, and nothing that has changed over the last year has
really changed from our perspective. Last year we did 2,425
Microloans, those under $35,000 in the United States.

At the same time, we did 24,000 loans under $35,000 in the SBA
Express program. Many of those were in the Community Express
program, which also provides training to them. In addition, there
are 600 lenders, non-Government microlenders in the United
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States, that do a much better job at this than we do, reach many
more people.

In fact, I would agree with you that the Microloan program has
created a market for many other private sector entities to be mak-
ing these same types of loans to these same types of communities.

Senator KERRY. That does not address the startup issue and it
does not address the rural issue.

Administrator BARRETO. Again, a third of those loans that are
made inside of the SBA Express program are going to emerging
markets, are going to minority communities, are being made out in
the rural communities.

Senator KERRY. Established businesses.

Administrator BARRETO. And many of those are new businesses,
very new businesses in the minority communities, for example. The
thing for us is it costs us a lot of money to make a Microloan. It
costs us a dollar for every dollar that we put out. Last year we put
out $33 million in the Microloan program and at the same time we
put out $375 million of these smaller loans in the 7(a) program.

Three years ago we were not making many small loans. The av-
erage loan size at the SBA in 2001 was almost a $250,000. And a
lot of those small businesses came to us and said look, I need to
be able to get these small loans. We need to do it across the board,
not just in the Microloan program. That is where we made a lot
of those changes to the SBA Express program.

Senator KERRY. This committee, I think, began the whole effort
to try to reach those lower level years ago, long before you came
here. So the Committee has been long pushing for Microlending
and smaller lending and so forth. What is happening is I think you
are going to shut out a very important market for these kinds of
startups, which runs contrary, incidentally, to the whole value sys-
tem about work and work ethic which we are trying to instill in
certain communities.

Administrator BARRETO. The Community Express program does
do the startups. That is part of the 7(a) portfolio. The SBA Express
will be dealing with a little bit more established companies, but
Community Express will do startup loans.

Senator KERRY. I am just being shown, this is apparently from
a 7(a) Community Express Lender questionnaire on small business
lending which says: Can I use this loan to buy a business or start
a new business? And the answer the Community Express Lender
put out is: No, at this time all of our business loans are meant for
existing businesses.

So I would just ask that this be put in the record.

Chair SNOWE. Without objection.

Senator KERRY. We can figure it out as we go forward.

Madame Chair, I have gone on longer than I should, but I would
like to ask permission to have the record extended and to submit
some questions in writing.

Chair SNOWE. It will be extended, without objection.

Senator PRYOR.

Senator PRYOR. Thank you, Madame Chair.

Let me, if I may, follow up on a couple of points that the Chair
made a few moments ago. The first thing that she talked about is
how small business is really where the action is in our economy.
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That is particularly true in my State. When you look at Arkansas,
basically the backbone of my State’s economy is agriculture and
small business. When we look at job creation and job growth, even
though we have a lot of great Fortune 500 companies in Arkansas,
small business really is where the action is. So small business is
something that I think we are all concerned about for our own rea-
sons and our own perspectives.

The other thing that she mentioned is the Women’s Business
Centers program, and I would like to ask you about that. During
the last 10 years, the centers generated an estimated economic im-
pact of $500 million. Do you agree with that figure, $500 million?

Administrator BARRETO. I have seen some figures that relate to
that. I am not sure what the methodology they use or how they
track that, but I have seen some numbers showing that.

Senator PRYOR. Somewhere around $500 million?

Administrator BARRETO. I believe so.

Senator PRYOR. You ought to know what that is because you are
changing the program. With an investment of only $37 million over
a 10-year time period there was a $500 million return on that in-
vestment. In other words, a $500 million economic impact. That
seems to be a pretty good return on investment. Would did you
agree with that?

Administrator BARRETO. We totally agree with that.

Senator PRYOR. Again, not to dwell too much on my State of Ar-
kansas, but just recently this week there was an announcement
that once again a small plant in a small town is going to lay off
its entire workforce and close the plant. About 200 jobs will be
going away.

But when you look at the Women’s Business Centers and the ac-
tivity that they have been able to generate in a small State like
mine; I think that about 3,400 people have participated in the pro-
gram, 300 businesses have been started or expanded and 500 jobs
have been created; there has been a large impact. All this activity
may have been in small communities, small businesses, but overall
it has had a large impact on my State and I am sure it has had
a similar impact around the Nation, as well.

My question to you is how you justify cutting funding for this
program when it has created such sustainable jobs and sustainable
businesses?

Administrator BARRETO. Thank you for that question, Senator.

Let me first say that we agree with you, Women Business Cen-
ters are critically important. The purpose of Women Business Cen-
ter Program is to provide these grants to non-profit organizations
for them to start these Women Business Centers and help the
women businesses in their area. And they have done a good job to
do that.

But the way that the program was envisioned is this was sup-
posed to happen for 5 years. After 5 years these organizations
would be self-sufficient. The problem that we have had is there are
many areas around the country, in rural States like Arkansas and
many urban centers that do not have Women Business Centers be-
cause they cannot get them because there is not enough money.
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The intention of Women’s Business Centers was to provide these
groups and these communities a hand up, not a handout, a hand
up. This was not supposed to be a static entitlement program.

The centers that are doing very well are centers that have been
around for a few years. They are associated with a Chamber of
Commerce or another business association and are also raising
monies from other areas. These centers are not SBA centers. These
centers belong to those communities. They belong to those organi-
zations. We want to help them be successful.

So what we are basically suggesting is that we go back to what
the original purpose of the program is. Los Angeles just got their
first Women’s Business Center, a city that has probably the most
small businesses, the most women small businesses of any place in
the United States, until recently could not even have a Women’s
Business Center. So those are the kind of opportunities that we
want to address.

We think Women Business Centers are very important. We want
to grow new Women Business Centers around the country.

Senator PRYOR. But there again, let us get back to what you said
a few moments ago. They have worked well.

Administrator BARRETO. Yes, they do, they work very well.

Senator PRYOR. So why change it?

Administrator BARRETO. Because the original purpose of the pro-
gram was to be a 5-year grant. That is the original purpose of the
program. So what we want to do is help those Women’s Business
Centers be successful over that 5 years so they can become inde-
pendent. The most successful ones are.

Please remember that the Women Business Centers do not re-
ceive all of their funding from the SBA. They leverage that. Our
most successful examples of technical assistant providers, the
SBDCs, the SCORE, the Women Business Centers, leverage those
investments. And that is how they become successful. That is what
we want Women’s Business Centers to do.

Senator PRYOR. Let me go back to another one of Senator
Snowe’s questions to you that you did not answer, and that is if
the programs are working so well why cut their funding?

With her you gave a lot of background and you end up losing ev-
erybody. Again, why are you cutting funding for programs that are
working so well?

Administrator BARRETO. What we are doing is we are investing
our resources in programs that are working well and that is shown
by the numbers. Numbers are a stubborn thing. We are training
more people than ever before. We are doing more loans to women.
We are doing more contracting. We have doubled the number of
loans that we have done over the last few years. We are reaching
every community in the United States.

That is the bottom line for a business, you look at those success
statistics. For us, we are doing more in every area. Again, what the
SBA does is we facilitate these programs and these opportunities.
We work with many other resource partners. We are not the only
ones that do these programs.

But what we do is very unique and not just anybody can do that.
That is why I think that we have been successful over the last cou-
ple of years.
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Senator PRYOR. Answer her question and mine. Why are you cut-
ting funding for programs that work?

Administrator BARRETO. Senator, with all due respect, you would
have to be specific as to which program you are referring to, and
then I would be able to answer that question.

Senator PRYOR. There is a long list of programs. Just pick one.

Administrator BARRETO. I will answer any question you would
like me to answer, Senator.

Senator PRYOR. Let us look at the Women’s Business Centers.
Why are you cutting funding for this program?

Administrator BARRETO. The original purpose of the program
was for it to be a 5-year program. We want those Women’s Busi-
ness Centers to be successful and we want to create new Women’s
Business Centers in areas that are not served right now.

There are many, many women’s groups and women centers that
come to us all the time, saying we would like a Women Business
Center in our area. And oftentimes we have to say no, we cannot
fund a Women Business Center because we do not have the re-
sources to do that.

These changes that we are making to Women’s Business Centers
will allow us to do that, to start identifying new opportunities and
make those Women Business Centers successful. We want to work
with them in the early years so that they do not get to year five
and then come back and say we are not going to make it without
your funding.

Again, remember, these are not our Women Business Centers.
These centers belong to those communities.

Senator PRYOR. I think we are plowing the same ground over and
over, and I guess I am not satisfied with your answer. But I have
been handed a long list of programs that have been zeroed out.
Just zeroed out. Not changed, but zeroed out.

Administrator BARRETO. Again, it would depend on what pro-
gram you are referring to. One of the things that we did, and it
was referenced in the earlier testimony, is that we have asked for
resources, for example, in our Office of advocacy, in the Office of
the Ombudsman, in the 7(j) Technical Assistance program, in the
HUBZone programs, in the USEAC programs, in the Native Amer-
ican outreach.

But is not represented by a line item. In fact, we, as has been
customary over the years, spend much more on those programs
than is actually reflected in a specific line item.

Senator PRYOR. For example, the PRIME program. You have
taken that funding from $5 million to zero. Why are you doing
that? Has PRIME not worked well?

hAdministrator BARRETO. One of the things that has happened is
that

Senator PRYOR. Has PRIME worked well?

Administrator BARRETO. The program is duplicative of what we
are doing, the technical assistance that we can provide to those
communities.

I have a chart here I would like to show you. One of the
strengths of the SBA is the fact that we have one of the widest net-
works of any agency or any Government department. This map
right here reflects all of the resource providers that we have in the




28

United States. They are in every State, in every major metropoli-
tan area. We believe that we can continue doing the job with the
current network that we have.

So on programs that we feel are duplicative, yes, we are not
going to ask for funding and we are going to continue to fulfill that
mission inside of the network that we currently have. We spend
hundreds of millions of dollars on this network. We want to make
sure that it is being fully utilized.

The good news is that it is being fully utilized. Three years ago,
the SBA counseled and trained through all of its resource providers
about 1.5 million small businesses in the United States. Last year
we did 2.5 million, and it has been level funding in those programs.

In other words, those programs are more productive now than
ever before. And we believe they are going to continue being more
productive.

Senator PRYOR. Madame Chair, I think I am overstaying my wel-
come. Thank you so much.

Chair SNOWE. Thank you, Senator Pryor, I appreciate it.

Senator Coleman.

Senator COLEMAN. Thank you, Madame Chair, and thank you,
Administrator Barreto.

I presume we could get into debates about specific programs. But
I hope, and I am confident we have common vision in the funda-
mental importance of small business and growing it in this coun-
try. I have a much more optimistic view of the nature of the Amer-
ican economy than some of our colleagues. But we have seen a lot
of job growth in the last year, close to 3 million new jobs since
March of 2003. But is about small business.

A Republican Congress did not build the economy, and Alan
Greenspan did not build the economy, big Government did not
build the economy. It is American entrepreneurs. And so the things
that we can do to support their efforts are important.

As we have this discussion, I do hope and I want to put in the
record, that we do not forget that it is things like bonus deprecia-
tion and increased expensing and cutting regulation and a whole
range of other things that are shackles around small business. And
as we release those shackles, as we make capital more available,
it is a lot better than loan programs. The programs are important,
and I am going to talk about some. But I hope we do not forget
the fundamental importance of those kind of structural things, tax
rates, opportunities to reinvest capital, regulation, et cetera, that
have an impact on what we talk about.

I do share, and I have listened to your explanation about Micro-
lending. I do not care what you call it, but I do think it is impor-
tant, particularly the startup issue. I think it is actually a world
model. I have traveled around in Africa and they do Microlending
programs today. And so I just hope that we reflect upon the impor-
tance of this concept. What you have to deal with is the efficiencies
of the operation. You can do 10 times the number of loans in SBA
Express, but there is something very important about Micro-
lending, very important about startups, the folks who cannot get it.

So we need to continue this conversation. I actually think it
sends the wrong signal, the wrong message when we talk about



29

getting rid of the Microlending program, even though you can come
back justify certain things with numbers.

But I think that message out there is also important and percep-
tion is important. And so I hope that we kind of keep that in mind.

Let me just turn to another issue. We have a lot of small busi-
nessmen and women who are in the National Guard and the Re-
serve. And they are increasingly being stressed today for longer pe-
riods of deployment. I just got back from Iraq a couple of weeks ago
and I talked to folks. How are you taking care of your family?

Are we doing anything within the SBA to deal with the changing
circumstances of so many American men and women who find
themselves through the Guard, through the Reserve on these ex-
tended periods of deployment?

Administrator BARRETO. Yes, sir, Senator and thank you very
much for that question.

We have done a lot over the last couple of years. One of the
things that we started a couple of years ago you might remember
is the Military Reservist Economic Injury Disaster Loan. It was so
long of a title that we shortened it to Mr. EIDL. That was easier
for us to remember.

These were low interest loans to folks that had been deployed
and owned a business. They could actually even go to individuals
who did not own the business, but maybe had a key employee in
that company deployed.

What we also have done is made sure that as all of the military
personnel are coming back, that they get a package of information
from the SBA on all of the different things that we can do. Not just
these Economic Injury Disaster Loans, but where Veteran Small
Business Development Centers are that we fund.

There are a number of different other programs of which they
can take advantage. Obviously, something very important hap-
pened last year, and that was the signing of legislation that created
a 3 percent Federal contracting goal for service-disabled veterans.
So we are going to work very hard to make sure that those folks
that have paid the highest price to this country also have assist-
ance from the SBA at their time of need when they come back.

We are doing a number of different things from the procurement
side like business matchmaking to actually plug them into real op-
portunities. So this is a very important issue for us. I have a Na-
tional Advisory Committee of Veterans that report to me on a reg-
ular basis. I meet with them. We work very closely with the Vet-
elllans Department also looking for opportunities to get the word out
there.

Veterans are no different than other small businesses. A lot of
times they do not know what they do not know and it is not their
fault. It is our responsibility to reach out to them and make sure
that we inform them, so they can take advantage of all the oppor-
tunities that we can bring to bear on their behalf.

Senator COLEMAN. I appreciate that because the world has
changed for certainly the Guard and Reserve folks in the last cou-
ple of years. So what we did 4 years ago is an entirely different
circumstance.

So I appreciate the focus and I would urge you to keep that at-
tention and make sure that we are doing what needs be done for
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}:‘hose folks who are putting themselves on the line and sacrificing
or us.

One last question. In one of the exchanges you talked about the
HUBZone program. Can you give me—that is an area of concern
for me, particularly effectiveness in rural areas. Can you help me
understand a little bit what changes you are making and how that
is going to make the program easier to use and effective, particu-
larly in rural areas?

Administrator BARRETO. Sure. As you are probably aware, there
are some changes that are coming to fruition. We are going to be
able to allow more small businesses, especially in those rural areas
and Native American communities to apply for the HUBZone. We
are doing a mapping process right now to get that information out.
That should be done by the end of April.

But we are trying to make it easier for small business to partici-
pate in the HUBZone program, as well. We have seen a large
growth of HUBZone firms over the last couple of years, as more in-
formation goes out, as we continue to simplify the process of people
registering so that they do not have to submit a phone book of
forms to us, all of those things are helping.

We are going to be doing a lot of information sharing with com-
munities. We work very closely with the HUBZone organization, for
example, and participate in their events. They participate in all of
our events. So we think that this is another tool that small busi-
nesses can use to access Federal procurement.

In fact, a lot of times we find that small businesses are partici-
pating in several different programs. They may be a small dis-
advantaged business, and 8(a) firm, a HUBZone firm, and partici-
pating in our procurement activities as well. That is really, we
think is a very good situation. It just gives them more bites at the
apple, if you will, and surrounds them with more tools.

Senator COLEMAN. I appreciate it.

A last comment then, just to reiterate what by colleague from
Missouri, Senator Talent, raised on the Participating Security Pro-
gram. I hope that the Administration will work with the Com-
mittee and work with small business to see what we can do to find
a solution to help continue this program. I think it is important.
Thank you.

Thank you, Madame Chair.

Chair SNOWE. Thank you, Senator Coleman. Senator Coleman
makes an important point on Microloans because under USAID, we
provide, at least in 2002, $170 million for foreign microenterprises.
So it is true, it is a worldwide tool to develop small businesses in
underdeveloped countries.

So clearly, it is very difficult to send a message of somehow
eliminating this program for $15 million when we are doing it
worldwide in foreign countries at $170 million.

Senator Thune, welcome to the Committee. It is nice to have you
as a Member of the Committee.

STATEMENT OF HON. JOHN THUNE,
A UNITED STATES SENATOR FROM SOUTH DAKOTA

Senator THUNE. Thank you, Madame Chair and other Members
of the Small Business Committee. I want to take a moment and
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thank you for the opportunity to serve on this important com-
mittee.

Small businesses are the backbone of our economy in South Da-
kota, as well as the Nation. And whether it is a farming operation
in a small town like Oneida, South Dakota, or a machine shop in
Sioux Falls, small businesses do create the majority of jobs in my
home State of South Dakota.

In fact, 97 percent of employer firms in South Dakota are small
firms. South Dakota has also seen the number of women-owned
businesses grow at a rapid rate. Between 1997 and 2004 it is esti-
mated the number of women-owned firms in South Dakota in-
creased by 26 percent. Employment grew by 109 percent, and sales
increased by 211 percent.

So we have got a great story to tell there. And I think what is
important is that here in Washington we need to do those things
to ensure that these small businesses have an environment in
which they can thrive and prosper. I believe that includes reducing
the burden of taxation, regulation, litigation facing small busi-
nesses today. It is clear that these burdens raise the cost of doing
business substantially and, in turn, make it harder for small busi-
nesses to grow and create new jobs.

Serving on this Committee is a unique honor for me since I have
previously worked at the Small Business Administration during
the Reagan Administration. And so I look forward very much to
being involved with the issues that affect the Agency.

I would like to thank Administrator Barreto for his willingness
to come down here and to present the President’s budget proposal
today. The SBA is guaranteeing a record number of loans and help-
ing more small businesses than ever. So I want to say thank you
and give credit where credit is due in that regard.

The President’s budget proposal is, as I like to say, the starting
point and not the ending point. And we are going to have a lot to
say before this process is concluded.

I am not going to get down into the weeds of the individual pro-
grams, but I look forward to working with you, Madame Chair, as
well as with our colleagues on the Committee and in the Senate,
to ensure that we have a budget that although will be tight and
tough, addresses the important priorities of small businesses
around this country and allows the Agency to continue to perform
its duties and its services at a high level.

Just by way of a question, if nothing else, I am curious to know
in your experience, Administrator Barreto, having been there for
some time now and obviously traveled the country and visited with
a lot of small businesses—I do that on a fairly regular basis in my
State as well, tour businesses, ask them what their issues are,
what things can we in Washington do either for you or what things
can we not do to you, I guess may be a better way to phrase it
sometimes with some of the small businesses.

But what do you see today as the biggest barrier to small busi-
nesses? What is it that you hear out there that, in terms of allow-
ing these businesses to grow and create jobs and expand the econ-
omy in this country. What is that barrier?

And then perhaps maybe just to expand upon that a little bit
with respect to what the Agency is doing and realizing that you are
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somewhat limited in the tools that you have at your disposal to ad-
dress those barriers.

Administrator BARRETO. Thank you, Senator.

There are a number of different issues. I have spent a lot of time
as SBA Administrator working with small businesses directly. I
learned a long time ago that you learn a lot more when you listen
to your customers than when you talk at them. They will tell you
everything that they need to be successful. So we have done a lot
of that. I have traveled every part of this country, met with count-
less small business groups.

You have hit a couple of areas that are critically important.
Small businesses will say to us a lot of times look, the programs
are great, we like the programs, they are great. But if I am not in
business it does not matter.

So the things that this Committee has worked on in the past
with us I think have been very, very instrumental. Sometimes I do
not think that we give enough credit to what this Committee and
the Administration working together have already accomplished.

The tax relief policy was huge. A lot of people did not understand
that 80 percent of the benefit of the tax package went to small
businesses. It saved them $75 billion. A lot of small businesses told
us they could tell exactly when their business turned around. It
was exactly when that tax package went into effect.

Now what they are asking us to do is make it permanent. They
are saying that now that business is starting to turn around,
please do not make these things go away. Do not take away our
deductibility, that $100,000 that afforded them the opportunity to
buy equipment and inventory and technology that they were not
buying before. So tax relief is hugely important.

We referenced regulatory relief. Since this Administration has
been in place we have saved small business something on the order
of $80 billion simply by allowing them to comply with Federal regu-
lation in a more streamlined manner or eliminating redundancies.
Those are huge, especially for a small business.

Senator Kerry mentioned earlier the importance of health care.
And we totally agree. That is their No. 1 problem, their No. 1 criti-
cism, because they get double-digit increases every year. They can-
not pass those costs onto their customers. They are the only group,
and they know it, that does not have access to health care. If you
work for a corporation, if you are a member of your union, if you
are a Government employee like me, you have got health care. If
you are a small business, good luck. Most Americans that do not
have health insurance either work for a small business or have a
spouse that works for a small business.

We started dealing with this last year with health savings ac-
counts. That is a tool that they can use to lower their health insur-
ance premiums. It does not solve the health insurance crisis in
America. We need to expand health savings accounts, provide more
incentives, more tax credits.

We are very hopeful, and I know that we have all spoken about
this many times, that we can deal with association health plans for
the first time. It has not been dealt with in the Senate, and many
of you know—and you dealt with this Senator Thune when you
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were a Congressman. The House has voted on association health
plans twice, but the Senate has not taken it up yet.

Small businesses are desperate for any kind of relief that they
can get in this area. Their attitude is let us try this. If it does not
work, we can always go back to what we had before, which was
nothing. We believe that could lower their health insurance pre-
miums 25 percent. 25 percent to their bottom line. It is like giving
a small business a 25 percent raise just by helping them deal with
health care. So that is a critical issue.

We need to do something about tort reform, eliminate frivolous
lawsuits. A lot of small businesses are put out of business because
they are having to fight lawsuits that should not been brought in
the first place. It is not saying eliminate all lawsuits, but those
that are frivolous, those that get shopped around and really affect
small businesses.

We need to open up new markets for small businesses. That is
why the things that we are doing with regards to international
trade are so important. We talk a lot about 97 percent or 98 per-
cent of all businesses in the United States are small businesses.
Well, 98 percent of all exporters are small businesses, too, but they
only represent 30 percent of all the trade that is going on.

All of those issues we have worked very closely with this Com-
mittee and SBA has taken a leadership position on this, too, advo-
cating these issues on behalf of small businesses.

Small businesses said to us in the beginning look, we appreciate
everything that you do for us, but we need a voice at the table. We
do not feel like sometimes folks in Washington understand what we
are dealing with here. And now, working with the Senate and the
work that we have been able to accomplish in the Administration,
I think that they are starting to understand that they do have a
voice at this table. This is a very important voice and we are going
to continue listening to it and doing something about these issues
tShat critically impact small businesses everywhere in the United

tates.

Senator THUNE. Thank you. Madame Chair, I am sure my time
has expired. Thank you.

Chair SNOWE. Thank you, Senator Thune. I appreciate your com-
ments and your presence here on the Committee.

Speaking of the health care issue, that will be the next hearing
and focus of this Committee. In fact, I introduced association
health plans yesterday with nine other cosponsors. It is a bipar-
tisan bill. And hopefully we can pave the way for enactment of this
legislation this year.

You are right, the House has passed it on two or three occasions
previously, but we have been unable to do so in the Senate. So I
think we really have to take away a lot of the myths about that
legislation and what it actually does and deal with the facts. Hope-
fully, we can encompass that in the final analysis.

I will release you very shortly here. I just want to make a couple
of points on some of these issues.

Let me just say I hope that we are able to have a conversation
and discussion on some of these issues that I know have been pro-
posed in the budget, but obviously are concerns to Members of this
Committee. I know the Microloan program has worked very well
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throughout this country. I really do think it needs to be preserved
as an independent entity within the Small Business Administration
budget.

I am just concerned that they will not be served by the 7(a) Com-
munity Express program. In fact, I do not know if you happened
to see a Wall Street Journal article that appeared last week about
a man who used unusual collateral for the program, which was his
prosthetic leg, which was an amazing story. Under the Microloan
program you can end up using unusual collateral. Fortunately, they
did not take it and they just obviously issued him the loan.

But the point is here it is for those who are not able to qualify
for traditional lending programs because of their history or what-
ever the case is, but certainly have something to offer in the small
business arena. So I hope that we can work through that.

Also, under the 7(a) lending program, you have to have a prior
history of about one to 3 years. That is another part of the problem,
as well, in merging those programs. Hopefully these other pro-
grams would take care of it. I really would like to preserve it at
least for the 2,400 who have applied for the program.

Finally, on the SBICs, we can discuss this whole issue. I will
hear from the subsequent panel regarding the Participating Securi-
ties. There is no leverage budget projections in the 2006 budget.
Again, last year the Administration requested $4 billion for this
program. This year it is zero. There is a big disparity between $4
billion and zero. What would account for that change?

Administrator BARRETO. $2.7 billion in estimated losses.

Chair SNOWE. I know, but I do believe there is a way of working
through some of those issues because as Senator Talent was indi-
cating, it is one of the very few venture capital—it is the only one
for small business in the final analysis. I understand your con-
cerns. We do not want it to be a money loser.

Administrator BARRETO. Senator, I want to assure you we made
$4 billion in commitments last year. We still have an existing SBIC
program. There are 400 firms that currently participate in that
program. We have asked for money for the debenture side of it, so
we believe that we are going to be able to continue putting venture
capital through that side of the program. And obviously we will
continue working closely with this Committee and the industry to
find any solutions that may be out there for us on this program.

Chair SNOWE. Also, what Senator Coleman referred to in the vet-
erans business programs, as well. 37 percent of the Guard is now
either employed or are small business owners who are partici-
pating, who have been activated. This is the largest activation
since World War II. I think we have to move in the direction of
helping them.

This program has been level-funded for 4 years now at $750,000.
I think we need to work on that, as well.

And Senator Bond would not be happy if I did not raise
HUBZones. So again, is there not a way of accomplishing the statu-
tory goal? We have done that for the 8(a) program and you have
spent three times as much on the 8(a) program and met and ex-
ceeded those expectations.

Administrator BARRETO. We are working very hard on it. Obvi-
ously, the percentage of procurement in the HUBZone program has
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gone up. We are dedicating a significant amount of resources to the
HUBZone program this year, through our GCBD budget that will
be part of the salaries and expense budget. And will continue ex-
ploring every way that we can grow that program. It is an impor-
tant program. We are committed to it. As I said before, it is an-
other tool in the tool chest for small businesses to access Federal
procurement.

Chair SNOWE. It certainly is. In fact, in the moratorium and re-
designations again, I know for Worcester County in Northern
Maine, which has been hard hit with base closings and so on and
is still recovering, it is so important because some of those business
entering that program have yet to utilize the benefits of that pro-
gram. So I do think that that moratorium is essential as well.

In any event there are a number of issues that it is clear we have
to work through. Senate Thune said it well, this is the beginning
of the process, and not the end. So I appreciate it and I appreciate
your willingness to be here today and for your cooperation. We will
be discussing health care, without question, indisputably. We need
to get that done for the small business community.

Administrator BARRETO. Thank you very much.

Chair SNOWE. Thank you, Administrator Barreto.

Administrator BARRETO. Chair Snowe, Senator Coleman, Senator
Thune, and all Members of the Committee, I appreciate the oppor-
tunity be here and I look forward to working closely with you this
year.

Chair SNOWE. Absolutely. Thank you.

Let us proceed with the second panel.

Our second panel this morning represents the small business
community on several key issues that are reflected in the SBA’s
2006 budget and legislative proposals.

First, we will hear from David Coit, former Chairman of the Na-
tional Association of Small Business Investment Companies, and
Managing Director of a highly successful SBIC firm North Atlantic
Capital, who happens to be based in Portland, Maine.

Also testifying is Daniel Betancourt, who is representing the As-
sociation for Enterprise Opportunities. He is a member of the
Board of Directors and is also President and CEO of the Commu-
nity First Fund of Lancaster, Pennsylvania.

Next on the panel is John Massaua, who will testify in his capac-
ity as member of the Board of Directors, the Association of Small
Business Development Centers. John is also a State Director of
Maine’s Small Business Development Centers. It is great to have
you all here.

Patricia Sands is here representing the Association for Women’s
Business Center. Patricia is the owner of Spill-Guard, LLC and has
participated in the SBA’s Women’s Business Center program.

Finally, testifying on the SBA 7(a) Guaranteed Lending program
is Edward Tuvin, who is First Vice President of the Community
South Bank based in Tennessee.

I thank all of you for being here today, for traveling great dis-
tances from North and South. We are delighted to have your input.
And now that you have heard from the Administrator, you might
want to respond to some of those issues that will help to be clari-
fying or otherwise. But I do appreciate it.
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If each of you would summarize your testimony within 5 minutes
and then we can have questions and answers.
Mr. Coit, thank you for being here.

STATEMENT OF DAVID COIT, MANAGING DIRECTOR OF
NORTH ATLANTIC CAPITAL ON BEHALF OF THE NATIONAL
ASSOCIATION OF SMALL BUSINESS INVESTMENT
COMPANIES

Mr. Cort. Thank you, Madame Chair and Committee Members.

I am here representing the National Association of Small Busi-
ness Investment Companies. I am the immediate past Chair of
NASBIC. I am still on the Executive Committee. As you know, Sen-
ator, I spent a lot of time here in Washington last year working
on the Participating Securities program.

My other job, as you said, is running North Atlantic Capital Cor-
poration. It is in Portland, Maine. We invest $2 million to $5 mil-
lion. We are a Participating Securities SBIC. We invest in compa-
nies from Maine to Virginia to Western New York State, and very
much feel that we do serve an underserved sector of the venture
capital industry. We serve underserved geographic markets that
you noted like in Maine, Western Massachusetts, Western New
York State. We invest in manufacturing companies, which is the
sector that is often not invested in or actively invested in by the
broader venture capital community. We invest in amounts which
are typically well below the average of the National industry.

One of the points I want to make and leave you with today is
that the SBIC industry, particularly the Participating Securities in-
dustry which is at risk, is filling a need that is not otherwise met
by the broader industry. We know the program has some problems
and we worked very hard last year to try to solve some of those
problems. I think if we continue the effort this year, we might be
able to have some success.

We were actually pleased to see that the Administration sup-
ported the SBIC Debenture Program, at the $3 billion level. As Ad-
ministrator Barreto said, that program has been around for a long
time and is quite successful and has been successful over the years.
I think it is important to note, though, that in its 46-year history
that program itself has had problems so the fact that the Partici-
pating Securities program may be having some issues today does
not mean it is time to scrap it. The debenture program, which I
think everybody recognizes is extremely successful, has gone
through its own bumps in the road and corrective measures have
been taken. Today it is an extremely successful program. So we
were very pleased to see that the Administration continued to sup-
port that program.

We were equally unhappy and concerned that there was no sup-
port for the Participating Securities program going forward. This
program does represent half of the investing that is done by the
SBIC industry. It was designed specifically to address the equity
gap that exists. I do take very strong exception to Administrator
Barreto characterizing the Debenture Program as filling that need.
In fact, the Participating Securities Program was created 10 years
ago because the Debenture Program specifically did not meet the
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equity needs of small business. It is designed to support subordi-
nated loans for mature companies which have positive cash-flow.

So I want to be on the record that the debenture program does
not meet the needs that we are talking about and it is something
that we all need to work on.

Senator Snowe, you have visited a couple of our companies, even
in your home town, Diamond Phoenix Corporation and Elmet Cor-
poration. I do not really have time today to go into the long and
wonderful stories of these two companies.

But just as an overview, these were two companies that North
Atlantic invested in—actually, in the case of Elmet, four SBICs in-
vested in it—which probably would not exist today in Lewiston,
Maine, which had a great history back in the days of shoemaking
and textiles and is still suffering to some degree to come into the
modern economy. Here are two manufacturing companies which
have transformed themselves with SBIC funding from old world
economies to now addressing some very current world market-
places. Both of them are growing and very successful. So they are
two very strong examples. We are on record at SBA, the histories
of those companies are on the SBA Website. It is very good exam-
ples of underserved markets both geographically and in terms of
size and in terms of industry. They have been supported by the
Participating Securities Program.

Finally, I would be remiss in saying that having spent so much
time here last year I was not very disappointed in the process. I
think the industry worked well with your staff and the staff of the
House Committee on Small Business. We crafted legislation that
we thought made great sense. We worked with the private sector,
both people who invest SBIC money and people who invest in
SBICs. And I think we came up with a very elegant solution last
year. Unfortunately, it did not pass the Credit Reform Act stand-
ards. The problem that the CRA issue was brought forth to us by
OMB very late in the process.

I hope this year that with the help of your staff and the industry
we can get the Administration engaged in a more active dialog so
that we do not waste a lot of time because your staff spent a lot
of great time. Unfortunately last year was wasted, but hopefully we
can complete the job this year.

Thank you. I look forward to your questions.

[The prepared statement of Mr. Coit follows:]
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Madam Chair, Senator Kerry, members of the Committee:

It is an honor to testify on behalf of the National Association of Small Business Investment
Companies regarding the Administration’s FY 2006 budget proposal for the Small Business
Investment Company (SBIC) program. NASBIC is the only professional association dedicated
to representing the interests of all licensed SBICs. We hope our views are helpful to the
Committee as it considers the issues we will address today.

By way of background, I am President of North Atlantic Capital in Portland, ME and a member
of NASBIC’s Board of Governors, having served as Chairman of the organization for the 2003~
2004 term. At North Atlantic Capital we manage two Participating Security SBICs focused on
small businesses requiring capital in the $2 million to $5 million range. We concentrate on
businesses located in the Northeast. A good example of one of our investments is Diamond
Phoenix Corporation of Lewiston, ME, a leader in providing integrated material handling
equipment, software, and control technology for order fulfillment systems. We first invested in
the company in 1998 and have invested approximately $4.0 million over five years. I am pleased
to say that our investments have been instrumental in helping the company grow to its current
size—120 employees-—and to weather the recent recession. Diamond Phoenix has eight offices
in eight different states as well as an office in London, England.

With that introduction, I will turn to issues related to the Administration’s FY 2006 budget
proposal. I will summarize my remarks, but ask that my full testimony be included in the record.

The Administration’s Budget Proposal

1. We are happy to see the Administration continue its strong support of the Debenture program
at the $3.0 billion level. As you know, Debenture SBICs primarily make subordinated loans
to small businesses with sufficient cash flow to cover the interest payments. The
subordinated nature of the loans makes them an important part of the balance sheet insofar as
attracting senior bank debt that is so important for business operations.

While $500 million less than the authorized level for FY 2006, the amount should be
sufficient to meet the projected demand for new Debenture leverage during that year. We are
also pleased to note that the FY 2006 interest rate adjustment required to maintain a zero
subsidy rate for appropriation purposes is virtually unchanged, increasing by less than seven
one hundredths of one percent.

2. We are very disappointed that the Administration failed to propose any new Participating
Security leverage in FY 2006. As you may remember, the Administration had requested a
$4.0 billion program for this year (FY 2005) if the program could be restructured in a way to
produce a “zero” subsidy rate for appropriation purposes. Unfortunately, we were unable to
come to an agreement with the Administration last year—despite the best efforts of this
committee-—as to how that restructuring should be accomplished. We treat it as an open
issue that we hope will be resolved through further negotiation. However, the budget
proposal indicates that the Administration wants to close negotiations altogether. We are not
certain why that is the case. Clearly the need for equity capital of the type provided U.S.
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small businesses by Participating Security SBICs can not have fallen from the $4.0 billion
proposed by the Administration last year to the $0 proposed this year. Nor can it be that the
industry is trying to spend scarce government resources: we acknowledge program losses
under the current structure—even if a substantial percentage of those losses can be attributed
to the recent recession—and we agree that the program must be restructured to run at a true
zero subsidy rate requiring no appropriation and no program wide losses that would increase
the deficit. We hope that the Administration will reconsider its position during the course of
the next few months so that, collaboratively, we can revive this segment of the SBIC
program—the segment that provides more than half of all SBIC investments annually.

The Administration’s refusal to ask for any new Participating Security leverage in FY 2006
has two major consequences, both negative. First, it continues the break in the pipeline of
new funds that we are experiencing this year. Participating Security funds, like most venture
funds, are formed as 10-year partnerships that make original investments during the first five
years and then support those investments with follow-on rounds over the last five years. If
new funds are not being formed every year, the capital available to small businesses that have
not already received some will dry up quickly. And it is not easy to turn the flow back on
quickly. It can take as Jong as one and one half to two years for a management team to both
raise the capital and go through the SBA licensing process. Further, once experienced
management teams leave the program, they are unlikely to return in the future. Thus, failure
to “fix” the problem will result in less money for small business and fewer experienced
management teams to call upon to run the program if the government tries to reinstate the
program sometime in the future.

The second and equally negative consequence of the Administration’s proposal is its
abandonment of existing Participating Security SBICs that will need leverage in FY 2006 to
operate in accordance with the business plans that SBA approved in the licensing process.
Although Participating Security SBICs hold over $5.0 billion in commitments as a group,
individual Participating Security SBICs in good standing do not hold commitments sufficient
o meet their leverage requirements as approved by SBA in the licensing process. Based ona
survey of all Participating Security SBICs, NASBIC estimates this requirement to equal
approximately $80 million per year for the years FY 2006 through FY 2010. If unable to
draw the leverage when needed, the effected funds will have less diverse portfolios
(increasing risk of fund failure) and less money to invest in existing portfolio companies
(increasing risk of failure for the very companies the program is designed to support).

Failure to solve this problem will constitute a breach of the implicit promise made in the
licensing process that leverage sufficient to fund approved businesses plans would be
available so long as those funds remained in regulatory compliance. We look forward to
working with the Committee this year to determine how the problem might be addressed
without the requirement for a substantial appropriation.

. Wepose the following two questions with respect to the future of the Participating Security

program. First, is there a need for the program and the equity capital it provides to U.S.
small businesses not generally supported by non-SBIC venture funds—whether with respect
to size of investment required, or the industry of which the small business is a part, or its
geographic location? Second, is there a structure that can be developed that will produce the
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desired zero subsidy rate and still keep the program attractive to private investors who must
lead with their capital commitments? We think the answer to both questions is “yes.”

With respect to the first question, we hope to provide the Committee with a report by the end
of March from the Amos Tuck School of Business Administration at Dartmouth College that
we believe will be persuasive with respect to the “capital gap” faced by U.S. small
businesses. We hope that the Committee will hold a hearing at that time to consider the very
important question of the “need” for the Participating Security program. In addition to the
report, we would be happy to suggest the names of several small business entrepreneurs who
would be happy to testify concerning the importance of the program for their businesses.

With respect to the second question, we are hard at work designing a new proposed economic
structure that would apply to Participating Security funds licensed after the date of its
enactment. We would like to work collaboratively with the Administration, but if that is not
to be, we will create the new model on our own. We will submit the new model to the
Committee as soon as it is ready and, at that time, ask the Committee to consider its merits
and request a scoring of the proposed structure for subsidy rate purposes.

6. Inconclusion, I refer you to three documents attached to my testimony. The first is the
September 9, 2004 letter from the National Venture Capital Association to the President
outlining the unique and important role played by the Participating Security program in the
universe of private equity. The second is a Participating Security program impact statement
prepared by NASBIC that addresses many issues of importance to this Committee. It has
been updated to include investments made thus far in FY 2005. The third is an example of
data available on the “Equity Gap” faced by U.S. small businesses. We believe that the facts
set forth in these documents, to be supplemented by others and validated by the Tuck School
report provide a strong foundation that supports the continuing need for the Participating
Security program. We look forward to working with the Committee during the months ahead
to restructure the program in a manner that will meet that small business need while at the
same time running at a true zero subsidy rate based on reasonable economic assumptions.

Thank you for your consideration of our views regarding the Administration’s FY 2006 budget
proposal for the SBIC program. I would be pleased to answer any questions you may have
concerning those views on or regarding any other issues having to do with the SBIC program.
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Seplember 9, 2004 Netiona! Venture Capital Associcrion
£

President George W. Bush
1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear Mr. Presudent:

We have recently learned that there is now a debate within the Administration concerning the
economic justification or *need” for SBA’s Participating Security SBIC program. NVCA
believes strongly that this program fills a void which non-SBIC venture funds arc unable to fill.
WaTequest that our views be taken into consideration when you formulate the Administration’s
final position on this issve.

NVCA is the only organization that represents the overall venture capital and private equity
industries in the U.S. As such, we believe NVCA is uniquely qualified to address the “need”
question relative to the SBIC program. As part of our mission vre track the flows of venture
capital throughout the country on an quarterly basis and publish our findings so that government
and industry Jeaders can better understand and appreciate the critical role venture capital plays in
U.S. job creation and economic growth. In addition, reports such as, “Venture Impact 2004,
issued July 20, 2004 demonstrate that venture capital continues to play a critical role in
encowraging growth of the U.S. economy and contributing to job growth and technical progress.

With that brief background, let me tum to the thres reasons we telieve there is arols that the
SBIC program fills within the private equity universe for the Partivipating Security SBIC
program:

I. - First, Participating Security funds make equity investments in smaller increments than do
the large majority of non-SBIC venture funds, This is of critical importance to very small
companies, particularly tbose not in high-technology industraes, which require equity
financing rounds in the $1.0- to $5.0 million range. That rangs of investing is generally
not attractive 1o major non-SBIC venture funds, but one that i3 critical to help grow the
business to a level that will eventually attract the interest of non-SBIC funds.

2. Second, SBICs, including Participating Security funds, make investments in areas of the
country that are generally not served by the large majority of non-SBIC venture funds.
For exarple, companics in California and Massachusctis received 52% of all venture
capital invested during the period FY 1994 - FY 2002. During the same period, SBIC™s
invested 71% of their capital in companies outside of California and Massachusetts.
Srace there is no way to tell in advance which small corapanies will grow to tomorrow’s
large public success stories or simply important regional smployers, nurturing companies
in all segments of the country is important.

3. Third, SBIC’s support a much more diverse segment of small businesses than do non-
SBIC venture funds. In recent years, non-SBIC funds have concentrated their

1455 North Fort tdvee Draom » Sure 330 + Adbrgron Ve 22209 = 703 524 2§49 « Fax 703324 3940 » wawretponp



43

David Coit February 17, 2005

investments in the NAIC fast growing critical sectors of “Communications &
Computers” and “Life Sciences.” In contrast, SBIC's have invested approximately 50%
of their funds in NAIC sectors “Manufacturing” and “Consumer Related.” While there iz
overlap, it is clear that the SBIC program addresses the capital needs of many small
businesses that are in industry sectors generally not atiractive to non-SBIC funds,

In conclusion, the Participating Security program is a small but important part of America’s
overall capital structere. We urge the Administration to support continuation of the program
and to work with all the program’s stakeholders to secure the legislation necessary to achieve
that result.

Thank you for your consideration of our views, We are available at your convenience to
discuss the points made above or to address other issues the Administration believes are
relevant to make 3 final decision on the future of the Participating Security SBIC program.

Sincerely,

AW

Mark Heesen
President

ce: Heotor Barreto -
Joshua Bolten
Danie}l Heath
Heon. Donald Manzullo
Hon. Olympia Snowe
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NASBIC

America’s Smail Business Partners

The Impact Of The Participating Security SBIC Program
*  Participating Security SBICs have invested 58.9 bilhon since the program™s 1994 inception,

*  Participating Security SBICs currently account for over 50% of afl SBIC investments and are
a myjor source of seed capital in the U.S, According to SBA, SBICs provided 64% of sced
capital invested by institutional mvestors during FY ™94 - FY'02.

s Approximately 35% (3.1 billion) of 88.9 billion in Participating Secunity investments from
FY 04 to date have been made in small LS. manufactuning companies.

»  Participating Security SBICs were the most reliable source of equity capital for ULS, <mall
businesses during the recession, All venture capiial investments fell 83% between 2000 and
2003 according to Venture Economics. Participating Security investments duning the same

A

period—a total of $3.23 biltion—fell just 23%,

«  Ruising equity capital in the SBIC target range of $1.0- to $5.0 miltien is the most difficult
for a small company to secure, The average VO “deal™ size is between $7.0- and $10.0
million. The “Equity Gap” is real and an impediment to small business job creation.

= Non-SBIC venture capital is concentrated in a very few states, For FY'94 — FY 02,
companies in California and Massachusetts received 52% of all venture capital. During the
same period, SBICs imvested only 29% of their capital in companies in those states.

*  The $8.92 iflion in Participating Security im estments since 1994 have led to the creation of
an ostimated 240.000 new jobs and $41 bithon in portfolio compuny revenue. Sixty-two
percent of that growth— 143,000 jobs and $25.4 billion in portfolie company revenue-—
occwrred during the recession recovery period of from the start of FY 2001 to date.

(Istimate based on a 2001 National Venture Capital Association study thar found that one sustatnable
Jobas created for every 36,000 in ventuse capital invested in a small business and every $1.00 in
venture capital feads to $4.75 in portfolio company revenue §

*  Participating Secwrity investments have resulted in approximately $8.7 biltion in employee
compensation per year,
(Estimate based on 2001 average U.S. compensation oI S36.2 14 per full-time job.)

* Participating Secunty investments have resulted in approximately $1.36 billion in income
and social insurance taxes per year paid to the federal government.
(Estimate based on an August 2003 Congressional Budget Office report that found the effective
federal ax rate for middle quintile households in 2000 to be approximately 16%. The average
effeetn o tax rate for alf quintiles was approximately 2395.)

National Association of Small Business Investment Contpandes
GG 11th Street, NW » Suite 730 « Washington, DC 20001
Tel: 202-628-3033 » Fax 202.628-3050
Www nashic.org
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The Small Business Equity Gap

The following is taken from a November 2, 2004 article by Daniel Sandler of the University of Western Ontario titled
Incentives and Angel Capital: Federal & State Incentive Review and Commentary.”

Of the 500 fastest growing companies in the United States (the "Inc. 500") in 2002 (measured by revenue
growth over five years), 41 percent started business with $10,000 or less and 14 percent started with less
than $1,000. In contrast, only 22 percent started with more than $100,000. Only 2 percent of the 2002
Inc. 500 list received seed capital from venture capitalists.

The formal venture capital industry, comprised of professionally managed venture capital funds, tends to
reject small deals because they are simply not worth the costs associated with their assessment and
monitoring. Furthermore, as the size of private venture capital funds has increased, the size of the
average investment per round of financing and, perhaps more important, the size of the average first-
round investment, has increased significantly. Table 1.1 shows the size of firstround financing by
industry group and overall in the formal venture capital industry over the period 1980 to 2003. While
there has been some softening in recent years, the average first-round investment in the formal venture
capital industry remains significant and has exacerbated the equity gap at the earliest stages of a
business's develop {Emphasis added] As a consequence, government venture capital policy and
programs often focus on angel financing generally as well as seed and start-ip financing because early-
stage financing has the potential to generate the greatest socia} returns through job creation and product
innovation and because financing at these stages is not adequately addressed by the formal venture capital
industry.

Table 1.1
Average First Round Investment 1980-2003

Industry Sector Average First Round Investment ($millions)

1980(198511990}1995}1996/1997{1998/199912000{2001{2002{2003
Communications 0.7119142150138/41159197112.3{79/|5.7|4.4

Computer Hardware and
Services 1.1115128}3.0}39{35|44173[85]|5.7166]4.9

Computer Software 09113121126127]31136/48170[56[41]4.4
Retailing and Media 06122]33148148136}5516.1}78|44142]16.2
Biotechnology 11112130127 135142{35/49{74|79}68]6.5
Healthcare Related 1211212214913313.814.0]45159143]6.0]4.4
Eg&‘f:ﬁz:mrs and 11{16]25{29|a5{41]50/60]94|74{63]67
Industrial/Energy 1411511.916213814.0[102{971{89{6.417.8}6.0
Business/Financial 0612814314416.11351571651{831{581451!756
Overall 1111.7125]4.1/38{3.7/51{6518.6|6.3]|5.5[5.3

Source: Thomson Venture Economics, 2004 National Venture Capital Association Yearbook {Arlington,
VA and New York, NY: Thomson Venture Economies, 2004), Figures 4.02, 4.11, 4.20, 4.29, 4.38, 4.47,
4.56, 4.65 and 4.74 for industry sectors; the overall figure is extrapolated from Figures 3.13 and 3.15.
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Council on Competitiveness National Innovation Initiative Report
December 2004

The Council on Competitiveness (www.compete.org) was established in 1986 to address issues
associated with the loss by the United States of its preeminent position in the world economy.

Of particular concern to the founders was the decline in U.S. leadership in technology
development and commercialization and the loss of market share to international competitors. To
help meet this challenge, two-dozen industrial, university, and labor leaders joined together to
create the Council to serve as a forum for elevating national competitiveness to the forefront of
national consciousness. The Council’s mission is to set an action agenda that drives economic
growth and raises the standard of living for all Americans. The Council describes itself as the
only national organization whose membership is comprised exclusively of CEQs, university
presidents, and U.S. labor leaders.

In December 2004, the Council issued a report titled “Innovate America.” Among the findings
of the report related to the availability of risk capital are the following:

1. “Thousands of inventions lie dormant in the hands of universities, research centers and
private companies. For those ideas that are pursued commercially, only seven out of
every 1,000 business plans receive funding.” (Page 33)

2. Entrepreneurs “lack risk capital ... [and] regions often lack the institutional ...
mechanisms to direct existing capital assets to entrepreneurial activities.” (Page 35)

3. “Recently, [the “funding gap’] has been widening as VC firms are shifting investments to
focus on more mature firms with larger capital needs. Entrepreneurs report difficulty in
raising money between $2 million and $5 million.” (Page 36)
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David M. Coit

David Coit is President of North Atlantic Capital in Portland, Maine. North Atlantic holds two
Participating Security Small Business Investment Company (SBIC) licenses issued by the U.S,
Small Business Administration and focuses on later-stage small business investment
opportunities in the $2.0 million to $5.0 million range. Mr. Coit established North Atlantic
Capital in 1986 and serves as the firm’s Senior Managing Director.

Prior to forming North Atlantic Capital, Mr. Coit was president of Maine Capital Corporation, an
SBIC also located in Portland, Maine. Prior to that, he had worked for six years as a commercial
lending officer at the Bank of Boston, where his customers included several of the region’s
venture capital firms and many venture capital-backed companies,

Mr. Coit has served on the boards of directors of numerous portfolio companies during his 22
years in the private equity business. He has served as the President of the Northeastern Regional
Association of Small Business Investment Companies and as Chairman of the National
Association of Small Business Investment Companies. In addition, Mr. Coit has served on the
board of the New England Venture Capital Association and the boards of several not-for-profit
boards—including the Schepens Eye Research Institute (affiliated with Harvard Medical
School), the Taft School, the University of Southern Maine Business School, and Bigelow
Laboratories.

Mr. Coit graduated from Yale University with a BA in economics and received his MBA from the
Harvard Business School. From 1970 to 1972, he served as an officer in the U.S. Navy.
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Chair SNOWE. Thank you, very much.
Mr. Betancourt.

STATEMENT OF DANIEL BETANCOURT, MEMBER OF THE
BOARD OF DIRECTORS FOR THE ASSOCIATION FOR
ENTERPRISE OPPORTUNITY AND PRESIDENT AND CEO OF
THE COMMUNITY FIRST FUND

Mr. BETANCOURT. Thank you, Senator Snowe.

Thank you for the opportunity to speak about the 2006 budget.
I am Dan Betancourt, as you mentioned, and I work for Commu-
nity First Fund and we are a microlender. We cover a 10-county
%rea in Central Pennsylvania. We also have a Women’s Business

enter.

I also am a member of AEO, the Association for Enterprise Op-
portunity, and we have over 500 microenterprise organizations
across the U.S., so I am wearing that hat today.

Obviously, we are not in agreement with the cuts in the Micro-
lending program, the TA program, and the PRIME program.

I think that the Administrator, when he talked about the Com-
munity Express and other programs that were to reach the mar-
kets that we are talking about, obviously I strongly disagree with
that and I am going to talk about that.

Just briefly, the areas of credit, the geography that that program
covers, the market that it serves, the lack of startups, and those
areas I am going to talk about briefly here.

In terms of the individuals that are not served, the private sec-
tor, the banks that is, the 7(a), and the Community Express are
really unable to reach the borrowers that we talk about or that we
try to reach. Specifically, 40 percent of the microlending loans, as
you mentioned, come from rural areas; less than 6 percent are
being serviced by the Community Express. These are facts.

In terms of the geography, the top Community Express lenders
represent 72 percent of all Community Express loans. That it is ob-
viously not reaching a lot of the areas of the country.

Senator, in your State alone, zero loans were done for Commu-
nity Express in the last 5 years and about 260 Microloans were
done in your State in the last 5 years, just for the record.

Chair SNOWE. Do you have those figures Nationally? Those are
interesting figures to have state-by-state because that is very im-
portant.

Mr. BETANCOURT. About 21,000 loans were done, but we know
that many of those loans, Community Express, were done on the
East Coast and West Coast. There are a lot of areas of the country
that are just not covered because the majority of those Community
Express loans were done by 72 percent—72 percent of the Commu-
nity Express loans were done by just a few lenders. That is a fact.

Credit is another issue that the Microloan program really does
a nice job at. Many of our clients have credit scores of less than
550. You will not even get a mortgage, in many cases, a conven-
tional mortgage, if you have less than 600. So I think the Commu-
nity Express Program states itself, in its literature, if you have bad
credit you do not qualify for the loan. It is just very difficult.

And the reason for that, and I think if you look at the Microloan
program, is the technical assistance portion. We spend a lot of
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time, a lot of hands-on. We do have some folks that have bank-
ruptcy and some difficulty, but we help them get back on track.

The other thing is the default rate is less than 1 percent. How
does that work? It is all the time that we spend with them.

As already mentioned, our startups in terms of Microloans, over
40 percent of our clients are startups whereas less than 25 percent
from the Community Express are startups. In fact, it is commonly
known that you need at least 1 year in terms of Community Ex-
press. At least about 40 percent of our borrowers do not even have
a year. Again, helping them with their business plan and doing all
those extra things to get on track.

Demographically, 50 percent of our clients are people of color, 60
percent are women. In urban areas, over 90 percent, at least in
Community First Fund’s case, are people of color.

I do want to introduce two entrepreneurs here today. The first
one is Terry Wade. Terry runs a personal care business. Very brief-
ly about Terry, she actually did apply for Community Express re-
cently after receiving at least one Microloan and was turned down.
I do have a letter indicating that; and this is not uncommon. We
have many micro borrowers coming back. We are the minor
leagues. We are preparing these borrowers. Eventually we think
they will get there, but they are just not there yet. Terry is doing
a nice job in her business. Thank you, Terry.

Also, I do want to introduce Kekelwa Dall. She runs a health
care business and is also a Microloan borrower. Thank you,
Kekelwa.

These are just two examples of the many, many, many bor-
rowers.

Chair SNOWE. I noticed they are women-owned, too.

Mr. BETANCOURT. I just want to say finally, that we hope that
you will help us preserve the Microloan program, the $20 million,
the $17 million for the TA—which is very important—and the $5
million for PRIME. I just want to note that the PRIME, we are
only able to use that program in 16 States. It was eliminated in
many of the States, just so you know.

Thank you.

[The prepared statement of Mr. Betancourt follows:]
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February 14, 2005

Senate Committee on Small Business and Entrepreneurship
Russell Senate Office Building, Room 428-A
Washington, D.C. 20510

Chairman Snowe, Ranking Member Kerry and other Members of the Committee:

On behalf of the Association for Enterprise Opportunity (AEO) and the Community First
Fund, thank you for the opportunity to present testimony to the Small Business Committee
regarding the Administration’s FY 2006 Budget Proposal. My name is Daniel Betancourt,
and I am President and CEO of the Community First Fund in Pennsylvania. Community
First Fund’s mission 1s to drive community and economic development in the 10 counties
that we service, and we are also an SBA Microloan Intermediary. However, I am here today
not only on behalf of microenterprise development in Pennsylvamia, but also in my capacity
as 2 Board member for AEO.

AEOQO is the national trade and membership association for microenterprise development in
the United States, with nearly 500 member organizations nationwide. The vast majority of
AEQO’s membership consists of microenterprise practitioner agencies, including over half of
all Microloan Intermediaries and PRIME grantees. As you know the SBA Microloan and
SBA PRIME ptograms have both been recommended for elimination in the FY 2006
Budget Proposal. In addition, SBA has proposed cuts of $500,000 to the Women’s Business
Center (WBC) program. In light of the continuing business assistance needs of low-
and moderate-income entrepreneuts, AEO respectfully requests that the Small
Business Committee include the SBA Microloan, PRIME and WBC programs in its
Budget Views & Estimates at $20 million in lending capital for the SBA Microloan
Program, $17 million for SBA Microloan Technical Assistance, $5 million for the SBA
PRIME Program, and $16.5 million for Women’s Business Centers. More
importantly we would like for the Small Business Committee to work to ensure that
these vital programs are funded in the FY 2006 appropriations process at the levels
specified in this testimony.

The Administration’s proposed elimination of the SBA Microloan and PRIME Programs
threatens to wipe out two essential federal funding sources for microenterprise development
in the U.S,, effectively terminating the only available sources of business assistance for
thousands of underserved entrepreneurs actoss the country. The fact is that these
entrepreneurs are not served by the private sector, nor do they qualify to receive SBA
guaranteed loans like 7(a) or Community Express,

The SBA Microloan Program
The SBA Microloan Program, the single largest source of funding for microenterprise
development in the nation, was created in 1992 to help small business owners in need of
small amounts of capital (less than $35,000) that are not yet “bankable” in the private sector
National Office: 1601 North Kent Street, Suite 1101, Arlington, Virginia 22209
Phone 703.841.7760 Fax 703.841.7748 Email aco@assoceo.org

Satellite Offices: Atlanta, GA « Chicago, IL » Yowa City, IA
www.microenterpriseworks.org
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lending community. Since 1992, SBA Microloan Intermediaties have made over 21,000
Microloans totaling more than $250 million, primarily to women, minotity, and low-income
entrepreneurs. In FY2004, Intermediaries made 2,425 loans, totaling $32,955,487. In
addition, over 40% of Microloans are made to rural microenterprises.

The Administration contends that banks will now lend to Microloan borrowers through the
7(a) Community Express Program, which is just not the case. Microloan bortowers often
have FICO credit scotes as low as 550, past credit problems, litde or no collateral, and lack
business expetience. Traditional banks will simply not lend to these borrowers, with or
without a SBA guarantee. Also, it is important to note that over 40% of SBA Microloans
go to start-ups while 7(2) loan guarantees require that individuals already be in business
anywhere from 1 to 3 years.

Despite lending to the riskiest borrowers, the Microloan Program has experienced a
default rate of less than 1%. This accomplishment can be primarily attributed to the
countless hours of intensive technical assistance that Intermediaries provide to Microloan
botrowers. The technical assistance acts as a driver for business success and greatly improves
the chances for successful business repayment.

The SBA PRIME Program

PRIME is the only federal microenterprise program that provides intensive training and
technical assistance to low-and very low- income entrepreneurs. For many entrepreneurs,
lack of access to capital is only one of the barriers to starting or growing a successful small
business. PRIME provides grants to microenterprise otganizations throughout the country
to offer this invaluable assistance. In addition, PRIME is unique in that at least 50% of all
grant award dollars must be used to provide these services to vety low-income individuals.

The Administration has proposed the elimination of the PRIME Program for the past five
years. However, Congress has continued to fund PRIME each year and in doing so has
recognized that by investing in very low-income enttepreneurs, the program succeeds in
creating jobs and income in communities that need it most. PRIME is just that—an
investment. PRIME clients create and retain jobs, move off of public assistance and
pay increased taxes as their businesses and incomes grow,

The SBA Women’s Business Center Program

The Women’s Business Centers (WBC) of the Office of Women’s Business Ownership
provide training and technical assistance to women starting or expanding their businesses.
In 2003 alone, Women’s Business Centers across the country trained and counseled over
104,000 women in core business arcas such as matketing, bookkeeping and finance. The
Centers serve an invalusble role in meeting the special needs of female entrepreneurs actoss
the country.

America's 9.1 million women-owned businesses employ 27.5 million people and contribute
$3.6 trillion to the economy. However, women continue to face unique obstacles in the
wortld of business and greatly need the specialized services that Women’s Business Centers
provide.

National Office: 1601 North Kent Street, Suite 1101, Arlington, Virginia 22209
Phone 703.841.7760 Fax 703.841.7748 Email aeo@assoceo.org
Satellite Offices: Atlanta, GA » Chicago, IL » Iowa City, IA
www.microenterpriseworks.org
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Chair SNOWE. Thank you.
John Massaua, welcome.

STATEMENT OF JOHN R. MASSAUA, STATE DIRECTOR OF THE
MAINE SMALL BUSINESS DEVELOPMENT CENTER AND A
MEMBER OF THE BOARD OF DIRECTORS FOR THE
ASSOCIATION OF SMALL BUSINESS DEVELOPMENT
CENTERS

Mr. MASSAUA. Thank you.

I speak today on behalf of not only the Maine Small Business De-
velopment Centers, but also the 63 State, regional and territorial
SBDCs.

With me here today is Don Wilson, President of the ASBDC and
Jody Keenan, the State Director for the Virginia SBDC.

Madame Chair, I provided to the Committee 22 pages of written
testimony, but frankly it boils down to this. Let me get right to the
point. The SBDC program is in severe financial stress, especially
in the big flat States like Maine. Unless an appropriation of $109
million can be achieved, which essentially brings the program to
1998 level dollars, more downsizing will take place and SBDCs ca-
pacity will continue to diminish.

For example, in Maine, we will need to lay off two counselors, 18
percent of our capacity. And in Massachusetts, three counselors
will be laid off and a center director’s position, currently open, will
remain vacant.

For the first time last fiscal year, SBDC counseling hours Na-
tionally declined by some 94,000 hours or 6 percent. This is a trend
that is beginning to show within reasonable expectancy that the
SBA goal has for us is impossible to meet.

We must act upon this if we are to continue helping small busi-
nesses in Maine and across the country. $109 million lets us get
even with 1998 in Maine. It will increase our funding only by
$100,000, not even enough to maintain the two counselors. We will
probably lose one even if we do get the $109 million unless we are
able to find some other sources.

In the States that lost a percentage of population because of the
census, they will get back only to 2001 dollars with a $109-million
appropriation.

Demand for SBDC services continue to rise. The SBDCs, despite
reduced capacity, serviced 6 percent more clients in 2004 than in
2003, but with less hours per client, which if you ask any counselor
in Maine suggest less of a chance for the client to succeed. It takes
seven to 15 hours to service a client to have a chance for success.
And if it is a tech-based company, it takes 30 to 50 hours to service
that client.

We cannot be the revolving door for the SBA. We need to be able
to serve all of our clients properly, like the 40 percent who are
women-owned nationally—47 percent in Maine—the 31 percent
who are African-American, Hispanic and Asian-American and the
over 9 percent who are veterans nationally—12 percent in Maine.

The principles of reasonable expectancy dictate the law of dimin-
ishing returns. We are at the fulcrum point. We cannot get blood
from a stone. If we are to succeed we must add more funds into
the SBDC program.
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Madame Chair, this SBA budget is essentially abandoning rural
America. And for that matter, the inner cities of America. The
budget proposed and many of the programs it seeks to eliminate
are going to cause that. As Mark Lapping from USM’s Muskie
Schools would put it, they—the Government—are making rural
and inner city America peripheral to the mainstream.

In Maine we have the fastest growing rate of poverty, along with
Arkansas and Mississippi. Our per capita income is 9 percent
below that of the United States and 25 percent below New England
as a region. We are faced with the prospects of two base closings
and the potential downsizing of Bath Ironworks. Who is going to
help these folks if that happens? Who will provide the leadership,
the advocacy and the service to Maine to build entrepreneurship’s
business that enabled five out of 100 to be significant in size to re-
place the job loss that continues in Maine and across America, es-
pecially manufacturing?

The fact is that despite the supposedly positive economic num-
bers, we still are short 700,000 jobs in the private sector.

Madame Chair, there is so much I want to say, but I am con-
strained by the time. We need the Microloan program to help those
who find access to capital the most difficult. Do not be fooled by
SBA’s characterization that it can be replaced by Community Ex-
press. Community Express is merely a credit card program and we
know how bad credit cards are for small businesses, as counselors.

We need to fund the FAST program again so we can engage
small business in the future with meaningful tech commercializa-
tion. We need to put a stop to the SBA’s attempts to break a pro-
gram that is not broke by their desire to recompete SBDCs and
take them away from university-based programming.

We need to work on creative ways to help the Women’s Business
Center program in order to be able to assist them in growing that
program, not downsize it in the method that they want to do it.

And we need the $109 million, and I know it is a tough budget
year and tough decisions have to be faced. But I suggest the first
place to look is to get part of the $109 million out of the SBA’s
budget because they use almost $16 million to manage the current
$88 million program. As a professional manager, if I had to use 18
pfe‘}rcent to manage my program, I would probably get my head cut
off.

Finally, I would like to remind Madame Chair that an inde-
pendent study has verified for the last studied year, 2002, SBDC
returned to the Federal Treasury $211 million for the investment
Congress made in the SBDC program. That is about 2.5 times re-
turn on investment, a number Bill Gates or Warren Buffet, or even
the Office of Management and Budget, could only wish for in their
dreams.

Thank you, Madame Chair.

[The prepared statement of Mr. Massaua follows:]

STATEMENT OF JOHN R. MASSAUA, STATE DIRECTOR, MAINE SMALL BUSINESS
DEVELOPMENT CENTERS AND BOARD MEMBER, ASSOCIATION OF SMALL BUSINESS
DEVELOPMENT CENTERS

Chairperson Snowe, Ranking Member Kerry, and Members of the Senate Com-
mittee on Small Business and Entrepreneurship; I am John Massaua, State Director
for the Maine Small Business Development Centers, an SBA partnership program
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with the State of Maine and other stakeholders, contractors and allies, administered
by and at the—University of Southern Maine. I also serve on the Board of Directors
of the Association of Small Business Development Centers (ASBDC). The Maine
SBDC has 11 Service Centers and 25 Outreach Offices throughout the State of
Maine. ASBDC’s members are the sixty-three State, Regional and Territorial Small
Business Development Center programs comprising America’s Small Business De-
velopment Center Network. SBDC programs are located in all fifty-states, the Dis-
trict of Columbia, Puerto Rico, the Virgin Islands, Guam and American Samoa. The
SBDC network is the Federal Government’s largest small business management and
technical-assistance program with over 1,000 service centers nationwide serving
more clients than all other Federal management and technical assistance programs
combined.

Madame Chair, I would like to thank you and the Senate Small Business Com-
mittee on behalf of ASBDC, and the nearly 6,000 dedicated men and women who
are a part of America’s Small Business Development Center Network, for inviting
me to testify at this important hearing on the Administration’s fiscal year 2006
budget for the U.S. Small Business Administration. With me today is Donald Wil-
son, President of the Association of Small Business Development Centers. We com-
mend the committee, Madame Chair, for holding a formal public hearing on the Ad-
ministrations budget request for the SBA for fiscal year 2006. It is important to look
at the Administrations budget figures for the SBA in light of the current economy
and the needs of the small business sector. We should also look at those numbers
in light of historical trends in budget support for the small business sector of the
nations economy.

I would also like to take a moment Madame Chair to thank you, Ranking Member
Kerry and the members of this committee for all of your efforts on behalf of small
business throughout the 108th Congress. In particular Madame Chair, we would
like to thank you and Ranking Member Kerry for your efforts along with your coun-
terparts in the House for the role you all played in securing passage of the SBA
reauthorization bill in the last days of the 108th Congress. We are deeply grateful
for including in that important legislation the long needed confidentiality protec-
tions for SBDC clients nationwide.

We would also like to thank you Madame Chair for your and Senator Kerry’s ef-
forts to try and stabilize the SBA’s 7(a) loan program. The agreement worked out
will apparently avoid a repeat of the catastrophe that occurred in December 2003
when SBA effectively shut down the 7(a) program.

On a personal note, I want to thank you Madame Chair for your participation at
home, in Maine, in understanding and advocating for small business, especially at
the recent opening pf the joint Eastern Maine Community College—Maine SBDC
Business Resource Center in Bangor. We were particularly delighted with your pub-
lic comments about the importance and impact of the Maine SBDC in the context
of the same for the entire national network. Thank you.

I would like at this time to direct the Committee’s attention to the state of the
nations and in particular Maine’s economy, the Administrations proposed SBA
budget for fiscal year 2006, and the contribution of the nations small business sector
to our overall economy. I will then focus my remaining remarks on the Administra-
tions proposed funding for the SBDC national program and proposed 2005 legisla-
tion by the SBA.

The Bureau of Economic Analysis at the Department of Commerce reported late
last month that the nations Real Gross Domestic Product increased by 4.4 percent
in 2004. This compared to a 3 percent increase in 2003. It was also the best increase
since 1999. However, the fourth quarter increase was at an annualized rate of 3.1
percent. This was the smallest quarterly increase all year and the lowest since the
first quarter of 2003. We are grateful that the economy has continued to expand for
the third year in a row. Congress needs to allocate Federal resources in such a way
as to maximize the chances of keeping the current expansion going.

The Federal Government must allocate resources in a way that will help insure
that we increase the number of job opportunities for those being laid off as many
large corporations continue to downsize and as corporate mergers increase. Decem-
ber 2004 was the busiest December in history for mergers and acquisitions, accord-
ing to Thomson Financial. We need look no further than the merger of SBC and
AT&T or Gillette and Procter and Gamble to see the impact that corporate mergers
have on jobs as already evidenced in Maine by the creation through merger of
Unum/Provident. The P & G/Gillette merger is expected to result in a loss of 6,000
jobs. The merger of SBC and AT&T is expected to result in the loss of 13,000 jobs.
And we are not expected to know for a while what the job losses will be from the
merger of Sears and Kmart or Citicorp and J. P. Morgan. We can be relatively con-
fident that the layoffs will be substantial. And it is not just mergers that are result-
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ing in substantial job loss. In mid-December, Delphi, the nations largest auto parts
maker announced it was cutting 3,000 U.S. jobs. Who will create the new jobs to
compensate for the job losses I have just described? We will look to small businesses
for new job creation just as we have for the last decade or more. The question is,
will there be enough new small businesses being formed and existing small busi-
nesses expanding to generate the nearly 160,000 new jobs we need every month
simply to provide jobs for new workers seeking to enter the workforce? That will
depend in part on whether the government modifies the discouraging and counter-
productive downward trend in the real level of resources as well as the downward
trend in the percentage of Federal resources allocated to assist small businesses.

Correspondingly in Maine, economic conditions continue to be stressed as the leg-
acy pulp and paper, timber, textile and shoe industries continue to decline rapidly.
The threat of downsizing of Bath Iron Works and the possible closure of navy bases
in Brunswick and Portsmouth loom large for the future of Maine’s economy. 4.7 per-
cent of Maine’s workforce remains unemployed, a seasonally adjusted near constant
statistic for all of calendar 2004. This relatively flat employment level overall masks
a well-known trend that over the past 4 years, Maine has lost over 17,000 manufac-
turing jobs. In two of our State’s poorest counties, Piscataquis and Washington, em-
ployment declined by 1 percent, scary when one considers their 2004 average unem-
ployment rates equaled 6.5 percent and 8.6 percent, respectively. Additionally,
Maine’s Per Capita Income varies widely from approximately $24,000 in Piscataquis
County to approximately $35,000 in Cumberland County, well below regional levels
by 25 percent and 8 to 9 percent below the U.S. across all states.

Notwithstanding a relatively flat unemployment rate, Maine is an impoverished
state, no stranger to poverty, especially in sparsely populated counties. For genera-
tions, families have survived by working the land, fishing and lobstering, and labor-
ing in factories and mills. According to the Portland Press Herald, steady job losses,
persistent population drops and factory closings have made it tougher for families
in many Maine towns to survive. Maine leads the country with the fastest growing
poverty rate, tied with Arkansas and Mississippi; poverty-related enrollment in
Medicaid rose from 24,100 to 48,400 from 1997 to 2002, with the biggest jump from
2000 to 2001, when enrollment doubled, according to the Kaiser Family Foundation;
Federal dollars for rural rental assistance have declined as need rises: in 1993,
Maine received $22.7 million and in 2002, $17.9 million. Federal dollars for rural
home construction fell during the same time period, as did Federal spending on Sec-
tion 8 vouchers, another source for rental assistance, and many of the state’s Sec-
tion 8 housing vouchers—a primary source of rental assistance for poor people—
were frozen for most of 2003, because of overwhelming demand, according to hous-
ing officials; the Maine State Housing Authority turned away hundreds of families
needing help to pay rent; communities in sparsely populated counties are as well
struggling to keep their professionals, dentists, and doctors: for example, 4,000 peo-
ple remain on a waiting list at Penobscot Community Health Center to see a den-
tist. Since 1993, credit outstanding as a percent of disposable income has risen
sharply from 15 percent to well over 21 percent. Not surprisingly, bankruptcy filings
have also surged. Growth in installment credit has outpaced income growth in 8 of
10 years. And in addition to bankruptcy filings, another indicator of the number of
people in Maine who are living on the edge is the number of people on food stamps;
this figure has been growing since 2000 and is now near 1993’s (last recession) peak.

The need for Maine to look to a vision of small business and entrepreneurship
has never been greater. As well for our nation, the troubles in Maine—rising pov-
erty and persistent job loss—mirror a national trend spreading across the Great
Plains, Appalachia, Wyoming and other states with sprawling tracts of undeveloped
land far from metropolitan areas. “It’s important to understand what Maine is wit-
nessing, clearly other places are experiencing,” according to Mark Lapping, a pro-
fessor of planning and community development at our University of Southern
Maine’s Muskie School of Public Service. Maine, along with other rural states, suf-
fers from neglect. “The economy and much of society has made rural America pe-
ripheral to the mainstream,” Lapping asserts. “Government and the business world
are increasingly discounting families and businesses” in rural areas, “considering
them not necessary.”

However, notwithstanding Lapping’s observation, increasingly small business and
entrepreneurship are being seen as solutions to Maine and others’ economic difficul-
ties. There is growing understanding that economic development strategies founded
primarily on business recruitment are not in rural America’s best interests and that
there needs to be a greater emphasis on homegrown development, according to a
2004 jointly published report from the W. K. Kellogg Foundation and the Corpora-
tion for Enterprise Development. The report points out that many observers see en-
trepreneurship as being a critical, if not major piece of rural economic development
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and that there is a compelling argument that creating an entrepreneurial climate
where all kinds -of entrepreneurs can succeed, lays the groundwork for the five out
of 100 small businesses that evolve into the fast-growing drivers of the national
economy. The report goes on to say that entrepreneur-focused: systems thinking is
required to align the plethora of training, technical assistance, and financing pro-
grams to meet the variety of needs of entrepreneurs and their different levels of
education, skills, and maturity. Thinking, as Madame Chair and the Committee
knows, that has been led by America’s Small Business Development Center Network
for the past twenty-five years.

It seems it’s just not rural entrepreneurship that is important, fostering the cre-
ation of entry-level businesses . . . is crucial to the revitalization of poor, urban
neighborhoods, according to a study issued by the Center for Urban Entrepreneur-
ship (CUE) at the Pioneer Institute for Public Policy Research. The Institute points
out that businesses started by inner-city residents tend to have a more lasting com-
mitment to their communities. Moreover, as these businesses grow, they are more
likely to hire local residents and spur further local business development. CUE as-
serts business ownership can also be a path to wealth creation for low-income indi-
viduals and their families; it can enable residents of distressed urban areas to share
in the benefits of revitalization, rather than become victims of gentrification: Who
will help these rural and inner-city businesses grow but for a proven network of
technical assistance service providers, America’s Small Business Development Cen-
ter Network, given the proper resources?

Now, taking a serious look at the nations overall jobs picture, 2004 was the first
year since 1999 that saw job growth in every single month, and it was also the first
year since 2000 that the jobless rate declined. The nations unemployment rate in
January of 2004 was 5.6 percent. The jobless rate last month fell to 5.2 percent. On
the surface, that would be very encouraging news. However, it would appear that
the decline in the unemployment rate was primarily due to a fall in the Labor Force
Participation Rate (LFPR) from 66.0 percent to 65.8 percent. This represents the
lowest Labor Force Participation Rate since May 1988. The LFPR is currently 1.5
percentage points below its most recent peak of 67.3 percent achieved in April 2000.
In other words, the unemployment rate declined last month because hundreds of
thousands of Americans, gave up looking for work in January. Specifically, unem-
ployment fell because the labor force fell by 224,000, while employment grew by
only 85,000.

The number of jobs created since the last recession ended in November 2001 has
been the lowest of any economic recovery in the United States since World War II.
The total number of jobs in the economy last month was only 62,000 more than ex-
isted in March of 2001. Currently private sector employment remains approximately
700,000 jobs below what it was in March 2001. Government entities may be creating
new jobs but the private sector is not. Private sector employment in January was
0.6 percent below what it was 46 months ago. This is a particularly disturbing sta-
tistic. Overall, we have fewer people employed today than the President’s Council
of Economic Advisors predicted in January of 2002 that the Nation would have in
January of 2003.

Clearly, this has been an unusual recovery. Virtually every prediction in recent
years relating to job growth has been missed. When the President’s tax package was
approved, the Council of Economic Advisors (CEA) projected 5.5 million new jobs
would be created from July 2003 through the end of 2004. As of December 31 of
2004, it became apparent that those projections would fall short by nearly 3 million
jobs. Fortunately, 2.2 million jobs were added during this past year, thereby bring-
ing the year-end employment levels to 132.3 million employed.

In January, manufacturing employment, (which we know is of particular concern
to you Madame Chair in your capacity as Co-Chair of the Senate Manufacturing
Taskforce) declined by 25,000 jobs. That is the fifth consecutive monthly decline in
factory jobs. From March 1 through August of 2004 the economy created 85,000 new
manufacturing, jobs. From September 1,2004 to February 1, 2005 the manufac-
turing sector has lost 61,000 jobs.

This loss of manufacturing jobs is taking its toll on the Maine’s economy. Like
the U.S., Global markets have battered Maine, but even more so. By the early
1990’s, Maine’s decline in manufacturing employment started accelerating. While
the U.S. has lost 25-30 percent of its manufacturing jobs from peak to trough,
Maine has lost closer to 50 percent. This is of particular concern because it hits
Maine’s rural areas the hardest as these rural places have the highest concentration
and dependence on industrial jobs. York and Sagadahoc are also vulnerable, particu-
larly with the BRAC process restarting. As Maine loses manufacturing jobs, they
are being replaced by lower paying jobs with fewer benefits. The percent of jobs in
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Maine that pay a livable wage has been stuck at approximately 66 percent for 8
years; far below Maine’s desired benchmark of 85 percent.

The national economic data which we have seen coming from the Department of
Commerce and the Department of Labor continue to give mixed signals about the
future of the economy, as well those from the Maine State Planning Office. We are
relatively confident that the overall economy will continue to expand throughout fis-
cal year 2005 but at a slower pace than in fiscal year 2004. The real economic issue
that faces us all is job creation. Can this economy produce the number of jobs nec-
essary to provide older Americans caught by downsizing and young Americans grad-
uating from high school and college with the employment opportunities they must
have to provide for themselves and their families? Can we create enough jobs to en-
sure that consumer spending will continue to drive economic growth? What will be
the impact of higher interest rates on housing starts, consumer spending and in
turn job creation?

The robust growth of 2004 is not likely to be repeated. Consumer spending will
likely be unable to continue to fuel growth if inflation increases, wages remain rel-
atively stagnant, and energy prices increase. Private sector job creation will be un-
certain if we do not pay more attention to the well-being of our nations small busi-
nesses. One measure of whether we are paying attention is resource allocation. Re-
sources for SBA have declined roughly 40 percent since 2000. This budget continues
that downward spiral. ASBDC believes the economy has paid a price over the last
4 years as resources for management and technical assistance to small business
owners and aspiring entrepreneurs has declined, certainly in real dollar terms.

Administrator Barreto has done what he could with what he has. Nevertheless,
his field staff is strained, his resource partners are strained and small business
owners are not getting the depth of service and adequate access to services that
they need and deserve in light of the fact that over 40 percent of Treasury receipts
come from small businesses.

Neither the SBDC national network nor I is unmindful of what is occurring in
the world and the responsibilities throughout the world that our Nation is trying
to meet. We recognize that we are fighting a worldwide war against terrorism and
that we are engaged in Nation building in Iraq, and Afghanistan. We fully appre-
ciate that Nation building does not come cheap and that we must provide for our
troops abroad.

We understand that to meet these new worldwide obligations requires resources.
That is why we have voiced concern about the lag time of this recovery in compari-
son to earlier post recession recoveries, the slow growth in business startups and
the slow growth in employment. These factors have contributed to a decline in
Treasury receipts in 3 of the last 4 years. If there is not robust activity in the entre-
preneurial sector, job creation will suffer, consumers will have less to spend, govern-
ment will spend more on public assistance programs and we will have to borrow
more to meet our obligations as we have for the past 4 years.

We are concerned that continued erosion of overall SBA resources is having an
adverse impact on the small business sector of the economy. The key to lowering
the deficit is economic growth stimulated by entrepreneurial activity and job forma-
tion. We cannot expect to stimulate job growth if we do not assist small businesses
that are struggling to survive or grow. And I hope we will always be mindful that
small businesses create roughly 70 percent of the new jobs in our economy and 53
percent of our nations Gross Domestic Product.

As to the specific recommended funding for the SBDC program, I am sure there
was a collective sigh of relief at every SBDC nationwide when it was learned that
the President’s budget recommended $88 million for the SBDC program for fiscal
year 2006. We would appear ungrateful if we did not acknowledge that, in actual
dollar terms, the SBDC program has been recommended for the same level of fund-
ing that the White House proposed last year. And that recommendation comes at
a time when hundreds of programs are being eliminated or are being cut. And we
are, indeed, grateful.

However, this committee and your colleagues in the Senate and House should un-
derstand that years of level funding are gnawing at the very marrow of the SBDC
national program, seriously impacting its ability to help the 23 million small busi-
nesses in this country, whether they are manufacturing concerns with 500 employ-
ees or a mother operating a home-based business to help her family get by.

And our government’s obligations abroad in terms of Nation building and in terms
of the war on terror are creating major problems for thousands of small businesses
here at home. When our Nation sends National Guard and Reserve Units abroad,
as it understandably must do, it is sending abroad many owners and key employees
of small businesses. What do we say to the men and women who return after serv-
ing in uniform in Iraq and Afghanistan to find the business they owned or the busi-
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ness that employed them no longer open for business? Additional resources are des-
perately needed to enable SBDCs to assist small businesses impacted by the call up
of owners and key employees to active duty service in the Guard and Reserve.

And where are the SBDC resources to assist the tens of thousands of new immi-
grants particularly in the Hispanic community who are seeking to start a new busi-
ness so that they too can enjoy the American dream?

I mentioned earlier the growing number of jobs lost to downsizing and mergers.
These realities in the economy have resulted in an ever-increasing number of Ameri-
cans over 50 in the unemployment lines. A recent article in USA Today focused on
new research that shows 5.6 million workers age 50 and older are now self-em-
ployed, a 23 percent jump from 1990. As a result of corporate downsizing and merg-
ers, tens of thousands of workers over 50 have faced loss of employment in recent
years. Many of these workers, after months of unsuccessfully searching for new em-
ployment, turn to self-employment. And where are they to find the necessary train-
ing to develop the wide range of skills required to run a small business successfully?
Many of them are turning to their local SBDC. Where are the resources to enable
SBDCs to serve what the Rand Corporations research for the AARP says will be
an ever-increasing number of baby boomers turning to self-employment to sustain
their families in 2005, 2006 and beyond?

Dr. Graham at the Office of Information and Regulatory Affairs at the White
House and Small Business Advocate Tom Sullivan are doing a remarkable job in
their efforts to slow the ever-growing regulatory burden on America’s small busi-
nesses. Their efforts have resulted in billions in regulatory compliance cost savings.
But the number of new regulations grew substantially in 2003 and 2004. Where are
the resources needed to enable SBDCs to assist millions of small businesses, your
constituents, who are struggling to understand and comply with the ever-growing
regulatory burden on small businesses?

Recognizing your concerns Madame Chair with the State of manufacturing in the
U.S., ASBDC commissioned Dr. James Chrisman of Mississippi State University
last summer to analyze the impact of SBDC services on SBDC long-term counseling
clients who were manufacturers. Dr. Chrisman completed that study in September
of 2004. Dr. Chrisman estimates that SBDC long-term counseling clients who re-
ceived services in 2002 generated 9,251 new jobs during 2002 and 2003. Based on
client assessments, Dr. Chrisman estimates that as a result of SBDCS counseling,
185,321 manufacturing jobs were saved in 2002 and 2003. Dr. Chrisman further es-
timates that SBDC 2002 long-term counseling clients who were manufacturers gen-
erated an increase in tax revenues of $58 million of which $34.8 million went into
the Federal Treasury. And those manufacturing firms who received long-term coun-
seling represented a little less than 12 per cent of SBDC long-term counseling cli-
ents in 2002. With the continued difficulties facing American manufacturing, where
are the additional resources that SBDCS will need to address the growing needs of
our nation’s small manufacturers?

The more comprehensive 2004 economic impact study of all SBDC long-term coun-
seling clients conducted by Dr. Chrisman, reported that SBDC long-term counseling
clients generated 56,258 new jobs in 2003 as compared to 46,688 new jobs created
by SBDC long-term counseling clients in 2001. The 2004 Chrisman Study also re-
ported that an additional 59,489 jobs were saved in 2003 as a result of SBDC long-
term counseling compared to 34,215 jobs saved in 2001. The 2004 Chrisman Study
reveals that the average change of employment rate for SBDC established business
clients was a positive 10.2 percent—over twenty-five times the rate of the average
U.S. business. The average change in sales for an SBDC long-term counseling client
was 17 percent compared to 2 percent for the average U.S. firm. Nearly 53 percent
of SBDC pre-venture clients who received long-term counseling (five hours or more)
during 2002, actually started new businesses during 2002 and 2003.

The same Chrisman Study points out in Maine:

}01 A job is created or saved by Maine SBDC business assisted clients every . . .
9 hours.

e $10,000 in new sales are generated by Maine SBDC business assisted clients
every . . . 64 minutes.

e $25,000 in financing is obtained by Maine SBDC business assisted clients every
.. . 17 hours.

Existing business owners score Maine SBDC Counselors 4.3 out of 5 on knowledge
and expertise.

e 92.1 percent of existing business owners would recommend Maine SBDC serv-
ices to other business owners.

Despite the positive numbers reported by Chrisman, there is one very disturbing
piece of data in the most recent SBDC productivity numbers. For the first time in
recent years the average hours per counseling client declined as overall counseling
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hours declined. This decline in the overall number of counseling hours occurred in
the face of an increase in the overall number of counseling clients. We believe this
is primarily due to the fact that the SBDC national network has experienced a re-
duction in the number of counselors available nationwide to serve an expanding
number of clients seeking counseling services. The reduction in available counselors
is clearly due to a decline in available Federal financial resources in actual and real
dollar terms in recent years.

For example, SBDC programs in low population states such as Madame Chair’s
State of Maine, Senator Enzi’s State of Wyoming, Senator Burns’ State of Montana,
or Senator Thune’s State of South Dakota (which get base grants of $500,000) have
had no increase in Federal funding since 1998. Inflation alone has eroded their abil-
ity to serve their state’s small businesses. To have the purchasing power that the
had in fiscal year 1998, low population states would each need grants of $603,000
in fiscal year 2006.

SBDCs in many larger population states experienced severe cuts as a result of the
2000 census. Many of these states now have some of the highest unemployment lev-
els in the nation. Madame Chair, the SBDC program in Senator Bond’s State of
Missouri under the President’s recently proposed fiscal year 2006 budget would re-
ceive $61,000 less in actual dollars in fiscal year 2006 than it did in fiscal year 2001.
The SBDC program in Senator Kerry’s State of Massachusetts would receive
$132,000 less in fiscal year 2006 than it did in fiscal year 2001. The SBDC program
in Senator Bayh’s State of Indiana would receive $60,000 less in fiscal year 2006
than it did in fiscal year 2001. The SBDC program in Senator Levin’s State of
Michigan would receive nearly $130,000 less in fiscal year 2006 than it did in fiscal
year 2001, Senator Vitter and Senator Landrieu’s State of Louisiana would receive
$91,000 less in fiscal year 2006 than it did in fiscal year 2001, Senator Coleman’s
State of Minnesota would receive $13,000 less in fiscal year 2006 than it did in fis-
cal year 2001 and Senator Lieberman’s State of Connecticut would receive $100,000
less in fiscal year 2006 than it did in fiscal year 2001 and Senator Pryor’s State
of Arkansas would receive $42,000 less in fiscal year 2006 than it did in fiscal year
2001. And these numbers reflect actual dollars with no adjustment for inflation.

To provide SBDCs in low population states with sufficient funds to restore their
purchasing power to fiscal year 1998 levels and to restore states impacted by the
census to the actual funding levels of fiscal year 2001 would require an appropria-
tion for SBDCs in fiscal year 2006 of $109 million, still well below the programs
authorized level of $135 million. Madame Chair, Senator Kerry, Honorable Members
of the Committee, on behalf of America’s small businesses, we respectfully ask for
an appropriation of $109 million for the SBDC program.

If that level of appropriation cannot be accommodated, then no one on this com-
mittee should be surprised when SBDC counselors in their State are laid off or serv-
ice centers are closed. And no one should be surprised when counseling hours per
client decline again in fiscal year 2006. Reduced hours per client results in reduced
economic impact. And many of our counselors believe that maximum economic im-
pact is attained when clients receive between 5 and 12 hours of counseling. It is
impossible for the SBDC program to give an increasing number of clients the atten-
tion they need and deserve with the level of decline in resources that has occurred
since 1998 as I have outlined above.

Think of this decline in hours of consulting per client in terms of your own health
care. What if you were experiencing a variety of concerning health symptoms and
went to your family practitioner or internist seeking medical attention? Suppose the
doctor came into the examining room, looked at you briefly without a meaningful
discussion with you of your symptoms, without ascertaining whether you were run-
ning a fever, without checking your blood pressure, without a urinalysis or blood
test and then prescribed a treatment regimen. I seriously question whether you
would make a return visit to that particular physician or have any confidence that
his or her prescribed regimen would do much to improve your health. That is the
type of reduced service and response that many SBDC clients may have to expect
in the future if demand for SBDC services continues to increase and resources con-
tinue to decline. And when the quality of services declines, the beneficial economic
impact of our consulting services, that is increased client sales, increased job cre-
ation and increased revenues to State and Federal treasuries will likely decline.

Madame Chair, in Maine this year, we would have had to reduce staff if it were
not for a State assisted CDBG allocation of some 200K that enabled our SBDC to
maintain level staffing. The prospect of a CDBG grant for next year is slim to none
and we are staring in the face of an 18 percent reduction of counseling staff, come
next January, should we not get the resources needed.

The latest SBA figures for the SBDC national program show that SBDC coun-
seling cases and training attendees combined increased from 685,000 in fiscal year
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2003 to nearly 726,000 in fiscal year 2004. Training attendees increased from
408,000 in 2003 to nearly 446,000 in 2004. These figures clearly demonstrate that
America’s small business owners and aspiring entrepreneurs are aware that they
need management and technical assistance to enhance their likelihood of business
success. They are increasingly seeking that assistance from the experienced, capa-
ble, and dedicated men and women who are consultants and trainers in America’s
Small Business Development Center Network. In Maine, nearly 3000 nascent entre-
preneurs and existing business owners sought one-on-one business, assistance in
Calendar 2004 with a similar number in attendance at 180 Maine SBDC sponsored
workshops, notwithstanding yet another similar amount served with SBA termed
information transfers. Clearly, in Maine and nationally demand is enormous.

Looking even closer at the SBDC client base, SBA’s latest figures show that in
2004, 40 percent of SBDC counseling clients nationwide were women (in Maine: 47
percent). SBDCs serve more women than all other Federal management and tech-
nical assistance programs combined. And the increase in entrepreneurial activity
among women is dramatic. Entrepreneurial activity is also rapidly increasing among
minorities. Seventeen percent of SBDC clients are African American, over 10 per-
cent are Hispanic and 4 percent are Asian-Americans. Over 9 percent of SBDC
counseling clients are self-identified veterans (in Maine: 12 percent). Sixteen percent
of our counseling clients were engaged in retail. Thirty-eight percent were engaged
in service, 8 percent were engaged in manufacturing (in Maine 12.4 percent), 3 per-
cent were engaged in wholesale, and 4 percent were engaged in construction. Forty-
four percent of our training seminar attendees were women, twenty-four percent
were minorities and 7 percent were self-identified veterans.

And these SBDC clients and firms are not simply statistics. They are our neigh-
bors, our relatives and our fellow church congregants, who have children in our chil-
dren’s schools and businesses in our communities. They are individuals like Mark
Awalt of JSI Store Fixtures in Milo, Maine, Susan Giguire of Care & Comfort in
Waterville, Maine (recognized by the SBA as 1 of 15 nationally acclaimed Women
Entrepreneurs), and Martin Grohman of the tech-savvy company Correct Building
Products in Biddeford, Maine, makers of CorrectDeck; and Christine Henriques with
her partners, Gabe Linden and Jason Mark, of Gravity Switch, a multimedia devel-
opment firm in Northampton, Massachusetts; and Mark Hanudel of R & H Quality
Refractory Service, Inc who was the 2004 SBA Small Business person of the year
from Sulphur, Louisiana; Merrie and Tom Ellsberry and their mobile document
shredding business in Cheyenne, Wyoming; Dawn and Rod Nimtz and their Cracked
Egg Omelette Shoppe in Bay City, Michigan; and thousands and thousands of oth-
ers. These men and women from all types of communities, educational backgrounds,
ethnicity, etc., are building and growing companies. And the companies they are
building and growing are providing work for others in their communities. Those
workers and the companies that employ them are paying local, State and Federal
taxes. And the tax revenues resulting from the increased economic activity of SBDC
clients exceeds the Federal outlays for the SBDC program. The 2004 Chrisman
Study of SBDC long-term clients who received assistance in 2002 found that the in-
cremental performance improvements of these clients resulted in $210. 3 million in
additional tax revenues from established businesses and $264.8 million from pre-
venture clients who started new businesses. This amounted to a total of approxi-
mately $475.1 million in additional tax revenues of which $211.6 million went to
the Federal Government and $263.5 million went to the states. In Maine the report
shows that $2.00 is returned to Maine the very next year through State tax reve-
nues for each State dollar invested in the Maine SBDC every year, and $2.60 is re-
turned through Federal tax revenues to the U.S. for each Federal dollar invested.

Madame Chair, very shortly now, you will be submitting a letter to the Senate
Budget Committee regarding the needs of programs under this committees jurisdic-
tion. In his inaugural address last month, the President told the Nation he wanted
to enhance opportunities for business ownership. We share his vision of an oppor-
tunity society. But just as opportunities are foreclosed for millions of young people
who drop out of school or do not attain education past high school, so are opportuni-
ties lost to millions of small business owners or aspiring entrepreneurs if they can-
not access resources that will enable them to manage their businesses effectively
and profitably or start a new business.

We believe that if the SBDC program is to meet the growing needs of women, mi-
norities, baby boomers, and small manufacturers, or businesses impacted by Na-
tional Guard and Reserve call-ups; the SBDC program must have additional re-
sources. To restore states like Missouri, Massachusetts, Michigan, Indiana, Min-
nesota, Louisiana, etc., to the actual dollar funding they had in fiscal year 2000 and
to restore low population states like Maine, Montana, Wyoming and South Dakota
to the real dollar funding they had in 1998 will require an appropriation of $109
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million. We trust, Madame Chair, that when you write to the Chairman of the Sen-
ate Budget Committee on which you serve, that your recommendation will take into
account the real needs of this nation’s small business sector for management and
technical assistance. We hope you will consider asking the Budget Committee to in-
clude in the budget a level of funding for the program that will begin to restore the
real loss of resources that this program has experienced over the last 8 years. We
hope you will encourage the Budget Committee to take into account that the job cre-
ation and increased sales that the SBDC program helps to generate for its small
business clients, in turn generates tens of millions more in revenues for the Treas-
ury than the program receives from the Treasury. We hope that when you write
your letter, you will recall the President telling the Congress in his State of the
Union address that “small business is the path of advancement, especially for
women and minorities.” We hope that you will ask for a $109 million for the SBDC
program.

Additionally Madame Chair, we are concerned with the elimination of SBA’s
FAST program, which a number of SBDC’s directly or indirectly participate in as
to assist new technology related business with the process of commercialization of
products. In Maine, the Maine SBDC through its tech-focus program, the Maine
Small Business & Technology Development Centers (Maine SBTDC), works in part-
nership with the Maine Technology Institute (MTI) to drive the vitality, competitive-
ness and clustering of tech-based small businesses across Maine. Funding through
FAST enables MTI along with its partners, such as the Maine SBTDC, to create
a statewide entrepreneurship network, facilitating access to business expertise, mar-
kets and capital. Maine currently has a strong commercialization-assistance pro-

am with funding accessed from fiscal year 2004. The FAST award accounts for

95,000, with $157,000 in matching State funds. An ROP award worth $49,000,
with $25,000 in matching State funds, adds to the overall budget. The integration
of these awards helps MTI and the Maine SBDTC achieve management efficiencies
in the development, promotion, execution and performance-measurement of high-
quality commercialization services. Similarly, other states are able to mobilize re-
sources for tech-commercialization using FAST dollars as a basis for composition of
meaningful results-oriented activities such as the following currently in Maine,
which include:

o Improving the quantity and quality of SBIR proposals to Federal agencies.—
Since the inception of Maine’s SBIR technical-assistance program in 1997, SBIR in-
vestment in the State has increased steadily, growing from $1.5 million in 1997 to
more than $4 million last year. Similarly, the number of SBIR projects awarded to
Maine firms has grown from five in 1997 to 23 in 2004. For 2005, Maine will commit
more than 2,700 hours of outreach and consulting time to businesses submitting
SBIR proposals. The organization anticipates that this assistance will return ap-
proximately 30 awards and an investment in Maine of $6 million.

e Producing an intensive 10-week series of commercialization workshops.—The
workshop series cultivates the marketing and sales of tech-based products and serv-
ices developed by Maine entrepreneurs. Designed to promote interaction within a
small group, the workshops provide hands-on and practical knowledge to support go-
to-market activities. The series challenges firms to think strategically and analyt-
ically while facilitating exploitation of the business opportunity. Since inception of
the series in 2002, 40 firms have completed the coursework. This year’s series, start-
ing in the spring, will feature increased use of the Internet. Live “web streaming”
will encourage participation by firms in rural areas, and on-line “threaded” discus-
sions will enable a continuing exchange of ideas outside the physical workshop.

e Growing small businesses with the Maine Tech Trackers.—Maine Tech Trackers
are Maine’s volunteer technology business advisors. Motivated by an interest in
playing a role in Maine’s economic development, Tech Trackers provide short-term
and targeted assistance to MTI/SBTDC portfolio companies. Recruited statewide,
Trackers are entrepreneurs, senior managers in large firms, and venture capitalists.
They volunteer a small portion of their time to help technology business clients
overcome specific business challenges, including accounting, engineering tests for
patent applications, and business valuation for the purposes of a sale. In their role
as mentors, they support small businesses by providing encouragement, critique and
advice.

We believe the elimination of the FAST appropriation to be imprudent in the face
of lost manufacturing jobs discussed earlier. According to the Council for Competi-
tiveness, “Innovation fosters the new ideas, technologies, and processes that lead to
better jobs, higher wages and a higher standard of living. For advanced industrial
nations no longer able to compete on cost, the capacity to innovate is the most crit-
ical element in sustaining competitiveness. The United States stands apart from the
rest of the world in its record of sustained innovation over decades, across indus-
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tries, and through economic cycles. But the United States now finds itself at a po-
tential inflection point—facing new realities that pose significant challenges to our
global innovation leadership. How the United States responds to these realities is
critically important and is the goal of the National Innovation Initiative.” Elimi-
nation of FAST funding appears to fly directly in the face of this initiative, as out-
lined in a very recent report, entitled Innovate America, published by the Council.

The Administrations budget also seeks to eliminate the SBA Micro-loan pro-
gram—30 percent of micro-loan borrowers are African American, 11 percent are His-
panic, 37 percent are women, and 30 to 40 percent are rural. Needless-to-say, our
concern is that access to capital will be severely limited to our Nation’s underprivi-
leged, and even though the SBA claims it is being replaced by the Community Ex-
press program, that method of business capital access is little more than “credit
card” debt, fraught with all the dangers of that type of business or, for that matter,
personal financing. I know it is of particular import to Maine.

We ask that the Committee consider working toward restoration of FAST and the
SBA Micro-loan Program.

Finally Madame Chair, we want to call your attention to proposed fiscal year 2006
legislation by the SBA, Title II: Entrepreneurial Development—Sec. 201: Small Busi-
ness Development Center Competition, which proposes authorization of outside com-
petition based on performance (FY 2005) as allegedly to improve performance re-
sults and provide a more cost effective and responsive SBDC program. We ask you,
Senator Kerry and the Committee to vehemently oppose this needless change.

With all due respect, to our partner, the, SBA, we believe such a legislative
change would far from improve performance overall, or in any way, improve results,
or possibly suggest a more cost-effective methodology for the SBDC program, quite
the contrary. Frankly, the Agency has numerous tools at its disposal to manage the
SBDC program including program reviews, financial audits, diversity audits, DC-
based program managers, locally-based project officers and district directors, client
surveys, annual work plan negotiation, statistical measurement, generally addi-
tional state oversight because of matching requirements, most importantly ASBDC
peer review accreditation, and, if necessary, protocol to re-bid an individual program
when all fails. We suggest if that is not enough to assure outstanding performance
results than perhaps Congress has been placing false trust in the Agency’s ability
to manage. We certainly hope not.

This year, the ASBDC celebrate twenty-five years of serving America’s small busi-
ness community: twenty-five years of continuous improvement, twenty-five years of
helping small businesses succeed, and twenty-five years of proven results. As the
members of this Committee know, the SBDC program is a program that works ex-
ceptionally well in Maine and in states throughout the country. It is a program with
a proven track record of creating new businesses, jobs, sales and economic develop-
ment by leveraging Federal, State, university, regional and private resources. It
makes no sense for the SBA to propose changes to the SBDC program that will
weaken its ability to fulfill its mission.

We believe hidden in this SBA suggested legislation, the SBA is again proposing
to repeal the law’s requirement that applicants to host SBDC networks must be in-
stitutions of higher learning. SBA would make any non-profit organization eligible
to apply for an SBDC grant, regardless of whether it had any expertise in entrepre-
neurship or the delivery of management and technical assistance to small busi-
nesses. We believe such would severely damage the SBDC program.

Institutions of higher learning bring academic pedigree and stability to State
SBDC networks, because such institutions are built on solid financial and commu-
nity foundations. In addition, institutions of higher learning help to ensure the qual-
ity and educational mission of a state’s SBDC services to small business owners and
aspiring entrepreneurs. The University of Southern Maine (USM) was an original
pilot project participant in the creation of the forerunner to today’s SBDC program
and since has an over twenty-five year history of successfully assisting Maine’s
small businesses. Throughout those years, the University in collaboration with
Maine’s SBA District Office and Maine Department of Economic and Community
Development has nurtured and leveraged the Maine SBDC program to be a state-
wide motivating force in developing the entrepreneurial spirit of Maine people.

USM is proud of its more than 25-year role as the administrative unit for the
Maine SBDC. Moreover, hosting SBDC provides opportunities for an ongoing, mutu-
ally beneficial relationship with the USM School of Business, its Center for Entre-
preneurship and business research centers, and other campus entities that can cre-
ate real-world solutions to business issues while complementing the University’s
mission of cultivating partnerships in support of the region’s economic and social de-
velopment.
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The SBA’s proposed legislative changes come at a time when Institutions of High-
er Education’s importance in economic development strategies are at an all time
high. Witness:

e “In Cleveland’s heyday, . . . proximity to water or rail mattered a lot. Today,
proximity to a university campus matters a lot.” (Tim Ferguson, Forbes)

e In his new book, “The Rise of the Creative Class”, Richard Florida refers to col-
leges and universities as “. . . a huge potential source of competitive advantage.”
And he says that colleges and universities are today “. . . a basic infrastructure
component . and far more important than traditional 1nfrastructures such as

. the canals, railroads and freeway systems of past epochs . .

o States such as Georgia have recognized the fundamental role of higher edu-
cation so clearly that its former Governor, now U.S. Senator Zell Miller, publicly de-
clared that higher education was the infrastructure of Georgia’s new economy.

e “Much of the burden of transforming Mississippi’s economy will fall squarely
upon the capable shoulders of the state’s economic developers and our higher edu-
cation system.” (Economic Development through Higher Education, a report from the
Mc Coy Working Group).

e “A strong partnership with government, business, and higher education is crit-
ical to overcome the challenges of the transition to the new global, knowledge-based
economy. There are increasing expectations from legislative and executive leader-
ship in the State that the University of North Carolina assume a more direct, active
role in economic development. . . . In its growing role in economic development,
UNC is building on a strong record of service and support for communities and en-
trepreneurs, including those in rural areas . . . Seventeen Small Business and
Technology Development Centers play a key role in entrepreneurial development, of-
fering services to existing businesses and industries and supporting strategic eco-
nomic development initiatives.” (The Role of the University in Economic Develop-
ment, The University of North Carolina Board of Governors Long Range Plan 2004—
2009)

An SBDC program that is supported by an institution of higher learning like the
USM or UNC or UMass or Wharton for that matter, benefits from both the re-
sources and the high standards of that institution typical to standards set by accred-
itation bodies, actively engaged trustees and in the case of public institutions, the
rigors of legislative scrutiny. Most institutions of higher learning have business
schools that contribute the expertise of faculty, business student interns, academic
crossover, MBA students, Centers for Family Business and/or Entrepreneurship and
other resources. SBDC programs are, as a matter of course and design, educational
programs; as such, it is only logical that institutions of higher learning should host
them. It makes no sense, as the SBA seems to be proposing, to solicit SBDC grant
applications from non-profit organizations that have no background or expertise in
providing entrepreneurship, management and technical assistance to small busi-
nesses. And even if some non-profits do have some limited experience in these areas,
their focus is usually limited; they cannot possibly bring the broad prospective that
institutions like the University of Southern Maine bring to the responsibilities asso-
ciated with facilitating economic progress through small business creation, growth
and development.

In Maine, we do use some community and/or community development corporations
as sub-hosts, but it is well documented in the SBA that such requires very keen
oversight, can only operate effectively on a regional basis within the State, and need
the overarching infrastructure of State support and University contractual oversight
to be effective. And it is only since this State director has taken charge that there
is consistency of program. To expect that any one of them could operate on a state-
wide basis is wishful thinking. In fact, the Women’s Business Center, now adminis-
tered by a CDC, has entered into a strategic alliance with the SBDC, as to garner
systems, efficiencies, professional development and statewide outreach.

SBDC business management assistance counselors are qualified small business
professionals who have diverse educational and business experience. Many hold
MBA'’s and have owned and operated their own businesses. Often they bring diverse
corporate experience to bear on seeking solutions for small business, especially in
the areas of marketing, management and operations. Each counselor is required to
participate in a professional development program, which administers core com-
petency standards, personal professional development plans and counselor certifi-
cation for SBDC personnel. Additionally ASBDC professional development is man-
datory for many SBDC programs.

Three years ago, Maine Small Business Development Centers received the Mar-
garet Chase Smith Maine State Quality Award. This award recognizes organizations
for performance excellence, based on criteria corresponding to the Malcolm Baldrige
National Quality Award. The criteria for the award examine a wide range of quali-
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ties, from leadership to business results, and evaluate how well an organization’s
systems support its goals and objectives. Last year, the Maine SBDC underwent its
peer accreditation review—perhaps the toughest management review, I have under-
gone as a professional manager. It too is based on Baldrige criteria and it takes seri-
ously the idea of pass or fail in its process of review with the opportunity for non-
accreditation and loss of SBA funding to occur.

This track record of quality within staff and the organization as outlined in the
preceding two paragraphs has been honed with time and in the context of a Univer-
sity with a 125-year-old tradition of public service. Not to seek ways to build on such
consistency and context in my opinion is risible on the part of the SBA.

Additionally, the SBA’s request to require SBDC grants to be re-competed every
5 years would discourage institutions such as the University of Southern Maine
from participating in the SBDC program, because such institutions would not want
to invest significant matching resources in a program that might be available to
them for only a short period of time. For example, in the past 5 years, the Univer-
sity of Southern Maine has invested nearly $550,000 in the Maine SBDC and over.
1 million dollars in cost share for the privilege of administering the Maine SBDC.
In all likelihood, such an investment would not have been made if the potential to
lose the program because of what possibly could be construed as politics, even mar-
ginally existed.

Moreover, requiring host institutions to re-compete for SBDC grants every 5 years
would not add to the accountability or quality of SBDC programs. Under current
law, the SBA can already revoke an SBDC grant if the grant recipient is under-
performing, and under current law the SBDC program is already required to have
an accreditation program, that ensures quality among grant recipients. Accredita-
tion, more than any SBA scrutiny, is a most productive mechanism for continuous
improvement of the SBDC program because it is done in the context of constructive
criticism and is absent any political influence, but rather reflects the goals of the
ASBfDC, the SBA and the states to assure the Congress it is getting what it is pay-
ing for.

In addition, SBDC hosts in every State undergo reviews by SBA auditors every
2 years; and as well, they receive regular program, audits from SBA project direc-
tors, and also must supply titanic amounts of information, often duplicative, to the
SBA. It is inherently unfair, absent a showing of mismanagement or wrongdoing,
to pull a grant from a host institution that has made a significant contribution of
resources to a program in the form of matching funds, in-kind contributions, train-
ing and development and other resources. There simply is no way the momentum
it takes in organizational development, resource development, and relationship man-
agement, etc. should be broken for the sake of supposed competition. If there is im-
provement to be made, let a progressive system take care to define objectives and
have the SBA and SBDC hosting organizations and other important stakeholders
work together to get it done. When and where and if there is a failure in the system,
let the accreditation process handily solve the problem through methods already
available for assuring consistency and success of individual SBDC programs.

Notwithstanding all of the above, the SBA by way of its yearly program announce-
ment insists the SBDCs through a negotiated process develop, annually the extent
to which SBDC statutory and program duties are to be delivered to address the
needs of states’ small business communities. In doing so, SBDCs and their
partnering organizations must ensure that statutory and regulatory duties are met.
SBDCs then annually operate under an annual plan, approved by the SBA, to pro-
vide ongoing small business assistance, and thereby must employ their best efforts
to ensure that economic development and technical assistance services are available,
as defined by statue, to all small business populations where critical success factors
apply, including but not limited to SBA’s special emphasis groups: Minority-, Vet-
eran-, Women-owned (ex: Native Americans, Hispanic Americans, Black American,
Reservists, Women, etc.). It seems to me the SBA has ample opportunity to reason-
ably define their wants and needs for any SBDC program within such a vehicle and
that within one which already exists.

Members of the Committee, the Maine SBDC is a partnership program that com-
bines the resources of the Federal Government, the Maine Department of Economic
and Community Development, the University of Southern Maine, and leading eco-
nomic and community development organizations. For 27 years the Maine SBDC
has provided comprehensive business management assistance, training and informa-
tion services to Maine’s micro-, small-, and now technology-based business commu-
nities. The effectiveness of this partnership, and the delivery of services to Maine’s
small businesses, depends on good faith, stability and cooperation among the part-
ners. This partnership, and the resources that each of these partners brings to the
SBDC program, more than likely State participation, could be destroyed by the
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SBA’s proposal to recompete SBDC grants every 5 years. It simply makes no sense.
It takes from 6 to 8 years for a counselor in New England to progress from rookie
to seasoned even with the rigorous hiring requirements we place on the position.
The SBDC network values longevity as do the people who are part of it, many with
over 10 years experience who simply wouldn’t stay around if they knew their bene-
fits and or retirement could be jeopardized every 5 years; they simply are too good
and generally too entrepreneurial to deal with the kind of bureaucracy re-competing
could bring. Ernesto Sirolli, the renowned author and principal of enterprise facilita-
tion, suggests good business counselors to be somewhat gray haired and having been
there and done it. If you subscribe to his theory (and I see myself as a living exam-
ple, having over thirty years of business experience including that of a Founding
Officer of Staples), these folks want to concentrate on the person of the client and
not the pottage. Please let them.

Let’s not forget our State partners either. In Maine, the State puts in nearly
500,000 dollars additional cash over and above the 250,000 dollars cash required by
the SBA; the in-kind is well provided for as well; and additional cash and leverage
come from a myriad of partners. These partners including the SBA and the State
all are working together in a coordinated fashion with an understanding that both
State and Federal needs have to be met in coordination with one another. One-sided
control is yesterday’s theory. A statewide newspaper article excerpted below dem-
onstrates collaborative realities in Maine:

Maine Small Business Development Centers serve thousands of small business
owners each year through. one-on-one business counseling and comprehensive
training programs. Most Maine SBDC services are offered at no cost to clients
and delivered by a team of highly qualified professionals who bring entrepre-
neurial experience, advanced business education, and corporate know-how to
their role in advising small businesses. Maine SBDC is frequently asked how it
is able to provide the level of service it does at little or no cost to its clients, who
have often invested every financial resource they have into their businesses. The
answer is collaboration.

By working in partnership with business assistance service providers through-
out the State, the Maine SBDC can give clients access to the best talent and re-
sources available. In addition to funding from SBA, the State of Maine, and the
University of Southern Maine, the Maine SBDC is fortunate to have many long-
standing partnerships. Maine SBDC services to small businesses get a boost
from collaborative relationships such as those with Maine Technology Institute,
Market Development Center, Maine Women Work & Community, and others
whom support customized services for specific industries and /or communities.

Through effective collaboration with many organizations that serve small busi-
ness, and coordinated missions including those of other SBA funded partners,
the Maine SBDC fosters the entrepreneurial spirit upon which the future of the
State’s economy depends. (MaineBiz)

As the members of the Committee know, all is not always rosy with the small
business sector. The small business sector’s need for management and technical as-
sistance is greater than ever as America looks to it to fuel job growth. And so, it
is more important than ever that the Committee reject SBA’s proposed legislative
changes to the SBDC program—such that they would weaken the SBDC network’s
ability to serve America’s small business owners and aspiring entrepreneurs.

As Madame Chair knows, Maine’s economy is based on small business. More than
98 of Maine businesses employ fewer than 100 employees and more than 92 percent
employ fewer than 20 employees. The services that the Maine SBDC provides to as-
piring and current business owners are clearly critical to the success of Maine’s
economy. These services should not be put in jeopardy to serve the interests of the
bureaucracy that administers the SBDC grants in Washington, DC.

The national SBDC network, including the Maine SBDC, has a proven record of
creating jobs and generating growth for America’s small businesses as outlined in
previous testimony. With such a record of accomplishment, both in Maine and
across the nation, there is no justification for the SBA’s proposal to radically re-
structure and put at risk the effectiveness of America’s Small Business Development
Center Network.

Chair Snowe, we sincerely appreciate your strong support for the Maine SBDC
and America’s Small Business Development Network; I urge you, Senator Kerry and
the members of this Committee to reject the SBA’s SBDC legislative proposal. Rath-
er, I ask that the Committee focus on ways to enhance entrepreneurial development
in our great country by building on the success of the SBDC program and by devel-
oping improvement activities through increased funding, collaboration and quality-
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related legislative activities to help get and keep America’s economy moving forward
with small business at the core as it has been and continues to be!

Thank you again for allowing me to appear before the committee today. It has
been an honor and a privilege. At this time, I will be glad to respond to any ques-
tions that you, Madame Chair, or other members of the committee may have.

Chair SNOWE. Thank you, John.

Well, you give us a good idea—not about the head. That is an
interesting point, in terms of administrative costs. That is some-
thing we certainly should look at.

I appreciate your views and the startling numbers regarding
Maine. That is something we have known, how difficult the eco-
nomic environment is, but compounded with all the other chal-
lenges as well. So I thank you.

Mr. Tuvin.

STATEMENT OF EDWARD ¢“EDDIE” TUVIN, FIRST VICE
PRESIDENT OF COMMUNITY SOUTH BANK ON BEHALF OF
THE NATIONAL ASSOCIATION OF GOVERNMENT
GUARANTEED LENDERS

Mr. TuviN. Thank you, Madame Chairwoman.

I am Eddie Tuvin, First Vice President with Community South
SBA lending. We are an active SBA lender with lending operations
all along the Eastern seaboard and a member of the National Asso-
ciation of Government Guaranteed Lenders, a trade association for
lenders and other participants who make about 80 percent of the
Small Business Administration Section 7(a) loans.

Commonly called the SBA’s flagship program, the 7(a) program
has proven to be an excellent public-private sector partnership, in
my opinion probably the best in the world. Over the last decade,
the SBA has approved roughly 500,000 loans for approximately
$100 billion. We thank the Committee for the opportunity to pro-
vide NAGGL’s written testimony on the SBA fiscal year 2006 budg-
et request and other current issues facing the SBA 7(a) program.

Ang Madame Chair, I would like to submit my testimony for the
record.

Chair SNOWE. Without objection, so ordered. And we will do that
for all the other panelists, as well.

Mr. TuviN. Madame Chair, we concur with your thinking and
your perception and views of how the SBA 7(a) actually operates
and what the fiscal year 2006 budget might do and recognize this
in connection with Ranking Member Kerry’s comments earlier.

With that, I would like to present five points that we are focus-
ing on and then I will move into the comments that we would like
to make relative to these five points.

First of all, we support at least a $17 billion program for fiscal
year 2006.

Second, we feel that a thorough review of the 7(a) credit subsidy
model and the changes in fiscal year 2006 program estimates
should be made.

Third, we support the reinstatement of piggyback or combination
loans through legislation, if necessary.

Fourth, we support the establishment of what is known as a Na-
tional PLP Lender Approval to eliminate these lenders going back
and forth from State to State trying to get PLP, which we thought
was a great program at the SBA when they delegated more author-
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ity outside of their offices and became more efficient. We think
there is another level for that.

And finally, fifth, we oppose granting SBA the authority to levy
an unneeded secondary market fee.

Last year at this time representatives testified about the many
challenges facing the 7(a) program and many of us here today met
with staff to work through the issues. Thanks to the efforts of the
Small Business Committees and the SBA officials, the problem was
resolved and fiscal year 2004 lending set records for both numbers
of loans originated and dollars loaned.

Fiscal year 2005 is also off to a record start, with almost $3.6 bil-
lion lent in the first fiscal quarter alone. As part of the compromise
worked out at the end of the 108th Congress, the 7(a) program re-
ceived $16 billion in lending authority for fiscal year 2005, which
should be sufficient to meet the lending needs.

The Administration has requested a $16.5 billion program level
in fiscal year 2006. Fiscal year 2004 usage was about $13.5 billion
and some forecast that all $16 billion of available lending authority
will be used this fiscal year. Given the growth rate in the program,
we would request that the Committee support at least a $17 billion
program. This would match the authorization level passed in the
Omnibus Appropriations Bill that was in December 2004 and will
probably lessen the risk of future program caps or restrictions.

About the fees. From the start of fiscal year 2004 to fiscal year
2006 we heard testimony earlier that the increases were 118 per-
cent, if the increase proposed is put into effect. The latest increase
would be within the compromise worked out in the 108th Congress.
The trend of higher and higher feeds needs really to be reversed.
It is disturbing that months after a compromise deal was estab-
lished that we are back talking about the issue again.

In addition, the Administration reports in table 8 of the Federal
Credit Supplement to the fiscal year 2006 budget, page 54, that the
subsidy rate established for fiscal year 2004 was excessive. The
original rate for fiscal year 2004 was 0.78. It has now been reesti-
mated and reduced, as we discussed, to 0.24.

Now the Administration is recognizing the fee increases, which
they demanded in the start of fiscal year 2005 be imposed upon the
lenders and borrowers to lower the subsidy rate to zero, should ac-
tually lower the rate to a substantially negative number. We be-
lieve that given the downward subsidy reestimate for fiscal year
2004, the subsidy rate should have actually declined in fiscal year
2006, resulting in a lower lender fee.

We encourage the Committee to ask the Administration, as we
heard the the Committee request earlier, for a thorough expla-
nation of the changes made in the subsidy and reestimate models.

The Administration also is requesting authority to charge lenders
a fee for loans sold in the secondary market. The fiscal year 2006
budget, in table 6, does not provide any income from a proposed
fee. So thus, the proposed fee must be zero and is unnecessary.

With that, I rest my comments, I thank you, and would be will-
ing to answer any questions that you have.

[The prepared statement of Mr. Tuvin follows:]



68

STATEMENT OF THE NATIONAL ASSOCIATION OF GOVERNMENT
GUARANTEED LENDERS, INC.

The National Association of Government Guaranteed Lenders, Inc. (NAGGL) is a
trade association for lenders and other participants who make approximately 80
percent of the Small Business Administration (SBA) section 7(a) loans. Commonly
called SBA’s “flagship” program, the 7(a) program has proven to be an excellent
public/private sector partnership. Over the last decade, the SBA has approved
roughly 500,000 loans for approximately $100 billion. We thank the Committee for
the opportunity to provide written testimony on the SBA fiscal year 2006 budget
request and other current issues facing the SBA 7(a) program community.

ONE YEAR LATER

Last year at this time, the 7(a) lending program was in the middle of a crisis.
Lack of adequate funding at the start of fiscal year 2004 led to a variety of prob-
lems, including an unprecedented “lending holiday” and subsequent program caps
and limitations. Thanks to the efforts of the Small Business Committees and SBA
Officials, that problem was resolved and fiscal year 2004 lending set records for both
numbers and dollars loaned. Fiscal year 2005 is also off to a record pace, with al-
most $3.6 billion lent in the first fiscal quarter. As part of the compromise worked
out at the end of the 108th Congress, the 7(a) program received $16 billion in lend-
ing authority for fiscal year 2005, which should be sufficient to meet the net lending
demands of small businesses.

STATISTICS

The SBA loan programs are the largest source of long-term capital for small busi-
ness in this country. Based upon bank “call” reports, the SBA Office of Advocacy
reports there are $485 billion in outstanding small business loans. From FDIC data,
only about 20 percent of those loans (approximately $95 billion) have an original
maturity over 3 years. The average original maturity of an SBA 7(a) loan is about
14 years, and the SBA 504 average is even longer. The balance of the outstanding
7(a) portfolio is approximately $40 billion or a significant percentage of all out-
standing long-term small business loans. Small businesses rely upon the SBA 7(a)
program to be a major source of long-term debt capital.

FY 2006 BUDGET
FY 2006 LOAN DEMAND

The Administration has requested a $16.5 billion program level in fiscal year
2006. Fiscal year 2004 usage was approximately $13.5 billion, and some forecast
that all $16 billion of available lending authority will be used this fiscal year. Given
the growth rate in the program, NAGGL requests that this Committee support at
least a $17 billion program for fiscal year 2006. A $17 billion program would match
the authorization level passed in the Omnibus Appropriation bill in December 2004,
and would lessen the risk of future program caps or restrictions.

MORE FEES

From the start of fiscal year 2004 to the start of fiscal year 2006, lender fees will
have increased 116 percent if the increase proposed in the fiscal year 2006 budget
is put into effect. Although the latest increase would be within the compromise
Work((eid out in the 108th Congress, the trend of higher and higher fees must be re-
versed.

It is disturbing that the 7(a) program faces further fee increases considering that
the compromise deal establishing fee levels was signed into law just 2 short months
ago. In addition, the Administration reports, in table 8 of the Federal Credit Supple-
ment to the fiscal year 2006 Budget (on page 54), that the subsidy rate established
for fiscal year 2004 was excessive. The original subsidy rate for fiscal year 2004 was
0.78 percent, but this has now been reestimated and reduced to 0.24 percent. Thus
the Administration is now recognizing that the fee increases which they demanded
be imposed upon lenders and borrowers to lower the subsidy rate to zero should
have actually lowered the rate to a substantially negative number. We believe that
given the downward subsidy re-estimate for fiscal year 2004, the subsidy rate
sh(;uld have actually declined in fiscal year 2006, resulting in a lowering of the lend-
er fee.

NAGGL encourages this Committee to ask the Administration for a thorough ex-
planation of the changes made in the subsidy and re-estimate models.
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SECONDARY MARKET FEE

The Administration also is requesting authority to charge lenders a fee for loans
sold in the secondary market. In the fiscal year 2006 budget, in Table 6 on page
23, the Administration does not provide any income from a proposed fee. Thus the
proposed fee must be zero and is unnecessary.

NAGGL is opposed to granting the authority to impose secondary market fee for
several reasons. First, the SBA has not documented a need for such a fee. The sec-
ondary market and the master reserve fund have operated smoothly and efficiently
for some 20 years. What variables has the Administration used to calculate a sub-
sidy rate for this program? The Administration took some administrative actions
last year. What impact did those changes have on the subsidy rate? What other ad-
ministrative changes could be made so that charging an additional fee could be
avoided? Until these and other questions have been answered and there has been
a full disclosure of the subsidy rate calculation, NAGGL opposes granting SBA the
authority to charge this additional fee.

NATIONAL PLP AUTHORITY

As part of the compromise reached in December, a national Preferred Lenders
Program or PLP should have been included in the legislation. Today, lenders who
lend in multiple districts spend an inordinate amount of resources dealing with the
multitude of district offices in establishing or renewing their PLP status. The new
program would have established guidelines for the SBA to grant national PLP sta-
tus to those lenders meeting the benchmarks. Unfortunately, due to a clerical error,
the provisions were not included in the final legislative package, which was enacted
as Division K of the Omnibus Appropriations Act (P.L. 108-447). NAGGL requests
that this provision be included in the near future in any appropriate legislative
paf)kage, particularly in any technical corrections bill, which SBA has said it will
submit.

PIGGYBACK RESTRICTION STILL IN PLACE

A lender generally utilizes the 7(a) program because an applicant has a credit de-
ficiency or needs a longer term loan than could be provided without the 7(a) pro-
gram. In other instances an applicant has a need that is larger than the maximum
loan size allowed under the 7(a) program. To accommodate this higher financing
need, a lender historically has utilized a piggyback structure or a combination loan
to meet the borrowers’ financing needs.

For example, assume an applicant needs to borrow $2.5 million, or $500,000 more
than the 7(a) limit. A lender could have provided a $500,000 conventional loan in
a first lien position, and a $2,000,000 SBA 7(a) loan in second lien position. Unfortu-
nately, however, SBA administratively prohibits the use of piggyback financing and
the statutory provisions permitting combination loans expired at the end of fiscal
year 2004. Thus the financing needs in excess of the 7(a) program limit cannot be
met.

Ironically, this piggyback or combination loan structure is similar to the loan
structure provided in the SBA 504 program, with two key differences. With a 504
loan the SBA has 100 percent of the credit risk on the second mortgage loan. With
a 7(a) loan, under the piggyback structure, the originating private sector 7(a) lender
has at least a 25 percent pro-rata share of the second lien loan, and thus the lender
is sharing in the credit risk. The second difference is that the government collects
substantially more fees on a 7(a) loan than it does a 504 loan.

NAGGL has met with Administration officials, and subsequently submitted a pro-
posal to them to reinstate piggyback lending. We are awaiting a response.

With the piggyback prohibition, many applicants have no solution to their need
to find larger loan packages. We request that this Committee work with the Admin-
istration to reinstate the use of piggyback loans so that lenders again would have
a vehicle to serve those small businesses that need larger loan packages.

CONCLUSION

In conclusion, NAGGL requests that this Committee:

1. Support at least a $17 billion program for fiscal year 2006;

2. Conduct a thorough review of the 7(a) credit subsidy model changes in the fis-
cal year 2006 program estimate;

3. Support the reinstatement of piggyback or combination loans, through legisla-
tion if necessary;

4. Support the establishment of a National PLP Lender approval and renewal
process through legislation; and



70

5. Oppose granting SBA the authority to levy an unneeded secondary market fee.
Thank you for the opportunity to submit our written testimony.
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Chair SNOWE. Thank you, Mr. Tuvin. Thank you.

I know, Mr. Betancourt, you have to leave at noon, so I will
quickly get to you in a couple of questions. You have a plane to
catch.

Ms. Sands.

STATEMENT OF PATRICIA SANDS, OWNER OF SPILL-GUARD
AND PARTICIPANT OF THE SBA’S WOMENS BUSINESS
CENTER PROGRAM

Ms. SANDS. Good morning, Madame Chairwoman Snowe.

Chair SNOWE. Who by the way is the only small business owner
here; right? Welcome. Now you can tell us the practical applica-
tions of all of this.

Ms. SaNDs. Thank you for inviting me to speak about my busi-
ness in regard to the Women’s Business Center of Northern Vir-
ginia.

I am Patricia Sands, the CEO of Spill-Guard. Spill-Guard is a
one-member, women-owned, home-based LLC that is located in Ar-
lington, Virginia. My product is Spill-Guard male urinal and my
storefront is the Internet. It is the only hands-free male urinal on
the market that tests 500 percent improved over typical products.
I am proud to say that Spill-Guard is American-made and produced
in Leominster, Massachusetts.

I am sure you are wondering why a person would design a urinal
and no doubt it was an unusual endeavor for a low-income mother
of three.

My product and business idea came from seeing a need in my
life. In the years past, I cared for severely ill family members. As
a military war widow, I cared not only for my husband, but also
for my father that had a 10-year stroke recovery. I did not know
it at the time, but I was gathering great market research in the
field of incontinence. I know the patient, the problems, the cost and
the exhaustion of caregivers.

From this bank of experience as a caregiver and my training in
design, I put my mind to the task of exploring a more stable urinal.
With several paper mache prototypes and revisions, the design
came together quite quickly.

However, the patent, the engineering, the manufacturing and the
distribution has taken 5 years to be at the startup. It has taken
all of my efforts and funds. I believe in it for I know it will help
others.

My family knows that this seemingly insignificant product has
the ability to enhance the health of the patient by drastically re-
ducing the incidence of urine spills and bed sores. Right now that
product choices for severely ill patients are limited to typical uri-
nals, adult diapers and internal and external catheters. There is no
product like mine on the market for price and performance.

Spill-Guard will lower the labor and material costs for facilities.
And yes, this product will benefit Medicare with the baby boomer
generation entering their golden years. For example, incontinence
is the No. 1 reason for admission into a nursing home. The fact is,
this one simple product can positively impact an $11 billion a year
industry in the U.S. and $175 billion worldwide, according to the
S&P.
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But it is not enough to have a good idea. I am a middle-aged
woman with a low-income and an art degree and that is strike
three in the business world. That is why I am here before you
today. I took classes with the Women’s Business Center of North-
ern Virginia and with sustained advice and services, I wrote a busi-
ness plan and learned the basic skills on how to structure the fu-
ture of my business.

I have had to readjust my plan almost on a monthly basis. What
I thought would unfold did not, characteristic of most entrepre-
neurial adventures. With the Women Business Center of Northern
Virginia, I have had magnificent professionals that have helped me
make wise choices and new plans.

For example, last year I had a series of crushing events that
could have ended my business. The largest event was I was not no-
tified of my factory in New Hampshire closing without honoring my
purchase orders. I lost all of my customers. Yet, with encourage-
ment planning, I kept going.

Right after the move to the new molder, it was apparent that my
mold needed a modification. This modification was both costly in
time and money and I was wondering about the feasibility of my
business and the endless string of delays and costs.

Once again I turned to the Women’s Business Center of Northern
Virginia and discussed options. Within a short time period we came
up with a workable strategy to recover from this upset and unex-
pected cost. And the Women’s Business Center did not stop there
as a source of report. I received a do not give up, you are almost
there from the entire staff. As you can tell, I value their expertise,
but their friendship as well.

The caliber of their classes and expertise brought credibility to
my venture. Spill-Guard has won many awards. Spill-Guard was
awarded the Business Plan of the Year Award, the Rising Star
Award, and the Most Valuable Player for Microenterprise. My busi-
ness and my association with the Women’s Business Center has
been documented in such distinguished publications as the Chron-
icle of Philanthropy.

The reason I am here today is because of their continued sup-
port. They are committed to my success. And when you are associ-
ated with so many people that want you to succeed, you are al-
ready a winner.

Where is my business now? It is shipping. After a year of delays
and setbacks, my product started shipping in July. I have had 100
percent outstanding customer satisfaction. Yet I had a problem. I
lacked the marketing budget due to the cost of modifications and
several kids that required food. I knew I needed to find another
way to get the sales moving.

To view my competition, I went to MedTrade. MedTrade is a Na-
tional products convention in Orlando. At first I was overwhelmed
by the size and cash-flow of my competitors. But after I caught my
breath, I visited each of them and realized I had no competition.
I clearly had the better product. What I needed was to attach an
engine to my business and associate with a distributor.

I then approached McKesson Surgical and Medical in Richmond,
Virginia. Without hesitation, I was offered a distribution agree-
ment. The product managers knew instantly the benefit of my de-
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sign. Can you imagine the feeling of taking an idea from a paper
mache model to the board room of a Fortune 16 company for health
care and they say yes? It is the American dream all over again.

And it does not end there. McKesson has indicated they want to
deepen our association with the dialog of a private label for this
and other products that will follow.

You can be assured I will stay in touch with the Women’s Busi-
ness Center of Northern Virginia, as well as my lawyer, for each
step that is unfolding. I am excited about the future and still
watching my step. Truly, I am at a critical point and no one is
more aware of the fact than I am.

I plan on moving ahead and am expecting this product to bring
in steady revenue with my association with McKesson. I am in
their catalog and I am stocking their warehouses at this time. But
it is a leap of faith.

For example, in working with a small business, an industry giant
like McKesson needs to be sensitive and pay on the agreed 30-day
net in order for my company to build. I have no doubt that they
will honor their word, as I pick my associations carefully. But as
the owner, I will bare my soul here and tell you what I am facing.
The shipping alone for this small order could be close to $10,000.
And there are no deep pockets behind me ready to save the day.

Another concern is keeping my design safe from other businesses
that would attempt to prey on my small business status and in-
fringe on my patent as I gain in the marketplace. Again, it is a crit-
ical time to manage the risk and plan the growth.

In fact, I am utilizing the Women’s Business Center again to
plan for this growth and have started a dialog for a potential sec-
ond short-term loan. You see, the Women’s Business Center is not
only able to give invaluable information and support for startup,
but their expertise lends itself to the second stage of development
and planning.

As recently as last week I met with an expert there that is coun-
seling me through the steps of 8(a) small disadvantaged business
certification. Is a daunting and detailed task that we are breaking
into sections. She is troubleshooting my data and advising me on
how to proceed for I fully understand the benefit in leveling the
playing field to sell products to the Federal Government.

As you can imagine, as a military widow, my preferred customer
will be the Veterans Administration. I want Spill-Guard available
and affordable to those who truly needed. I would say to any listen-
ing, I would be grateful to any connections, introductions or sugges-
tions you might have to make this happen with haste.

I am an example of the positive impact of the Women’s Business
Center program. It is imperative that this service, support and pro-
gram be available to others. The American people need affordable
training to be able to learn new skills. I did not have the luxury
of time and money to pursue an MBA. But I needed the skills to
go to the next level and pursue my idea.

Why is this important? Historically, ideas and innovation come
from small businesses. The strength and backbone of America is
with its small business. Jobs are created through small business.
It is worth investing in.
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Worried about the deficit? No. Worry about the drain of un-
trained and unemployed workforce in the future. The cost in so
many directions will be high if we do not pull our center and get
our grass roots economy growing again. Our presence is being felt
around the world, but will our children have the freedom and op-
portunity to thrive here?

Think about it. Only in America could a low-income widow with
three kids have the nerve and the opportunity to find a place in
the billion-dollar medical field. The decisions you make in the Sen-
ate and the Government at large impact those opportunities.

True, I am not there yet. I have many turns to make and pitfalls
to avoid. But I made it to the marketplace. I have no doubt that
I will move from a low-income status to paying a whole lot of taxes
because I am wealthy.

This can happen with other potential businesses as well, if we
continue to support the Women’s Business Center. Over and over
again we have heard concerns about the economy, concerns about
our labor force not having skills, concerns about the takeover of big
business and concerns about jobs leaving our country. They are
valid concerns. How can we build a solid business structure here
with our foundation in another country? We cannot. It will fall. We
have to invest in growing our businesses and strength here.

In conclusion, it is exciting to hear a good story about your next-
door neighbor trying to forge ahead. It is the American dream un-
folding again. Right now, I am being watched and lifted up as an
example to thousands of kids and low-income people. They see it
can still be done. I hope to be in a position to help others in the
future and give back what has been so generously given to me. It
is a ripple effect.

Funding the Small Business Administration programs like the
Women’s Business Center of Northern Virginia is like planting
seeds for the future growth of our country. It is a small investment
in comparison to the whole of our budget that reaps great and posi-
tive returns. With the funding being cut, I am afraid you will hear
fewer success stories in the future. Maybe it is time for America
to revise its business plan. It is not too late.

Thank you for inviting me here. I am honored to be in your pres-
ence and have the opportunity to express my thoughts. I know I
speak for all the American people in thank you for your fine service
and powerful decisions that keep America strong.

[The prepared statement for Ms. Sands follows:]

STATEMENT OF PATRICIA SANDS, OWNER OF SPILL-GUARD, ARLINGTON, VIRGINIA

Good Morning, Madame Chairwoman Snowe, Ranking Member Kerry, and distin-
guished Members of this Committee. Thank you for inviting me to speak about my
business in regard to my association with the Women’s Business Center of Northern
Virginia. I am Patricia Sands, the CEO of Spill-Guard. Spill-Guard is a one member,
woman-owned, home-based LLC that is located in Arlington, Virginia. My product
is Spill-Guard Male Urinal and my storefront is the Internet. It is the only hands-
free male urinal on the market that tests 500 percent improved over typical prod-
ucts. I am proud to say Spill-Guard is American made and produced in Leominster,
Massachusetts.

No doubt, it was an unusual endeavor for a low-income mother of 3. My product
and business idea came about from seeing a need in my life. In the years past, I
cared for my severely ill family members. As a military war widow I cared not only
for my husband, but also for my Father that had a 10-year recovery from a stroke.
I did not know it at the time, but in caring for them; I also was gathering great
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market research in the field of incontinence. I know the patient, the problems, the
cost and the exhaustion of the caregivers.

From this bank of experience as a caregiver and my training in design, I put my
mind to the task of exploring how to create a more stable male urinal. With several
paper mache prototypes and revisions . . . the design came together quite quickly.
However, the patent, the engineering, the manufacturing and the distribution has
taken almost 5 years to be just at the startup phase! It has taken all my efforts
and funds. I believe in it, I know it will help others. My family knows that this
seemingly insignificant product has the ability to enhance the health of the patient
by drastically reducing the incidence of urine spills and bedsores. Right now, the
product choices for a severely ill patient are limited to typical urinals, adult diapers
and internal and external catheters. There is no product like mine on the market
for price and performance. Spill-Guard will lower the labor and material costs to the
facilities. Yes, this product will benefit Medicare with the growing baby boomer gen-
eration entering their golden years. For example, incontinence is the No. 1 reason
for admission into a nursing home. Spill-Guard can assist in keeping a patient in
his own home longer by effectively managing his care with dignity. The fact is, this
one simple product can positively impact an $11 billion a year industry in the U.S.
. . . $175 billion worldwide according to S & P.

But it is not enough to have a great idea. I am a middle-aged woman with a low
income and an art degree . . . that is strike three in the business world! I needed
a plan and I needed business skills. That is why I am here before you today. I took
classes with the Women’s Business Center of Northern Virginia. With the sustained
advice and services of the Women Business Center of Northern Virginia, I wrote a
business plan and learned the basic skills on how to structure the future of my busi-
ness. I have had to readjust and change my plan almost on a monthly basis. What
I thought would unfold . . . did not; characteristic of all entrepreneurial ventures.
With the Women’s Business Center of Northern Virginia, I had magnificent profes-
sionals that helped me make wise choices and new plans.

For example, last year I had a series of crushing events that could have ended
my business. The largest event was that I was not notified of my factory in New
Hampshire closing without honoring my purchase orders. I lost all my customers at
that time. Yet, with encouragement and planning I kept going. Right after the move
to the new molder, it was apparent that my mold needed a modification. This modi-
fication was both costly both in time and money.

Truly, I was wondering about the feasibility of my business and whether the
seemingly endless string of delays and costs would ever end. Once again I turned
to the Women’s Business Center of Northern Virginia and we discussed options.
Within a short period of time, we came up with a workable strategy to recover from
this upset and address any unexpected costs. And, the WBC didn’t stop there, as
another source of support, I received a “Don’t give up . . . you are almost there,”
from the entire staff of the Women’s Business Center. As you can tell, I value not
only their expertise, but their friendship as well.

The caliber of their classes and expertise bring credibility to the venture. Spill-
Guard has won many awards. Spill-Guard was awarded the Business Plan of the
Year Award, the Rising Star Award and the Most Valuable Player for Micro Enter-
prise Award. My business and association with the Women’s Business Center has
been documented in such distinguished publications such as the Chronicle of Philan-
thropy. The reason I am here today is because of the continued support of the Wom-
en’s Business Center. They are committed to my success. When you are associated
with so many people that want you to succeed . . . you are already a winner.

Where is my business now? Shipping! After a year of delays and setbacks, my
product started shipping last July. I have had 100 percent outstanding customer
satisfaction. Yet, I had a problem. I lacked the marketing budget due to the cost
of the modifications and several kids that required shoes and food etc. I knew I
needed to find another way to get the sales moving. To view my competition, I went
to MedTrade. It is the national medical products convention in Orlando. At first I
was overwhelmed by the size and cash-flow of my competitors. After I caught my
breath . . . I visited each of my competitors and realized I have NO competition.
I clearly had the better product. What I needed was to attach an engine to my busi-
ness and associate with a distributor. I then approached McKesson Medical Surgical
in Richmond, Virginia. Without hesitation, I was offered a distribution agreement.
The product managers knew instantly the benefit of my design. Can you imagine
the feeling of taking an idea from a paper mache model to the boardroom of a For-
tune 500 Company and they say . . . YES! It is the American dream all over again.
It doesn’t end there. McKesson has indicated they want to deepen our association
and begin a dialog about the creation of a private label for this and my other prod-
ucts that will follow. You can be assured that I stay in touch with The Women’s
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Business Center of Northern Virginia as well as my lawyer for each step that is un-
folding. I am excited about the future and am still closely watching my step . . .
so 1 don’t fall. I have come too far. Truly, I am at a critical point and no one is more
aware of that fact than I am.

I plan on moving ahead and expecting this product to bring steady revenue with
my association with McKesson. I am in their catalog and will be stocking their
warehouses at this time. It is a leap of faith of sorts. For example, in working with
a small business, an industry giant like McKesson needs to be sensitive and pay
on the agreed 30-day net in order for my company to build. I have no doubt that
they will honor their word. But as the owner, I will bare my soul here as an exam-
ple of what I am facing in the near future . . . the shipping ALONE for this order
could be close to 10K. There are no deep pockets behind me ready to save the day.
Again, this is a critical time to manage the risk and plan the growth for my busi-
ness.

In fact, I am utilizing the Women’s Business Center again to plan for this growth
and start a dialog for a potential second short-term loan. You see the Women Busi-
ness Center is not only able to give invaluable information and support to a startup
business, but their expertise lends itself to the second stage of development and
planning. As recently as last week, I met with an expert there that is counseling
me thorough the steps of applying for 8a and Small Disadvantaged Business certifi-
cation. It is a daunting detailed task that we are breaking into sections. She is trou-
bleshooting my data and advising me on how to proceed. I fully understand the ben-
efit in leveling the playing field to sell products to the Federal Government. As you
can imagine, as a military widow, my preferred customer will be the Veterans Ad-
ministration. I want Spill-Guard available and affordable to those that truly need
it. I would say to those listening, that I would be grateful to any connections, intro-
ductions or suggestions you might have to make this process happen with haste. I
am very grateful that so much of our government works to serve the public good.

I am an example of the positive impact of the funding of the Women’s Business
Center program. It is imperative that this service, support and program be available
to others. The American people need affordable training to be able to learn new
skills. I did not have the luxury of time and money to pursue an MBA. But I needed
the skills to go to the next level and pursue my idea. Ideas and innovation comes
from small business. The strength and backbone of America is with its small busi-
nesses. Jobs are created through small business. It is worth investing in. Worried
about the deficit? No—worry about the drain of an untrained and unemployed work
force in the future. The cost in so many directions will be high if we don’t pull cen-
ter and get our grass roots economy growing strong again. Our presence is being
felt arg)und the world, but will our children have freedom and opportunity to thrive
HERE?

Think about it . . . only in American could a low-income widow with 3 kids have
the nerve and the opportunity to find a place in the billion-dollar medical products
field. The decisions you make in the Senate and government at large impact the op-
portunities given to its tax paying citizens. True, I am not there yet—I have many
turns to make and pitfalls to avoid . . . but I made it to the marketplace and I am
being taken darn seriously. I have no doubt that I will move from low-income status
to paying a whole lot of taxes because I am wealthy! This can happen with other
potential businesses as well if we continue to support the Women Business Center
program. Over and over again we have heard concerns voiced over the economy, con-
cerns about our labor force not having skills, concerns about the takeover of big
businesses and concerns about jobs leaving our country. These are valid concerns.
How can we build a solid business structure here with our foundation in another
country? We can’t. It will fall. We have to invest in growing our own businesses and
strengths here.

In conclusion, it is exciting to hear a good story about your next-door neighbor
trying to forge ahead . . . isn’t it? It is the American dream unfolding again. Right
now, I am being watched and lifted up as an example to thousands of kids and low-
income people. They see it can STILL be done. I hope to be in a position to help
others in the future myself and give back what has been so generously given to me.
It is a ripple effect. Funding the Small Business Administration programs like the
Women’s Business Center of Northern Virginia is like planting seeds for future
growth of our country. It is a small investment in comparison to the whole of our
budget that will reap great and positive returns. With the funding being cut I am
afraid you will hear fewer success stories in the future. Maybe it is time for America
to revise ITS business plan? It is not too late.

Thank you for inviting me here today. I am honored to be in your presence and
to have the opportunity to express my thoughts. I know I speak for all the American
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people in thanking you for your fine service and your powerful decisions that will
keep America strong.
I am happy to answer any questions you may have.

Chair SNOWE. Thank you, Ms. Sands. That is certainly a power-
ful statement and a powerful example.

[Applause.]

Chair SNOWE. American ingenuity and courage, as well.

Ms. SANDS. Thank you.

Chair SNOWE. No, thank you for a fine example. I wish the Ad-
ministrator had the opportunity to hear your testimony. We will
send it over to him and we will make connections for you. It is the
least we can do.

Mr. Betancourt, I know you have to leave.

Mr. BETANCOURT. I would be happy to stay until 1:00, just so you
know. There is no rush.

Chair SNOWE. I will start with you, in case you have to leave.

On the Microloan program, I think it is important to clarify some
of the issues that were raised here. We know the 7(a) Community
Express program will not serve to fill that vacuum without the
Microloan program. Do we agree on that? Based on the statistics
that you have given, what did you say, how many States does it
operate in? There are very few lenders. There are zero in Maine,
for example, a small business State.

Mr. BETANCOURT. Rural is one big issue. It is obvious it is not
achieving its objective in the rural areas. Less than 6 percent are
reaching rural areas.

Chair SNOWE. There is less than 6 percent rural areas at a time
when rural areas desperately need support.

Mr. MASSAUA. Senator, if I may, he is looking for the number,
one of the problems with Community Express as it is supposed to
provide some technical assistance. However, most of the banks
want the technical assistance providers, like the SBDC or the
Women’s Business Center, to indemnify them of anything. That is
an impossibility.

Mr. BETANCOURT. It is 5.7 percent in rural areas for Community
Express.

Chair SNOWE. It is clear that the 2,400-plus participants in the
Microloan program are not going to be able to be served, for exam-
ple, by the 7(a) Community Express program. Obviously, I gather
there are different criteria too, as well. These are people who are
probably not going to be able to be eligible with conventional lend-
ers are they? It is more difficult to qualify for borrowing.

Mr. BETANCOURT. It is more difficult to qualify for 7(a). The cred-
it is an issue. If you look at the application process, there is no
technical assistance other than helping you with the application. If
you are a business owner, like she mentioned over here, if you need
help with a business plan, that is not going to happen. You just
will not get the application. We are talking about two different bor-
rowers.

Chair SNOWE. I gather that. If you are saying only 5.7 percent
serves rural areas and 40 percent of Microloans go to rural areas,
then obviously it is a totally different goal.

Mr. BETANCOURT. I think where the statistics do not show it for
Community Express is that they will tell you that they do X
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amount of loans under $35,000 in the thousands. And it is true.
But they are still not reaching Microloan borrowers. You can do
loans under $35,000, but these are not startups. These are not
rural areas. These are not folks with credit. These are not people
of color. It is a totally different borrower. It is pretty clear.

Chair SNOWE. I know he mentioned that it is duplicative with
the Microloan program, but they are both going to be eliminated
in that budget.

[Laughter.]

Chair SNOWE. There will not be any duplication there.

Mr. BETANCOURT. Let us talk about PRIME for the moment. One
of the issues that we are talking about in Microloan is access to
capital. PRIME is providing access to training. Especially, very
low-income borrowers.

It is great to have—in-lending, because we are a microlender, but
there are a lot of folks that may not need lending, because lending
is not the end goal necessary; the end goal is helping them have
a stronger business through technical assistance. And that is what
PRIME does. The fact that they restricted it last year just to 16
States, and our organization, AEO, opposed. They crippled that
program and now they want to eliminate it.

Chair SNOWE. Mr. Coit, tell me about the SBIC. You mentioned
the Participating Securities and it is obvious from the budget rec-
ommending—as you said in your testimony, closing the negotia-
tions on this issue, at least that has been the proposal—mot to
move forward because they have not provided any leverage within
the budget for Participating Securities.

What would be the impact of all of that for small businesses?
Where will the disparity and the equity gap that you referred to
occur, do you think? Would it be more pronounced in rural America
or anywhere as a result of not having access to this venture cap-
ital?

Mr. CoiT. Yes. The simple answer is probably rural America, the
smaller size investments, the gap between angel investors, and the
rest of the institutional venture capital industry. There really is a
gap in there in terms of the size of investments. And by industry.
There are just some industries that the venture capital industry
does not finance. I think the statistics are particularly strong for
manufacturing and consumer and retailing. So those gaps would
exist.

Chair SNOWE. You were mentioning in your testimony that you
thought, at least estimated, that it would require about $80 million
on the part of SBA between 2006 and 20107

Mr. Corrt. No.

Chair SNOWE. For leverage? For leverage in the Participating Se-
curities? You did not give an estimate?

Mr. CoIt. Oh, for the existing licensees, yes.

Chair SNOWE. For the existing licensees.

Mr. CoIT. That is a separate problem that the existing licensees
who really built their business plans around having access to lever-
age, that has not been authorized either. So that is a problem for
existing licensees.

Chair SNOWE. I understand, there are two issues there.
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Mr. CoIT. Just to get back to your earlier question, we are con-
cerned to have a more specific answer for your question about this
equity gap. And we have hired the Tuck Center for Private Equity
and Entrepreneurship and they are working, actually in part with
SBA, to try to come up with some more statistical data that actu-
ally defines the gap. As part of my written testimony I submitted
a letter from NVCA—this is the National Venture Capital Associa-
tion—making a very strong case for the SBIC program. This is a
letter to the President of the United States saying that this gap ex-
ists.

So there is no argument from the rest of the industry about the
gap. There is the need for some specificity and we are going to try
to be more specific and more quantitative in our analysis and hope
to have that report to you by March.

Chair SNOWE. That would be great. We will be looking forward
to it. I think it is important to illustrate. I think so often talking
in numbers, there is no question that many of these programs have
worked well, as the Administrator has indicated. But we are sort
of moving in the wrong direction in terms of the trend.

But more than that is that we have not looked at how many
more can be served. We are looking at how many we are serving,
buthwhat is the need, especially in rural America. And I get back
to that.

I know I represent a rural State, but so much of America is
rural. And even, as you mentioned, the urban areas. We need to
do something more than just sort of have a benign approach to
this. So many rural economies, so many economies, are suffering in
America. We are going to have to serve as a catalyst.

So it seems to me that we ought to be infusing those programs
that work well. It does not make sense to me. These numbers
sound large. They are great. They are wonderful. I would like to
be able to compare it to what would be the capacity to do more and
want we could do more to serve a lot more of America than we are
doing now because we are moving in a contrary direction.

It is counterintuitive in my view. If it is working well, why are
we cutting it? Especially with the need. There is a great need in
America. Everybody loves those macroeconomic numbers, but my
eyes glaze over because it does not tell the story for all of the indi-
vidual areas of America. That is true overall, but there is so many
parts of America, and I know that is true in Maine, as John was
just describing, is the fact that many areas are suffering and they
need help.

These are the programs that help. Look at the HUBZone. They
want to fold that into something else. And that helps an economi-
cally distressed area in my State in Northern Maine that did suffer
from base closings. This is not the time to be pulling the rug out
from underneath them.

So in any event, that is what this is all about. I do not know why
we are putting the reins on a program rather than not allowing it
to foster more growth. That is the issue here.

So that would be very useful if we could show regionally how
many areas are being underserved.

I think to see it on a map, to see what areas are not being served
that otherwise would be served, the SBIC, for example, how it is



84

has been able to help those areas that otherwise would be over-
looked and there is nothing available for them.

I think is crucial to this debate, it is central, because it is so easy
to get into all these big numbers and percentages. It gets lost
about, well, who is not being served? I think we will see the enor-
mity of the problem. Especially in so many parts of the country
that are not participating in this economic growth.

Mr. Corir. We will certainly make sure that the Tuck study ad-
dresses that issue.

Chair SNOWE. I think it would be very important. If there is any
way of doing it and calculating it, it would be very helpful.

Ms. Sands, you certainly are an eloquent example of the value
of the Women’s Business Center. You are referring to the Northern
Virginia Women’s Business Center which is in the sustainability
mode, which is to say that, according to the budget that we just
were presented from the Administration, that that would essen-
tially be zeroed out. They would have to find alternative funding.

That is one of the issues because as you heard the Administrator,
he wanted to talk about creating new centers. And I think that
that is important, to create new centers across America.

By the same token, for the last 9 years we have made enormous
investments in these 49 centers that we would like to continue and
ensure they can.

Obviously, just listening to your story, you depended on that cen-
ter at various points during your trial and error process of being
a women business owner. So they could have been there 1 year, but
gone another time, and you might not have had the opportunity to
have the benefit of their help and support at a key moment in time.

Ms. SANDS. That is correct. That is correct.

I understand he was saying the model was 5 years, but I think
that needs to be revised because the program is working and there
are people like me that are depending on centers just like that.
And to eliminate it and create it in another area would take so
much effort that it would just completely leave a huge community
of business owners in Northern Virginia without services and pro-
grams.

I agree new centers need to open, but I definitely would keep the
existing ones where they are.

Chair SNOWE. What was your time period from the time you
started until now? How long have you been a business owner? You
started Spill-Guard, for example.

Ms. SANDS. I started the provisional patent in 2000. I incor-
porated in 2003, LLC. So it is been a 5-year almost process, four-
and-a-half year process. And it has been a long one.

The Women’s Business Center made me look credible to large
companies. I was not just a widow with three kids. I definitely had
a good firm plan and it was just enough to get me in the door.

Chair SNOWE. It is amazing with what you had to deal with per-
sonally, and also having your children, to muster the wherewithal
to also start your own business. That is a lot of perseverance.

I congratulate you. Just the enormity of your personal chal-
lenges, your family challenges, the loss of your husband. That is re-
markable. I certainly applaud you. I am very impressed by your
story. Thank you for your contribution here today. We want to help
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you and we will continue to do that and have you work with my
staff.

Ms. SANDS. Wonderful. Thank you. I appreciate it.

Chair SNOWE. Mr. Tuvin, in the 7(a) program, you heard the Ad-
ministrator this morning. I think one of the surprises recently was
about the fact they recalculated the subsidy rate for the fee that
now we find is just a third of what it was originally. You are abso-
lutely right, now we are calculating a higher fee for the future,
based on the miscalculation?

Mr. TuviN. We are waiting for SBA to provide for us sort of a
cross-walk that they promised us, just to tell us what it is all
about, so that we can compare what 2005 is going to look in com-
parison to 2006 and why they seem to feel this is necessary.

Chair SNOWE. You saw the chart that I had up there on the 118
percent over the last 3 years. It seems to me that is the trend they
are embracing, more fees, zero subsidy rates. I think it really does
point to the fact that it is going to create the haves and have-nots
in the business community, in the small business community be-
cause there are a lot of businesses that may not be able to do it
or be eligible because of paying for these high rates and the lenders
and so on.

It could have, I think, a counter-impact. That seems to be the
trend among all of these programs as we have seen with the zero
subsidy rate and the higher fees. Obviously it is a greater depend-
ency.

Mr. TuviN. I concur, that there does not seem to be common
sense associated with the decision process of how they are thinking
and the direction that they are moving with the program. It is a
unique program. It is not filled by other private lending needs in
the marketplace. And the demand is obvious. Just basic economics
tells us that there is a supply and demand. There is a huge de-
mand for it and it is way more than what we are providing in the
first place.

Chair SNOWE. They underestimated the demand last year, which
I and others told them as well, that they were underestimating the
demand of the 7(a). And they did, by 33 percent, last year.

Mr. TuviN. I was here. I heard you try to give them more money.
They did not want it.

Chair SNOWE. They did not want it. That is right. They did not
want it. I asked them that question, very directly, that they were
just underestimating the demand. And they did not. We went
through all of those travails, regrettably, and the small business
community and the lenders really felt the brunt of that.

So, with all the suspensions and everything for the whole appro-
priations process, it was just really regrettable because it clearly
could have been avoided. So I think that now we have to be con-
cerned about the accuracy of these fees and how they are cal-
culated and what they are calculating for the future.

Mr. TuvIN. Please. We are looking forward to seeing what they
have to say and hoping that we can regain the trust of the market-
place and some of the credibility that was lost from the whipsaw
motions of the programs opening and closing and changing and so
on. That would really help us in the marketplace.
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Chair SNOWE. That is a good point, too, in terms of confidence
and credibility in the community. That is a very good point.

Mr. TuviN. I would be good and interested in this report, not
only from a geographic context of where these loans are benefiting
or where there are gaps, but also by industry as well. Because, as
you know, the programs that are provided through the SBA do not
only provide reasonable access to capital on reasonable terms, but
in fact, long-term capital that would not otherwise be available.
And to the extent that a person starting a business does not see
conventional debt offerings, which—you know, conventional lenders
and banks take money in on short-term deposits so they tend to
loan out on short-term loans and bullets and these sorts of struc-
tures, which we consider to be ineligible and unreasonable under
SBA provisions. So that what we are really concerned about is
where the gaps are filled. And there are a lot of places where the
SBA loan programs fill gaps. These people come to me. They have
been turned down before. I am the one in the field. They did not
come to me because they had five other options. They came down
because they have been all over the country, in some cases, looking
for loans they could not get elsewhere.

Chair SNOWE. Good point. That is exactly right and that is the
purpose. That is a very good point. That is exactly right. Other-
wise, you were mentioning about China—that is the other thing.
We are in a competitive world, I guess John was mentioning that,
when you are talking about these research programs, the tech-
nology research programs that we have, the STTR and the innova-
tion research in the competitive world that we live in, we have to
be trying to nurture that base, as well.

You are right, it fills a need that otherwise would not be filled.
That is the interest of Government. that is why we have the Small
Business Administration. It fills that need a way that cannot be
done solely in the private sector. So you have this public-private
partnership to make it work.

It is undeniable. The need is there and the demand. The question
is to what extent we can get them to fulfill that because I think
it would help the entire Nation’s economy. It would, no doubt, espe-
cially manufacturing jobs.

I mentioned Maine. We have lost 18,000 jobs almost in the last
4 years. It is been devastating. China is a giant in the marketplace
and it has dwarfed a lot of our manufacturing industries, as we
know with the trade deficit. So it clearly is ever more important.
It does not take a lot to make these programs work, and work well.

Mr. TUvIN. It is a lot of common sense.

Chair SNOWE. That is the problem, too much common sense on
Capitol Hill. It does not compute.

John, just some final questions. You made very good points and
it is really critical for the SBDC program where you are saying
level funding of $88 million simply is not going to work because in-
flation has eroded your ability to do the work.

Mr. MASsSAUA. It will not work. We have been able to maintain
our clients increasingly. I suspect when we do our research this
year, we are probably not going to see the corresponding economic
development because the push on SBA is to get people in, get peo-
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ple in, see more numbers. Where our push is to get economic im-
pact, create jobs, get capital formation.

With a decline in hours across the country, which is the begin-
ning of the trend which will continue to happen if we cannot get
enough dollars. Centers are closing, and we are going to see an ad-
verse effect very readily in the economic numbers.

Chair SNOWE. You were saying that generally you would serve
clients 7 to 15 hours?

Mr. MASSAUA. For the clients that we typically see economic suc-
cess with, it takes 7 to 15 hours of intensive counseling with them.

Chair SNOWE. What is that reduced to now, or at least what do
you anticipate?

Mr. MASSAUA. What it would be reduced to, if we are trying to
keep the same client numbers in, we are down below 5 hours on
average, 3 hours. That is not enough time. In many cases, it is just
an hour. “Here it is, thank you very much.” We just cannot do that.

And where we are working with technology companies, where
there is patent and intellectual property, it typically takes 30 to 50
hours of intensive counseling.

We just need to be able to reach a common sense of funding—
if you will—which is why we are only asking to put us back where
we were in 1998.

Chair SNOWE. To have that purchasing power, as I understand
it, in 1998 you essentially need grants of $603,000?

Mr. Massaua. We would need $603,000 to have 1998 purchasing
power.

Chair SNOWE. So $109 million is what you are calculating now?

Mr. MASSAUA. It is what we need for the SBDC program Nation-
wide to get the big flat States to the $600,000, which is 1998. Oth-
erwise, we will have to cut the program.

Chair SNOWE. So that is going to reduce the number of hours, re-
duce the number of people you are going to serve and counsel,
which is important to the success?

Mr. MASSAUA. It is extremely important in Maine because where
do you cut? The size of the State is huge.

Chair SNOWE. I know. Exactly. It gets back to this whole dichot-
omy in America or in any event, and all the stories that have been
written about rural America in general and the outlying or urban
areas. What the case is, there is a huge need. What better way to
serve it?

Also, in helping even with the income gap in America. That is
the other part of it is helping people to have better paying jobs or
income. Many people are self-employed. They have gone that route
when they have lost their jobs with companies, which many people
have had to do in Maine. We know that. People take their own—
as you have, Ms. Sands—take your destiny in your own hands and
said I have an idea and I am going to go with it. So it is important
to all of us to make sure that can happen.

Does anybody else have anything to say? I have heard your com-
ments and I think they are well taken. We will continue this dis-
cussion, obviously.

I truly appreciate all of your input and insights. I thank you for
your time in traveling here today. I truly appreciate it. I thank you
all for joining us.
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The Committee is going to continue to work with SBA with all
of you who represent the small business community to make sure
that we rightfully apply the appropriate amount of money to these
programs that have served our Nation’s small businesses so well.

I thank you for all the great work that you do. It is extraor-
dinary.

The record for this hearing will remain open for an additional 2
weeks, until noon on March 3. In addition, any written questions
for Administrator Barreto must be submitted to the Committee by
noon on February 24 and we will forward them to Mr. Barreto for
written responses.

Again, thank you all for joining us here this morning.

This hearing i1s adjourned.

[Whereupon, at 12:35 p.m., the hearing was adjourned.]
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FISCAL YEAR 2006 BUDGET REQUEST FOR THE
U.S. SMALL BUSINESS ADMINISTRATION

“SERVING AMERICA’S SMALL BUSINESSES AND CREATING ECONOMIC OPPORTUNITY”

BUILDING ON SUCCESS

America’s small businesses play a vital role in creating opportunities and leading
the economic recovery, generating two-thirds of all net new jobs.

The Small Business Administration (SBA) is helping to create an environment in
which entrepreneurship can flourish by strengthening our Nation's new and
existing small businesses.

An historic number of small businesses used the SBA for credit assistance in
FY2004, resulting in a record number of loans backed by the Agency, including
significant increases in the number of loans to women, minorities and veterans.

The SBA's FY 2006 request is good for America’s small businesses and American
taxpayers. It offers an opportunity to work together with our Congressional
partners to ensure that the SBA continues to assist small businesses.

FY2006 BUDGET REQUEST

$592.9 MILLION

This budget request provides for a strong, active SBA that can effectively and
efficiently meet the demands of its customers, America’s small business
entrepreneurs, while minimizing the cost to the American taxpayer.

STRENGTHENING SBA BUSINESS CREDIT PROGRAMS

7{A) LOAN PROGRAM

The SBA requests $16.5 billion in lending authority for its 7(a) loan program -
almost a 25% increase over last year's request. The 7(a) subsidy rate for FY2006
remains at zero, meaning, the 7(a) program can guarantee $16.5 billion in small
business loans without requiring a taxpayer subsidy.
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504 LOAN PROGRAM
SBA requests the authority to provide $5.5 billion in loans through its 504
Certified Development Company (CDC) program also with no taxpayer subsidy.

The 504 program, which was established to increase small businesses’ access to
real estate and other long-term fixed asset financing, continues to have job
creation as an important program goal.

SBIC DEBENTURES
$3 BILLION PROGRAM LEVEL with zero subsidy rate. SBA is asking for $3 billion in
debenture authority for the Small Business Investment Company program.

GOVERNMENT CONTRACTING AND BUSINESS DEVELOPMENT

CONTRACTING ASSISTANCE

SBA will be working more closely with other Federal agencies, ensuring their
contracting practices maximize opportunities for small businesses while still
providing a good deal for the taxpayer. Through the ePCR (Electronic
Procurement Center Representative) and ESRS (Electronic Subcontracting
Review Systems) systems, SBA will have more tools to monitor prime and sub
contracts to ensure small businesses are given adequate opportunities to contract
with the Federal government. SBA’s budget request contains $83 million for
contracting assistance and business development activities.

HUBZone Program

Congress expanded access to this program in the recent SBA reauthorization bill.
SBA fully intends to support this program in the Agency’s FY “06 budget. SBA
by providing $7 3 million in support for the HUBZone program, providing
resources that keep the program strong without hampering our ability to meet
challenges and serve all of our customers’ needs.

BUSINESS MATCHMAKING

Through the Business Matchmaking Initiative, SBA will put more small
businesses in touch with procurement officers at all levels of government and in
the corporate sector. The one on one meetings facilitated through these events

provide small business owners an opportunity to speak directly with the
decision makers.
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CORE PROGRAM INVESTMENTS

SBA continues to advocate for greater efficiency and better quality of services to
small businesses by consolidating delivery of services to small businesses
through the Agency’s core non-credit programs.

The budget more effectively provides for a full range of technical assistance by
using its core national delivery programs. The budget submission proposes that
the Agency work through its primary infrastructure of 111 Women’s Business
Centers, 4 Veterans Outreach Centers, 389 SCORE chapters, 1163 SBDCs and 68
district offices. They can reach more customers and offer higher levels of service
to targeted constituencies and, by eliminating the duplication and excess
bureaucracy, can do it more effectively.

DISASTER ASSISTANCE PROGRAM

This budget request also includes continued funding for the agency’s Disaster

Loan Program at an $ 810 MILLION program level, which represents a 5 year
average.

The SBA works very closely with the Federal Emergency Management Agency to
assist those small businesses and individuals directly affected by disasters such

as tornadoes, floods and hurricanes,

OFFICE OF ADVOCACY

SBA’s budget includes $9.1 million for the Office of Advocacy. This funding will
allow Advocacy to fully staff its regional operations, train federal agencies on
Regulatory Flexibility Act compliance, and research, document and report to
Congress on small business matters.

In FY '06, the Office of Advocacy expects to save small business $5.6 billion in
potential regulatory costs.



93

SBA’S FY 2006 LEGISLATIVE PACKAGE SUMMARY

o MODIFIES THE STATUTE OF LIMITATIONS APPLICABLE TOSBIC IN
BANKRUPTCY PROCEEDINGS IN ORDER TO PROTECT TAXPAYER INTERESTS

SBDC COMPETITION
e ALLOWS QUTSIDE COMPETITION FOR GRANTS AND AWARD GRANTS BASED
ON PERFORMANCE. THIS WILL IMPROVE PERFORMANCE RESULTS AND
PROVIDE A MORE COST EFFECTIVE AND RESPONSIVE PROGRAM.

2]

5CO

el

THIS PROVISION CLARIFIES THE TITLE OF THE SCORE PROGRAM. SCORE
WILL NO LONGER BE AN ACRONYM FOR THE SERVICE CORPS OF RETIRED
EXECUTIVES.

HUBZONE AMENDMENTS
e NON-METROPOLITAN COUNTIES THAT QUALIFY BASED UPON
UNEMPLOYMENT WILL BE REEVALUATED ON A FIVE YEAR RATHER THAN A
ONE YEAR CYCLE.

CHANGES TO PENALTY PROVISIONS IN THE SMALL BUSINESS ACT
o UPDATES FINES AND PENALTIES FOR FALSE CERTIFIC ATION UNDFER THE SBA
ACT, INCREASING FINES TO $250,000

TECHNICAL CORRECTIONS
o CORRECTS TECHNICAL DRAFTING ERRORS IN DIVISION K OF THE OMNIBUS
APPROPRIATIONS ACT (P.L.108-447).

SECONDARY MARKET FEE
¢ ALLOWSSBA TO CHARGE A FEE ON LOANS SOLD INTO THE SECONDARY
MARKET IN ORDER TO COVER THE COSTS OF PROMI'T PAYMENT GUARANTEE
PURSUANT TO THE CREDIT REFORM ACT.

DEFINITIONS
o AMENDS THE DEFINITIONS OF "SMALL BUSINESS LENDING COMPANY AND
“NON-FEDERALLY REGULATED SBA LENDER” FOR THE PURPOSES OF SBA’S
REGULATORY AUTHORITY UNDER SECTION 23 OF THE SMALL BUSINESS ACT
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SBA’s FY 2006 Legislative Package
Statement of Needs and Purposes

The follow ing are deceriptions and rationale for the lewistatin e proposals, Qur propesals
are i hime waih the themes i our bidget submission: we will be results-oriented and
ciizen-contnie, and places an emphasis on market-based solutions. Plcasc note that
S(FYO3Y mdicates the proposal was included in the FY 2005 legislathy ¢ puckage
submitied to Congress i Aprd 2004

TITLE L. CAPITAL ACCESS.

Sec. 161, SBIC Statute of Limitations

*  Latends the steute af hnntgtions applicablg to SBIC clanns to protect iypayer
nterests The provisions i the Small Business Investment Act pertmmng to SBIC
enforcement and rerulation resemble the enforcement tools pros ided i section
P21 ofthe Fancral Institutions Reform Recovery and Enforcement Act
(FIRRE Ay Thus s particulardy true i the arca of iiquidating financial istitutions
through tederul court receverships. Similar o section 182 1edy -, the proposed
seetion would ouiend the amount of me during which SBA 15 permitted to take
legal actron on chnms tmherits from SBICs, s aresull, SBA would have more
tne o adenials . ovanune and mshe chums which it might not otherwise pursue
due to hmited tie and 1esources. The proposed scetion would also authorize
SBA T revpeevpired clume under state Taw ansing from frand. unjust
enrciment o inteniionad misconduct resulling o substantial foss to the Agency.

TITLE iL ENTREPRENEURIAL DEVELOPMENT.

Sec. 201, Small Businesy Development Center Competition
e Authonses outside vompetiyon for wyiant< and avward erangs bused on
performance (LY U5 This willwnprove pertoimance 1esults and provide a more
cost eftectine aud responsne provram

See. 202, SCORE

the utle 01 SCORE | This amendment reflects the fact that SCORL 1s no
lonzer an acrans i tor the Serviee Corps of Reted Lyccunives, but the name of a
nan-prohit entitv, and that the Actnve Corps of Eaccutnes (ACE), which has not
beer actinve for several years, 18 obsolete.

L IR G RTSY

» Authorizes non-salunteer staffing for SCORF

TITLE HL GOVERNMENT CONTRACTING /BUSINESS DEVELOPMENT

See. 301 HUBZ one Amendmenty

rutbor than o one-year
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cyele Non-metropolitan counties that gualify for HUBZone stutus based upon
ot il conans tracts are reavalnated vy ten vems ag part of the decemmal
censis U pemplovment data s caleulaiad and evaluatad annually Based on
vearhy unemployvment swings, counties may cam of Jose status on an annual
basis Change toa five vear evele woukd provade a more reascnable time frame
for small busimess i estment return and economic devetopment in the area.

THPTE IV, MISCELLANEOUS AMENDMENTS,

Sec. 401, Changes to Penalty Provisions in the Small Business At
¢ cerbficaton nnder the Small Business Act

s fines and penallies 1§
up lo 230,000

See, 402, Technical Corrections.

o Corregts thige drafting errors m the Small Busingss Reauthoiizagion and
Manubactunng Assistance Agtol 2004 (P.LIOS-447, Division K)
tReauthorization Act). The fiust conection restores a provision tegarding privacy
profections for employees tn drag-testiiy programs that was meorrectly defeted
under the Reanthornization Act The second correction 1ives a phrasing error in the
HU BZonc progiam, The last correction stnkes a profubinon that would adversehy
atroct debeniure SBICs Hoensed after September 30, 2004

See, 303, Seeondary Market Fee

s Authorizes SR o cha

ad to make mterest povierts o anestors m secomdars market loans in a
teneh fstnon, However, when o ous i the secondary market defaults SBA
cotenthy has no offsernng colloction w pay for that defaulicd micrest. The fee
wonhd provide @ sowee of funds o enable SBA to cover pavments i accordance

with the Fedorad Credie Reform Act

See. H04, Definitions

o Amunds the delinhons of 2Small Business Lending Company ™ (SB1 ) and
onstederally yegnlated SBA Tender” tor the purposes of SBATS reeulatory
amthenty under segbion 23 of the Smalt Business Act SBLOS are Tenders that only
sahe SBA Trab oans Non-federally rezudated SBA fenders are msututions that
are pot subyect 1o regulanon by foderdd Bnancial oversight age
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ULS.SMAT T BUSINESS ADMINISFRATION
Y 2006 LEGISLATIVE PACKAGE

TUELE L AMENDMENTS TO SMALL BUSINESS INVESTMENT ACT
Sec. 101, SBIC Statute of Limitations.

£ Secton 311 ol the Small Bosiness Tnvestment Act of 193N (15 US.C 08701 58
amended by adding new subsections (dy and (o) as follow sz

“td) Notwithaiasding ay contractual provisions to the contrary . the applicable
stutute of finntanons with regard to any uchon brought by the Adunnistration bused on a
cluinm formerts held by a cunrentor o heensee shall be the longer of

D the pornad provided forin sections 2413 and 2416 of title 2N U mited States
Code; or

23 the oxpiration of six years for contract claims and three veas for tort claims
tolion g the daie that such claim s assigned o the Adminstraton.

Srer 1y fnthe cose ofany tort Cam desertbed m paragraph (23 of this subsection
for whnch tie statute of Entanions appleable under state Lw woth respeet to such clum has
avprred notmure than § vears betore the asstgnment of such clann 1o the Admimstranon,
the Adunnsianon way bring an action on sueh clann without revard 1o the expratton of
the statute ot hnutation appheable undar State faw,

20N sk clann reterred 1o I paraeraph (1 s a clabm artsing from fraud,
mtentonad riscenduct resulting mouniust ennchment, or intentonal mrsconduct that cansee

dtini] damages of 100000 op pwsge 7

(by Phe beadmy for seonon 3 of the Small Busmess Investmuent Act of 1958 (15
VSO 08T¢) i amended to read ws Tullows:

INTUNCTIONS, OTHE R ORDERS AND S TA LU TES OF LIMITATIONST
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HTLE H. ENTREPRENEURIAL DEVELOPMENT
Section 201, Small Business Development Conter Competition.

Section 21{h) of the Small Business Act {15 US.C. 648(b)) is amended by
striking paragraphs {1y and (21, redesignating paragraph (3) as paragraph (2), and by
adding a new paragraph (1) to 1ead os follows:

“{1) (A} Fach applicant organization shall submit a S-vear plan 1o the
Admimstration identifving the geographic area to be served, the services that it would
provide, the method for delnerinyg services, a budget, and any other information and
assurances the Adnunistiaion may require 1o ensure that the applicant will carry out the
actisities chyible tor aseistance A recipient organzation may receive financial
asstatanee under this scetion for o period of no more than 5 vewes per avward, However,
rothing in this subparagraph shall preclude a prior reaipient organization from
paricipating in the selection process set forth in subparagraph (B) below,

1Y At the conchusion ob cach S-vear project pened. the Administration shall
~olicit new apphcattons for fimanciad assistanee from cligible recipients located m the
attected State Any awards ol assistoice issied by the Admimistiation pursuant to such
solianons shail benade on a competitive basis In implemening this requirement, the
Aduunistration 15 asthorzad o phase m the computiin e wlection of anard recipients in a
senes of annual or semi-annual rounds. o no event shall e first such round commence
more than 2 vears, or the final round commence more than S years, after the ¢licetive
date of thie subparagiaph. In determining both the number of selection rounds 1o utilize
and the number of sobcitations to mchude m cadh round. the Administration will ke into
ageount the applicant’s tesources and ~affing, geogiaphical distribution, and the
eshimated number of appheunt orgamyzanons The Admn tarion will use these tactors
to dentidy which solicnations will panapate meadh celection ronmd,™

Scerion 202, SCORFE.

Gy Section Sthith B ef the Small Busmess Act (ISUS C 637OXINBY s
amended by sthiie the phiase ~a Seiviee Corps ot Retired Exeentives (SCORE ) and mn
Active Corps ot Evecunive (ACL Y {or the purposes of section $(b)( 1\ of this Act i
the first sentence and replacmy it vath the word “SCORE™,

() Scction MDY MY o1 the Small Business Act (15 US C 63FbIDCH s
amended by strhing the phrase “subparagraphs (A} and (B)” end replacing it with
“rabpatagraph (BY
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{0) Section (LY I EYof the Small Buaness Act (15 U'S C.O037(DYINEY is
amendad by striking the reference 10 0\ and eplacing twath - (B)y™

() Section 3(MHTHCY of the Small Business Act (13 USC 637M(1XCy 15
amended by stnkmyg the “and™ at the end of paragiaph tn and by strikme the ©0 acthe
end of paragraph (1) and nserting ™ and™. and by adding the following new paragiaph:

“{1v) By hiring and paying such non-volunteer emiployees as

may be necessary to support such volunteers ™

TITLE HL GOVERNMENT CONTRACTING/BUSINESS DEVELOPMENT

Section 301, HUBZone \mendments.

Scetion SCH{BIE() of the Small Busiuss Act (15 L 5.C.
3320w Bt s anended by adding the following new sentence at the cnd:

“hhe designation of anarea as a2 gualified nonmewapolitan county based
on uncinployment sl be reevaluaied every five sears from the date of
designation o u qualified nonmetropehian county,”
TITLE IV, MISCELLANEOUS AMENDMENTS
Section 401, C hauges to Penalty Proyivions in Small Business Aet.
{) Scction 16(a) of the Small Business Act (13 1L8.C 645(a)) 1s amendad by:

1y msatng after the word “loan™ the tllowing: “made by the \dmunstration or
by paroapating fender nnder section Fla subiect to g guaranty by the Sdminsa on.™

by dudenne SS0007 and toscruny T S2S0onoy”
(b) Sevuon 16(b} of the Small Businese Act (15 LLS.CL 645¢b)) s amendud by:

(1) a0 the tastsentente. insering ahivs  heme” the followmue: “an officcr. agentor
emplovee of o1 and

(23 deletng “STOOUGT and insciting “S230.0007,
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(¢) Section 16{¢) of the Small Business Act (15 U.S.C. 643(¢11 15 amended to read
as follows

“Whoever, wath nitent to defraud. knowingly conceals. remoes,
disposes ofL or contens fo bus own use or 1o that ol another, any property
morngaged or pledyed . or hield by, the Admumstration, or any property
morigaged o pledeed as security for any promissory note. or other evidence
of indebtedness, which the Administration has guaranteed or is obhivated o
purchase upon tender. shall be fined not more than $230.000 or unprisoncd
notmore than five years or bothy but if the value of such propenty docs not
eveeed SLONO. he shall be fined not more than $3.600 or imprisoned not
more than one sear or both,”

Section 402, Technical Corrections,
(@) Sccuon 120 of Division K of P L. 108-447 15 amended by
(1 defetne 2700 inthe it sentenee and replacing it with "276 " and
(2 ddeune or7 and inserting instead “(d)”.
(b} Scamon 3Py of the Smdl Busimess At (13 US,C 632puhii hovyy
is aprended by deleting “base closares of redevelopmem™ and inserting “base

closures or radevelopment

«

Seenon 305tb1of the Sl Bosiness v estment Act (13 UST 687 thn s
amended i the kst sentence by stthang, s lieensed before October 1. 2004
amd”

Section J03. Secondary Market Fee,

Section SeCHEAY of the small Business Act (15U S C o33te (AN s amended
by designatmg the oxisting provision as sub-subpatacraph “tm7and mserny the
following new sub-subparagraph *(1)™

“With respect to the vuantee on the ey pasment of the principal aud interest
on the st cortdicaros sucd under 3 30en 2 the Vdmunstiaion muy assess and
cotleet o fees at i lrequencs aud amount extabhished by the Adninmstranon. that
shall, at omsmmum, ottset the cost (as that term s defined m section 302 of the
Federal Cradit Reform Act ol 1990) o the Admpustranon of such snarantee. Any
amounts recen ad that exceed the cost ol the timely pavimant v aniee shall he
maintuned in accordance with the Federal Credat Retorm Act The Administiation
ey contract wath an agent fo carry out on behalf of the \dmpnstation. the

dansessment and cotfection of tus el
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Section 404. Definitions.
Section 3{r) of the Small Business Aet (15 USC 632) is amended to read as follows:

HrY DFFINITIONS RELATING TO SMALL BUSINESS LENDING COMPANITS.~ As used in
section 23 of this Act:

“11y Small Business Lending Campany. ~ A financial institution approved by the
Administration to enly make loans under Section 7 of this Act.”

“{2) Non-Federally Regulated SBA Lender - Financial institutions that make
loans under Section 7 of this Act. are not Small Business Lending Companivs, and are
not regulated by the Farm Credit Adnumstranon or the Federal Tinancial Institution
Examnation Council members (the Board of Governors of' the Federal Reserve System,
the Otlice of the Comptrotter ol the Curreney, the Federal Deposit hisurance
Cotporation, the Office of Thrifl Supervision, and the National Credit Union
Administration).”
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Microloan Borrowers Attending Hearing

“The President’s FY2006 Budget Request for the SBA”
Thursday, Feb. 17, 2005, at 10 a.m.
428A Russell Senate Office Building

Name of Business: The Athanor Center

Business Owner: Teri Wade
Current Loan Client:  Yes

Business Location: Fairfax County
Contact Info: (703) 497-6710

athanorcenter@yahoo.com

The Athanor Center provides Endermologie, which is an FDA-
approved massage technique that reduces the appearance of
cellulite while energizing and detoxifying the body. Teri
committed many hours and weeks to training and business
development to ensure the presentation of a quality service. Teri
has also utilized several SBA-supported programs and funding sources that were all necessary to
bring her dream to fruition as she was unable to find traditional banking support for her business
at the start-up phase.

Name of Business: Kendal Home Care, LLC

Business Owner: Kekelwa Dall
Current Loan Client:  Yes

Business Location: Fairfax County
Contact: (703) 573-3852

kendathomecare@aol.com

Kekelwa is the proud owner of Kendal Home Care, LLC,
which provides quality home health and personal care
services for clients in their homes, assisted living facilities,
nursing homes, hospitals and other facilities. The small
business provides caregivers in the form of Licensed RN’s,
certified nurse aides, home health aides, companions and sitters directly to chents.

Kekelwa Dall immigrated from Zambia. After working at the United Nations and World Bank,
she decided to pursue her lifelong interest in community services by starting Kendal Home Care.
Researching local demographics, she spotted a need for providing basic healthcare and homecare
services to the elderly in Northern Virginia. She turned to Fairfax County’s Office for Women
first and they pointed her to the Women’s Business Center of Northern Virginia. There she has
taken classes, received counseling, and met the microloan officer from the Enterprise
Development Group from whom she later received a microloan. Kendal Home Care provides
health and personal care services not only to the elderly but to patients and others needing care or
services due to incapacitation. It is licensed by the Virginia Department of Health.
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SBA Responses to Madam Chair Olympia Snowe
Senate Committee on Small Business & Entrepreneurship
“The President’s FY 2006 Budget Request for the SBA”
Post Hearing Questions

General SBA Questions:

1. In recent years, our nation has experienced severe job losses in vital sectors such as
manufacturing. At times like these, it is imperative that we foster small business growth
and suceess so that our nation’s ecopomic engine can continue to provide two-thirds of all
new jobs annually. Irenically, while you praise the role of small businesses in our economy,
the SBA’s budget for lending and technical assistance programs has decreased 36 percent
over the last five years. With small businesses being the engine driving economic growth, it
is essential that the SBA has the resources to meet their needs. If the SBA’s programs are
so effective in job creation, why isn’t the agency increasing its investment rather than
cutting back?

The SBA assistance to small business has increased significantly in the past few years and the
FY 2006 budget proposes to continue this trend without the need for increasing taxpayer costs.
The Section 7(a) program has grown from $9.8 billion in FY 2001 to $12 billion in FY 2004,
The authority level for FY 2005 is $16 billion. The Section 504 program has seen similar
growth. In FY 2001, $2.2 billion in 504 loans were approved. Last year, the number was just
under $4 billion. This year the program has $5 billion in authority. These increases underscore
the Agency’s commitment to meeting the needs of the small business community.

The SBA is also helping entrepreneurs create, develop, and expand small business is through our
existing core infrastructure of resource partners - the Small Business Development Centers
{SBDC), the Women’s Business Center (WBC), and SCORE. The SBA’s Small Business
Training Network, the Online Women's Business Center and SCORE can provide entrepreneurs
with answers to their questions and meet their needs without requiring a personal visit to our
resource partners. By expanding our core infrastructure of resources partners, SBA conserves
scarce resources for loan programs, government contracting programs, and policy and planning.
Additionally, through our resources partners, the expansion of SBA’s outreach is at record
proportions. In 2002, SBA’s resource partners touched more than 1.5 million small businesses.
In 2003, that number increased to 2.1 million, and in 2004 the total reached 2.4 million. That’s
60 percent more small business reached in just 3 years with the same amount of line item
funding. Through increased use of technology, as well as other cost effective means, SBA.
expects this trend to continue.
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The SBA will build on its record of creating additional contracting opportunities for small
businesses using innovative tools such as the Business Matchmaking program to fulfill its
mission to support the Administration in meeting its statutory commitment to provide a fair share
of contracting dollars to small businesses. Small businesses received a record number of Federal
contract dollars in FY 2003 - $65.5 billion - and exceeded the 23% government wide goal. I am
also proud to say that Federal contracting dollars increased for women-owned businesses, 8(a),
SDB, HUBZone and Service-disabled veteran-owned firms. In FY 2004, the SBA provided
procurement assistance to over 37,000 small businesses. This increase in contract dollars to
small businesses combines with such Administration tax policies as lower income taxes,
expensing increases, and estate tax, to provide America’s entrepreneurs with added success.

2. Specifically how are the SBA’s services reaching out to rural communities and rural
small businesses?

Local SBA field offices reach out to rural small businesses to make sure that they are aware of
SBA programs through its SCORE, WBC, and SBDC offices. In addition, SBA provides a
significant amount of information on the Web. The SBA’s Small Business Training Network,
the Online Women’s Business Center and SCORE can provide entrepreneurs with answers to
their questions and meet their needs without requiring a personal visit to our resource pariners.
This information can be accessed easily by rural entrepreneurs. Included on the website,
www.sha.gov, is information about small business financing, tools for small businesses to use for
business plans as well as other information a small business might need.

3. The SBA proposes to eliminate programs that continue to create jobs, such as the SBA’s
microloan program, PRIME, and the SBIR and STTR technical assistance programs. In
addition, you propose to level fund programs for a fourth consecutive year such as the
Small Business Development Centers, Women’s Business Centers, SCORE and the
Veteran’s Business Development Program. The SBA’s mission is to strengthen the nation’s
economy by aiding, counseling, assisting and protecting the interest of small business
concerns. So why is the SBA proposing to terminate programs that are creating jobs and
putting Americans to work and to level fund programs that continue to show results?

SBA is eliminating the PRIME and Microloan Programs because:

* Fora variety of reasons, private sector lenders are far more willing to lend to very small and
to start-up businesses. The Agency believes that SBA should not be competing with private
sector lenders interested in developing this market. There are now over 540 microlending
institutions nationwide that have developed sources of funding beyond SBA’s program.

* The Agency also believes that the well established 7(a) program provides an adequate
incentive to lenders that feel that risk mitigation is required in order to make smaller loans,
including Community Express where the lender provides technical assistance.

* Also, other federal agencies, including the Department of Treasury and the USDA, have
microloan programs.

* Microloans are more costly to borrowers than 7(a) loans. The average 7(a) loan’s interest
rate is 3 or 4 percentage points cheaper than the average microloan. That saves these small
borrowers significant amounts of money that they can use on their businesses.
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To ensure that the technical assistance needs of Microloan and PRIME clients are met, SBA will
turn to its Office of Entreprencurial Development (OED). During FY 2004, SBA assisted more
than 1.4 million clients (but in question #1 we said 2.4 M, as we say 2 paragraphs below)
through its OED technical assistance programs which include the SBDCs, SCORE, and
Women's Business Centers

SBA is eliminating separate line item requests for SBIR and STTR technical assistance. The
funding provided by Congress over the years has been sporadic. Therefore by incorporating that
assistance in SBA’s established nationwide system of SBDCs, SCORE and WBCs, more
entrepreneurs can be served more efficiently.

As mentioned in our response to question #1, under level funding, the expansion of SBA’s
outreach is at record proportions. In 2002, SBA’s resource partners touched more than 1.5
million small businesses. In 2003, that number increased to 2.1 million, and in 2004 the total
reached 2.4 million. That’s 60 percent more small business reached in just 3 years with the
same amount of funding. Through increased use of technology, as well as other cost effective
means, SBA expects this trend to continue.

4. What would be the economic impact if the SBA were to increase funding for these
programs?

That is impossible to measure. However, the Administration is confident that the FY 2006
funding request will allow SBA to continue building on the expanding reach of these technical
assistance programs.

5. For four consecutive years, SBDCs, WBCs and SCORE have exceeded agency goals,
reached more customers and provided higher levels of service. Bottom-line, these
programs are accomplishing more with less. Would you please explain why that while
costs for the program have increased, the SBA still proposes to level fund the SBDCs,
WBCs and SCORE?

SBA's entrepreneurial development programs have continually transcended federal budgetary
constraints by doing more with less. For this next budget year, we see the opportunity to
continue increasing outreach to our clients through efficiencies such as online counseling and
training at little additional cost, thus allowing the program to continue to do more within existing
funding. We believe that our funding request for FY 2006 will allow SBDCs, WBCs and
SCORE 1o provide the outstanding professional counseling and training that the programs are
known for nationwide through the expanded use of technology.
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Microloan Program:

1. Please provide the SBA’s cost per loan made (to small businesses, not to intermediaries)
in the Microloan program (i.e., the ratio of expenditures by the SBA, versus the number of
dollar value of loans made to small business in the program).

" Strategic Goal 2.1 1,022 $4,846,000 $4,742 Page 117
Strategic Goal 2.2 1,377 $3,573,000 $2,595 Page 142
D Towl 23 ssat9 | oeases [ o oo

This chart shows the total costs — admin expenses plus subsidy costs. The subsidy cost is the net
expected cost to the government for each loan made (total inflows like fees and recoveries net of
total outflows like defaults) excluding administrative expenses associated with making the loans.
The subsidy amount is appropriated in advance to cover the expected cost of the loan
performance. The subsidy amount for Goal 2.1 is $1.268 million and the balance is admin costs;
for Goal 2.2, the subsidy amount is $.935 million and the balance is admin costs. None of the
numbers shown directly represent loan principal; however, the loan principal amount is a factor
in caleulating the subsidy amount.

2. What is the total dollar amount that the SBA currently has in outstanding loans to
microlending intermediaries?

SBA currently has $98.6 million dollars in outstanding loans to SBA Microlending
Intermediaries.

3. How does the Administration propose to address the increased risk placed upon existing
loans to small businesses if no new technical assistance funds are provided to the
intermediaries managing existing SBA Microloan portfolios?

To foster the continuing development of the micro borrowers and to mitigate the risk of default,
SBA will strongly encourage the intermediaries to refer micro borrowers to SBA’s extensive
network of technical assistance providers, including the SBDCs, SCORE, and the Women'’s
Busiess Centers. SBA currently provides over $100 million in direct funding for the provision
of technical and management assistance to existing and prospective small businesses, with a
significant amount of that assistance targeted to very small, fledgling, or underserved small
businesses. This funding is augmented by substantial additional funding from the states, and it is
further complemented by many additional local community economic development
organizations and initiatives. The Agency thus believes these long established and highly
experienced resources will mitigate the risk of existing micro borrowers to default.
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4. What percentage of SBA Community Express loans go to rural businesses? Please
provide some examples of the type of rural businesses that have benefited from the loan
product?

In FY 2004, approximately 7 percent of all CommunityExpress loans were made to rural
businesses. The four major industries in these rural areas were Retail Trade, Accommodation
and Food Services, Professional Scientific and Technical Services, and Other Service Industries.

5. Please provide a breakdown of Community Express loans by each State.

FY2004 CommunityExpress Approvals by State

State # Gross Dollars Approved
AL 10 $154,000.00
AR 2 $15,000.00
AZ 58 $5.,145,100.00
CA 710 $17,610,600.00
co 60 $3,581,900.00
DC 90 $555,000.00
DE 71 $157,000.00
FL 147 $1,085,000.00
GA 150 $1,079,000.00
HI 141 $1,008,000.00
A 10 $426,400.00
1D 1 $5,000.00

1L 129 $2,652,000.00
™ 3 $248.200.00
KS 49 $440,000.00
KY 3 $475,500.00
LA 196 $3.640,500.00
MA 5 $240,000.00
MD 381 $2,218,000.00
ME . -

Ml 58 $1,310,400.00
MN 15 $2,116,500.00
MO 30 $1.838,500.00
MS 33 $250,000.00
MT i7 $121,000.00
NC 138 $941,000.00
ND 1 $5,000.00
NE 48 $3,639,291.00
NH 1 - $75,000.00
NI 5 T $35,600.00

NM 9 $681,500.00
NV 25 $318,700.00
NY 33 $227,000.00

OH 35 $2,804,300.00
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OK 103 $1,802,000.00
OR 4 $95,000.00
PA 110 $4,218,100.00
RI 1 $5,000.00
SC i1 $70,000.00
SD 7 $335,000.00
N 8 $365,000.00
TX 878 $18,384,200.00
VA 214 $1,648,000.00
VT S $743,800.00
WA 9 $573,300.00
WI 81 $5,161,100.00
WV 42 $315,000.00
Total 4121 $89,504,891.00

6. Please provide a breakdown of Microloan loans by each State.

FY 2004 Microloans by State

State # Approved $ Approved
Alabama 10 $ 123,500.00
Alaska 0 3 -
Arizona 140 $ 959,322.51
Arkansas 10 $ 105,844.20
California 127 $ 2.243,172.00
Colorado 74 $ 1,087,575.00
Connecticut 45 $ 1,085,161.94
Delaware $ -
Dist. of Columbia 5 3 38368.00
Florida 147 $ 79142633
Georgia 28 $  602,050.00
Hawaii 9 $ 52,500.00
Idaho 11 $  86,700.00
1llinois 20 3 225,624.08
Indiana 2 $  38,100.00
lowa 2 3 14,900.00
Kansas 45 $  763,274.00
Kentucky 77 $ 881,759.50
Louisiana 4 3 80,000.00
Maine 44 $ 891,395.00
Maryland 3 $ 85,000.00
Massachusetts 41 3 1,058,090.00
Michigan 42 $  675,090.00
Minnesota 82 $ 1,032,843,53
Mississippi S $  80,500.00
Missouri 70 $ 719,145.93

3

Montana 4 25,224.03
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N Mariana Islands 0 $ -

Nebraska 57 $ 703,860.00
Nevada 15 $ 23525500
New Hampshire 13 $ 230,702.45
New Jersey 124 $ 2,505,216.78
New Mexico 16 $ 132,275.00
New York 185 $ 2,870,279.66
North Carolina 103 $ 1,493,446.00
North Dakota 27 $  480,713.74
Ohio 40 $ 403,716.76
Oklahoma 32 $ 74103749
Oregon 25 $  158,648.53
Pennsylvania 98 $ 2220,870.92
Puerto Rico 23 S 630,349.00
Rhode Isiand 16 $  314,800.00
South Carolina 6 $  130,000.00
South Dakota 0 3 -

Tennessee 16 $ 488,000.00
Texas 281 $ 1,694.297.07
Utah 0 3 -

Vermont 15 $ 21853655
Virginia 159 3 2,384,343.86
Washington 44 § 212,300.00
West Virginia 21 $ 363,500.00
Wisconsin 54 $ 793973.27
Wyoming 3 $ 4830650
All States/Cong. Distr. 2425 $33,220,997.63

7. The vast majority of Microloan borrowers do not qualify for private sector financing,
including government guarantee backed loans. With the proposed elimination of the
Microloan program, how does the SBA propose to meet the unique needs of Microloan
borrowers--who by definition do not qualify for 7(a)/Community Express loans due to lack
of credit, collateral, or business experience?

With the Microloan program'’s success and its limited loss rate, SBA believes that this program
has helped demonstrate the viability of a large segment of these small loans to the commercial
lending community, as evidenced by the continuing growth of the CommunityExpress program
and the explosive growth of SBAExpress and its large number of relatively small loans. The
Agency will continue to expand and enhance the CommunityExpress program and believes that
its 75-85 percent guaranty will encourage participating lenders to make increasing numbers of
loans that they would not have previously considered.
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8. A key component of the SBA Microloan Program is the provision of intensive business
technical assistance, which helps to ensure loan repayment, even for the riskiest of
borrowers. No other SBA program provides this critical combination of business financing
and technical assistance to low-and-moderate income borrowers. In what way is the
Microloan program duplicative of other SBA programs, and which other SBA programs
provide this duplication?

The Microloan program is a relatively modest program, with only about 2,500 loans approved
each year, which compares to the approximately 4,100 approved in FY 2004 under the
CommunityExpress program. As aresult, SBA believes that its CommunityExpress program
with its technical assistance component, can accommodate many if not most of these borrowers,
particularly as the Agency continues to expand and enhance this program. Additionally, as noted
above, the Agency currently supports a vast, highly experienced and highly capable network of
management and technical assistance resources, with a significant amount of that assistance
targeted to very small, fledgling, or underserved SBA borrowers. As a result, the Agency is
confident that, through its district offices and their available technical assistance resources, the
SBA maintains a highly effective and complementary set of technical and financial resources.

9. The Microloan program has successfully made over $250 million in loans too risky for
banks, and in so doing has experienced a default rate of less than 1 percent. Industry
practitioners, borrowers, and especially the SBA recognize intensive technical assistance as
the chief factor contributing to the overwhelming success of the program. Why is the
Administration proposing to eliminate this program?

The SBA agrees that the Microloan program and its very limited loss rate have notably
demonstrated the viability of very small loans to the commercial lending industry, especially
when technical assistance is included. The Agency thus believes that commercial lenders will
continue to target this market and, in many cases, use the CommunityExpress program as well as
SBA’s existing network of technical assistance resources to do so. Additionally, the Agency
believes the approximately $100 million it currently invests annually in its technical assistance
programs is more than adequate to meet the needs of current and prospective SBA borrowers.

10. The SBA PRIME program is the only SBA technical assistance program aimed
specifically at assisting low-and very low-income entrepreneurs. With the proposed
elimination of the PRIME program, how does the SBA propose to serve these
entrepreneurs?

The SBA will continue to specifically target low income entrepreneurs and/or underserved
communities with its vast network of SBA supported and funded technical assistance resources,
including the SBDC, SCORE, and the Women'’s Business Center programs.
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11. What is the average FICO score of the owners of the small businesses that received
Microloan programs in the years 2000-2004?

SBA does not obtain FICO scores. SBA does obtain SBPS (Small Business Portfolio Solution)
scores. The scores measure different things and are not interchangeable. Also, SBA does not
obtain origination (at time of approval) scores; but only scores loans in our outstanding portfolio.
A loan has to have been disbursed, with dollars outstanding, for SBA to obtain an SBPS score.

12. What is the average FICO score of the owners of the small businesses that received 7(a)
Community Express loans in the years 2000-2004?

See the answer to question 11.

13. What is the average FICO score of the owners of the small businesses that received 7(a)
Express loans in the years 2000-2004?

See the answer to question 11.

14. Before the SBA decided to propose the elimination of the Microloan program, what
other changes to the Microloan program did the SBA consider as ways to reduce costs and
increase the efficiency of the program?

The Microloan program is a highly centralized program that is delivered through intermediary
lenders. As a result, the Agency’s options to reduce costs through greater efficiencies are highly
limited, so potential cost reductions revolve around limiting the scope of the program.

15. What were the positive and negative aspects of these other changes?

SBA believes that existing 7(a) loan programs and technical assistance programs would serve
those prospective borrowers that would be affected by elimination of the Microloan program.
The positive aspects of this would be the savings of the administrative and program costs of the
Microloan program. Negatives would include objections by the microloan industry.

Small Business Investment Company Program

1. In the FY 2006 Budget Request the SBA references $2.7 billion in losses in the
Participating Securities SBIC program. The supporting tables appear to indicate that the
loss total is $2.2 billion before taking into account an interest factor. Is this correct?

Since 1994, SBA has approved $12.4 billion and disbursed $6.2 billion in SBIC Participating
Securities guarantees. It is currently estimated that SBA will experience $2.7 billion in net
losses over the life of the $6.2 billion in disbursed guarantees, including $922 million identified
during the most recent reestimate cycle. Of the $2.7 billion in projected losses, $2.2 billion is
due to program performance and $497 million is due to accounting improvements that more
accurately reflect performance of loans accounted for in SBA’s Consolidated General Ledger
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during the 1990’s. During the most recent reestimate cycle SBA moved to using a balances
approach method that revealed the accounting underreporting and inconsistencies.

2. The loss total includes $497 million in an unexplained “one-time accounting
adjustment” that is not related to program performance. See footnote 10 on page 57 of the
Federal Credit Supplement document. What was this adjustment?

See above answer.

3. Why does the Administration believe that the need for the program has fallen from the
$4.0 billion it requested for FY 2005 to zero for FY 2006?

The Administration continues to strongly support the debenture and non-leveraged SBIC
program. It is the Administration’s position that, while the participating securities (PS) program
has in the past provided start-up capital to small businesses, the cost and structure of the current
program presently outweigh the benefits. The difference between the debentures and the PS
program is the ability of its SBICs to perform equity investing in start-up companies.

The Administration acknowledges that the debentures program does not entirely fit start-up
equity financing, though in many instances debenture financing with equity features can serve
the same purposes.

4. If the Administration claims there is no need for the program, what analysis has the
Administration undertaken to support that position?

The Administration acknowledges that the debentures program does not entirely fit start-up
equity financing, though in many instances debenture financing with equity features can serve
the same purposes.

5. The FY 2006 budget makes no reference to new leverage that will be required starting in
FY’06 by existing PS funds if they are to be able to complete their investments in
accordance with the business plans approved by the SBA in the licensing process. Has the
SBA analyzed that problem and how it might be solved?

The SBA is performing an analysis of participating security funds’ commitments that will be
expiring at the end of FY 2005. Nonetheless, these SBICs are eligible to seek Debenture
financing to complete their investments in accordance with their existing business plans.

6. Does the SBA currently have outstanding requests for analysis of aspects of proposed
SBIC restructuring plans sent to it by the Senate Committee on Small Business and
Entrepreneurship?

No.
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7(a) Program

1. For the 7(a) program’s secondary market, what is the FY 2006 subsidy rate attributed to
the timely payment of principal and interest made to an investor who invests in a 7(a)
security?

The FY 2006 subsidy rate for the Secondary Market Guarantee (SMG) loan program is 0.0
percent.

2. What is the up front fee that would be necessary to eliminate that subsidy in FY 2006?

The FY 2006 subsidy rate is 0.0 percent and therefore no fee is required. This resuits from
implementing an administrative program change on October 1, 2005 which will increase the
minimum ratio of loan maturity to pool maturity from the existing 70 percent to 80 percent. Ifan
upfront fee of 0.05 percent (five basis points) of the pool amount were authorized, the required
ratio of loan maturity to pool maturity could remain at 70 percent.

The Administration would like the flexibility to change and adjust this fee from year to year to
maintain a zero subsidy rate for the SMG program. This will eliminate the need to make
program changes from year to year.

3. The Master Reserve Fund (MRF) for the 7(a) Program’s secondary market has existed
for 20 years. Has any federal subsidy or transfer of federal dollars been made into the
MREF during that time period?

No funds have been transferred into the MRF to date. However, the long term cost estimate
required under the Federal Credit Reform Act of 1990 indicated that the MRF would require
funds to pay security holders beginning in 2018. Therefore, an upward reestimate of $149.1
million is available in the financing account for that purpose. The shortfall represents about
0.8% of the total expected payments from the MRF.

4. Why does the SBA now say that an appropriation will be necessary in the next 13 years
to maintain the MRF?

Projections indicate that the MRF will have insufficient funds in the year 2018 to make all of the
payments to investors for pools originated through FY 2004.

5. What is the justification of the SBA’s request for a new secondary market fee?
A very small ongoing fee would ensure the program remains self-funded without requiring

annual adjustments to the program through administrative measures. This would allow for
continuity in the program structure and rules.



121

6. Please explain the model used to develop the subsidy rate for the MRF.

The subsidy rate is developed using the Secondary Market Guarantee (SMG) program credit
subsidy model. The SMG model forecasts all MRF cash flows on a monthly basis for the life of
the cohort. Cash flows include cash inflows to the MRF from loans that underlie guaranteed
pools, cash outflows from the MRF on guaranteed pools, and investment eamings on the MRF
balance. The MRF balance is invested in a combination of short and long-term Treasury
securities and the model estimates cash returns on these investments.

7. What are the assumptions used by the SBA for the model to develop the MRF subsidy
rate?

Loan performance assumptions include purchase and prepayment econometric equations,
delinquency rates, and partial prepayment (curtailment) rates. All loan performance assumptions
are consistent with the assumptions used in the 7(a) loan guarantee program subsidy model.
Other assumptions reflect forecast interest rates, forecast gross domestic product and
unemployment rates, and anticipated characteristics of loans and pools.

8. In 5 year increments, beginning in 1995 and every year there after (e.g. 1995-2000, 1996-
2001, etc) what was the spread between SBA’s cost of money from Treasury and the price
of an SBA security?

The following table lists historical spreads between the five year moving averages of the price of
an SBA security, SBA’s cost of money, and the MRF investment rate. SBA’s cost of money,
which we define as the rate at which SBA borrows from Treasury, is used to discount nominal
forecasts of SMG program cash flows; however it is not used to generate those cash flows. The
spread between the price of an SBA security (which we define in this analysis as the coupon rate
of the security) and the rate at which the MRF is invested is used to forecast future MRF cash
flows. Loans and pools typically amortize based on the prime rate, while the MRF balance is
invested at a rate based on a weighted average of short and long term Treasuries.

Examination of five year moving average historical interest rates.

Spread between price of Spread between price of
Price of SHA  SBA costof MRF investment SBAsecurity and SBA  SBA securily and MRF

security {A} money (B} rate {C} costof money (A- B}  investmentrate {A.C}
a 8.38% 492% 560G% 3456% 243%
8.46% 432% 533% 354% 253%
8.19% 432% 553% 327% J86%
7.43% 492% 5 10% 251% 2.33%
559% 432% 475% 1687% 184%
585% 4.92% 4 3G 833% 1.46%

9. How were these spreads incorporated into the model?

Spreads are incorporated in the forecasts of loan and pool cash flow performance and MRF
investment earnings. Loans and pools typically amortize and make payments based on the prime
rate, while the MRF balance is invested at a rate based on a weighted average of short and long
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term Treasuries. As long as the prime rate is greater than the weighted average MRF investment
rate, the spread results in a cost to the SMG program. This cost is partially offset by two items.
The first is the nine days of float income that the MRF earns each month. The second is
additional MRF earnings that occur due to late or missed borrower payments. When a borrower
payment is missed, the MRF advances the payment to the investor. This reduces the principal
balance owed to the investor, but does not reduce the borrower’s principal balance. Because the
borrower is now paying interest on a higher principal balance, the MRF will receive some
interest income that will not be sent forward to investors. The amount not offset by these two
items must be recovered either through program changes or a new fee.

10. What deviation is there between these historical spreads and the assumption used in the
model?

As stated in the response to question 8, SBA’s cost of money is used to discount nominal
forecasts of SMG program cash flows and not used to generate those cash flows. The future
spread between the coupon rate and the MRF investment rate is projected based on 2006
President’s Budget Economic Assumptions. The maximum predicted spread between the
coupon rate and the MRF investment rate in the FY 2006 President’s Economic Assumptions is
2.104%.

11. Last year, the SBA made an administrative change in how it manages the MRF. Please
explain that change.

The changes effective on October 1, 2004 are: (1) all partial prepayments on pools are passed
through immediately to investors, (2) the first pool payment is principal and interest rather than
interest-only, and (3) all “amortization excess” is passed through at loan termination.

12. Was that change given credit when the MRF subsidy rate was determined?

Yes, those changes were given credit during the computation of the SMG subsidy rate,

13. What is the long-term programmatic impact of this change?

It is anticipated that the change will result in faster repayment of money owed to investors which
will ultimately be reflected in the price of the guaranteed pools.

14. What was the re-estimate for the FY 2004 subsidy rate contained in the SBA’s Budget
submission for FY 2006?

It was a downward reestimate for the 7(a) Small Business Loan Program for the FY 2004 cohort.
15. What was the reason for this re-estimate?

The downward reestimate resulted primarily from the timing of fee collections.
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16. In light of that downward re-estimate for FY 2004, does the SBA still believe that the
fees in place in FY 2005 create a zero subsidy for the program?

Yes, it is still estimated that the subsidy rate for 2005 is zero percent with current fees. The FY
2004 downward re-estimate is a timing issue which will correct itself when the remaining loans
in the cohort are disbursed.

17. In light of that downward re-estimate, does the SBA believe that the fees in place in FY
2005 create a negative subsidy rate, i.e., a net profit to the Federal government for the 7(a)
program?

No, SBA still estimates the subsidy rate for 2005 at 0.0 percent.

18. In light of that downward re-estimate, does the SBA still believe that the fees in the
program need to be increased for FY 20067

Yes, based on projected technical assumptions and economic indicators for 2006.

19. What further administrative changes could the SBA make to MRF management to
reduce or eliminate any subsidy instead of imposing a new fee? What would the
programmatic impact of these changes be?

The changes announced last September also include a change to the management of the MRF.
The MRF will invest money related to post 2004 cohorts in Treasury securities with a maturity of
up to 10 years. This is a change from the 5 year maximum maturity that previously existed for
MREF securities. To increase the return on the MRF, the funds could be invested for an even
longer term or in riskier but higher yielding securities. Any further changes to the program
(including the proposal to raise the minimum remaining term to 80% from 70%) will make it
more difficult for pool assemblers to put pools together. We continue to believe that they will be
able to form pools, it will just be more difficult.

20. The Federal Credit Reform Act speaks of defining a subsidy rate for a program, Isn’t
the 7(a) secondary market part of the 7(a) program? What is the statutory basis for the
SBA trying to impose and target a fee on something that is not legally a program?

Although the two programs are intricately related, they are two separate programs, and two
separate guarantees. The 7(a) program provides a guarantee to lenders in the case of borrower
default. This covers the credit risk associated with the small business loan. The Secondary
Market Guarantee program provides a guarantee to the security holders that all payments will be
received in a timely manner. The cost drivers of the guaranteed secondary market program for
7(a) loans are substantially different than those of the 7(a) guaranteed loan program. In addition,
because not all 7(a) loans are sold in the secondary market, combining the two programs for
budget purposes would be unfair to borrowers whose loans are not sold.



124

Community Express Loans

1. Please provide a summary report and breakdown of Commuunity Express loans between
$25,000 and $35,000, reflecting the number of loans made in that range to rural small
businesses, women-owned small businesses, minority-owned small businesses, African
American-owned small businesses, Hispanic-American-owned small businesses, Native
American-owned small businesses, Asian-American-owned small businesses, etc.

In FY 2004, SBA approved over 4,100 CommunityExpress loans, almost 3,600 of which were
under $25,000. The demographics of those CommunityExpress loans that fell between $25,000
and $35,000 are as follow:

FY2004 Community Express Loans
Loan Amount Range $25,000 - $35,000
# of Loan Approvals Gross $ Approved

Rural Small Businesses 6 $ 175,800
Women-Owned Businesses 43 $ 1,218,700
Minority-Owned Businesses 40 $ 1,076,700
African Arerican 13 $ 334,200
Hispanic American il $ 300,500
Native American 0 3 -

504 Loan Program

1. The 504 Loan Program is a zero-subsidy program. For FY 2005, the authorization limit
(“cap”) for the 504 loan program is $5 billion, and for FY 2006 the Administration has
requested an authorization cap of $5.5 billion. These cap numbers conflict with the
authorization numbers adopted by Congress of $6 billion in FY 2005 and $7.5 billion in FY
2006. 1f program demand is on pace to exceed the cap for FY 2005, will the SBA request
an increase in the cap in an appropriate appropriations bill?

Based on the usage to date, we believe that $5 billion will be adequate. Production for the first
six months of FY2005 was $2.04 Billion. We note that production in the second half of the
fiscal year could increase up to 50% and remain within the $5 billion cap.

2. At what point in FY 2005 would the SBA request such a cap?

We constantly monitor program demand and do not believe that such a request would be
necessary.

3.If the SBA does not request such a cap, will the SBA support a Congressional effort to
raise the cap?

Based on production to date, we do not believe an increase in the cap will be necessary.
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4. When asset sales were stopped in December 2002, how many 504 loans were in default?

748 loans were in default at that time.

5. In the 504 program, 816 loans have defaulted since December 2002. Does the SBA
believe that exactly 647 of these loans are in liquidation? If not, how many does the SBA
believe are in liquidation?

The SBA data system shows that 505 loans are in liquidation at the present time. This number
changes on a daily basis as loans go into and come out of liquidation status, or are charged off.

6. What happened to the remainder of the 816 loans?

This would require a review of each of the individual loans that the question references. We do
not have this information readily available. Some will have been restructured and are once again
making loan payments and others have been fully liquidated and charged off. Although a
borrower may enter default, the loan is not immediately sent to liquidation. SBA and the CDC
work with the borrower to try to find a way to restructure the loan or the business to avoid
liquidation. If there is no reasonable way to salvage the business, the loan is transferred to
liquidation.

7. For how many of the 816 loans has recovery been completed?

504 Loan Liquidations'

Fiscal Year Fiscal Year Fiscal Year
2003 2004 2005

Number of defaulted loans 423 468 91
Dollar value of defaulted loans® o $157,641,714 $129,480,162  $22,370,249
Number of loans in liquidation at end of year 569 628 614
Dollar value of loans in liquidation at end of year  $231,763,515  $265,553,274  $256,448,182
Number of loans charged off during year 155 193 34
Dollar amount written off during year $73,223,504 61,121,436 $14,125,162
Total dollars recovered during yearj $19,759,444  § 58,060,368 $ 9,452,021
Recovery rate on defaulted loans 40.24 %' 40.24 %> 44,03 %"

1} Data through 12/31/2004.

2) Transaction codes 215 and 224.

3) Gross recoveries minus expenses.

4) Recovery rate used for the September 2004 reestimates.

5) Recovery rate used for the September 2004 reestimates.

6) Recoveries as a percentage of lifetime defaults as found in the Federal Credit Supplement.

8. What was the recovery rate on those loans for which recovery has been completed?

See the information noted above.
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9. For the 504 program defaulted loans now in the liquidation process, how are these loans
being handled, and by which SBA offices?

There are currently 614 504 cases in liquidation. The majority of these cases (534) are being
processed by the district offices. The Fresno and Little Rock servicing centers are assisting the
district offices in processing the remaining 80 cases. The process that is being used is consistent
with the procedures in the SBA liquidation SOP. The offices are also coordinating with the
CDC's for performance on specific liquidation actions.

10. How many 504 program defaulted loans are being processed by SBA offices?

While some of the CDCs may be liquidating some of their loans the majority are being handled
by the SBA field offices.

11. How many 504 program defaulted loans are being handled by CDCs from the CDC
liquidation pilot program, and what is the status of those recovery efforts?

We contacted the CDCs that participated in the CDC liquidation pilot. We found that the
number of loans that are being liquidated from the pilot CDCs is less than 10.

12. How many 504 program defaulted loans are being handled by the PCLP CDCs, and
what is the status of those recovery efforts?

37 PCLP CDC loans are in default of which 9 loans are currently in liquidation.

13. What is the status of the publication of a loan liquidation regulation, as requested by
Congress in 20027

These regulations are currently in the clearance process. We have redoubled our efforts to have
the regulations completed as soon as possible.

14. When will the SBA publish a regulation to govern loan liquidations by lenders for both
the 504 and 7(a) loan programs?

Regulations already exist for 7(a). Regulations for 504 were addressed in question #13.

15. What was the average size of a 7(a) loan and a 504 debenture in each of the last three
fiscal years?

Average 504 Average 7(a)

debenture size loan size
FY 2002 $429,183 $236,287
FY 2003 $447,820 $167,409

FY 2004 $463,532 $167,275
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16. For each of the last three fiscal years, what was the average maturity of a 7(a) loan and
a 504 debenture?

7(a) average loan 504 average loan
maturity in years maturity in years
weighted by approval  weighted by approval
amount amount
Loans Approved in FY 2002 16.94 1970
Loans Approved in FY 2003 16.44 19.75 -
Loans Approved in FY 2004 16.63 19.73
Loans Approved in FY 2005* 16.63 19.71

*Data through Dec 31, 2004
17. The 504 Program Assessment Rating Tool states that the agency “is developing an
evaluation strategy to ensure that loans supplement rather than supplant available credit
in the private market.” What is that strategy?
The agency has established a contract relationship with the Urban Institute to evaluate various
programs to determine if they are serving the intended purpose. The agency plans to develop
such a study of the 504 program in FY2006, subject to the availability of funds.
18. What office in the agency will make this determination?
See answer to question #17.
19. When will the strategy begin to be implemented?
See answer to question #17.
20. The 504 Program Assessment Rating Tool says that the agency has “completed” work
on changing servicing requirements so that intermediaries will be responsible for loan

liquidations in the event of default. When was this work completed?

This will be implemented once the 504 liquidation regulations have been completed. (as
addressed in question #13 above)

21. When will the intermediaries be made responsible for loan liquidations?
SBA is reviewing this issue at the present time.

22. For each fiscal year since the agency stopped its asset sale program, how many 504 first
lien positions has the agency bought out?

SBA does not track the purchase of first lien positions in liquidation situations.
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23. How many 504 loans were outstanding in each of those fiscal years?

In FY 2004, 35,466, 504 loans were outstanding. In FY 2003, 34,014, 504 loans were
outstanding.

24. What is 504 loan volume, yvear to date?

As of April 1, 2005, the Agency has approved 3,896 loans for an amount of $2,054,567,000.
25. What impact is the larger debenture size in the 504 program having on program
useage, i.e., how many debentures have been made that exceed the maximum size

permitted in FY 2004, and what is the total dollar value of these debentures?

From December 8, 2004 to the present, 167 loans have been approved that exceeded the previous
maximum for a total amount of $295, 729,000.

Surety Bond Pregram

1. Has the SBA sent new SOPs or implementing guidelines to the District Offices regarding
the Surety Bond Program change that was included in the Omnibus Appropriations bill in
December 2004 (Sec. 203 of Division K of the Omnibus Appropriations bill)?

The SBA has sent a Policy notice to all SBA employees, participating sureties, and agents
implementing the changes that were included in the Omnibus Appropriations Bill in December
2004. The changes are currently being incorporated in the draft regulations under 13 CFR Part
115.

2. If not, when are those going to be distributed?

See above answer.
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Small Business Development Centers

1. In 2004, the SBDC program counseled more people with fewer bours of counseling than
in 2003. This was, in part, due to the SBDCs reducing their number of counselors. The
SBDC program in my state of Maine is proposing to terminate two counselors next year as
a result of federal financial resources not reflecting actual inflation and costs. This is an
example of where less has indeed become too little, and with continued funding cuts, this
program which was once prosperous may collapse. How does the SBA expect this program
to continue to help create American jobs while the SBDCs are forced to cut resources and
limit services?

While we have been told anecdotal incidences of counselor reduction, SBA has not formally
received notice from the SBDCs that they have had to reduce their numbers of overall counselors
or are being forced to limit services. Inresponse to SBA's level funding of their operations,
some SBDCs have been successful in increasing the match component they receive from their
states and other sources.

SBA believes that to date SBDCs have not taken maximum advantage of new technologies
available to help cut costs, streamline efficiencies and to extend outreach services. SBA
included a provision in last year’s program announcement for the SBDC program, requiring
SBDCs to find creative ways to increase their use of web-based technologies to deliver a larger
volume of services to their clients. A similar provision is proposed in this year’s forthcoming
program announcement.

Like all other SBDCs the Maine SBDC has received level funding for the past several years.
However, the Maine SBDC did receive a supplemental award in the amount of $100,000 in FY
2003. This additional funding was provided for the Katahdin Entrepreneurship Education
Project (KEEP). KEEP was launched in April 2002 as an effort to help existing and prospective
small business owners through a collaborative program of entrepreneurial training for those
residents and businesses adversely affected by the bankruptcy of Great Northern Paper (GNP) in
an area which had over 30% unemployment.

The Maine SBDC is one of the most financially stable SBDCs in the country, atiracting nearly
three quarters of its funds from outside the federal government. As a result of its partnerships
throughout the State, it continues to provide outstanding services to their clients.
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2. In FY 2003, the SBDCs nationwide provided over 1.5 million hours of counseling,
However, in FY 2004, the SBDCs nationwide provided only 1.4 million hours of counseling
-- a decrease of nearly 100,000 hours of counseling. Though the SBDCs counseled more
clients in FY 2004 than they counseled in FY 2003. SBDC counselors are seeing more
clients as a result of increasing demand for SBDC services, but SBDC counselors are
spending less quality time with each client. Therefore, as a result of SBDC resources not
meeting market demand, it is inevitable that this divergence between demand and
resources will reduce their economic impact. What kind of economic impact do you expect
the SBDCs to have, if small firms requiring assistance are not receiving the time and
counseling they deserve?

It is true that F'Y 2004 saw a decrease in counseling hours of approximately six percent.
However, there was only a very modest increase in the number of clients counseled -- .2 percent
(point two percent). The larger increase in the total client count for FY 2004 was primarily due
to the increase in training attendees and training hours — approximately 8 percent for each
category. This may suggest that baseline business knowledge is being introduced by training
rather than individualized counseling, or as a precursor to individualized counseling sessions.
We believe that this approach may reflect efficiencies of scale in teaching basic business
vocabulary, concepts and knowledge prior to the overhead associated with one-on-one
counseling for specific business problems.

Whether it be scarce budget dollars or increased availability of technological advances, the SBA
recognizes the necessity of the SBDCs to increase their use of web-based capabilities. For
example, more training online means expanded outreach and a diminished need for human
capital outlays. Also, increased training online could generate program income at a relatively
low cost. Likewise, development of online counseling mechanisms—particularly for the nascent
entrepreneurial market—can free up counselors to devote more time to existing business clients,
with the presumed result of greater economic impact. For these reasons, SBA continues to
include increases in online counseling activities in the annual SBDC Program Announcement.

3. What is your analysis of the SBDC’s ability to counsel more clients in a shorter period of
time?

We presume this question relates to SBA's revision of client definitions this past year.
Specifically, definitions for counseling and training and the reporting requirements for these
activities were standardized across all Entrepreneurial Development programs (SBDC, WBC and
SCORE) with one result being that the minimum requirement for counseling was set at % hour.
For some of the programs, this represented an increase, for others, including SBDCs, a decrease.

We do not anticipate that this definitional change to the minimum time requirement for
counseling will result in a significant change in the long-term counseling that the SBDCs do so
well. Indeed, in last year’s and this year’s program announcements, SBA encouraged the
SBDCs to continue to conduct in-depth, on-going counseling. While % hour is the minimum
time requirement for a client/counselor interaction to be considered a counseling session, SBA
has not and will not set a2 maximum, thus allowing SBDCs to spend as much time as necessary
with clients. The standardization of definitions across all Entrepreneurial Development program
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areas was made in response to recommendations from both OMB and GAOQ, and was not
intended in any way to dilute the quality of counseling and training clients receive at an SBDC.

4. Are clients receiving the same level and quality of service and what are the advantages
and drawbacks?

As stated above, the minimum requirernents for counseling were established in the interest of
establishing uniform, standard definitions for the collection of data across all ED programs. This
minimum requirement definition in no way imposes a maximum time frame for long-term, in-
depth counseling which is the greatest strength of the SBDC Program. The Fiscal Year 2005 and
2006 Program Announcements contain language that specifically stipulates that counseling
quality be maintained. ED’s data integrity, the stringent and exhaustive accreditation process for
SBDCs, and OSBDC’s programmatic and financial reviews all collectively contribute to the
quality of service of which the Program is justifiably proud.

5. The SBA’s budget request calls for $106.9 million to cover the total cost of the SBDC
Program, which includes $88 million to fund SBDC grants (see U.S. Small Business
Administration Congressional Submission, Fiscal Year 2006, page 27, Table 12). This
represents a request of nearly $19 million to cover the cost of administering $88 million in
SBDC grants -- an increase in administrative costs of $3.3 million (or 22%) compared to
FY 2004. Why is the SBA’s cost of administering the SBDC program rising so
dramatically, while the SBDC proposes to reduce funding for SBDC grants by $61,050
between FY 2004 and FY 2006?

Table 12 shows the total cost of SBA programs, including both administrative costs and total
grant costs. Actual administrative costs were $15.5 million in FY 2004 and are estimated at
$18.9 million in FY 2006. Administrative costs for SBDC include: compensation and benefits
for staff who contribute to this program at regional and district offices (including SBDC project
officers); compensation and benefits for HQ staff in Entrepreneurial development who contribute
to the program; direct operating budget for the HQ staff; indirect costs such as proportional costs
of agency wide costs including telecommunications, rent, unemployment compensation, etc.;
overhead costs (a portion of Agency overhead allocated to all programs on a proportional basis).
Cost of living adjustments and inflation alone total approximately $1.3 million of this increase.
Other significant costs are an allocation of overhead from the Office of Chief Information
Officer (which reflects an increase in IT investments requested for FY 2006); indirect costs,
particularly security, from both agency wide costs and the Office of Management and
Administration; and other indirect and overhead costs. Because SBDC is a relatively large
program for SBA (by far its largest grant program), the program bears a significant share of
agency indirect and overhead costs.
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6. The SBA’s Budget Request calls for $1 million for evaluations of the economic impact of
SBA programs. In addition, the budget request states that the SBA will continue to
improve the measurement of the Agency’s outputs and outcomes which are used in the
OMB Program Assessment and Rating Tool. In this regard, the Committee understands
that the SBA last year conducted a nationwide survey of the economic impact of its
entrepreneurial development programs, and that a report on the results of the survey has
been written. In order to evaluate the SBA’s funding request for independent evaluations
of its programs in FY 2006, and to evaluate the effectiveness of the SBA’s entrepreneurial
development programs, please provide the report and the underlying data on last year’s
sarvey.

In FY 2004, SBA's Office of Entrepreneurial Development began the first year of a three year
project which included a survey of a sample of the clients that received business counseling
during the 4th quarter of FY 2003 from the Agency's resource partners, including SBDCs,
SCORE, and WBCs. The study is designed as a three-year longitudinal impact study to measure
all of the programs in a consistent and simultaneous manner. The FY 2004 data collection is
regarded as a baseline survey and needs further research and refinement. Information collected
in the subsequent years of the study will be used to facilitate trend analysis, particularly on
financial growth of small businesses. The study of the FY 2003 clients will conclude in 2006, at
which time the formal findings will be presented to the Committee.

SBA designed the survey in consultation with an independent panel of nationally recognized
entrepreneurship researchers and received OMB approval of the methodology. The Agency then
contracted with Concentrance Consulting Group, a women-owned minority small business, to
conduct the study and report on its findings. The survey was undertaken in response to OMB's
findings under the Program Assessment Rating Tool (PART) evaluation of the programs. OMB
had noted that SBA lacked unbiased external impact evaluation data on the ED programs, and
had strongly suggested that SBA initiate an independent external study of a period of time that
would offer valid and reliable results, measuring both the customers' value-added view of the
services received and the economic impact on the firms already in business that were counseled.

7. Additionally, the Committee understands that the SBDC network already conducts
significant and verifiable independent research on the economic impact SBDCs provide
through assistance to America's small businesses. In order to evaluate the SBA’s funding
request for independent evaluations of its programs in FY06, and to evaluate the
effectiveness of the SBA’s entrepreneurial development programs, specifically the SBDC,
please provide the rationale as to why funding an SBA study would not be duplicative to
SBDC network processes already in place.

The Association of Small Business Development Centers (ASBDC) contracts with Dr. James
Chrisman, an independent professional, to conduct biennial economic impact surveys among
other studies of the national SBDC network. The Chrisman study, is only conducted biennially,
and surveys only a limited segment of the SBDC client base — those clients counseled for more
than 5 hours. OMB, in discussions with SBA, stipulated the requirement as comprised in the
PART evaluation, of the need for an annual survey which looks at all SBDC, along with WBC
and SCORE, clients and the total effectiveness of the program and, if possible, compares the
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SBA client outcomes to those of the population in general. SBA’s Entrepreneurial Development
annual impact survey makes more of an attempt to meet these requirements and is an
independent survey contracted by SBA, while the Chrisman study is financed by the ASBDC
which could be considered to have a vested interest in the study's outcome. These two studies
are not duplicative.

8. Included in the budget request is funding for state and regional entrepreneurial
development grant programs. However, the Committee understands that state and
regional SBDC grantees may not have received their final FY 2005 funding amount
notifications. Please provide the amount of Federal funding that each of the SBDC
grantees in all the states and territories will receive under the FY 2005 appropriation and
the statutory funding formula.

See the below spreadsheet for details on FY 2005 appropriation allocations to each SBDC. The
funding formula is prescribed in the Smail Business Act:

The annual amount made available to the program, less reductions for authorized expenses, is
divided on a pro rata basis. The minimum funding level, when the amount authorized is less
than $90 million but greater than $81.5 million as in 2005, is $500,000. Amounts needed to
bring all states to the minimum level are deducted on a pro rata basis from those in excess of
$500,000. Any amounts provided to states but not used are redistributed to states funded that are
at less than the FY 2000 level until that level is met or funds are exhausted. Any remaining
funds are provided as supplemental distributions at discretion of Administration in consultation
with the ASBDC.

FY 2005 Unused  FY 2000 Total 2005 after

State Allocation allocation Funding redistribution of
Unused alloc.
WV $500,875 $628,228 $543,633
CT $943,273 $1,045,447 $977,577
1A $810,533 $903,302 $841,680
KS§ $744,638 $819,243 $769,686
NE $500,000 $567,629 $522,706
LA $1,237,816 $1,308,515 $1,261,553
MS $787,913 $847,168 $807,808
OK $955,762 $1,006,907 $972,934
NM $503,839 $550,034 $519,349
AR $740,478 $784,618 $755,298
Ky $1,119,489 $1,157,990 $1,132,415
PA $3,401,605 $3,455,213 $3,419,603
AL $1,231,757 $1,259,646 $1,241,121
WI $1,485,630 $1,495,340 $1,488,890
MO $1,549,761 $1,559,854 $1,553,150
OH $3,144,591 $3,165,336 $3,151,556

AK $500,000 $500,000 $500,000
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DC $500,000 $500,000 $500,000
DE $500,000 $500,000 $500,000
GM $500,000 $500,000 $500,000
HI $500,000 $500,000 $500,000
D $500,000 $500,000 $500,000
ME $500,000 $500,000 $500,000
MT $500,000 $500,000 $500,000
ND $500,000 $500,000 $500,000
NH $500,000 $500,000 $500,000
RI $500,000 $500,000 $500,000
SD $500,000 $500,000 $500,000
Vi $500,000 $500,000 $500,000
vT $500,000 $500,000 $500,000
wYy $500,000 $500,000 $500,000
AS $500,000 -$301,000  $129,000 $199,000
MD $1,467,020 $1,465,181 $1,467,020
Ut $618,543 $607,567 $618,543
SC $1,111,247 $1,104,097 $1,111,247
IN $1,684,172 $1,678,822 $1,684,172
PR $1,054,908 $1,044,046 $1,054,908
MN $1,362,597 $1,350,121 $1,362,597
MA $1,758,572 $1,745,223 31,758,572
OR $947,659 $922,015 $947.659
MI $2,752,749 $2,730,248 $2,752,749
NV $553,477 $500,000 $553,477
N $1,575,817 $1,492,549 $1,575,817
NI $2,330.606 $2,218,395 $2,330,606
CNY 85,256,006 35,164,299 $5,256,096
L $3,439,894 $3,327,308 $3,439,894
CO $1,191,363 $1,048,797 $1,191,363
WA $1,632,553 $1,490,032 $1,632,553
VA $1,960,606 $1,796,515 $1,960,606
NC $2,229,498 $1,984,329 $2,229,498
AZ 31,421,082 $1,152,125 $1,421,082
GA $2,267,483 $1,942,441 $2,267,483
FL $4,426,797 $3,756,258 $4,426,797
TX $5,775,534 $4,964,226 35,775,534
CA $9,381,764 $8,241,303 $9,381,764
TOTALS  $83,857,994 -$301,000 $79,909,367 $83,857,994
sl;;,’;‘gs Aﬁz;‘i‘i’fn Cal.SBDCs  FY 2005 Allocation
Dallas $1,946,355 SF $2,109,020
Houston $1,599,823 Sacramento $1,046,067
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Lubbock $531,349 Fresno $1,095,790

San Antonio  $1,698,007 LA $2,721,650
Total $5,775,534 Santa Ana $1,623,983
SD $785,254

Total $9,381,764

Women’s Business Centers

1. In FY2005, the SBA did not allocate any administrative funds to the Office of Women’s
Business Ownership for the oversight and operation of the $12 million women’s business
center program. Can you assure this committee that sufficient funds will be allocated for
the administration of this important program?

SBA has allocated $124,000 for operating expenses for the Office of Women's Business
Ownership for FY 2005. Of this, $110,000 was allocated to replace the funds previously
provided as a percentage of the line item funding. Total SBA resources estimated to support this
program in FY 2005 are $22.9 million, of which only $12.3 million is this year’s line item
funding. The balance of these funds supports headquarters and field staff who work on this
important project, indirect costs (such as telecommunications and rent), and Agency overhead.

2. Where will the funds come from?
The funds will come from the Agency's Salaries and Expenses appropriation.
3. How much will be distributed?

We have allocated $124,000 directly to the Office of Women’s Business Ownership in FY 2005.
Compensation and benefits for staff who work on this program are managed by the Office of the
Chief Financial Officer from a centrally funded account. The same is true for indirect costs.

4. There are currently 49 centers in sustainability status. If the women’s business center
sustainability program is terminated next year, how does the SBA plan to use the funds?

SBA plans to use its FY 2006 program funding to continue funding to the 32 eligible existing
WBCs and to fund 48 new WBCs, for a total of 80 WBCs.

5. What will happen to the sustainability centers that can no longer compete for grant
funds?

The WBC Program was originally intended to provide money to support training centers that
would be self-sustaining at the end of the grant cycle. The required recipient match for the
federal grant funds increases during a WBC's period of participation in the program, thus helping
to decrease the entity's reliance on Federal funds. As part of its annual post-award training with
the WBCs, SBA provides training on sustainability, including fundraising. It is intended that by
the end of 2 WBC’s 5-year project term, a viable center will have established or strengthened its
existing base of economic support within the community and the State sufficiently to be able to
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continue functioning without SBA support. The cooperative agreements between SBA and the
WBCs are structured on this basis.

6. The SBA states that they only support opening new women’s business centers and
providing competitive grants for a period of 5 years. Tax payers have invested up to nine
vears of their money to help sustain these valuable centers which in 2003, helped create or
retain 6,500 jobs aud generate $235 billion in revenue. Why does the SBA believe opening
new centers is better policy than maintaining centers that have proven their worth in their
communities and States?

SBA believes that opening new centers in different locations will allow more women around the
country to take advantage of WBC expertise. In this regard, we note that the original intent of
the program was to provide Federal assistance on a relatively short term basis to enhance the
capabilities of the centers to provide assistance specifically targeted to women, especially those
who are socially and economically disadvantaged. When they join the program, most WBCs are
not start-up operations, but are initiatives of established community organizations, so there is a
built-in level of support from the beginning.

Like any business, the strongest and best-run WBCs will survive. Beginning at the time of initial
funding, and continuing through the entities entire tenures in the program, SBA encourages
WBCs to develop exit strategies that will enable them to continue to operate even after they are
no longer be eligible for funding from SBA.

Native American Qutreach

1. Please provide the Committee with a detailed plan on how the agency will use the $1
million appropriated for FY05?

SBA intends to fund Native American projects that meet the overall Congressional mandate that
we assist small businesses in tribal areas on the basis of needs, and conduct strong outreach to
ensure that underserved tribes have the opportunity to participate in all the programs and
resources of the Small Business Administration.

To ensure that these programs are appropriate to meet the needs of the tribal areas, SBA has
established a strong working relationship with, and has sought input regarding appropriate
funding needs and priorities, from the National Congress of American Indians (NCAI).

[Founded in 1944, NCALI is the oldest, largest American Indian and Alaskan Native organization
in the USA, and is regarded as the organization most representative of the views of those
populations.] SBA is also utilizing an economic development study, commissioned with funding
from the FY03 appropriations, to further identify needs, gaps and priorities.

SBA intends to publish a Request for Proposal (RFP) soliciting applications for funding for
Economic Development Projects in the priority areas of interest identified by the Agency.
Proposals submitted in response to the RFP will be evaluated under existing Federal procurement
guidelines.



137

2. Who is currently managing the Native American office? How many staff are in this
office?

As you are aware, the former Associate Administrator for Native American Affairs, left the
Agency in January 2005. Until a new Associate Administrator is appointed, the day-to-day
management and oversight of the Native American Affairs function has been assigned to Ellen
Thrasher, Associate Administrator, Office of Business and Community Initiatives within the
SBA's Office of Entrepreneurial Development (ED).

There are two full-time positions allocated to the Office of Native American Affairs, and
additional ED staff support the function on an as-needed basis.

Veterans Business Development

1. Since September 2001, appreximately 350,000 National Guard and Reserve personnel
have been mobilized in support of current operations. A recent Department of Defense
survey estimates that 29 percent of Guard members and Reservists either own or are
employed by a small business. As a result of activations, many small businesses have been
forced to go without their owners and key personnel for months, and sometimes years, on
end. The effects have been devastating to these patriotic small businesses that are owned
by, or employ, Guard members and Reservists.

The SBA Office of Veteran Business Development (OVBD) has made a concerted effort to
reach out to small businesses affected by deployments, but given the sheer number of those
deployed, their resources have been stretched thin. In addition, the OVBD has been
required to broaden their delivery of services, as directed by Executive Order 13360, to
provide procurement training programs for service disabled veterans. For the fourth year
in a row, the SBA’s Budget Proposal provides only $750,000 for the Veterans Business
Development Program. Ip light of the increased numbers of Guard and Reserve
deployments in recent years, wouldn’t it be appropriate to increase funding for the Veteran
Business Development Program, so it can better serve the patriotic small businesses that
are owned by, or employ our nation’s veterans?

SBA’s budget allows us to continue to effectively provide business development assistance to
veterans. OVBD has focused most of its Reserve and National Guard outreach efforts
specifically at the mobilized member him or her self. In doing this, we have provided SBA Fact
Sheets and other printed and e-based materials applicable to a self employed member of the
Reserve or Guard, and SBA materials applicable to any small business that a member may work
in. Most of the professionally produced materials OVBD has produced (Getting Veterans Back
To Business) was designed specifically for self employed, activated members.

The District Office Outreach Initiative has been targeted to Reserve and Guard Units (and
others), in an effort to reach all potential small employers.
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We have also participated in National Employer Committee for Support of the Guard and
Reserve (ESGR) conferences and trainings and coordinated SBA field offices involvement in
ESGR and other training events targeted to all small businesses that employ members.

The assistance we have provided in the marketing of the Military Reservists Economic Injury
Disaster Loan program (MREIDL) has been directed to both self employed members and to the
broader group of small employers of the Reserve and Guard.

The four Veterans Business Outreach Centers OVBD funds have been directed to assist all
reserve and guard members, but with specific focus on self employed small business owners who
are Reserve and Guard Members. Qur recent Veterans Business Outreach Center program
announcement takes this same focus.

Perhaps the most difficult problem is assisting those members of Reserve Components who are
self employed professionals. Many of them are in their second or third activation/deployment,
and additional activations are looming in the future. The barriers to ongoing successful business
ownership for some will likely be too great to overcome. No amount of increased funding short
of that required for special counseling, lending and grants/debt waiver will overcome issues
some of these men and women face with their business.

While OVBD/SBA realizes that it is important to reach each and every at-risk small business
owner, we believe that our outreach, along with the increased availability of our Reserve and
Guard tools that are being distributed to approximately 20,000 locations ensure that affected
small business owners know of and can utilize existing SBA services and assistance.

SBA Government Contracting

1. Between FY02 and FY03, federal contracts grew from just under $227 billion to over
$274 billion. However, under the SBA’s proposed budget, approximately 100 PCR
positions at top procurement centers remain open. How can the SBA ensure that an
increase of merely six PCRs, along with a $100,000 e-PCR system, will adequately fulfill the
requirements of the Small Business Act concerning PCRs and to implement Presidential
and Congressional anti-bundling initiatives in the growing federal contracts market?

SBA is currently working on a plan to enhance PCR effectiveness and to ensure comprehensive
representation across large, medium, and smaller buying activities. Recently we published
vacancy announcements to recruit six new Procurement Center Representatives (PCR) to
augment our existing cadre. This is phase [ of our plan to enhance services to the small business
community and Federal buying activities to which we assign on-site PCR coverage.

Under phase II of this plan, we will re-align PCRs to ensure coverage at those Federal buying
activities that spend a significant portion of the total procurement dollars and where we do not
currently have a presence, on either a resident or liaison basis. PCRs will be assigned “resident”
and “liaison” responsibilities for the top buying activities based upon total procurement dollars
obligated.
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2. Please estimate the number of major procurement centers and strategic sourcing
organizations such as commodity councils, that will remain without coverage by in-house
PCRs under the SBA’s budget proposal for FY 20067

Approximately 25 major procurement buying activities have in-house PCR coverage. SBA
continues to monitor the remaining activities using “liaison” and “on-call” PCRs to ensure
adequate coverage is provided.

3. On an aunnual scale, what is the dellar amount that has been awarded by these entities
and what are the expectations for coming years?

The dollar amount that has been awarded by these entities on an annual basis totals
approximately $40 billion.

4. The SBA has been conducting a review of the PCR assignments. Please provide the
Committee with the SBA’s review and proposais for the overhaul of PCR assignments.

We continue to review PCR assignments. As PCRs retire or leave SBA, we will give priority
consideration to providing resident, i.e. on-site, coverage to the top buying activities in
descending order. We are happy to work with the Committee on our plans for improving PCR
coverage. As soon as we finalize our plan for implementation we will be happy to share a copy
with the Committee.

5. Administrator Barreto mentioned in his testimony a recent study regarding the 2002
prime contracts goaling numbers. The study showed that some contracts were miscoded as
given to small businesses, when in fact they were not. Serious concerns have been raised
that a new regulation on coding small business contracts could drastically reduce the
market value available to those small business owners who are selling their business. What
are the results of that study and the job creation value?

The study shows that agencies are taking credit towards their small business goals for contracts
held by large businesses. While there are some problems with large businesses receiving
contracts intended for small businesses, SBA’s ongoing review of the underlying data shows that
the majority of the firms identified by the studies hold contracts awarded to legitimate small
businesses at the time of award, but that subsequently grew to large businesses, or were acquired
by large businesses over the period of contract performance.

Long before the study was published, the SBA and other agencies took many steps to address the
problem of large businesses competing for and receiving contracts intended for small businesses,
including publishing a final rule that requires businesses that received contracts as small
businesses and then need to novate their contracts, usually due to being purchased by another
firm, to recertify their size.
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6. Mr. John Massaua discussed in his testimony the activities of the Maine Institute of
Technology (MIT), which was established by the State of Maine to promote, stimulate, and
support research and development. MIT also acts as an investor in technology firms. In
addition to creating jobs for people in Maine, the MIT’s record proves the unique success
of Federal-state partnerships in developing small hi-tech firms. During FY 2004, the MIT
received $157,000 in state funds to match the $95,000 FAST award, and $25,000 in state
funds to match the $49,000 ROP award. Based on MIT figures, it is estimated that Maine
firms will receive over $41 in SBIR awards for every dollar in FY 2004 FAST and ROP
funding. It seems rather incredible that the SBA Maine district office, handling the full
range of small business programs, would be able to achieve these kinds of results in the
area of technology development. Given that FAST and ROP recipients are able to leverage
state funds and may even be eligible to participate in the STTR program through joint
projects with private firms, why does the SBA believe that providing FAST and ROP
services in-house will be as effective?

SBA's budget request will not hinder the SBIR program. Recognizing that the Rural Outreach
Program (ROP) and Federal and State Technology (FAST) programs have been only
intermittently funded in the past, and believing that SBA can better serve small businesses by
ensuring that there is a continuous source of information on these programs, SBA has decided to
instead work through our core infrastructure of Women’s Business Centers, Veterans Outreach,
7(j) Technical Assistance, SCORE chapters, the Small Business Development Centers and our
network of District Offices to see that information on the SBIR program remains available.

6. A senior SBA official testified before the House Small Business Committee in May 2003
that “[p]articipating agencies in the SBIR and STTR Programs have reported a significant
increase in the number of proposals received for their current solicitations, which we
believe is attributable to outreach and training provided by FAST and Rural Outreach
grant recipients.” Also, it appears that the National Academy of Sciences is in the process
of surveying state FAST and ROP managers in order to evaluate these programs. It seems
that eliminating FAST and ROP grant pregrams now would be unwise, given the SBA’s
past endorsement and the Academy’s review. What basis, empirical or otherwise, does the
SBA have for opposing the funding of the SBIR/STTR FAST and ROP grant programs
that it recently supported?

While the SBA did not request specific funding for the SBIR/STTR FAST and ROP grant
programs, we fully support the objectives of the programs. We will achieve those objectives and
ensure a continuous source of coverage using our core infrastructure of Small Business
Development Centers, SCORE chapters, Women’s Business Centers, Veterans Outreach, 7(j)
Technical Assistance, and our network of District Offices to see that information on the SBIR
program remains available.



141

7. Major business publications such as Fortune have been reporting that China and Europe
have embarked on aggressive efforts to build strong public-private partnerships in order to
develop their technology firms. Reports like these suggest that it makes sense to encourage,
rather discourage, such partnerships in this country. In light of current international
trends in the field of public-private technology partnerships, how can the SBA be sure that
its proposal to zero out the SBIR/STTR FAST and ROP grant programs would not damage
America’s long-term technological competitiveness?

As stated in our response to Question 6, SBA's budget request will not hinder the SBIR program.
Recognizing that the Rural Outreach Program (ROP) and Federal and State Technology (FAST)
programs have been only intermittently funded in the past, and believing that SBA can better
serve small businesses by insuring that there is a continuous source of information on these
programs, SBA has decided to instead work through our core infrastructure of Small Business
Development Centers, SCORE chapters, Women’s Business Centers, Veterans Qutreach, 7(j)
Technical Assistance, and our network of District Offices to see that information on the SBIR
program remains available.

8. Advertising materials for the SBA’s Business Matchmaking Program suggest that the
SBA has net included the New England region in its plans for 2005. The SBA plans to open
its parallel online pilot program to small firms in the Western states and Florida, but the
New England states are again excluded. Please provide the SBA’s plans for expanding
Business Matchmaking to Maine and other New England states in FY06.

SBA will soon begin the process of identifying Business Matchmaking (BMM) events during FY
06. We will take into account the number of small businesses located in a number of potential
sites, as well as other economic indicators, and New England locations will be reviewed closely.
SBA has also developed a BMM Online tutorial that is available at
www.businessmatchmaking.com. Small businesses located in all areas can access information
about the Federal procurement process and available SBA assistance.

9. Total budgetary expenditures for the 8(a) program are continuing to increase from $34.9
million in FY04 to $37.6 million in the fiscal year 2006 request. According to the SBA,
much of this funding will be devoted to increasing the number of 8(a) firms. However, the
June 2, 2004 Report of the SBA Inspector General (IG) noted the SBA’s failure to develop
program-wide policy and guidance on how the SBA would deliver business development
services. The 8(a) program has also been criticized by the Government Accountability
Office (GAO). In light of the IG and GAO reports, why does the SBA plan to expand this
program without reforming it?

There are a variety of program enhancements underway to strengthen and improve the 8(a)
Program. For example, during FY 2004, we automated the 8(a) application. In FY 2005 we are
automating the Annual Review. By the end of FY 2006, we plan to have a comprehensive
modemn management Information System that replaces the inefficient SACS/MEDCOR system,
The new system will be used by Headquarters and field staff to better manage the quality and
timeliness of services provided to 8(a) small business concerns.
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There are other planned enhancements ranging from restructuring the 7(j) program to
streamlining internal, outdated processes and procedures. SBA recognizes the importance of
improving service delivery to the 8(a) community and we are taking the necessary steps to do
this and respond to the 8(a) community needs.

10. According to the SBA’s Fiscal Year 2003 Report to Congress, the benefits of Section
7(j) “have been limited to providing high-level executive development, and training,
through the Executive Education Program, to current 8(a) program participants.” This
raises a serious concern that the SBA’s $2 million request for the 7(j) program (a 30
percent increase in funding) will be spent duplicating services that 8(a) firms should
already receive through the 8(a) program. What are the SBA’s plans for expanding the
pool of procurement technical assistance recipients in the 7(j) program beyond 8(a) firms?

During fiscal year 2004, SBA developed a new strategy to address the needs of U.S. firms in
high unemployment, low income areas of the country. These firms include 8(a), HUBZone and
SDB program participants, as well as others. Using a grass roots approach of taking the training
to where the need is most urgent, SBA has been able to:

Reduce the cost of 7(j) training by about 80 percent from $3,500 to around $625 per individual.
Increase the number of 7(j) training locations by more than 500 percent in fiscal year 2005,
(fewer than 10 central locations in FY 2004 to over 50 grass roots sites in fiscal year 2005).
Double the number of small business owners benefiting from face-to-face 7(j) training (from
approximately 500 in fiscal year 2004 to over 1,000 to date in fiscal year 2005).

The $2 million requested for the 7(j) program in fiscal year 2006 merely restores the budget to
fiscal year 2004 funding levels and does not duplicate other training services. The new 7(j)
training curriculum addresses two IG recommendations: 1) the opportunity to provide more
equitable distribution of contracts among 8(a) firms; and 2) refocus the 8(a) program to
emphasize business development.

11. Since 2002, President Bush has been calling for a dramatic increase in federal
contracting opportunities for small businesses. According to the President, small business
contracts promote innovation, save taxpayers’ dollars, and facilitate what he called “a
grand national goal” of “more ownership in communities all across America.” One of the
key instruments in this effort is the HUBZone program enacted and recently strengthened
by Congress. Unfortunately, the Federal government has never fulfilled its HUBZone
contract goals. Yet, the SBA proposes to eliminate the HUBZone line-item, while also
cutting its funding to approximately $2 million less than its authorized level. In light of the
President’s commitment to increasing ownership, why is the SBA refusing to fund this
program to the extent authorized by Congress?

The SBA fully allocates costs in its formulation of its budget requests. Consistent with its
treatment of other programs, SBA is not requesting line-item funding of the HUBZone Program,
but is including program requirements in the agency operating budget. For fiscal year 2006, the
Agency is requesting approximately $7.3 million for conduct of the HUBZone Program. This
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amount is consistent with historical fully allocated costs of the program, and will support its
execution in fiscal year 2006 at a level that is consistent with the President's commitment to
increasing Federal contracting opportunities for small businesses.
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12. In its budget proposal, the SBA stated that it “intentionally” dropped its procurement
technical assistance goals to only 10,500 businesses for fiscal years 2005 and 2006. Because
of this, the SBA will offer assistance to 6,400 fewer companies than it did in fiscal year
2004. The SBA explained that this drop is necessary to partially realign its Procurement
Center Representatives (PCRs) from counseling duties to reviewing and influencing
procurements which would discourage contract bundling. The SBA also stated that it
expects partner organizations to provide procurement counseling services instead. Please
explain the plans between the SBA and its resource partners to serve these 6,400 small
businesses.

Since procurement-related counseling and training is already available from the Procurement
Technical Assistance Centers, individual agency Offices of Small and Disadvantaged Business
Utilization (OSDBU), and SBA District Office and resource partners, the Procurement Center
Representatives will partly shift their focus from counseling and training to reviewing and
influencing procurements. SBA Area Office personnel are also conducting education activities
across the country at local procuring activities to review findings from recent surveillance
reviews. These education forums include a discussion on the OSDBU’s role in training and
outreach to small business.

Additionally, each SBA District Office will hold marketing and outreach sessions in FY's 2005
and 2006. Specific topics for these sessions will be developed in cooperation with SBA program
offices, including the Office of Government Contracting and Business Development. The Office
of Government Contracting and Business Development staff is also collaborating, through the
District Offices, with the Agency’s resource partners on strategies to ensure the competitive
viability of small businesses in the Federal marketplace.

13. One of the SBA’s most controversial initiatives has been its effort to restructure small
business size standards. Please provide the SBA’s plans and financial data for your size
standard reform efforts for the rest of FY05 and FY06.

SBA is seeking input from the public in formulating a new proposal to simplify size standards
and to make size standards easier to understand and use. On December 3, 2004, SBA published
an Advance Notice of Proposed Rulemaking (ANPRM) requesting the public to provide its view
on a range of general issues pertaining to size standards. SBA is in the process of evaluating
more than 6,000 comments it has received on the ANPRM.

In addition, SBA will be conducting 11 public hearings on the size standards across the country
to provide the public with an opportunity to meet with SBA and present additional information
on this initiative.

SBA will consider a new proposal which takes into consideration the public comments and
testimony at the size standards hearings.

SBA has allocated specific funds to conduct the size standards hearings and defray other costs
consisting of salaries and miscellaneous expenses, to evaluate comments and prepare
recommendations for future proposals.
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14. The size standard regulations proposed by the SBA last year placed bureaucratic
convenience ahead of the needs of small businesses. These regulations imposed artificial
caps on the creation of jobs through converting revenue-based standards to employee-
based standards. The regulations would have immediately deprived more than 34,000
small businesses of their small business status, thus causing a serious economic dislocation.
What practical measures does the SBA intend to take in order to ensure that its new size
standard reform effort does not depress job creation, or result in another one-size-fits-all
approach? How will it take into account the needs of Maine and other states where small
businesses provide the foundation of local economies?

SBA is reconsidering its proposed approach to simplify and restructure size standards. The
information the public provides in its comments to the size standards ANPRM and testimony at
the size standards hearings will be carefully reviewed before making any decisions on a new
proposal. SBA will carefully review the impact of any future proposed rule.

15. Please provide the budget breakdown, staffing information, and performance
indicators (such as the number of SBIR Phase III appeals filed) for the SBA’s Office of
Technology.

In FY 2004, the total budget for the Office of Technology was $2,987,000. Grants awarded by
the office totaled $2,226,000, while the administrative costs totaled $761,000. During FY 2004,
three Phase III appeals were formally filed.

The SBIR program is goaled under Long Term Objective 1.6 in SBA’s FY 2006 Budget and
Performance Plan. The goals are the Commercialization Rate (percentage) for the SBIR
Program: FY 04 (Actual) - 42%; FY 05 - 44%; FY 06 - 45%. The SBIR program’s funding in
FY 06 is provided for in the salaries and expense account.

16. In 2000, Congress directed the SBA to conduct a study on whether women experienced
disparate treatment in certain industries that rely upon public procurement. In the past,
the SBA advised Congress that it delayed the release of the study in order to address some
reservations about the validity of the data and the remedial women’s set-aside program.
Please provide an update on the SBA’s efforts and plans regarding this study and the
remedial set-aside program.

As noted previously, your question regarding the women's procurement program involves
matters currently in litigation and because of this we are unable to provide a response to this
request at this time.
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17. The SBA Inspector General’s (IGs) Audit Report No. 4-16 concerning the SBA’s own
procurement activities indicated that the SBA failed to observe its own regulations
concerning small business awards, failed to conduct proper acquisition planning, and failed
to adequately monitor performance of its contractors. These findings raise serious
questions about the SBA’s commitment to compliance with acquisition laws and
regulations, including the requirements for contracting with small businesses. What steps
has the SBA taken, to date, to improve its acquisition processes in accordance with the IG’s
recommendations?

While SBA does not fully agree with the Inspector General’s interpretations of rules and policies
related to some contracting actions, the Agency does take its responsibility seriously for full
compliance with acquisition laws and regulations, internal policies, and the requirements for
contracting with small business. Therefore, following the issuance of the noted report, SBA
contracting personnel have reviewed existing internal policies and procedures to ensure that they
are consistent with the applicable laws and regulations. To ensure full compliance and the
availability of up-to-date guidance for contracting staff, SBA is currently in the process of
revising/updating its internal Contracts operating procedures manual. Next, SBA has developed
and implemented a formal Annual acquisition planning process. Also, SBA has begun the
process of identifying contracting staff skill gaps and appropriate training will continue to be
provided. Finally, SBA has taken an in-depth look at its contract flow process. As a result, SBA
will identify problem areas and make the necessary changes to increase efficiency and enhance
customer service. Combined, these efforts will ensure full compliance with all mandated
contracting procedures and practices under the law.

18. The same Audit Report No. 4-16 also indicated that the SBA was overcharged by its
contractors to the tune of millions of dollars. It appears that, at least in part, the SBA’s lax
compliance processes enabled these overcharges. What steps has the SBA taken, to date, to
recover the overcharges?

The SBA has advised the appropriate contractor(s) of the concerns documented in this report and
requested their responses to the assertions regarding the pricing variations. We are in the process
of evaluating the responses and conducting a review of the related contract records. When we
have completed our analysis, we will seek any appropriate remedies and, if necessary, will refer
the matter to GSA for final resolution.
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Dear Mr. Coulam:

Thank you for your letter of March 28, 2003, requesting further information from the
February 27, 2005, SBA FY 06 Budget Request hearing. Attached please find a complete set of
answers to your questions. Please accept our apologies for the delay in returning these to you.

Should you have any further questions please contact our Office of Congressional and
Legislative Affairs at (202) 205-6700.
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SBA Response to Ranking Member Kerry’s Questions
for SBA Administrator Hector Barreto
SBA FY 2006 Budget Hearing
February 17, 2005

Proposal to Eliminate the SBA Micreloan Program

For the second year in a row the President is seeking to eliminate the SBA’s microloan
program. The Administration contends that the borrowers served through the SBA
microloan program can be served through the 7(a) Community Express Program.

1a. Describe to the Committee the extent and kind of technical assistance received under
the microloan program and the technical assistance provided under Community Express.

Under both SBA’s Microloan and CommunityExpress programs, participants may receive
various forms of pre- and post-closing technical and management assistance, including individual
management counseling, classroom style training, peer group training, sectoral-based
networking, computer-based training, etc. The assistance is tailored to the individual needs of
the participant and may include such topics as business planning, financial management,
marketing, bookkeeping, procurement assistance, computer skill training, etc.

1b. For FY2001, 2002, 2003, and 2004, provide the Committee with the percentage and
number of loans that are made through each program to women, African Americans,

Hispanics, Native Americans, Asians, veterans, and rural businesses.

SBA Microloan Demographics

Number of Loans and Percentage of Total Approvals by Year

2001 2002 2003 2004

% of %o of % of % of

# Total # Total # Total # Total
Loans to Women 1,118 44.7% 1,236 46.4% 1,153 45.4% 1,099 44.7%
Loans to African Americans 713 28.5% 700 26.3% 766 30.2% 608  24.8%
Loans to Hispanic Americans 332 15.5% 417  17.1% 370 15.6% 423 18.3%
Loans to Native Americans 62 2.5% 59 2.2% 32 1.3% 23 0.9%
Loans to Asian Americans 72 2.9% 100 3.8% 93 3.7% 96 3.9%
Loans to Veterans 207 8.3% 195 7.3% 183 7.2% 163 6.6%

Loans to Rural Businesses 867  34.7% 912 34.3% 954  37.6% 975  39.7%
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SBA CommunityExpress Demographics

Number of Loans and Percentage of Total Approvals by Year

2001 2002 2003 2004

% of % of % of % of

# Total # Total # Total # Total
Loans to Women 152 46.77% 324 47.23% 1306  50.74% 2004 48.63%
Loans to African Americans 65 20.00% 171 24.93% 1097  42.62% 1738 42.17%
Loans to Hispanic Americans 44 13.34% 125 18.22% 365 14.18% 612 14.85%
Loans to Native Americans 6 1.85% 16  2.33% 60  2.33% 76 1.84%
Loans to Asian Americans 23 7.08% 81 11.81% 225 8.74% 331 8.03%
Loans to Veterans 37 11.38% 84 12.24% 337 13.09% 542 13.15%
Loans to Rural Businesses I 031% 3 044% 196 7.61% 288  6.99%

1c. Please explain the fees charged to borrowers on SBA microloans compared to the fees
charged to borrowers on 7(a) CommunityExpress loans.

There are no SBA fees associated with microloans, although intermediaries may charge
microborrowers for services rendered {up to $100 per year), whether for training, loan
administration, or counseling costs. The interest rates applicable to borrowers under the
microloan program vary by the size of the loan. For loans of more than $10,000, the maximum
interest rate is 7.75 percentage points over the rate charged by SBA to the intermediary. For
loans of $10,000 or less, the maximum interest rate is 8.5 percentage points over the rate charged
by SBA to the intermediary. The interest rate charged by SBA to the intermediary is generally
the rate applicable to 5-year Treasury Bills, less 1.25 percent.

The SBA guaranty and servicing fees are the same for CommunityExpress as for regular 7(a)
loans which, for a loan of $10,000, would amount to about $200. Lenders are allowed to charge
modest fees for services actually provided under CommunityExpress, although they may not
charge for any technical assistance provided. The maximum interest rate for CommunityExpress
loans is the same as for standard 7(a) loans, which is 2.75 percent over the base rate (generally
Prime) for maturities of 7 years or longer and 2.25 percent over the base rate for maturities of
less than 7 years.
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1d. If the SBA does close down the SBA Microloan program, how would it do that? What

would happen to the portfolies of existing SBA microlenders? What would happen to the

small businesses that have loans through these microlenders? What would the SBA do te

prevent losses since there would be no technical assistance money to continue providing
ling to b with outstanding loans?

The loans by SBA to Microloan Intermediaries are ten-year notes. Accordingly, SBA would
continue to service these loans, working with intermediaries to ensure repayment to SBA. The
Intermediaries would, in turn, continue to service the outstanding loans to the microborrowers, in
accordance with the terms and conditions of their loans agreements with the borrowers.
Consequently, borrowers do not have to be affected. It should also be noted that intermediaries
are not solely dependent upon the SBA program and will continue operating and providing
assistance. However, to foster the continuing development of the microborrowers and to mitigate
the risk of default, SBA will strongly encourage the intermediaries to refer microborrowers to
SBA’s extensive network of technical assistance providers, including the SBDCs, SCORE, and
the Women’s Business Centers.

1e. How much taxpayer mouey remains in outstanding SBA Microloans around the
country if the Administration closes down the program? List the intermediaries, the states
where they are located, and the ts of ding microloans.

SBA Active Microlenders as of 3/31/05 with Out ding Microloans as Reported by each Intermediary
State Micr ding diary [¢] ding Microloans
Alabama BIRMINGHAM BUSINESS RESOURCE C $388,886.53
Arizona ARIZONA COUNCIL FOR ECOM CONVE $210,245.78
Arizona PPEP HOUSING DEVELOPMENT CORPO $1,611,648.07
Arizona PRESTAMOS CDFI LLC $1,738,084.37
Arizona SELF EMPLOY. LOAN FUND, INC. $216,987.62
Arkansas FINANCING OZARKS RURAL GROWTH $159,516.26
Arkansas SOUTHERN FINANCIAL PARTNERS $2,873,333.52
California ARCATA ECON DEV CORP $471,428.83
California CALIFORNIA COASTAL RURAL DEVEL $1,239,831.00
California CDC SMALL BUSINESS FINANCE COR $276,954.56
California CSEARR $2,123,232.00
California OAKLAND BUSINESS DEVELOPMENT C $490,222.70
California PCR SMALL BUSINEES DEV CORP $443,043.82
California SIERRA ECONOMIC DEVELOPMENT DI $476,571.88
California VALLEY ECONOMIC DEVELOPMENT CT $1,341,493.17
California VALLEY SMALL BUSINESS DEV. COR $682,140.14
Colorado COLORADO ENTERPRISE FUND $1,697,880.31
Colorado GREATER DENVER LDC $441,225 85
Colorado REGION 10 LEAP, INC. $331,826.71
Connecticut COMMUNITY ECON. DEV. FUND FOUN $706,056.62
Connecticut CONNECTICUT COMMUNITY INV. COM $1,901,899.03
Delaware WILMINGTON ECONOMIC DEVE. CORP $520,215.60
District of Columbia_| COMM DEV TRANSP LENDI SERVICE $113,000.00
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District of Columbia | ENTERPRISE DEVELOPMENT GROUP $1.753,750.92
District of Columbia | H STREET COMMUNITY DEV. CORP. $784,523.65
District of Columbia | WHEELER CREEK $0.00
Flarida CENTRAL FLORIDA COMMUNITY DEV. $751,987.45
Florida CLEARWATER NEIGHBORHOOD HOUSIN $536,795.85
Flarida COMMUNITY EQUITY INVESTMENTS $3,865,688.85
Florida MINORITY/BUS. ENTER. ALLIANCE $243,432.80
Florida THE BUSINESS LOAN FUND OF PALM BEACHES $869,959.21
Florida WORKING CAPITAL FLORIDA $358,073.00
Georgia DEKALB ENTERPRISE BUSINESS COR $161,809.30
Georgia SBAC-GEORGIA $527,874.76
Hawaii PACIFIC GATEWAY CENTER $711,604.50
idaho PANHANDLE AREA COUNCIL $134,581.74
idaho SAGE COMMUNITY RESOURCES $295,437.45
Illincis ACCION CHICAGQ, INC. $1,595 902.93
indiana BLOOMINGTON AREA MICROENTERPRI $112,100.00
GARY EAST CHICAGO, HAMMON EMPOWERMENT ZONE,
Indiana INC $0.00
lowa SIOUXLAND ECON. DEV. CORP. $596,319.00
Kansas SOUTH CENTRAL KANSAS ECO DEV D $1,358,442.10
Kentucky BUFFALQO TRACE AREA DEV DISTRIC $60,807.63
Kentucky COMMUNITY VENTURES CORPORATION $4,201,939.05
Kentucky KENTUCKY HIGHLANDS $939,602.00
Kentucky LOUISVILLE CENTRAL DEV CORP $967,281.85
Kentucky MOUNTAIN ASSOC. FOR COM. ECON. $74,375.00
Kentucky PURCHASE AREA DEVELOPMENT DIST $416,072.54
Louisiana NEWCORP BUS. ASSISTANCE CENTER $149,251.75
Maine ANDROSCOGGIN VALLEY COUNCIL $473,908.49
Maine COASTAL ENTERPRISES, INC. $4,013,250.00
Maine COMMUNITY CONCEPTS, INCORPORAT $128,436.85
Maine NO MAINE DEVELOPMENT COMMISSIO $261,767.16
Maine NO MAINE REGIONAL PLANNING COM $664,784.73
Maine MAINESTREAM FINANCE $0.00
Maryland MARYLAND CAPITAL ENTERPRISES | $27,530.00
Massachusefts DORCHESTER BAY NEIGHBORHOOD LO $59,100.00
Massachusetts ECON DEV INDUSTRIAL CORP OF LYNN $380,552.26
Massachusetts ECONOMIC STABILIZATION TRUST $87,175.98
Massachusetts GREATER SPRINGFIELD ENTREPR FU $975,500.00
Massachusetts JOBS FOR FALL RIVER, INC. $267,139.31
Massachusetts SOUTH EASTERN ECON DEV (SEED) $918,0586.22
Massachusetts WESTERN MASS ENTERPRISE FUND $737,019.74
Michigan CENTER EMPOWERMENT & ECON. DEV $604,003.64
Michigan COMMUNITY CAPITAL DEV. CORP, $833.703.37
Michigan KENT AREA MICROBUSINESS LOAN S $214,232.28
Michigan NORTHERN INITIATIVES $719.623.69
Michigan RURAL MICHIGAN INTERMED. RELEN $343,651.65
Michigan SAGINAW ECONOMIC DEVEL. CORP. $175,789.24
Minnesota NORTHEAST ENTREPRENEUR FUND, | $645,027.96
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Minnesota NORTHWEST MINNESOTA FOUNDATION $638,410.88
Minnesota SOUTHERN MN INITIATIVE FOUND. $632,813.72
Minnesota SQUTHWEST MINNESOTA FOUNDATION $473,108.99
Minnesota WOMEN VENTURE $1,856,122.53
Mi ippi FRIENDS OF CHILDREN OF MS, INC $333,847.67
Missouri GO CONNECTION, INC. $1,677,661.27
Missouri JUSTINE PETERSEN HOUSING & RCO $664,816.33
Missouri RURAL MISSOURI, INCORPORATED $2,622.715.30
Montana MONTANA COMMUNITY DEV. CORP. $483,422.94
Nebraska COMMUNITY DEVELOPMENT RESOURCE $47,678.94
Nebraska RURAL ENTERPRISE ASSIST PROJEC $1,121,991.30
Nebraska WEST CENTRAL NEBRASKA DEV. DIS $588,109.04
Nevada NEVADA MICROENTERPRISE INITIAT $941,357.40
New Jersey COOPERATIVE BUSINESS ASSISTANC $2,067,825.67
New Jersey GREATER NEWARK BUSINESS DEV CO $2,233,810.71
New Jersey REGIONAL BUSINESS ASSIST. CORP $2,174,763.62
New Jersey UNION CO ECONOMIC DEVELOP CORP $1,468.040.27
New Mexico WOMEN'S ECONOMIC SELF-SUFFICIENCY TEAM $965,851.57
New York ADIRONDACK ECON DEV CORP $875,048.26
New York ALBANY COMMUNITY TOGETHER, INC $132,936.30
New York ALBANY-COLONIE REG.CHAM. OF CO $190,226.58
New York ALTERNATIVES FED, CREDIT UNION $3,556,604.60
New York BUFFALQO & ERIE COUNTY ILDC $140,681.62
New York BUFFALO EC. RENAISSANCE CORP. $152,493.56
New York COLUMBIA HUDSON PARTNERSHIP $751,903.59
New York COM. DEV. CORP. OF LONG iSLAND $1,319,081.76
New York EAST HARLEM BUS. CAPITAL CORP. $152,613.28
New York NY ASSOC.FOR NEW AMERICANS, IN $2,378,200.00
New York RENAISSANCE ECON.DEV. CORP. $624,588.77
New York RURAL OPPORT.ENTERPRISE CENTER $1,033,541.37
New York WASHINGTON HEIGHTS AND INWOOD DEVEL. CORP. $0.00
New York ROME INDUSTRIAL DEVEL. CORP. $0.00
North Carolina NEUSE RIVER DEVEL. AUTHORITY ! $264,994.47
North Carolina SELF HELP VENTURES FUND $7.760,553.45
North Carolina W.AM.Y. COMMUNITY ACTION, INC $351,866.90
North Dakota LAKE AGASSIZ REG. DEV. CORP. $936,621.69
Chio ENTERPRISE DEVELOPMENT CORP. $775,732.68
Ohio HAMILTON CO DEVELOPMENT CO, IN $741,954.14
Ohio KENT REGIONAL BUSINESS ALLIANC $147,452.65
Ohio WECO FUND, INC. $182,771.74
Ohio WOMEN ORG. MENT. ENTRE. & NETW $567,184.50
Ohio COMM. IMPROVEMENT OF LAKE COUNTY $0.00
Qkiahoma GREENWOOD COMMUNITY DEVELOPMEN $141,826.01
Okiahoma LITTLE DIXIE COMMUNITY ACTION $143,490.09
Oklahoma RURAL ENTERPRISES, INC. $1,046.455.32
Okiahoma TULSA ECONOMIC DEVELOPMENT COR $343,833.06
Oregon CASCADES WEST FINANCIAL SERVIC $458,191.23
QOregon OREGON ASSOCIATION OF MIN. ENT $120,082.27
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Qregon SOUTHERN OREGON WOMEN'S ACCESS $219,342.48
Qregon UMPQUA COMMUNITY DEV. CORP. $43,11157
Pennsyivania ALIQUIPPA ALLIANCE/UNITY & DEV $325,082.49
Pennsyivania COMMUNITY FIRST FUND $566,466.55
Pennsylvania COMMUNITY LOAN FUND OF SW PA | $1.432,533.61
Pennsyivania METROACTION, INC $271,495.74
Pennsylvania NORTH CENTRAL PA REG PLAN & DE $427,233.70
Pennsylvania NORTHEASTERN PA ALLIANCE $83,359.07
Pennsylvania NORTHSIDE COMMUNITY DEV. FUND $92,655.99
Pennsylvania NORTHWEST PENNSYLVANIA RPDC $738,467.36
Pennsylvania PHILADELPHIA COMMERCIAL DEV CO $466,524.13
Pennsylvania SEDA-COUNCIL OF GOVERNMENTS $36.453.24
Pennsylvania SQUTHERN ALLEGHENIES PDC/PA $205,890.41
Penpsylvania WASHINGTON CO COUNCL ON ECON D $787,530.06
Pennsylvania SOQUTHERN ALLEGEHNIES PLANNING & DEVEL. COMM. $0.00
Puerto Rico CORP.ECON.DEV./CITY OF SAN JUA $2,771639.06
Rhode istand RHODE ISLAND COAL. FOR MIN. IN $530,718.83
South Carolina CHARLESTON CITYWIDE $490,967.00
South Dakota LAKOTA FUND $174,698.14
Tennessee ECONOMIC VENTURES, INC. $244,578.17
Tennessee LEMOYNE OWEN COLLEGE COMMUNITY $176,500.00
Tennessee SOUTHEAST COMMUNITY CAPITAL $636,843.30
Texas ACCION TEXAS INC. $1,858,216.90
Texas BUSINESS RESOURCE CTR INCUBATO $418,299 06
Texas BUSINESSES INVEST IN GROWTH $516,687.73
Texas NEIGHBORHOOD HOU, SERVICES/DIMM $215,052.66
Texas RURAL DEVEL.AND FINANCE CORP. $920,180.95
Texas SAN ANTONIO LOCAL DEV CO INC. $686,480.39
Texas SOUTHERN DALLAS DEV. CORP. $1,155,632.73
Vermont ECONOMIC DEV COUNCIL/NO. VERMO $200,485.51
Vermont NORTHERN COMM INVEST CO $660,904.66
Vermont VERMONT DEVELOPMENT CREDIT UNi $9,634.13
Vermont OPPORTUNITIES CREDIT UNION $0.00
Virginia BUSINESS DEVEOPMENT CENTRE INC $53,623.43
Virginia CENTER FOR COMMUNITY DEVELOPME $467,177.86
Virginia RICHMOND ECONOMIC DEVEL. CORP. $1,474,836.33
Virginia SQUTHWEST VA COMMUNITY DEV FIN $1,017,516.08
Virginia TAP, THIS VALLEY WORKS $193,294.27
Virginia VIRGINIA COMMUNITY DEV LOAN FU $521,081.78
Virginia CRATER DEVELOPMENT COMPANY $0.00
Washington RURAL COMMUNITY RESOURCES DEV $253,500.63
Washington SEATTLE ECONOMIC DEV. ASSN. $250,932.81
Washington SNOHOMISH CO PRIVATE INDUS COU $1,028,048.88
Washington TRI-CITIES ENTERPRISE ASSN. $209,424.38
Washington WASHINGTON CASH $134,013.52
West Virginia LIGHTSTONE COMMUNITY DEV. CORP $724,928.40
West Virginia MOUNTAIN CAP OF WEST VIRGINIA $47,463.28
West Virginia UNLIMITED FUTURES $0.00
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Wisconsin ADVOCAP $223,790.00
Wisconsin IMPACT SEVEN, INC. $917,804.03
Wisconsin LINCOLN NEIGHBOR. REDEV. CORP. $272,021.64
Wisconsin WWBIC $3,632,459.32
Wyoming WY CADVSA,WY WOMEN'S BUS. CTR. $152,282.08

1£. For FY2001, 2002, 2003, 2004, and 2005, how much has the SBA allocated to the
district offices for the SBA Microloan Program? In each of those years, excluding FY2005,
how much was spent?

Funds are not allocated to the district offices specifically for individual programs. SBA’s Office
of Field Operations works with the regional and district offices to develop an overall budget for
all field activities, of which Microloans is only one. The chart below shows total resources spent
on the administration of the Microloan program, the Microloan technical assistance program, and
the full costs borne by the field for this program. Note that the field costs are also included in the
administrative cost. Field costs were not completely measured in FY 2001 and 2002.

MICROLOAN PROGRAM

Vi ‘
 Administeative Cost S 3089 3 3055 § 6230 3 80951 § 8313

Technical Assi Linelrem | § 18400 § 17804 § 14,899 §14655 | § 13813 |
[ Field Costs S 451 S 7431 § 14381 $ 4628 § 4679

Proposal to eliminate the Small Business Investment Company (SBIC) Participating
Securities Program.

2a. In a September 2002 press release, Administrator Barreto said: “the SBIC program
fills a gap between the availability of venture capital and the needs of small businesses.
Over the years, the program has provided tremendous startup and growth opportunities
for small businesses that otherwise would not have been possible, and we look forward to
expanding those opportunities.” Based on what data did the Administrator make this
statement? Please provide the numbers and source.

It should be noted that the statement by Administrator Barreto referred to all SBICs, including
non-leveraged (bank-owned), debenture, and participating securities SBICs.

The Investment Division based this statement on Table 10 of its January 2002 Statistical
Package: SBIC Program Share of Total Venture Capital Financings to Small Businesses
Reported for Calendar Years 1997 to 2001, which compares equity-type (pure debt financings are
removed) SBIC Program financing to small businesses as reported on SBA Forms 1031 to
Venture One numbers (VentureOne.com website). In general, the table indicates that the SBIC
financing size ($) average was smaller than that of “non-SBIC™ venture firms.
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The data indicated that the average financing by SBICs was larger than the average financing
provided by "angel" financiers (wealthy individuals) and smaller than the average financing by
larger private venture funds and large pension funds such as CalPERS. The range of financing
by angel investors is generally between $300,000 and §1 million, and the range of financing by
the large venture funds is generally between $3 million and $10 million.

In addition to Table 10, the size of SBIC Program financing to small businesses was also based
on Table 11 of the Statistical Package: SBIC Program Financing to Small Businesses Reported
(For Financings of $15,000 or More Only), which shows the average and median financing by
SBIC-type funds based on three criteria.

2b. Based on what data is the Administration now concluding that there is not a need for
this program?

The Administration continues to strongly support the debenture and non-leveraged SBIC
program. It is the Administration’s position that, while the participating securities (PS) program
has in the past provided start-up capital to small businesses, the flawed structure and $2.7 billion
cost of the PS program outweighs the benefits.

The Administration acknowledges that the debenture program may not entirely fit start-up equity
financing, though in many instances debenture financing with equity features can serve the same
purposes.

2¢. Based on what data has the Administration concluded that small businesses can be
served through the SBIC Debenture program?

Based on a fifty year history of successful investment, we believe the SBIC debenture program
will continue to do excellent work supporting small businesses looking for venture capital

_ investments. This program continues to perform solidly and, in fact, many of the household
names SBA has cited in the past (Nike, Intel, etc.) are products of the SBIC debenture program.

2d. From the Administration’s statements, the SBIC Participating Securities program has
lost more than $2 billion in the last two years, and the losses were caused by a combination
of factors, including the bad economy and the profit participation structure. Venture
capital is inherently risky, and it is unreasonable to expect the SBA’s programs to be
immune to those factors. Why didn’t the Administration react sooner to mitigate losses?

Because venture funds have what is known as a “J-curve” in which a fund is expected to suffer
some losses in the first few years due to operational expenses and write-downs, it usually takes at
least 5 years to analyze fund performance. The first Participating Securities SBIC transferred for
financial reasons did not occur until FY 2002. Up until FY 2002, the program was breaking
even and cash flow was positive. In FY 2003, the SBA performed a re-estimate using the actual
default data in the program and, at that time, the Administration informed Congress.
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2e. What will happen to investments in our states if the Administration eliminates the
SBIC Participating Securities program?

The Administration continues to strongly support the debenture and non-leveraged SBIC
program, which provides venture capital financing. In fact, in FY 2004 the SBA made a total of
2,211 debenture and non-leveraged financings for $1,366.6 billion.

2f. According to the SBA’s information, there are 11 Participating Security Licensees with
Outstanding Commitments located in M husetts with combined outstanding
commitments of $353,770,000. Last year 67% ($106 million) of SBA’s SBIC investments in
my state came from participating securities. How will the remaining active funds fulfill
their plans to their investors and the SBA in its license when the SBA closes the program?

SBA is currently examining this problem, balancing its fiduciary responsibilities to the U.S.
taxpayer against its responsibilities to the SBICs. Those funds could seek debenture funding
where it supports their business plan.

2g. If the Administration closes the SBIC P.S. program, what is the last year that an
investment would be made? Provide the most likely year, and the last year possible.

The SBICs can continue to make investments using Private Capital throughout their tenure in the
PS program. If no new participating securities leverage is made available by Congress, the last
year that PS SBICs can draw capital is FY 2008.

2h. As the program closes, what are the estimated investments each year to small businesses
in Massachusetts?

SBA can not provide any definitive answer to this question. Investment decisions are made by
SBIC management, and SBA imposes no geographic restrictions upon those investment
decisions.

3. SBA’s request for authority to charge a fee on 7(a) loans sold on the secondary market.
The SBA is requesting authority to charge a fee on loans sold on the secondary market to
make sure the “Master Reserve Fund” doesn’t run short of funds leaving the government
to pick up the cost of paying investors.

3a. Based on what data, by whom, is the fund going to run short?

The Agency developed a model of the Secondary Market Loan Pooling Program. This model
was based on the data used for the Section 7(a) loan program subsidy model and the President’s
economic assumptions for upcoming years. This model predicts that the Master Reserve Fund
will run out of money. Typically the fund pays higher interest rates to investors on 7(a)
obligations than it earns on its cash balances (deposits).
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3b. In what year does the data estimate a possible problem?
2017.

3c. Why does the SBA need the authority to charge a fee in FY2006 when the Master
Reserve Fund is not expected to run short of funds in FY2006?

In 2004, SBA determined that the timely payment guaranty that the Agency makes under the
Secondary Market Loan Pooling Program should be subject to the requirements of the Federal
Credit Reform Act. This Act requires SBA to estimate the present value cost of a guaranty over
its life.

Recent analysis of the SMG program revealed that under certain circumstances, mainly due to the
fact that SBA receives interest income on MRF balances at the Treasury discount rate but pays
out interest to investors at a Prime plus rate, a shortfall would arise. As such, the Agency is
requesting the authority to impose small fees to maintain a zero subsidy rate for the program.

SBA made certain administrative changes to the program in FY 2005 to insure that pools created
in FY 2005 would be self funding. SBA will have to continue to make administrative changes
each year in order to make sure the program is self funding, which will reduce the efficiency and
attractiveness of the Secondary Market Loan Pooling Program. By establishing a fee, SBA can
keep the program parameters consistent each year and only adjust the fee, when necessary, to
address any changes in the subsidy rate. We estimate that this fee would not exceed 5 basis
points.

Lender Oversight

In the budget, the SBA talks about its loan and lender monitoring system. It says:
“Utilizing credit scoring methodologies, the SBA now has information about the credit
quality of the loan portfolios and is able to use that information along with performance
trends to rate SBA lenders and assess portfolio performance.” The Committee has gotten
complaints from the industry that this system may have some problems. For example, a
successful 504 lender was rated as high-risk even though the lender has a very low default
rate.

Sa. How can that happen and what action is taken against such a lender?

SBA believes the Loan and Lender Monitoring System (L/LMS) is performing as expected.
With the credit scores provided in the system, SBA can gauge the credit quality of a lender’s
SBA loan portfolio by predicting future performance not just evaluating past performance. The
system has been validated and found to be predictive of SBA’s loan portfolio performance.

Evaluation of lenders is now based upon a combination of past performance on SBA loans (such
as default rate) and expected future performance based on credit quality indicators (credit scores).
It is, therefore, possible that in using credit scores, a lender could be identified as higher risk even
if they weren’t in the past (when only past performance was considered).
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No action has been taken against a lender that has been identified as higher risk based on credit
scores. If a lender is identifted as such, generally either an on-site review is conducted (for larger
lenders), or the lender is contacted and the situation discussed. If, based on further information,
action is warranted, SBA will take appropriate supervisory steps.

5b. Does the loan monitoring system collect the credit score of each borrower in a lender or
CDC’s portfolio? If yes, going back to what year?

Since 2003, Dun & Bradstreet/Fair Isaac have included business borrower and principal credit
scores among several factors to generate a small business predictive score for L/LMS. However,
once the small business predictive score is calculated, the resulting information that Dun &
Bradstreet uploads to RAM, which SBA uses for L/LMS.

Sec. Because the SBA exists to fill the lending gap left by the private sector, explain how the
loan monitoring system balances the fiscal soundness of a portfolio with tolerance for
borrowers that rely on the SBA, such as borrowers who might be considered risky because
of credit, or the stage of business, or type of business, or all three?

By virtue of its mission, SBA recognizes that its loan programs are necessarily more risky than
non-guaranteed small business loan portfolios. However, SBA believes it is important to identify
and understand SBA’s actual risk exposure in order to evaluate and make appropriate policy
determinations regarding SBA’s loan programs. L/LMS only provides information and analysis.
SBA management must use judgment to balance the factors referenced. This is done through
analysis of loan portfolio and program performance as well as assessing lenders and more
importantly, comparing their performance to peers with similar portfolios.

The PRIME Program

The Administration has propesed eliminating the PREME program five years in a row.
Last year, the SBA told the Committee that the agency did not have details regarding the
number of clients counseled, total hours of counseling, average time spent with each client,
economic profiles of clients assisted, demographic and sociological profiles of clients
assisted, jobs created or retained, and the number of startups created by the program.

7a. Why is the Administration proposing to eliminate a program on which it has not kept
or tracked even basic data, that it has not evaluated using the same criteria by which it
evaluates other entrepreneurial development programs, and whose clients is knows so little
about? What SBA program will address the needs of the PRIME client if it is eliminated,
and how can you be sure if you don’t even know who the clients are? If you have this data
available, please provide it to the Committee.

SBA currently provides over $100 million in direct funding to support the provision of technical
and management assistance to low income individuals that seek self employment as an option.
By statute, the clients served by PRIME are essentially the same persons assisted by our other
programs. This funding is augmented by substantial additional funding from the states, and it is
further complemented by many additional local community economic development organizations
and initiatives.
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The Agency thus believes there are a variety of long established and more experienced
alternatives to the PRIME program available. Included among these programs are SCORE,
SBDCs, and Women Business Centers. While SBA does currently receive narrative reports from
its PRIME grant recipients summarizing the assistance provided to small entrepreneurs under the
program, we do not have the management information system infrastructure necessary to provide
detailed data on individual participants in the program.

7h. Why did the Administration limit PRIME funding to 16 states and the District of
Columbia? How were those states chosen? Please provide the Committee with background
information regarding any state rankings and evaluations that were used.

With a PRIME funding level of about $5 million in FY 2004, the Agency recognized that very
small grants distributed across all states were unlikely to elicit viable or substantive proposals
from potential participants, particularly since funding to recipients systematically diminishes in
subsequent years. The SBA focused available funding on about one-third of the states (including
the District of Columbia), those with the highest levels of poverty. Prospective participants were
thus solicited from those states which, according to Census Bureau data, had a poverty rate of 13
percent or more. From that solicitation, SBA received proposals from 72 entities, 24 of which
appeared viable and met the Agency’s participation requirements. This resulted in an average
grant to these entities of about $180,000.

The Women’s Business Center Program

8a. The administration’s policy proposal that supports opening new women’s business
centers over funding existing experienced ones, assumes that after five years, women’s
businesses centers would be self-sustaining. It is also expected that women’s business
centers serve low-income entrepreneurs. First, how do you expect Women’s Business
Centers to become self-sufficient and continue to help low-income women who cannot
afford to pay for services? Second, please identify any SBA women’s business centers that
have become self-sufficient and kept the same level of service for low-income women.

The WBC Program was originally intended to provide money to support training centers that
would be self-sustaining at the end of the grant cycle. The required recipient match for the
Federal grant funds increases during a WBC's period of participation in the program, thus helping
to decrease the entity’s reliance on Federal funds. As part of its annual post-award training with
the WBCs, SBA provides training on sustainability, including fundraising. It is intended that by
the end of a WBC’s 5-year project term, a viable center will have established or strengthened its
existing base of economic support within the community and the State sufficiently to be able to
continue functioning without SBA support. The cooperative agreements between SBA and the
WBCs are structured on this basis.

Sustainability funding will be available through FY 2005. We can report that the Detroit
Entrepreneurship Institute, Inc. (MI), the only WBC that failed to qualify for sustainability
funding in FY 2004, has continued to be self-sufficient and to provide services for low-income
women.
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Native American Assistance

9a. How does the agency plan to use the fiscal year 2005 appropriation for Native
American outreach to assist Native American entrepreneurs? How much of the fiscal year
2005 budget for Native American outreach will be used for administrative costs?

SBA intends to fund Native American projects that are consistent with the Congressional
mandate that we assist small businesses and economic development in tribal areas on the basis of
need, and that the Agency conduct strong outreach to ensure that underserved tribes have the
opportunity to participate in all the programs and resources of the SBA.

To ensure that these programs are appropriate to meet the needs of the tribal areas, SBA has
established a strong working relationship with, and has sought input regarding appropriate
funding needs and priorities, from the National Congress of American Indians (NCAI), the oldest
and largest American Indian and Alaskan Native organization in the country.

SBA is also utilizing the results of an economic development study, obtained through an
Interagency Agreement with the U.S. Census Bureau (funded from the FY 2003 appropriations),
to identify underserved Native American tribal areas, and corresponding needs, gaps and
priorities.

SBA intends to publish a Request for Proposal (RFP) soliciting proposals for Economic
Development Projects in the priority areas of interest identified by the Agency. Proposals
submitted in response to the RFP will be evaluated under existing Federal procurement
guidelines.

Of the FY 2005 $1,000,000 appropriation, $220,539.95 (22 percent) will be utilized for salaries
and expenses in connection with the program.

9b. What Native American OQutreach programs funded in fiscal years 2003 and 2004 are
still assisting Native American entrepreneurs today? What has been the impact of this
funding on the local Native American communities served? Please provide any data
available. If no data are available, please explain why.

There are a number of ongoing funded projects assisting Native American (NA) entrepreneurs.
The impact and follow-up to these services will be measured utilizing the FY0S appropriation:

o Southwestern Indian Polytechnic Institute (SIP]) --100 training programs provided
nationwide to pre-venture NA clients (to develop and implement a small business
development training program for NA small businesses by customizing SBA’s programs
and services to meet the needs of tribal small business communities. The training
program, which included sessions on how to start and grow a small business, were
conducted in reservation communities across the country to reach the most isolated tribal
areas of Native American small business owners; 100 training programs being provided
nationwide to pre-venture NA clients.
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o Mandaree Enterprise Corporation — virtual incubation of 20 NA small businesses. FY
2003 competitive contract, FY 2004 sole source contract, tribally-owned 8(a) company.

o Intertribal Information Technology Co (IITC) —business start-up assistance to 20
potential small businesses -- training and preparing them to be successful bidders and
contractors on the Health Forest Initiative. The purpose of the Healthy Forests Initiative
contract with IITC was to develop and train 20 Native American forest restoration
companies that will participate in forest restoration and preservation. This company isa
multi-tribal 8(a) firm. It has two sole source contracts funded from FY 2004
appropriations.

o Tlingit and Haida Technology Industries —development and implementation of a “train
the trainer” small business program for 16 Native Alaskan tribes (FY 2004 appropriation;
sole source contract—itribally-owned 8(a) company).

o Kauffman and Associates, Inc.—market research plans, message branding training and
website development training for 50 NA firms (FY 2003: competitive contract, Indian-
owned).

¢ G&G Advertising—FY 2003 competitive contract, FY 2004 sole-source contract—
Indian-owned.

Women’s Procurement Program

10a. When will the SBA implement the Women’s Procurement Program that was passed
into law December of 20007 Why was the SBA able to implement the procurement
program for service-disabled veterans in six months, but it’s taken over four years to
implement the Women’s program? Please provide a specific deadline. Also, please provide
a detailed timeline of events regarding the implementation process, including any studies
that are being conducted. Please provide information regarding the completion and
necessity of those studies.

As you may be aware, this matter is in litigation with the U.S. Women's Chamber of Commerce
and therefore we feel compelled to limit our response to only those aspects of your question that
do not affect the litigation. Nevertheless, we do wish to point out that the reason SBA was able
to implement the service-disabled veterans program in six months is because it is a race and
gender neutral program, unlike the women's procurement program, and hence does not involve
the constitutional issues the latter raises.
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Office of Advocacy

11a. Administrator Barreto, given the concerns raised as a result of reports released by the
Office of Advocacy regarding small business contracting by Federal agencies and given the
clear signs from both the House and the Senate that Congress wishes to ensure a greater
level independence for the Office of Advocacy, why would you recommend that the
Research budget for that office be rolled into the budget for Executive Direction?

Most of the costs for the Office of Advocacy (Advocacy) are already borne by SBA’s salaries and
expenses budget. In FY 2005, the total cost of Advocacy’s activities is estimated at $8.7M. (See
page 26 of our FY 2006 Budget Submission.) Of that, less than $1.1M was funded through the
line item. In our FY 2006 budget, we have requested a total of $9.1M. This includes $1.3M for
Advocacy’s research budget. We think that incorporating the budget for Advocacy’s research
into the budget for Executive Direction will maximize Advocacy’s flexibility and simplify
SBA’s internal budget processes.

11b. Mr. Barreto, in your opinion, does incorporating the budget for Advocacy Research
into the budget for Executive Direction increase or decrease the ability of the Office of
Advocacy to perform research studies and report results that are not favorable to the
current Administration, or even to the Administrator of the SBA, who is now responsible
for that budget?

It is the Agency’s belief that incorporating the budget for the Office of Advocacy’s (Advocacy)
research into the budget for Executive Direction will have no impact on the ability of Advocacy
to perform research studies.

7(i) Technical Assistance

12a. Administrator Barreto, in last year's budget hearing this Committee raised concerns
regarding the reduction in funding for the 7(j) Technical Assistance program. At that time,
I raised concerns that the reduction in funds from $2 million to $1.5 million would
hamstring the Agency's ability to provide the technical assistance that is so essential in
Arkansas. I asked if $1.5 million was sufficient to offer the same level of services to those
small firms who need it and you responded that it was. I see that you budget now increases
that level back to $2 million. This time, is $2 million enough to offer the level of

technical assistance needed by this nation's small firms or is that number closer to the $3.6
million, which was the funding level in previous years of this Administration?

The $1.5 million requested for the 7(j) training program is sufficient for FY 2005. During FY
2005, SBA streamlined the 7(j) training program to more effectively assist small businesses in
high unemployment, low income areas of the country by:

0 Reducing the cost of face-to-face 7(j) developmental business training by about 80
percent from $3,500 to around $625 per individual.

0 Increasing the number of grass-roots 7(j) training locations by more than 500 percent to
over 50 grass roots sites in FY 2005 vs. 10 in FY 2004.
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o Doubling the number of small business owners benefiting from face;to-face 7() training
from approximately 500 in FY 2004 to over 1,000 to date in FY 2005.

Based on current training capacity and small business demand, $2 million is sufficient funding
for FY 2006.

12b. In your testimony, you stated that “while the SBA has reduced the funding for their
programs, they have been able to reach more small businesses.” Please provide the
committee with the number of firms that received SBA funded technical assistance through
the 7(j) program over the past five years.

The figures below reflect the number of small business that received technical assistance through
the SBA-funded 7(j) program over the past (5) years. A substantial change in the delivery of
business development training occurred in FY 2005 to increase face-to-face classroom
participation and to increase the number of grass-root training locations.

Virteal and Face-to Face-to-Face*
Figcal Year Face Training Training Only
2000 2,132
2001 2,252
2002 2,201
2003 6,431
2004 4,000 500
Total 17,016

*SBA began tracking face-to-face training separately from other training in FY 2004.
HUBZone

13a. During the hearing, questions were raised regarding the effectiveness of the HUBZone
program. How does the SBA ensure that HUBZone firms are compliant with the
employment and location requirements prior to awarding a contract?

HUBZone small business concems (SBCs) are subject to continuing eligibility reviews
throughout the term of certification. Each year, a portion of the HUBZone portfolio is subject to
an extensive program examination that ensures full eligibility compliance. SBA will examine
HUBZone SBCs based on information supplied directly to the HUBZone Program Office by
government and non-government entities, or by the dollars earned by a firm through Federal
contracts. The SBA also randomly selects HUBZone SBCs for program examination via a
selection process generated by the HUBZone system.

In addition, firms that are selected to receive HUBZone contract awards from procuring agencies
can be the subject of a status challenge through a formal protest. This protest can begin with a
challenge entered by the SBA, the contracting officer, or an interested party. If SBA upholds a
protest, it de-certifies the concern as a qualified HUBZone SBC.

Contracting
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14a. During his testimony, Administrator Barreto announced that the Administration met
their 23% goal for small business contracting in FY 2003. Given the recent report of
miscoding firms in 2002, how can the Administrator be sure that the $65 billion in
contracts he claimed actually went to small firms? Is the Administrator willing te go on
record, in writing, and assure the committee that his figures are accurate?

The Administrator’s testimony before the Committee on Small Business and Entrepreneurship
was based on available Federal Procurement Data System-Next Generation data. SBA is aware
of studies that report large businesses performing on small business contracts. The primary
reason why contracts of large businesses are reported as small business is the development of
new, long-term contracting vehicles, where a contract may last up to 20 years. SBA policies
determine the small business status of a contractor at the time it submits its bid on a procurement
solicitation. The government counts an award to a small business during the life of the contract.
However for multiple award contracts and government-wide acquisition contracts, a small
business must recertify its small business status at least at the option period of the contract, or
usually within 5 years.

Consequently, the small business contracts are not miscoded in the sense that a large business
was awarded a contract intended for a small business, but rather, a small business may become a
large business during the life of the contract through growth or otherwise. This reflects the
success the small business has achieved that may be attributed, in part, to its ability to obtain
Federal contracts.

SBA does believe that its policies on reporting small business awards need to be revised to more
accurately reflect the current size of the business. To this end, we are in the process of finalizing
a size recertification rule that addresses when a business can be classified as small on long-term
contracts.

GCBD Budget

15a. The budgets for the 8(a), HUBZone and several other programs are rolled into the
overall funds for the office of Government Contracting and Business Development. Once
the line item is eliminated and funding is incorporated into the GCBD budget, who

has final discretion over the use of those funds?

SBA’s Administrator has the final discretion regarding the use of the Agency’s Salaries and
Expenses funds. In the past line item funding has not been a guarantee of sufficient funding for
either of these programs. 8(a) has not been provided separate line item funding in many years.
Yet, in FY 2004, SBA devoted $34.9M to this very important program. In the case of
HUBZones, line item funding has been inconsistent, yet SBA continued to fund the program.
For example, in FY 2003 no line item funding was provided. Yet SBA obligated a total of
$5.6M for HUBZones that year. InFY 2006, SBA is requesting $2.3M in direct HUBZone
costs. The total cost of the program, including all indirect and overhead costs, is estimated at
$7.3M for FY 2006.
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15b. What assurance can the Administrator give the Committee that there will be the same
level of transparency with regard to the use of funds for each of these programs now that
their budgets have been absorbed by the overall budget for the office of Government
Contracting and Business Development?

Both of these programs contribute to SBA’s strategic plan. Each year in the budget we present
the full cost of the programs, a performance plan which includes their activities, and specific
quantitative goals for them. Please refer to pages 26-27,0f our FY 2006 budget, which show the
full cost of all SBA programs, including both 8(a) and HUBZones. Please refer to the goals in
the Results and Resources tables (pp. 90-92 and 109 — 111) which also explicitly show our goals
for these programs.

Management of the SBA

Based on the information provided by the General Accounting Office, the Administration
has never gotten a clean audit.

FY 1999 - Unqualified (Clinton)
FY 2000 - Unqualified (Clinton)
FY 2001 - Unqualified (Clinton)
FY 2002 - Disclaimer (Bush)
FY 2003 - Disclaimer (Bush)
FY 2604 - Qualified (Bush)

16a. Explain why the SBA has not gotten a clean audit since FY2001.

As reported in the FY 2002 Independent Auditor’s Report, SBA’s Independent Auditor withdrew
its prior clean audit opinions for FY 2000 and FY 2001 and issued a “disclaimed” audit opinion
for FY 2002. The primary reason for the withdrawn and disclaimed opinions was the budgeting
and accounting for the asset sales program which SBA conducted between FY 1999 and FY
2003. SBA’s accounting and budgeting for the Master Reserve Fund was also an issue that
contributed to the disclaimed opinion. During FY 2003, SBA conducted extensive analyses of
these problems and resolved the key issues identified by the auditor. However, SBA was not
able to complete the analyses and build the required new cost models in time to provide the
auditor sufficient time to complete its testing and review procedures by the reporting deadlines.
InFY 2004, SBA completed additional analyses recommended by our auditor and accelerated the
financial reporting process to meet the November 15 deadline. While our auditor noted
significant improvements, SBA encountered a few difficulties with producing our subsidy
reestimates within the accelerated schedule and these problems ultimately resulted in a qualified
opinion.
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16b. Explain why data was not provided te the auditors in order to get a clean audit, and
why it is still outstanding.

Throughout the audit process in FY 2002, FY 2003 and FY 2004, SBA’'s auditor requested
extensive data and analyses from SBA, particularly surrounding the performance of SBA’s loan
programs and SBA’s cost forecasting methods. SBA provided the auditor with all of the data
requested and all of the analyses we had completed. In some cases, toward the end of the FY
2002 and FY 2003 audit cycles, the auditor requested analyses that SBA did not have time to
complete by the reporting deadlines. During FY 2004 we were able to complete all requested
analyses for the auditor.

Workforce Transformation & Realignment of Human Capital

17a. The Committee was told that the SBA has plans to offer another buyout to employees.
What is the timeline for offering that buyout, how many employees will be eligible, which
employees will be eligible, what is the succession plan, and how much time will they have to
decide?

Please see the attached copy of our March 10, 2005, Information Notice to all SBA employees
and the April 12, 2003, letter to you in response to our in-person briefing for the full committee
on this matter.

Non-Credit Administrative Costs

18a. Please provide administrative costs for each non-credit program for fiscal years 2001-
2005, and projected costs for fiscal year 2006. Also please provide a breakdown of those
budgets.

Attached is a worksheet, entitled “Non-Credit Programs,” which shows the line-item
appropriation provided and the total administrative costs of each line-item program.

Line-Item

19a. Itis troubling that the President has eliminated line-items from the budget request.
‘What is the justification for transferring program funds from line-item, and what
assurance do we have that the money will be used for that purpose, and how will it show in
future budgets?

As stated in our answers to questions 15a and 15b, SBA has consistently funded the programs for
which line-item funding has been provided. Line-item funding is provided for some, but not all
of SBA’s programs (e.g., line-item funding is not providing for SBA’s 8(a) program). However,
line-item funding rarely covers the full costs of the relevant programs. (See chart in response to
question #18a). As SBA is providing additional resources for both direct and indirect costs for
line item programs, and given that line item funding has not been consistent in the past (e.g., no
such funding was provided for HUBZones in FY 2003), then SBA is already managing its
resources to maintain these programs.
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19b. Is the Administrator aware that eliminating the line-item funding for programs also
eliminates the ability of the Congress to specify how the funds will be allocated in a
program or prevents the use of funds allocated for a program to be used for any other
purpose? Was that the intent?

SBA’s intent is to have the flexibility to manage its resources and its programs as effectively as
possible. As stated above, line-item funding has not guaranteed that our programs are fully or
consistently funded from year to year.

SBA Impact Study of Entrepreneurial Development Programs

20a. It is my understanding that the SBA has been conducting a study of the impact of its
entrepreneurial development programs. Please provide a copy of this study to the
Committee.

In FY 2004, SBA’s Office of Entrepreneurial Development (ED) conducted a survey of a sample
of the clients that received business counseling during the 4th quarter of FY 2003 from the
Agency's resource partners, including SBDCs, SCORE, and WBCs. This survey was undertaken
in response to OMB's findings under the Program Assessment Rating Tool (PART) evaluation of
the programs. OMB had noted that SBA lacked unbiased external impact evaluation data on the
ED programs, and had strongly suggested that SBA initiate an independent external study for a
period of time that would offer valid and reliable results, measuring both the customers' value-
added view of the services received and the economic impact on the firms already in business
that were counseled.

The study is designed as a three-year longitudinal impact study to measure all of the programs in
a consistent and simultaneous manner. The FY 2004 data collection is regarded as a baseline
survey. Information collected in the subsequent years of the study will be used to facilitate trend
analysis, particularly on the financial growth of small businesses assisted by the resource
partners.

20b. If the study is not yet complete, please provide information regarding why the study
has not been completed and a date when it will be finalized and presented to the
Committee.

The study is a three year longitudinal effort and the first year, which is the baseline year, has been
completed. However, further research and refinement is necessary. This year SBA will re-
survey the FY 2003 clients, and will begin a second survey effort with clients served by SBA's
partners (SBDCs, WBCs and SCORE) during FY 2004. Each year's clients will be followed for
three years--the baseline year plus two additional years.

The study of the FY 2003 clients will conclude in FY 2006, at which time the formal findings
will be presented to the Committee.
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20c. What entrepreneurial development programs are being studied and what information
is being gathered and examined? If any programs were excluded from the study, please
explain why. Please provide a detailed summary of initial findings for each entrepreneurial
development program studied.

All three of the Agency's ED programs -- SBDCs, WBCs and SCORE -- were included in the
study. Further research and refinement is needed regarding the initial survey, and the study of the
FY 2003 clients will conclude in FY 2006, at which time the formal findings will be presented to
the Committee.

20d. When did the study begin, and which organization is conducting the study?

The first year study was conducted during FY 2004 and included clients that received ED
counseling assistance during the 4th quarter of FY 2003. SBA designed the survey in
consultation with an independent panel of nationally recognized entrepreneurship researchers,
and received OMB approval of the methodology. The Agency then contracted with
Concentrance Consulting Group, a women-owned minority small business, to conduct the study
and report on its findings.

20e. What, if any information, was not obtained regarding the programs being studied?

The survey questions and methodology were reviewed by an independent panel of nationally
recognized entrepreneurship researchers, and by OMB. As noted in the initial year's report,
"[i]nformation in subsequent years will be collected to facilitate trend analysis, particularly on
financial growth of small businesses assisted by SBA."
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Attachment to Question 17a
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- SBA Information Notice
Y-
TO: Ali SBA Employees CONTROL NO.: 3000-2461
SUBJECT: Opportunity for Voluntary EFFECTIVE: 3/10/2005

Separation Incentive Payment and
Voluntary Early Retirement
Authority

This notice announces an opportunity for some employees to apply for Voluntary Separation
Incentive (VSIP) and the Voluntary Early-Out Authority (VERA). Employees in the Office of
Inspector General (OIG) and the Office of Advocacy are excluded from these offers. The Office
of Disaster Assistance will publish a separate notice regarding their position on VSIP and
VERA.

The Homeland Security Act of 2002 (Public Law 107-296) authorizes most Executive branch
agencies undergoing restructuring, including the Small Business Administration (SBA), to offer
VSIP to employees who voluntarily separate by immediate retirement or resignation. In
addition, the Office of Personnel Management (OPM) has approved a VERA to help us
successfully reach our restructuring goals. Our use of the VSIP and VERA options will assist us
in streamlining Agency operations, and minimizing or even avoiding involuntary actions such as
reduction in force (RIF).

VSIP Agreement—

We will authorize VSIP payments to a maximum of 300 eligible employees who voluntarily
separate by retirement or resignation from SBA during March 14, 2005 through April 14, 2005.

If you are interested in submitting an application for VSIP, you are to complete these initial
steps:

* Applicants must sign the attached SBA FY 2005 VSIP Agreement:

* The immediate supervisor must acknowledge, via signature, that he/she is aware that an
applicant is submitting a VSIP Agreement for consideration before the Agreement is
transmitted (by applicant or supervisor) to the Office of Human Capital Management
(OHCM). Agreements received in CGHCM without the immediate supervisor’s signature
will not be valid.

¢ All agreements must be faxed to 202-481-5951, by close of business (5:00 p.m. EST) on
April 14, 2005. Agreements faxed after this date will not be considered. No hand
delivery agreements will be accepted.

* Applicants will receive an acknowledgement of receipt from OHCM.

EXPIRES: 6/1/2005

SBA Form 1353.3 (4-93) MS Word Edition; previous editions obsolete
Must be accompanied by SBA Form 58

Frdera Rocyling. »mml {5 1 Prinred on Recycton Prper
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o Applicants approved for VSIP must be off the Agency’s rolls no later than May 31, 2005.

A subsequent information notice will be published containing further guidance on the
VSIP/VERA process.

Eligibility—
You are eligible to apply for a VSIP if you:

B Are a GS-11 through GS8/GM-15 career/career conditional, excepted service (i.e., attorneys)
employees in the competitive service in any title or series;

B Submit your agreement before the closing date: close of business (5:00 p.m. EST) on
April 14, 2005;

B Apply for voluntary optional retirement, retire under voluntary early retirement, or
voluntarily resign by May 31, 2005; and

B Do not meet any of the exclusions below.

Statutory Exclusions from VSIP Eligibility—
You are excluded by law from VSIP eligibility if you:

(1) Are areemployed annuitant;
(2) Have a disability on the basis of which you would be eligible for a disability retirement;
(3) Are serving under an appointment with a time limitation, i.e., TERM appointment;
(4) Have received a written decision of involuntary separation because of misconduct or
unacceptable performance;
(5) Previously received a VSIP from any Federal agency;
(6) Are an employee covered by statutory reemployment rights who is on transfer employment
with another organization;
(7) Have not been employed in the Federal government without a break in service for 3
continuous years;
(8) Are an employee who—
a. during the 36-month period preceding the date of separation, performed service for
which a student loan repayment benefit was or is to be paid under section 5379;
b. during the 24-month period preceding the date of separation, performed service for
which a recruitment or relocation bonus was or is to be paid under section 5753;
¢. during the 12-month period preceding the date of separation, performed service for
which a retention bonus was or is to be paid under section 5754.

Amount of Payment—

By law, the amount of the VSIP is an amount equal to the lesser of your severance pay
entitlement, or $25,000. We use the statutory severance pay formula in 5 U.S.C. 5595(c).to
calculate the amount of severance pay. However, the law limits the maximum VSIP payment to
$25,000. Download this VSIP worksheet from the hyperlink, to calculate an estimate of your
VSIP amount.

EXPIRES: XXX

SBA Form 1353.3 (4-93) MS Word Edition; previous editions obsolete
Must be accompanied by SBA Form 58
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Separation Application—

If you apply to retire or resign with a VSIP/VERA, you must sign an agreement that your
decision to separate is entirely voluntary and not coerced.

You must also agree in the signed VSIP agreement to repay SBA the gross amount of the VSIP
before you are later reemployed by the Federal Government of the United States under (1) an
appointment for compensation, (2) a personal services contract, or (3) other direct contract,
within 5 years of the date of your separation for the VSIP.

The VSIP separation agreement serves as a binding commitment for you to voluntarily retire or
resign (as applicable) during the VSIP window period. If we do not select you to receive a VSIP
under our plan, you are not required to retire or resign under the VSIP separation agreement.

Note that in special situations, a hiring agency may request OPM to waive the VSIP repayment
requirement before the agency appoints a former employee to a position. However, no agency

has authority to request a waiver of the repayment requirement involving a personal services or
other direct contract. (See this attachment, VSIP Q & As 2005.DOC, for more information)

Voluntary Early Retirement Authority (VERA)—

SBA is also providing an early retirement opportunity for eligible SBA employees through April
14, 2005, with the exception of employees in OIG and Office of Advocacy. The ODA will
provide its employees with guidance on VERA.

In order to be eligible to retire under a VERA, by the date of separation, you must:

a. Be at least age 50 with 20 years of service or have completed 25 years of service.
Eligibility requirements are the same for employees in the Civil Service Retirement
System (CSRS) and Federal Employees Retirement System (FERS); however, employees
under CSRS take a 2% reduction for each year they are under age 55. Employees under
FERS do not take an age reduction;

b. Have served in a position covered by CSRS for at least 1 year out of the 2 years

immediately before retirement (this requirement does not apply to FERS employees);

Be serving under a non-temporary appointment; and

d. Have been on SBA’s rolls at least 31 days before the Agency request to OPM for VERA,
and remained continuously on the agency’s rolls since that time. (Sce this attachment,
VERA Q & As, for more information.)

o

Fact Sheet for Prospective Retirees--

This fact sheet provides retirement eligible employees with guidance on the retirement process.
It also has hyperlinks to required forms needed for retirement.

EXPIRES: 6/1/2005

SBA Form 1353.3 (4-93) MS Word Edition; previous editions obsolete
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OHCM Assistance and Counseling--

Applying for VSIP and/or VERA is a completely voluntary option for you. To help you make a
decision, our retirement specialists in our OHCM offices in Washington, DC and Denver can
provide you with a computation of your retirement annuity (if applicable). If you would like a
retirement estimate, please complete the attached “Retirement Estimate Request” form.
Retirement counselors will be available to provide you with assistance, telephonically, or
through group sessions (prearranged).

Peggy Flores, OHCM-Denver Joan Redd, HQ-Washington, DC
Small Business Administration Small Business Administration

721 19" Street, Room 392 409 Third Street, SW

Denver, CO 80202-2500 Washington, DC 20416

Service areas: All regional and district offices HQ and all field offices serviced by HQ

and all offices serviced by OHCM-Denver

If you have any questions regarding the contents of this notice, please contact La Gibson at 202-
205-6167.

Hector V. Barreto, Jr.
Administrator

EXPIRES: XXX

SBA Form 1353.3 {4-93) MS Word Edition; previous editions obsolete
Must be accompanied by SBA Form 58
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“ U.S. SMALL BUSINESS ADMINISTRATION
M * WASHINGTON, D.C. 20416
%9 b
LTS APR 1 2 2005

OFFICE OF THE ADMINISTRATOR

The Honorable John F. Kerry

Ranking Member .
Committee on Small Business and Entrepreneurshi
United States Senate

Washington, DC 20510-6350

Dear Senator Kerry:

Thank you for your letter dated March 25, 2005, regarding SBA’s briefing to committee
staff on March 21, 2005 regarding the Agency’s Voluntary Separation Incentive Payment
(VSIP) and the Voluntary Early Retirement Authority (VERA).

The following is submitted in responsé to your questions set forth in your letter. Please
note that the answers apply to the Agency’s VERA/VSIP for regular funded employees
only.

1) The Committee received a chart showing the number of SBA employees in
each state that are eligible for the buyout. However, the chart did not
identify how many total SBA employees are currently assigned to each state,
which is important to understanding the potential impact on small
businesses. Please resubmit the chart and include the number of SBA
employees in each state. Provide that informatien for FY 2001, FY 2002,
FY 2003, FY 2004, and FY 2005. For FY 2005, also include again the
number eligible for the buyout.

Enclosure 1 contains the requested information for FY 2001 through FY 2004 for
each state. The FY 2005 chart in this attachment now includes the number of
SBA employees in each state who are eligible for optional/VERA retirement.

2} How many SBA employees between the levels of GS-11 and GS-15 are
currently eligible for retirement? .

Currently there are 377 regular funded employees between the levels of GS+<11

and GS-15 who are eligible for optional retirement (as opposed to ealy retirement
under VERA).

Fudent Hecycing Program 'f’a Printad o Recycied Papee
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There have been cases in Federal employee buy-outs that extend the
departure date of essential employees for up to one calendar year. Will this
structure be included as a part of the negotiated controls of this buyout?
Please explain your answer.

The Information Notice sent by SBA to its employees regarding the VSIP/VERA
opportuuaity included an attachment entitled “Questions and Answers
(VSIP/Buyouts)” that addressed this issue. As set forth in that document, the
Agency can delay a separation until after May 31, 2005, and still give an
employee an incentive payment when he or she leaves. Requests for a delayed
separation may be reviewed on a case-by-case basis by a management official as
long as the VSIP applications are timely filed and approved. See Enclosure 2,
“Questions and Answers (VSIP/Buyouts),” - question # 14.

How many applications for the buyout has the SBA received as of today,
March 25, 2005, and how many of those applications are from field offices?
Please list the field offices that would lose employees if their buyout request
were to be accepted.

As of April 1, 2005, SBA had received 161 applications, 130 of which were from
field offices. See Enclosure 3 - “Field Office Listing.”

Please explain why a supervisor must approve an employee’s acceptance of
the buyout offer.

Supervisors do not approve buyout applications. The employee fills out the VSIP
Agreement and the supervisor signs that agreement acknowledging the
employee’s buyout request. This is necessary to assist the supervisor in
formulating a workforce succession plan. See Enclosure 4 - “SBA FY05 VSIP
Agreement.”

The Agency says that it had legal authority to send out the offer to employees
before it reached agreement with the Union. Please provide documentation
of that legal authority.

SBA notified employees of the VERA/VSIP opportunity on March 10, 2005. In
accordance with the governing Master Agreement, SBA provided the Union 15
days notice to request negotiations regarding the VERA/VSIP. The Union
responded to the notice within the required time frame, and it is anticipated that
these negotiations will commence shortly.
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7) Are there any other workforce transformation offers or directions planned
for FY2005?
No further use of the Agency’s current VERA/VSIP authority is presently
anticipated. However, SBA has authority to offer VERA through September 30,
2005.

- If you have questions or need additional information, please contact Anthony Bedell,
Associate Administrator for Congressional and Legislative Affairs, at 202-205-6700.

incerely,

Hector V. Barreto
Administrator

Enclosures
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Enclosure 1

PAGE 1

SBA EMPLOYEE COUNT AS OF 05/30/2001, excluding the Offices of Disaster
Assistance, Advocacy and Inspector General

STATE

AKX 18
AL 63
AR 51
AZ 27
CA 341
co 144
CcT 27
DC 720
DE 5
FL &9
GA 60
GU 14
BT - 23
IA 30
I 13
InL 68
mw 27
Xs 21
jag 45
LA 26
MA . 46
MD 25
MB 18
MI 39

MN 28
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‘PAGE 2

SBA EMPLOYEE COUNT AS OF 09/30/2001

STATE

MO 73
Ms 21
MT 18
NC 36
ND 19
NE 18
NH 14
NI 31
M 19
NV 20
NY 117
OH 57
oK 24
OR 27
PA 82
PR 42
RI 15
sC 26
SD 14
™ 23
X 180
uT 22
VA 33
VI 9
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PAGE 3

SBA EMPLOYEE COUNT AS OF 08/30/2001

STATE

WA 46
WI 30
wv 21
WY 14

TOTAL 3017
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PAGE 1

SBA EMPLOYEE COUNT AS OF 09/30/2002, excluding the Offices of Disaster
Assistance, Advocacy, and Inspector General

STATE

AKX 18
AL 58
AR 49
AZ 24
cA 322
co ‘ 133
cT 25
DC 715
DE 5
FL 71
GA 55
GU 12
HI 22
IA 29
Iip 13
ILn §7
mw 26
Ks 18 .
XY 39
LA 26
MA 44
MD 28
ME 16
MI 36
Mﬂ' 25
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PAGE 2

SBA EMPLOYEE COUNT AS OF 09/30/2002

STATE

MO 74
Ms 17
MT 18
NC 34
WD 19
NE 18
NH 14
NI 30
fuiut 17
NV 20
NY 112
OH 55
oK 23
OR 25
PA 77
PR 36
RI is
sC 25
sD 13
™ 23
TX 178
uTr 21
VA 32
VI 7
vr 16
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PAGE 3

SBA EMPLOYEE COUNT AS OF 09/30/2002

STATE

WA 47
Wi 30
WV 20
WY 13

TOTAL 2904
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PAGE 1

SBA EMPLOYEE COUNT AS OF 09/30/2003, excluding the Offices of Disaster
Assistance, Advocacy, and Inspector General

STATE

AK 15
AL 55
AR 46
AZ 22
A 298
co 126
cT 25
bC 726
DE 4
FL 65
GA 55
GU 4
HI 21
IA 27
m 12
IL 63
IN 22
XS 19
KY 36
La 25
MA 43
MD 26
ME 15
MI 32

MN 25
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PAGE 2

SBA EMPLOYEE COUNT AS OF 05/30/2003

STATE

MO 87
MS 14
MT 15
NC 31
ND 17
NE 13
NH 14
NI 29
NM 16
RV 20
NY 105
OH 48
OK 20
OR 24
PA 71
PR 35
RI 14
sC 19
SD 12
™ 22
X 160
or 21
VA 23
VI 5
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PAGE 3

SBEA EMPLOYEE COUNT AS OF 09/30/2003

STATE

WA 48
WI 30
wv 17
WY 13

TOTAL 2756
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PAGE 1

SBA EMPLOYEE COUNT AS OF 09/30/2004, excluding the Cffices of Disaster
Assistance, Advocacy and Inspector General

STATE

AK 15
AL 47
AR 38
sz 18
cA 262
co 118
cT 17
pC 664
DE 5
FL 60
GA 52
GU 3
HI 20
IA 20
ID 10
IL 61
IN 13
Ks 16
jo-4 34 ]
LA 17
MA 32
MD 24
ME 13
MI 25

MN 23
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PAGE 2

SBA EMPLOYEE COUNT AS OF 09/30/2004

STATE

MO 54
Ms 14
MT 9
NC 29
ND 14
NE 12
NH 9
NT 32
NM 12
NV 17
NY 88
OH 41
OK 14
OR i8
PR 58
PR 27
RI 10
SC 13
SD 11
TN 18
TX 141
Ur 15
VA 81
Vi 4
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PAGE 3

SBA EMPLOYEE COUNT AS OF 09/30/2004

STATE

WA 40
WI 26
wv 11
WY i1

TOTAL 2455
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Questions and Answers Enclosure 2

Voluntary Separation Incentive Payments (VSIP/Buyouts)

1. What are Voluntary Separation Incentive Payments?

Separation incentive payments are also known as buyouts. A buyout is a lump sum payment
made by an agency to employees who volunteer to resign or retire during a period of major
change. The amount of the VSIP cannot exceed $25,000 per person.

2. Does accepting a buyont affect my eligibility for retirement?

No. If you are under the Federal Employees Retirement System (FERS) or the Civil Service
Retirement System (CSRS), you can take regular optional retirement at 55 with at least 30 years
of service; at 60 with 20 years of service; or at 62 with 5 years of service. For early retirement,
you must be at least 50 with 20 years of service or have 25 years of service at any age.

3. Who is eligible to apply for a buyout?
You must meet the following categories to apply for the VSIP:

A. Are a GS-11 through GS/GM-15 career/career conditional, excepted service (i.e., attomeys)
employees in the competitive service in any title or series;

B. Submit your agreement before the closing date: close of business (5:00 pm EST)
April 14, 2005;

C. Voluntary optional retirement, under voluntary early retirement, or voluntarily resign by
May 31, 2005; and

D. Do not meet any of the exclusions below.

Statutory Exclusions from VSIP Eligibility-—

You are excluded by law from VSIP eligibility if you:
(1) Are a reemployed annuitant;
(2) Have a disability on the basis of which you would be eligible for a disability retirement;
(3) Are serving under an appointment with a time limitation, i.e., TERM appointment;
(4) have received a written decision of involuntary separation because of misconduct or
unacceptable performance;
(5) Previously received a VSIP from any Federal agency;
(6) Are an employee covered by statutory reemployment rights who is on transfer employment
with another organization;
(7) Have not been employed in the Federal government without a break in service for 3
continuous years;
(8) Are an employee who—
a) during the 36-month period preceding the date of separation, performed service for
which 2 student loan repayment benefit was or is to be paid under section 5379;
b) during the 24-month period preceding the date of separation, performed service for
which a recruitment or relocation bonus was or is to be paid under section 5753;
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¢) during the 12-month period preceding the date of separation, performed service for
which a retention bonus was or is to be paid under section 5754.

What does an "appointment with a time limitation" mean?

An employee on an appointment with 2 time limit works only until a specified date and then
goes off the rolls. The employing agency sets the ending date when it hires the individual
and/or when it extends the appointment. For example, temporary and term employees serve
with a tirne limit, so they are not eligible for an incentive payment. Career and career-
conditional employees and permanent employees in the excepied service have no limit so they
may be eligible, based on their years of service and age.

What does "continnous service” mean?

To be eligible for an incentive payment, you must have 3 years of continuous service with the
Federal government with no breaks. Going off the rolls for even 1 day is a break in service and
would disqualify you for an incentive payment.

I retired from the military but, I am now a civilian employee. Can I apply for a
separation incentive?

Yes, if you are otherwise eligible. SBA will figure the incentive payment only on the basis of
your civilian service.

‘When is the earliest I can leave with an incentive payment? When is the latest?

Once you receive written approval of your application, you may separate. May 31, 2005 is the
latest you may separate. See Item 14 below for guidance on a delayed separation.

How much will I get as an incentive payment if I separate?

The amount of severance pay would be 1 week's basic pay for each of the first 10 years of your
civilian service, plus 2 weeks' basic pay for each year over 10 years. An age adjustment
allowance of 10% is added for each year you are over 40. (No credit is given for military
service unless the service interrupted otherwise creditable civilian service and the employee
returned to civilian service through the exercise of a legal restoration right.)

An incentive payment is the amount of severance pay you would get, or $25,000—whichever
is less. Severance pay is normally only for people who separate involuntarily. Leaving Federal
service with an incentive payment is a voluntary action.

‘When will I receive my incentive payment? Will it be all at once (Jump sum) or monthly?
Is it taxable?

The incentive payment will be sent as soon as possible after the date of your separation.
Because we must first resolve any leave errors, salary offsets, and employee debts to the
Govemnment, we cannot guarantee a specific date. Payment is also subject to garnishment for
alimony and child support. The incentive payment is taxable. You will receive it as a lump
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sum (less Federal tax withholding, applicable State/local taxes, FICA/Medicare).
Do I have to make a commitment to leave if I accept an incentive payment?

You will be asked to sign an agreement which says that, in exchange for an incentive payment,
you agree to voluntarily resign or retire on a specific date. Although the separation is voluntary
and generally can be withdrawn by the employee at any time prior to separation, in some cases
the agency can require an employee to honor his or her agreement and separate the employee
with a buyout on the agreed upon date.

In such cases, the agency must show that harm or disruption would occur as a result of the ]
employee's refention. In a 1994 Merit Systems Protection Board decision (Cook v. Department
of Defense, SL-0752-93-0406-1-1, June 22, 1994), MSPB found that employees who offer to
resign in return for a buyout must be allowed to withdraw their buyout agreement prior to
separation unless the agency can demonstrate a valid reason for denying the request. The Board
cited situations in which an agency had already made commitments to place another employee
in the position, or had abolished the position, as examples of valid reasons for denying the
request to withdraw the buyout agreement.

Employees are urged to take the application for an incentive seriously and be prepared to
separate on the agreed date in the event that SBA has a valid reason to deny the employee's
request to withdraw the buyout agreement.

What does the incentive payment application/agreement say?

The agreement says that you agree to leave by a certain date in return for the incentive payment.
It also says that if you accept an incentive payment and subsequently become reemployed with
the Government of the United States, in either a temporary or permanent status or under a
personal services contract, for 5 years following the effective date of your separation, you will
be required to repay the full gross amount of the incentive payment prior to your first day of
employment. (In rare and extraordinary circumstances, waivers may be permitted by the Office
of Personnel Management. Refer to 5 USC Section 3524.)

May I take a Discontinued Service Retirement and an incentive payment?

No. Incentives are paid to employees who leave voluntarily. Discontinued Service Retirement
is based on an involuntary separation.

If I leave with an incentive payment, can I take a job in another Federal agency? Aml
eligible for placement assistance?

If you have retired or resigned with an incentive payment, you must repay the entire amount of
the incentive if you take a job with the Federal Government within 5 years of your separation
date. This repayment requirement covers any kind of employment (for example, permanent,
temporary, expert, consultant, re-employed annuitant) as well as personal services contracts.
(In rare and extraordinary circumstances, waivers may be permitted by the Office of Personnel
Management. Refer to 5 USC Section 3524.)

You are not entitled fo any placement assistance or selection priority because employees
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volunteer to leave Federal service with an incentive payment. Placement assistance is for
employees who are involuntarily separated.

Can SBA delay my separation until after May 31, 2005 and still give me an incentive
payment when I leave?

Yes. Requests may be reviewed on a case-by-case basis by management official as long as the
VSIP applications were timely filed and approved.

Leaving Federal service with the incentive payment is supposed to be voluntary. IfI'm
eligible, but don't choose to leave, can SBA retaliate by moving me to another position?

Incentives are for yoluntary separations. Coercion is prohibited. However, afier the window
closes, the agency continues to have the authority to reassign employees. The agency must
follow requirements of law, regulation, and applicable negotiated procedures.

What is 2 personal services contract or direct contract with the Federal?

Federal employees who take a VSIP (a buyout) under Section 1313(a) of Public Law 107-296
(the Homeland Security Act of 2002) or comparable legislation must repay the entire gross
amount of the buyout if the individual enters into a personal services contract, or other direct
contract, with the Federal Government within 5 years after separation for the buyout.

Background: Congress initially authorized the buyout repayment requirement through approval
of Section 3(d)(1) in Public Law 103-226. Section 3(d)(3) of Public Law 103-226, and many of
the nearly three dozen other buyout laws or amendments approved after March 1994, defined
employment with the Government of the United States as including employment under a
Personal Services Contract with the United States.

Section 1313(a) of Public Law 107-296 added a new section 5 U.S.C. 3524(b) that similarly
defines Employment for purposes of the buyout repayment requirement to include any
employment “Under a personal services contract or other direct contract with the Government
of the United States, but not with a legislative branch entity.”

Section 48 CFR 37.101 defines a Personal Services Contract as:

"...a contract that, by its express terms or as administered, makes the contractor personnel
appear, in effect, Government employees.”

A Nonpersonal Services Contraet is distinguishable from a personal services contract in that:
"...the personnel rendering the services are not subject, either by the contract's terms or by the
manner of its administration, to the supervision and control usually prevailing in relationships

between the Government and its employees."

Further, a Service Contract means that the time and effort of the contractor is directly engaged
in performing an identifiable task, rather than to furnish an item of supply. It may either be
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personal or nonpersonal in nature.

Section 48 CFR 37.104(a) describes a personal services contract as one which is "characterized
by the employer-employee relationship it creates between the Government and the contractor's
personnel.  An employer-employee relationship exists when: "...contractor personnel are
subject to the relatively continuous supervision and control of a Govemment officer or
employee.” (48 CFR 37.104(c))

The key question which must be asked in making a determination as to whether or not a
contract is for personal services is, "Will the Government exercise relatively continuous
supervision and control over the contractor personnel performing the contract?” (48 CFR
37.104(c)2))

The following six characteristics should be used as a standard, according to section 48 CFR
37.104(d), in determining whether or not a contract is personal in nature: '

(1) Performance on site.
(2) Principal tools and equipment furnished by the Government.

(3) Services are applied directly to the integral effort of agencies or an organizational subpart in
furtherance of assigned function or mission.

(4) Comparable services, meeting comparable needs, are performed in the same or similar
agencies using civil service personnel.

(5) The need for the type of service provided can reasonably be expected to last beyond one
year.

(6) The inherent nature of the service, or the manner in which it is provided, reasonably requires
directly or indirectly, Government direction or supervision of contractor employees to retain
control of the function involved; or retain full personal responsibility for the function
supported in a duly authorized Federal officer or employee.

Agencies (and employees considering employment with a contractor) are advised to seek
further guidance from their General Counsel's office when considering contracting with a
former Federal employee who has taken a buyout.



196

Enclosure 3

SMALL BUSINESS ADMINISTRATION

Field offices that would lose employees if their buyout request were accepted

(As of April 1, 2005)

AR S

~ N L

L oo

10.
11
12.
13.
14.
15.
16.
17.
18.

19.

20.

Location

. Alabama
. Alaska

. Arizona

. Califomia

. Colorado
. Connecticut
. Florida

. Georgia
. Minois

Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Montana
Nevada

New Jersey

New Mexico

Offices

Birmingham
Anchorage
Phoenix
Fresno
Glendale
Los Angeles
Sacramento
San Diego
Santa Ana
Denver
Hartford
Jacksonville
Miami
Atlanta
Chicago
Springfield
Shreveport
Bangor
Baltimore
Boston
Detroit
Minneapolis
Jackson
Helena

Las Vegas
Reno
Newark
Camden
Albuquerque

21

22.
23.
24,

25

26.

27.
28.
20.
30.
. Texas

32.
. Virgin Islands
34,
3s.

36.

Location

New York

North Carolina
Ohio
Oklahoma
Oregon
Pennsylvania

Puerto Rico
South Carolina
South Dakota
Tennessee

Utah

Virginia
West Virginia

Wisconsin

Offices

Melville
New York
Syracuse
Charlotte
Cleveland
Oklahoma City
Portland
Harrisburg
Philadelphia
Pittsburgh
Hato Rey
Columbia
Sioux Falls
Nashville
Ft. Worth
Harlingen
Houston
Lubbock
San Antonio
Salt Lake City
St. Croix
Richmond
Charleston
Clarksburg
Madison
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Attachment to Question 18a
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The National Association of Development Companies (NADCO) is pleased to provide a
statement to the Senate Committee on Small Business & Entrepreneurship on the SBA budget
proposed by the Administration for FY 2006. NADCO is the trade association for SBA 504
Certified Development Companies (CDCs). We represent 250 CDCs and more than 200 affiliate
members, who together provided more than 99% of all SBA 504 financing to small businesses
during 2004. NADCO's mission is to serve as the key advocate for the 504 program, and to
provide program technical support, marketing assistance, strategic planning, and professional
education to our membership.

304’s objective is economic development and specifically job creation by funding the
expansion of successful, growing small businesses. No other Federal economic development
program can claim to have created over 1,300,000 jobs, as the 504 program has done. 504 is a
critical economic stimulus program designed to assist growing businesses create jobs and invest
in their communities.

NADCO would like to thank Chairwomen Snowe, Ranking Member Kerry, and the entire
Committee, for continued support of the 504 program. Your Committee has worked closely with
the Congressional leadership, SBA, and our industry to ensure the availability of capital to small
businesses through the 504 program through the years. We would especially like to thank the
Chairman and Ranking Member for their strong support for many program enhancements
through HR 4818 last year. It will bring the benefits of 504 to numerous smal] businesses that
otherwise might not have had access to the program.

I would like to address three topics:
1. 504 authorization need for the remainder of FY 2005

2. SBA’s proposed 504 authorization for FY 2006
3. 504 loan processing and liquidation issues.

504 FY 2005 Authorization:

The omnibus spending bill passed in December 2004, contained substantial 504 program
enhancements long endorsed by this Committee. With support by both the Chairwomen and
Ranking Member, Section K of that bill provided an authorization ceiling of $6.0 billion for FY
2005 and 37.5 billion for FY 2006. Our industry appreciates the Committee’s support, as these
program levels would have enabled 504 to add many more thousands of jobs to our economy.

However, other language in that bill placed a “hard cap” on 504 authority of $5 billion for FY
2005, which overrides the authorization ceiling passed by this Committee. With loan volume up
by 24% year to date over last year, we believe that demand will exceed $3 billion. Furthermore,
the increased debenture sizes and the new Manufacturing Debenture approved by Congress in
December will certainly lead to even greater demand. We ask the Committee to carefully watch
program usage and seek additional authorization for 504 if it proves necessary during the
rernainder of this year. Given the zero subsidy of 504, there is no cost to the taxpayer and no
appropriation required for the program. If an increase is needed, 504 will add many more jobs
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this year. If authority runs out, we expect SBA to be forced to either shut 504 down during the
year, or implement a credit rationing plan, as has been done to 7(a) in the past.

504 FY 2006 Authorization:

The Administration proposes a hard program cap of only 85.5 billion for 2006. If $5 billion
proves to be insufficient for 2003, then $5.5 billion will be grossly insufficient for 2006. Demand
by small businesses for 504 loan guarantees has grown by more than 20% per year over the past
three years. With a statutory requirement to add or retain one job per $50,000 for 504 projects,
this demand translates to more than 110,000 jobs added per year. All this is accomplished at zero
subsidy. We believe that there is no Federal economic development program that is more
effective in creating new jobs for America.

We ask this Committee to approve an authorization ceiling for FY 2006 of at least $6.5 billion.
With the impact of last year’s program enhancements and debenture increases yet to be
measured, it is imperative that there be sufficient program authority to avoid running out of loan
funding late in FY 2006. As with our potential predicament during 2003, this would lead to a
shutdown of 504 during FY 2006 if the authorization were exhausted.

504 Centralized Loan Processing:

In an effort to both reduce operating costs to meet budgets, and improve 504 loan processing,
SBA embarked last year on a pilot to bring all loan underwriting and approvals into one center in
Sacramento. This was initiated when annual 504 demand was running at about $3 billion. The
pilot was very successful, and we thank the Administration for its hard work to improve loan
processing. This has resulted in a great improvement of service to small business borrowers.

However, today 504 demand is at least $5 billion, and will certainly exceed $6 billion next year
with the endorsement of this Committee, This demand has put enormous pressure on the staff of
the Loan Processing Center, with the result that the expected performance levels may be in
jeopardy. I know of no more qualified and motivated Federal employees and managers than
those in the SBA’s Office of Financial Assistance and the Loan Processing Center. But these
employees may be reaching their breaking point,

It appears that program demand may be outpacing SBA’s ability to grow its processing capacity
at existing staff levels. SBA and NADCO are working furiously together to streamline the
center’s workflows, and we think this will help improve capacity to a limited extent. But we
believe that SBA must provide relief to those dedicated employees immediately by considering
the need for staff increases. Otherwise, we foresee the inevitable outcome of staff burnout and
sinking morale that will lead to turnover of these highly qualified individuals, resulting in lower
service levels by SBA.

Through productivity improvements, SBA has been able to substantially downsize the labor
required to both underwrite and process 504 loan applications. This has enabled SBA to shift its
field office personnel to outreach and direct small business assistance tasks. Unfortunately,
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neither SBA nor NADCOQ foresaw the continued expansion of demand for 504, and SBA may
have cut too deep in the capacity to handle future loan volume.
We urge the Administration to quickly evaluate the current and future staffing needs for 504 loan

processing in order to maintain the high level of performance of this critical center well into the
future. The result will be enhanced service to small business borrowers.

504 Loan Liquidation & Recovery:

504 is a loan guarantee program for which the primary operating cost is that of the losses on any
defaulted loans. However, with all projected loan losses covered by fees paid by the small
business borrower, our first mortgage lender, and by CDCs, the program operates at a “zero
subsidy”.

In order to keep these fees acceptably low, substantial efforts must be made by SBA to minimize
the actual loss, or charge off, attributed to each defaulted loan.

Failure to improve the liquidation and recovery efforts for 504 defaulted loans will result in
increased fees for all future 504 small business borrowers.

With every 504 loan being secured by both fixed assets (land, buildings, heavy equipment) and
personal guarantees, it is expected (and actually forecasted by the OMB 504 subsidy model) that
there will be a reasonable rate of recovery of any outstanding loan balance through either a
workout with the borrower, or through liquidation of the loan collateral. For FY 2006, the
forecast is for about 42% recovery on every default.

If the liquidation process fails, then the loan balance must be charged off, and there is a zero
recovery for the project. In effect, the borrower walks away with no repayment of his debt, and
the SBA must pay off the 504 debenture out of the guarantee fees that all other borrowers, our
bank partners, and CDCs pay.

Alternatively, diligent workout or recovery efforts by SBA field staff may result in a partial or
even a complete recovery of the outstanding loan balance from the borrower or guarantors. In
fact, this occurs most of the time when recovery is actively pursued by SBA or qualified CDC
recovery specialists, as detailed below.

Over the last several years, the actual number of 504 defaults has been very low for a Federal
guarantee program. SBA’s own forecast of defaults for FY 2006 is 5.95%. It is clear that defaults
have been kept at very reasonable levels, even as demand increased substantially, or our
economy sunk into recessions over the past eighteen years. This is a tribute to CDC and SBA
loan underwriting and to continuing loan servicing to manage payments and collections.

However, it is another story when it comes to actual recoveries from these defaulted 504 loans.
Shortly after 2000, SBA began a pilot to liquidate defaulted loans (disaster, 7a, and 504) through
a series of “asset sales”. These were apparently not very successful, and the Administration
ceased these periodic sales of pools of loans. The last sale cccurred in December 2002.
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Since that time, SBA staff has been responsible for recovering proceeds on almost all 504 loan
defaults through liquidations. Data from our program Trustee bank reveals that from 12/2002
through 12/2004, there have been just over eight hundred 504 debenture involuntary
accelerations. We assume this to be the actual number of borrower loan defaults. Clearly, it is
imperative that all these defaults be addressed by responsible SBA staff to maximize recoveries
and avoid increasing the program guarantee fees charged to small businesses.

At about the same time that the asset sale process was abandoned, SBA initiated a project to
centralize at Jeast 7(a) loan liquidations and recoveries in a new center in Herndon, Virginia. It
was also apparently decided to eliminate all “portfolio management” staff from all SBA District
Offices, which resulted in a number of layoffs or forced retirements of PM employees. A small
number of these PM staff were relocated to Herndon to build the new 7(a) liquidation center
capacity. Any remaining staffs were assigned other tasks in the District Offices.

Unfortunately, and apparently lost in this transition, was the question of just who was responsible
for handling the 504 loan defaults and liquidations. As NADCO and the Committee watched this
process unfold, a pilot loan liquidation program for CDCs, created under direction of the
Committee in the late 1990s, was demonstrating that CDCs, even though small community-based
non-profits, were fully capable of successfully recovering outstanding funds from defaulting
borrowers. Even today, about fifteen pilot CDCs continue to perform workouts and recoveries on
their own loan defaults with a high level of recovery.

As the 7(a) liquidation center became a priority for SBA attention, it appears that 504 liquidation
became a “catch as catch can” effort. Most of the 800+ loan defaults have apparently been
returned to the various SBA District Offices for resolution and liquidation. However, it is not
clear how many, or even whether any District Offices have remaining expertise or staff time to
perform liquidations. We believe this capacity is sorely lacking today in most SBA offices due to
downsizing of the field staff.

The result is that we don’t know WHO is working these 800+ loan defaults, or what their actual
recoveries are. We don’t know how many have been simply charged off by the District Offices
due to lack of expertise or staff time, leaving the defaulted borrower to walk away from his
Federal obligation to repay his loan.

To avoid the certainty of substantial guarantee fee increases, the situation must be addressed
quickly. With little real expertise remaining in SBA’s field offices to recover 504 loan defaults,
SBA must go in a direction it just did with the 7(a) program: centralize liquidation
administration, and shift the actual field work of recoveries to the program’s lenders: CDCs.

Throughout the last five years of the 504 liquidation pilot, we have been urging SBA to move in
this direction. Now, with few or no remaining SBA PM field staff, it is imperative that this be
done quickly. Eight hundred loans are sitting somewhere, with an unknown amount of effort by
SBA to recover the outstanding balances. Further, as each year goes by, another four hundred
loans default and must be dealt with, This uncertainty of collection must not continue.
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We urge this Committee to work with SBA and with our industry to quickly reconfigure the
process of liquidating 504 defaulted loans. We also urge SBA to issue for public comment its
draft liquidation regulation as soon as possible. The alternative is that we will see recoveries
decline, while borrower fees will go up. We stand ready to meet with the Committee and SBA
management at any time to focus on addressing this critical issue.

Conclusion:

Through 504, SBA provides the largest and most successful dedicated economic development
program the Federal government has today. Its real value to America is immeasurable. Through
the jobs it creates and the business growth it fosters, 504 benefits employees, business owners,
and government at all levels. Qur borrowers pay Federal payroll and income taxes, State sales,
payroll and income taxes, and local income and property taxes. All this takes place with no cost
for the loan program to the U. S. taxpayer.

For this reason, we cannot understand why the Administration or the Congress would want to
restrict access by growing small businesses to 504 for either FY 2005 or FY 2006. We urge
Congress to ensure that the program is available to all businesses that need access to this long-
term capital by increasing its no-cost authorization immediately.

To keep its fees low for borrowers, the process of liquidation and recovery of defaulted loans
must be addressed quickly. We want to work with this Committee and SBA to meet their
budgetary requirements, yet expand the recovery of loan balances. Given the number of
outstanding loan defaults, there is no time to lose, and we urge quick action by the
Administration to complete its regulations enabling CDCs to support the liquidation and
recovery processes for 504,

NADCO thanks Chairwoman Snowe, Ranking Member Kerry, and Administrator Barreto for
their long-standing support of 504. We look forward to a very successful 2006.
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CSA

Contract Services Association
Exceflence in Government Conlracting

February 10, 2005

The Honorable Olympia Snowe

Chair

Committee on Small Business and Entrepreneurship
U.S. Senate

428A Russell Senate Office Building

Washington, D.C. 20510

Dear Madam Chairman:
On behalf of the members of the Contract Services Association (CSA), I respectfully request that
the attached brief statement be inserted in the record for your hearing on February 17 on the

Fiscal Year 2006 budget request of the Small Business Administration.

We appreciate the support we always have received from your staff on a variety of issues,
particularly that of Max Kidalov, who is a talented and professional individual.

CSA is the nation’s oldest and largest association of service contractors representing over 200
companies that provide a wide array of services to Federal, state, and local governments. CSA
members represent the diversity of the Government services industry and include small
businesses, 8(a)-certified companies, small disadvantaged businesses, women-owned, HubZone,
Native American owned firms and global multi-billion dollar corporations.

Thank you for your consideration. Ilook forward to continuing to work with your committee.

Sincerely,

Chris Jahn
President
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CSA

Contract Services Association
Exceitence in Govemment Contracting

STATEMENT FOR THE RECORD
CONTRACT SERVICES ASSOCIATION OF AMERICA

Senate Small Business Committee
February 17, 2005

Madam Chairman, and Members of the Committee, the Contract Services Association of
America (CSA) requests that this statement be included in the official record for your February
17 hearing on the Fiscal Year 2006 Budget for the Small Business Administration (SBA).

By way of introduction, CSA is the nation’s oldest and largest association of service
contractors representing over 200 companies that provide a wide array of services to Federal,
state, and local governments. CSA members do over $40 billion in Government contracts
annually and employ nearly 500,000 workers, with two-thirds of those employees being
members of private sector employee unions. CSA members represent the diversity of the
Government services industry and include small businesses, 8(a)-certified companies, small
disadvantaged businesses, women-owned, HubZone, Native American owned firms and global
multi-billion dollar corporations. CSA promotes Excellence in Contracting by offering
significant professional development opportunities for government contractors and government
employees, including the only program manager certification program for service contractors

Administrator Hector Barreto has successfully led the SBA in reaching new records of
achievements in SBA’s programs, and this also has been seen within the Office of Advocacy
under the leadership of Tom Sullivan. These are two dynamic individuals who inspire us all to
meet their high standards.

SBA provides valuable services through its several assistance programs focused on
financial, technical, procurement (of particular value to our small business members), and
disaster loan assistance, as well as general small business advocacy. It is because of the strong
assistance programs offered by SBA, particularly on procurement and Government contracting
issues, that CSA felt it was important to enter into a Strategic Alliance Memorandum with the
SBA, which was signed in early November.

As Administrator Barreto said upon the signing of the agreement, “creating more
contracting opportunities for small business is an important priority for President Bush and his
Administration. Ilook forward to working closely with the CSA and member firms, with the
goal of generating more contracting opportunities for small business.”
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Developing such a relationship with SBA was one of the top priorities for the association
in 2004. More issues unite, rather than divide, companies within the Government service
contracting industry — whether those companies are small, medium, or large. However, an
adversarial relationship often develops that hinders the ability to work on acquisition policy and
small business issues to the benefit of all.

For CSA, this strategic alliance will help achieve our mutual goal of improving
participation of small businesses in Government contracting, and ensuring ready access to
information and training programs. This alliance should facilitate improved opportunities for
small businesses working with medium and larger sized businesses as well. This agreement will
provide access to SBA, including its programs and policies for CSA members of all sizes. It
provides an avenue for all CSA members to interact with SBA.

Another key goal of the Strategic Alliance Memorandum is to increase participation of
CSA small business members in SBA's programs, including capital-access, training/management
and technical assistance; procurement/8(a); HUBZone; Small Disadvantaged Business;
international trade; and women-owned and veteran-owned business programs. The four page
document outlines in detail how we both have agreed to coordinate our activities in these areas.

In particular, we can help achieve the goals for FY06, as outlined in the SBA’s budget
request, through coordinated business matchmaking programs. Also, training is a high priority
for SBA - as it is for CSA. We offer a strong professional development curriculum of seminars
and workshops, including the only Project Manager Certification Program specifically designed
for service contractors. These courses are open to CSA members and non-members as well as
Government personnel.

In conclusion, SBA has outlined several significant initiatives in order to continue its
successful track record of assisting our Nation’s small businesses. Through our Strategic
Alliance Memorandum, CSA will do its part to help SBA meet the strategic goals outlined in its
FYO06 budget request.

Thank you for the opportunity to share this information with the Committee.
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o j@! Strategic Alliance Memorandum

wth the

U.S. Small Business Administration
and the

Contract Services Association of America

The Contract Services Association of America (CSA) is a non-profit trade association
representing approximately 300 members of the government services contracting industry. CSA acts
to foster the implementation of the federal government’s policy of reliance on the private sector for
the provision of support services and works to ensure that its members are involved in the
development of federal procurement regulations that affect the service contracting industry.

The mission of the U.S. Small Business Administration (SBA) is to aid, counsel, assist and
protect the interests of small businesses by providing them financial, contractual and
business-development assistance, and advocating on their behalf within the Federal government.
SBA administers its programs through district offices nationwide, and through resource partners
including the Service Corps of Retired Executives (SCORE), Small Business Development Centers
(SBDCs), Women's Business Centers (WBCs), and Veterans’ Business Qutreach Centers (VBOCs).
The SBA also provides additional setvices through the Office of Internatonal Trade and the U.S.
Export Assistance Centers (USEACs) to small businesses interested in working internationally.

SBA and CSA (each a “Party” or, collectively “the Parties”) enter into this Strategic Alliance
Memorandum (SAM) to increase participation of CSA small business members in SBA's programs,
including: capital-access; training/management and technical assistance; procurement/8(a);
HUBZone; Small Disadvantaged Business (SDB); international trade; and women-owned and
veteran-owned business programs. The SBA and CSA intend to focus on communications at
national and local levels in order to meet the program objectives and goals set forth in this SAM.

The Parties acknowledge that specific training events, including but not limited to, seminars, forums,
or initiatives contemplated by this SAM require further specific negotiations, a separate signed
agreement and must be developed pursuant to SBA’s cosponsorship authority (§8(b)(1)(A) of the
Small Business Act). Nothing in this SAM permits CSA to use the SBA logo or seal. The SBA
name shall be used only in a factual manner and shall not promote or endorse any products or
services of any entity including but not limited to CSA.

Program Goals

The Parties will collaborate on the following program objectives and goals. SBA's participation is subject to
the avaslability of appropriated fundy.

Capital Access
GOAL: Increased awareness among CSA small business members & SBA lending
programs.
¢ The Partles intend to work together to increase knowledge of SBA lending programs to the
CSA small business member community.
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o The SBA, through its district offices, may host "Meet-the-Lender” forums or general forums
in CSA communities to provide information on SBA programs and invite the CSA and irs
memmbership to atrend.

® The SBA will, upon request, provide information to CSA on SBA’s loan programs.

o The SBA will, upon request, provide information to CSA on the Surety Bond Guarantee
Program.

® The SBA will, upon request, provide information to CSA on SBA’s Franchise Registry.

Training/Management & Technical Assistance
GOAL: Increased Awareness of SBA programs and services among CS84 small business
members.
* The Parties will promote local SBDCs, WBCs, VBOCs, SCORE and other SBA
entrepreneurial development activities.
® The SBA will provide information on the 7(j) Management & Technical Assistance Program,
which CSA may pass on to its members.

Procutement
GOAL: Increased participation of CSA small business members in SBA’s procurement
programs, and increased contract opportunities to CSA small business members.
e The Parties may share information on how to do business with the Federal government,
including how to identify prime contracting and subcontracting procurement opportunities.
o The Parties intend to work together to increase the participation of CSA small business
members in the 8(a) Business Development Program, the HUBZone Program, the SDB
Program, women-owned small businesses, and setvice-disabled veteran small businesses.
e CSA will encourage its members to registet in the Federal Government’s Central Contractor
Registry (www.ccr.gov) and SBA’s Subcontracting Network (“Sub-Net”). SBA will provide
CCR and Sub-Net odentation to CSA, upon request and subject to the availability of funds.
® SBA will provide CSA with a list of scheduled Business Matchmaking events (a cooperative
agreement between SBA and the Hewlett-Packard Small Business Foundation) and will
provide event information to local CSA members in cities where the event is held. CSA will
disserninate this list of events to its membership and will encourage membership
participation.

Women-Owned Businesses
GOAL: Increased participation of CSA women-owned small business members in SBA’s
programs and increased contract opportunities to CSA women-owned small business
members.
® The Parties intend to share information and resources, as available, in such areas as access to
capital, entrepreneurial skills, federal procurement opportunities, and the basics of starting a
business to women entrepreneurs.
¢ SBA will provide information to CSA on Women's Business Ownership programs and

services, including but not limited to the Women's Network for Entreprencurial Training
(WNET), WBCs, and the Online Women's Business Centet.

Veteran-Owned Businesses

GOAL: Increased participation of CSA service-disabled and veteran owned small business
mermbers in SBA’s programs and increased contract opportunities to CSA veteran-owned
small business members.
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¢ The Parties intend to share information and resoutces, as available in such areas as access to
capital, entrepreneurial skills, federal procurement opportunities, and the basics of starting a
business to CSA veteran entrepreneurs.

»  SBA will provide information to CSA on Veterans Business Development Programs and
services, including, but not limited to, the Office of Veterans Business Development, the
Veterans Business Outreach Program Centers, and the Veterans Entrepreneurship Training
Project.

Communications

The Partes will work together to increase knowledge among CSA membership about the
programs and services SBA provides.

The Parties will exchange promotional and program materials. SBA will make materals
available to CSA's headquarters and to its local members upon request and subject to availability of
funds.

SBA will make this SAM available to all District Directors and encourage that each contact
their respective local CSA members and begin discussions on mutually beneficial outreach activities,
pursuant to the goals of this SAM and subject to legal authority to engage in such activities.

Upon request, SBA’s local point of contact (POC) will provide the CSA local member POC
with contact information for specific program offices in Headquarters.

Lists of CSA member organizations and SBA District Directors are available at
www.csa-de.org and www.sha.gov, respectively.

CSA staff and public information officers at SBA will coordinate media coverage of this
SAM and teports to the public on the results of this collaboration.

Hyperlinks connecting the Parties’ Intemnet home-pages will be installed where applicable,
pursuant to SBA’s linking policies and other relevant SBA policies.

Referrals and Nominations

CSA will encoutage its local members to refer members to SBA resources (SCORE, SBDCs,
VBQCs, USEACs and WBCs), visit local SBA resource centers, and recruit potental SCORE
volunteers.

Where appropriate, CSA will make nominations for Small Business Week awards. SBA will
provide CSA a link to the Small Business Week nominations website.

CSA is encouraged to nominate representatives to SBA district advisory councils as openings
occur. SBA will advise CSA of openings.

Term and Authorization

The respective POCs for this SAM will be the Senior Vice President of Public Policy at CSA,
Cathy Garman and the Senior Advisor for Government Contracting and Business Development at

3
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SBA, Emily Murphy, ot any other representative appointed by the SBA Administrator. The Parties
will encourage regular contact between CSA local members and the directors of their respective SBA
district offices. Representatives of both groups will be encouraged to meet, semiannually to plan
specific activities desctibed in this SAM and to review progress on mutual objectives.

The Authorzing Officials for the Parties hereto, which are the signatories for this SAM, aze
the President of CSA, Christopher L. Jahn and SBA's Administrator, Hector V. Batreto. The
Authorizing Officials will, if necessary, recommend approval of this SAM to their respective
organizations and direct specific actions under the terms of the SAM.

This SAM will take effect at the ume of execution and will remain in effect through
December 31, 2006.

This SAM does not itself authorize the expenditure of any funds. Accordingly, this SAM
shall not be interpreted as creating any binding legal obligations between the Parties, nor shall it Limit
either Party from participating in similar activities or arrangement with other entities.

The Parties agree to consult each other on any amendments or issues to be addressed. The
Parties may modify the SAM by written mutual consent. Either Party may terminate the SAM for
any reason by giving 30 days advance written notice to the other Party.

The signatories of this SAM represent that they have the authority to make such
commitments on behalf of their respective organizations.

Signed by: )
/ ‘ NOV 2 2004
Victee |, [puado-
Hector V. Barreto Date

Administrator
U.S. Small Business Administration

/o2 /oy
Christopher L. J8hn Date !
President
Contract Services Association of America
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)ASSOC AT I ON O F
QJ WOMEN'’S BUSINESS CENTERS
STATEMENT

OF
THE ASSOCIATION OF WOMEN’S BUSINESS CENTERS

PREPARED BY

ELLEN GOLDEN
PAST CHAIR AND POLICY CO-CHAIR

AND

SENIOR VICE PRESIDENT, DEVELOPMENT
COASTAL ENTERPRISES, INC,

FEBRUARY 17, 2005

SENATE COMMITTEE ON SMALL BUSINESS AND ENTREPRENEURSHIP
HEARING ON THE PRESIDENT’S FISCAL YEAR 2006 BUDGET REQUEST
FOR THE SMALL BUSINESS ADMINISTRATION

Background: Association of Women'’s Business Centers

The Association of Women's Business Centers (AWBC) is a national not-for-profit
organization representing women business owners and women’s business centers. The
AWBC was founded in 1998 to support entrepreneurial development among women as a
way to achieve self-sufficiency, to create wealth and to expand participation in
community economic development through educational, training, technical assistance,
mentoring, development and financing opportunities. The vision of AWBC is a world
where economic justice, wealth and well-being are realized through the collective
leadership and power of successful entrepreneurial women. As an organizing force of
women’s business centers and women business owners, the mission of the AWBC is to
develop and strengthen a global network of women’s business centers to advance the
growth and success of women business owners. The AWBC builds the capacity of
women’s business centers, develops public and private resources to support member
centers and the women business owners that they serve, advocates on behalf of women’s
business centers and women business owners and otherwise promotes women’s business
development nationally and internationally.

PO Box 1255 eCamden, Maine. ® 04843 207.236.9753ewww.awbc.biz
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History and Impact of the Women’s Business Center Program

The Women's Business Center Program began as a demonstration program created by
Congress in 1988 as a response to women'’s organizations that presented evidence to
Congress that women continued to face discrimination in starting and running small
businesses. A leveraged federal investment in women’s economic development, the
Women's Business Center Program quickly demonstrated its value and has enjoyed
consistent, widespread, bi-partisan support from Congress. The Program has grown from
four to 104 Centers.

In July 2004, the National Women’s Business Council (NWBC) issued a report entitled
Analyzing the Economic Impact of the Women’s Business Center Program. An
independent research firm was retained to analyze data from 2001, 2002, and 2003, They
relied primarily on data furnished by the SBA Office of Women’s Business Ownership
and looked at internal and external factors in trying to assess impact. The research
uncovered phenomenal growth in activity and impact. The number of clients served
nearly doubled during the study period to an astounding 134,136, By any measure, the
WBC is cost effective. In FY2003, the program’s appropriation was $12.5 million. Even
taking match requirements into account, the average cost per client is just under $200.
Equally impressive are the economic impacts. According to the report, the WBCs
generated a total economic impact of nearly $500 million in gross receipts with profits of
$51.4 million. The WBCs also created 12,719 new jobs and started 6,660 new firms.

Historically, the women served by the Centers have been diverse and included minorities,
low-income women, women with disabilities, and veterans. The data available revealed
that roughly half of the women served were minorities, a percentage that is far greater
than their representation in the overall population or among women business owners.
During the period covered by the report, there was also growth in the numbers of home-
based businesses, clients receiving TANF, women with disabilities and veterans that were
served. The WBCs are mandated to serve socially and economically disadvantaged
women. The findings from this report suggest that the WBCs are more than meeting their
mandate.

The WBCs also serve women at all stages of business development, in all sectors and in
different sizes from microenterprises to businesses employing more than 50. According
to the NWBC report, the types of businesses served by the WBCs generally mirror the
national data on the distribution of women-owned businesses. The majority are in
services, followed by retail. However, the report also revealed that the numbers of
women business owners in non-traditional sectors, such as manufacturing and
construction, being served by the WBCs is growing.

The report also revealed that the WBCs have clearly established a market that is distinct
from that served by other business assistance organizations. In doing their analysis, the
researchers looked to see if the presence of a Small Business Development Center
(SBDC) or a Procurement Technical Assistance Center (PTAC) made a difference to the
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success of the WBCs. No significant difference was found, indicating that the WBCs are
serving a need and a population that would otherwise not be served.

There is no doubt that the investment of public funds in the Women’s Business Center
Program has generated a significant return that has benefited the country in general. One
way to understand this is to look at the level of appropriations relative to the level of
activity. In 1995, Congress appropriated $4 million for the program, and in 2003, there
was an appropriation of $12.5 million, an increase of 312 percent. During that same
period, however, the number of clients served increased more than 1600 percent, from
8000 in 1995 to over 134,000 in 2003. That the services delivered to clients leads to
income, employment and, of course, ultimately tax revenues has been discussed.

The structure of the Women’s Business Center Program has also changed as it has grown.
The Program was initially conceived as a demonstration with three-year funding and an
expectation that Centers would graduate to other funding. In 1997, the Program was
made permanent and funding was extended to cover a five-year period. In 1999, with the
overwhelming support of Congress, the Program was changed again to incorporate a
sustainability pilot program that allowed Centers to apply on a competitive basis for an
additional five years of funding.

The creation of the Sustainability Pilot Program is the result of the recognition of several
important points. The first is the importance of the Women's Business Centers in
providing essential services to a significant and growing market of women who want to
be business owners and who also want to be part of a program targeted to women.
Secondly, it acknowledged the importance of the SBA’s role as a funder. Not only does
the SBA contribution provide an important foundation from which Centers can build, but
the SBA brings credibility to the work of the Centers and its funding serves as a catalyst
for raising the necessary matching funds. Finally, it acknowledges the value of the
investment made in the existing Centers and the need to sustain the infrastructure so
painstakingly constructed over the life of the program.

The Sustainability Centers have demonstrated their capacity to deliver the program in
conformance with the program’s goals and purposes. That means more than just
delivering technical assistance and training; it also means that they have developed the
skills and expertise of their staff, that they have established solid reputations in their
communities and that they have developed the relationships and partnerships needed to
sustain their organizations over a long period of time. The importance of experience and
longevity to a Center’s capacity and the likelihood of achieving significant economic
impacts were also addressed in the NWBC report. The researchers found a strong
correlation between success and the length of operation of a Center. In these times of
fiscal restraint, it is more important than ever to make each dollar invested count. Both
common sense and the NWBC research point to the same conclusion: investing in the
infrastructure of the WBC program, including those Centers with proven track records
and experience is an investment that is worth preserving.
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Background: Coastal Enterprises, Inc.

Coastal Enterprises, Inc. (CEI) is a private non-profit, 501(c) 3, community development
corporation and community development finance institution headquartered in Wiscasset,
Maine which provides financing and technical assistance in the development of small
businesses, social services and affordable housing. CEI development finance activities
are targeted to promising sectors, such as manufacturing, value-added natural resource
industries, women business owners, microenterprises, select social services (e.g., child
care), environmental technologies and others. In addition, CEI engages in the
development of affordable and special needs housing, policy research and advocacy. In
addition to being a Women’s Business Center under the SBA Office of Women’s
Business Ownership, CEI is an intermediary under the SBA Microloan Program, a
licensed SBA 504 local development corporation, a sub-center under the SBA Small
Business Development Center program, and a New Markets Venture Capital program.

Incorporated in 1977, CEI manages a pool of $247 million in capital in hand or
committed raised from a variety of public and private sources. CEI funds have leveraged
over $500 million in financing for over 1500 small businesses that have created and
retained 16,000 jobs. CEI also provides business assistance and training to 1,500 aspiring
and existing entrepreneurs each year, In each of its projects, CEI targets social and
economic opportunities to low-income people, including welfare recipients and
individuals with disabilities. CEI provides a continuum of business finance and support to
customers ranging from self employed individuals with limited resources to
manufacturing enterprises that employ 100 or more people.

CEI has worked with women business owners since 1980, initially in the context of farm-
based enterprises and ultimately encompassing the full-range of women-owned
enterprises. In 1985 CEI initiated a Women's Small Business Project to focus finance and
technical assistance services to women; that was followed by a Child Care Development
Project and self-employment projects targeted to AFDC recipients, refugees, unemployed
and economically disadvantaged. CEI has provided $33 million in financing to 726
businesses partly or wholly owned by women and provided training and technical
assistance to approximately 12,500 aspiring or existing women business owners.

CEI Experience with the Women’s Business Center Program

CEI was funded by the SBA’s Office of Women's Business Ownership under the
Women’s Business Center Program in 1995 as a new center and in 2000 as a
Sustainability Center. Since that time over 4000 women have benefited from one-one
business counseling, training, workshops, seminars, peer groups, information and referral
and other program activities.

CET’s customers range from women who are contemplating starting a business to women
who have been in business for over twenty years; from low-income women struggling to
become economically self-sufficient to women who are interested in enhancing their
profitability and creating good jobs for other women; from home-based service
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businesses to manufacturing operations; from traditional crafts to technology-based
enterprises. They are brought together by their desire to build their management skills
and the importance that they place on being part of a program that is targeted to women.

CETI’s approach is characterized by innovation, flexibility and interaction. Innovation
comes from working closely with customers to develop services for existing women
business owners, such as peer groups and Advisory Boards and developing services, such
as training and technical assistance in uses of the Intemet and E-commerce, to help
women business owners remain competitive in the 21% Century. Flexibility is evidenced
by a willingness to design programs specifically to meet the needs of marginal business
owners clustered in rural communities or to design a three-part, nine-hour start-up
training for low-income women to fill a gap in the range of business assistance services
available in Maine or to provide technical assistance on-site at a business. Interaction
comes from limiting the size of workshops and training sessions to maximize interaction
and facilitate peer support and networking.

In sum, CEI has developed its Women’s Business Center in the context of the Maine
economy, building on its experience-based understanding of the needs of women
business owners and the explicit need for targeted services for women business owners in
Maine. In short, CED's Center is customer-driven and provides innovative services that
fill unmet needs and complement Maine’s other technical assistance services.

The following profiles illustrate just a few of the ways that the Women's Business Center
benefits women business owners in Maine:

Mary and her husband Henry own a dairy farm in rural Maine. The fifth
generation of farmers in the family, they realized thar they could not support
themselves and their three children with dairy farming alone. They decided that
diversifying their operation was their only option. Mary approached the Women's
Business Center at CEI for help. Now two years later, afier working one-on-one
with a business counselor on planning, marketing and financial management and
participating in a peer support group, Mary and her family have transformed
their farm. There are new products: hormone and antibiotic free chickens, beef
and veal animals, pigs and laying hens; and there are new markets: up-scale
restaurants and individual consumers. The new plan has had the added benefit of
involving Mary's sons and a nephew in the operation, hopefully, laying the
groundwork for a transition when Mary and her husband are ready to retire. Not
only is this family now fully supporting itself with the farm, but also they have
built a new barn and improved the dairy barn and the manure and drainage
systems. In addition, the local high school vocational class built a small shed to
house the retail meat operation. They are poised for continued success.

Jennifer owns a small store and gas station in rural Maine. After 17 years in
operation, family illness nearly drove her out of business. Cash flow problems left
her with virtually no inventory and most of her vendors had stopped supplying
her. Rather than take the advice of those urging her to file for bankruptcy, she



218

approached the Women's Business Center for support. With the help of her
business counselor, she prepared an excellent business plan and used it to attract
investors. Two members of her community responded to her plan and invested a
total of §75,000, one is just an investor, the other wants to be a working partner
and eventually purchase the store. Thanks to her investors, Jennifer has paid off
old debt, renegotiated with her vendors, restocked the store and drawn her
customers back. Sales have increased dramatically, and are approaching the
level they were at before the financial problems began. She narrowly avoided
total financial disaster, and now has a plan for on-going recovery. She continues
to work with her business counselor on her accounting system and developing the
skills to assess the profitability of each department of her store. In addition, they
are working on ways to structure the new infusions of capital to best meet the
needs of the business and the investors.

Role of the Women’s Business Center in Maine

CEl is a statewide organization and provides services to women business owners
throughout the state. Maine's population is predominantly rural; less than a dozen
cominunities have populations greater than 20,000 and the largest urban area has only
65,000 people. Maine is a poor state, with sharp regional disparities: there are pockets of
poverty where rates approach 20 percent and unemployment is as high as 12 percent.
Overall, the growth in the economy trails that of the nation and the region, and per capita
income consistently lags behind those for the rest of the region and the country.
Approximately thirty-four percent of Maine’s businesses are women-owned.

Although the number of women business owners has risen steadily and dramatically for
the past two decades, many women are still not taken seriously as business owners and
their businesses are not valued. While business is technically no longer a non-traditional
occupation for women, women business owners are still a minority and relatively
inexperienced. They face significant challenges: isolation and a lack of confidence,
assets, formal business training, credibility, and effective networks. Even established
women business owners are not immune from these issues. The barriers that women have
experienced in the labor market haunt them as business owners: lower earnings, fewer
opportunities for advancement and occupational segregation.

A survey of Maine women business owners conducted by CEI in 2001 supports this
assessment and points to the need for focused assistance. The median size of women-
owned business in Maine was 2 employees and sales of $100,000, yet 56 percent
depended on their businesses for 50 percent or more of their family income, with 24
percent depending wholly on their businesses for household income. Seventy-nine
percent reported seeking business advice, and 54 percent identified areas where they
would like additional assistance. The majority started their businesses with modest
amounts of capital (the median was $20,000). While nearly half reported obtaining bank
financing as part of their start-up capital, the percentage of those receiving bank financing
declined over time. In other words, the more recently a business started, the less likely it
was (0 receive bank financing.
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For nearly two decades, CEI has provided targeted assistance to women business owners
shaped by a deep understanding of the issues they face. The continuing demand for these
services confirms their importance; the positive evaluations gathered from customers
confirm the quality of these services. The funding from the Women’s Business Center
program has supported and enhanced CEI’s capacity to develop its program further and
to define its niche more clearly. CEI’s Women’s Business Center offers a unique
combination of skills and experience to Maine’s women business owners: a focus on
women; a demonstrated understanding of the relationship between women’s personal and
business lives and the impact of personal issues on business decisions; innovation in
program design; business expertise; and a supportive environment that fosters sound
learning.

Responses to the President’s FY2006 Budget request for the SBA:

In their brief history, the Women’s Business Centers have become a key SBA Resource
Partner. They have been acknowledged as an integral component of the SBA’s primary
infrastructure, being highly effective and having established a well-developed
infrastructure

The following recommendations and comments are designed to support and sustain the
Women’s Business Development Centers, affirming their demonstrated effectiveness as
an essential source of assistance for women business owners and their role as a key
element of the SBA’s infrastructure.

1. Appropriations

The President’s budget recommends that the Women’s Business Center program be
funded at $12 million in FY2006. We appreciate the fact that the program was included
in the President’s budget even as many other programs with demonstrated impact, such as
the SBA Microloan Program, were recommended to be eliminated. Nonetheless, we are
deeply concerned about the proposed level of funding and its effect on the program.

The program has been funded at the same level for the past four years. Flat funding has
meant a reduction in funding for individual Centers. Quite apart from the effect of
inflation and increasing costs of operation, new Centers have been added to the program,
putting further pressure on available resources. The result has been significant and
detrimental reduction in funding for individual centers. The AWBC is requesting that
funds be appropriated consistent with authorized levels: $16.5 million. This is the level of
funding needed in order to meet current commitments and to continue to grow the
program to meet unmet demand in areas currently not served by the program.

Even in times of fiscal restraint, we fee! able to request full funding, because of the
documented impact of the program. Funding for the Women’s Business Centers is an
investment in the country’s small business economy. The returns are the businesses
started, strengthened and expanded, the jobs sustained and created, and the income
generated by the growing number of women owned businesses served by the program. As
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noted above, the National Women's Business Council issued a report in July 2004
entitled: Analyzing the Economic Impact of the Women'’s Business Center Program. The
research drew on data from the SBA’s Office of Women’s Business Ownership from
2001, 2002, and 2003. Among other things, the reported revealed that the WBCs
generated a substantial economic impact. In 2003 alone, the WBCs generated $407
million in gross receipts, started 3,578 new businesses and created 6,493 new jobs. By
any measure, this is a significant return on investment. The report also noted the long
lead-time needed to develop a small business. In other words, we can look forward to
even greater returns in the future from dollars invested to date.

2. Sustainability

In 1999 Congress overwhelmingly supported the creation of Sustainability Centers, e.g.,
enabling those Centers who had completed their first five years of funding to apply for
renewal grants. Under the initial legislation, a funding allocation was established that was
designed to ensure that appropriations would be distributed equitably among new, current
and sustainability centers. The percentages were held constant over time while the
authorization levels increased modestly to accommodate program growth,

Unfortunately, as noted above, the level of funding has not increased, while the number
of Centers eligible for sustainability has grown. The combination of the funding formula
and flat funding, individual sustainability centers experienced budget cuts of between 57
and 62 percent this year. Some centers were compelled to close; others reduced staff and
struggled to cut expenses. Regardless of the decisions that were made, the impact was a
loss of skilled professional capacity and a reduction of services.

Why do we care so much about sustainability? In order to be funded as a Sustainability
Center, a WBC has to have demonstrated its capacity to perform and its ability to meet
the program’s goals. The NWBC reported cited above also found that years in operation
were highly correlated with success. In other words, the greatest return on investment is
most likely to come from those Centers with the most experience. Further, positive
economic impacts were generated through the efforts of Centers to respond effectively to
the needs of their local markets and their targeted populations. As the report noted, this is
a hallmark of program sophistication and integration, and a function of experience.
Particularly in times of fiscal restraint, it is essential that the return on public investment
be maximized. Clearly, support for the Sustainability Centers is one way to achieve this.

In addition to the level of funds appropriated to the WBC program, there are several other
issues that will have an impact on the Sustainability Centers. One is the funding formula.
In allocating FY2004 funds, only 30.2 percent of funds were awarded to Sustainability
Centers, resulting in the reduction of services noted above. In the FY2005 appropriations
bill, Congress directed the SBA to allocate 48 percent to Sustainability Centers, an
amount that more appropriately relates to the proportion of Sustainability Centers in the
overall program.
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A second issue relates to the reauthorization of the Women’s Business Center program.
In the fast Congress, legislation was passed in the Senate that would have created the
opportunity for WBCs to apply for funding on a five-year cycle subject to performance.
On the House side, there was legislation, which unfortunately did not pass, that included
a provision for renewable funding, For all the reasons noted above, it is critical that this
issue be addressed to provide a sound framework for the program going forward.

In the past, the SBA has expressed a preference for funding new Women's Business
Centers as a strategy to encourage innovation and to ensure Women's Business Center
services in currently underserved markets. The AWBC has always supported the
establishment of new Centers and shares a vision of having a Women's Business Center
within reasonable proximity of every woman who wants access to these services.
However, for all the reasons cited in this testimony, we do not support the establishment
of new Centers at the expense of those who have demonstrated a capacity to deliver the
program. It is important that we invest in what has been built and continue to strengthen
what has already been tested and proven to be effective.

3. Performance Criteria

The AWBC has long supported the development of performance criteria for the Women’s
Business Center Program with the goal of ensuring the delivery of the highest quality
services possible. As previously noted, the AWBC has as one of its primary purposes
building the capacity of the WBCs which is does through the delivery of training and
technical assistance, the facilitation of mentoring relationships and the development of
resources to support the work of the WBCs.

This past year, the SBA developed performance criteria for the WBCs, which have been
shared with the Committee on Small Business. These criteria were used to determine
levels of funding for the Sustainability Centers in allocating the FY2004 appropriation.
Each Sustainability Center was graded on each criterion on a scale of 1-3 and the total
score was used to slot the Center into one of three levels of funding. In order to
understand how the criteria were applied so that it can support those Centers interested in
improving their rankings, the AWBC has asked for information about the standards used
in applying the criteria to the Centers. Unfortunately, the SBA has not been forthcoming
with information about the standards that they used in determining their scores. Going
forward, the AWBC hopes that the SBA will share this information so that we can
continue to work together to build on the accomplishments of the program and achieve
even higher levels of impact. ‘
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Statement by Ranking Member John Kerry
Senate Committee on Small Business & Entrepreneurship
Hearing on the SBA’s FY2006 Budget
February 17, 2005

Good moming. Thank you Chairman Snowe for calling this hearing today. I welcome
our witnesses and thank them for being here today. I also want to thank those who have
submitted letters and written testimony for the record. All of the information is important
to helping us make sure small businesses are getting the support they need. Thank you
all.

Today is the beginning of our deliberation over the SBA’s FY2006 Budget. Asa
member of this Committee, [ have spent years working to support the start-up and growth
of small businesses, and [ simply do not agree that this is a budget “to be proud of]” as
Administrator Barreto told the House Committee on Small Business last week. I
understand that the SBA and its programs are not perfect. However, starving the
programs that provide credit and counseling to our small businesses, the job-creators of
this country, is not a good plan. For five years now, the SBA has developed the habit of
creating problems and then exploiting them to justify proposals that end up hurting small
businesses, such as zero funding for loan programs or broad workforce cuts. President
Bush has cut the SBA more than any other Agency. When he was handed the reins, the
Agency had about $1 billion in funding, and today the President proposes less than $600
million. Morale at the Agency is low, and the Agency has had repeated problems getting
a clean audit.

The Administration tries to obscure the true picture and instead paints a rosy scenario.
For example, they use optimistic sound-bites about “doing more with less” and “saving
taxpayer money.” The SBA has omitted a key aspect to their “zero funding for loans”
plan: that is that they’ve shifted the cost to borrowers and lenders through higher fees,
and that those higher fees will put loans out of reach for the neediest of small-business
borrowers. Most of us in this room know that the SBA is taking credit for successes that
were realized in spite of the Administration’s actions and not because of them.

The President’s rhetoric on small business doesn’t square with this crippling budget
proposal. Over the last four years, President Bush has cut the SBA’s budget by more
than one third, leaving our entrepreneurs struggling for access to credit, federal contracts,
and adequate training.

Why has the SBA been able to back more small-business loans? There are several
reasons. In the 7(a) Loan Guarantee Program, it is because Congress and the small-
business community of borrowers and lenders have come together every year, to rescue
the SBA for the sake of small businesses, to pass legislation that reduces the cost of the
program, leveraging more loan dollars, and to raise money through fes increases to
compensate for the lack of funding provided by the Administration. In the 504 Loan
Guarantee Program, aside from natural growth in demand, it is because the Congress has
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supported bigger program levels and because of the increased number of 504 deals that
came from the 7(a) Loan Guarantee Program when the SBA had imposed loan caps,
eliminated combination loans, or completely shut down the 7(a) loan program. Madam
Chair, it is important that the record document what the appropriators refer to as the
Administration’s “funding schemes” each year, and how those hurt the long term
operation of the 7(a) loan program rather than caused record lending. I submit a letter for
the record that [ sent to the Senate Appropriators a couple of years ago, which details the
situation through FY2004 leading up to last year’s shutdown of the 7(a) loan program.

In general for the lending programs, [ don’t think the proposed program levels give us a
safety net for more lending. To avoid a shut down like we had last year in the 7(a)
program, or other types of credit rationing to stretch dollars, I support increasing the
proposed program levels to the full amount allowed by law. That is $17 billion, as passed
by the Congress just last December. For the 504 program, I support a higher level of $6.5
billion, as the industry forecasts it will need. In addition, I call upon the SBA to allocate
more resources to processing loans in Sacramento because demand is up 24 percent, and
finally to issue regulations regarding 504 liquidations that are years behind the schedule.
I disagree with the proposals to eliminate the SBA’s microloan program and the SBIC
participating securities program. They each serve a financing gap in the market left by
traditional lenders and venture capitalists.

In the microloan program, in all these years since its inception in 1992, there have only
been one or two defaults. It creates jobs at the bargain rate of less than $4,000 versus the
$33,000 of the SBA’s other programs and meets the SBA’s goal of serving more “start-
ups.” The 7(a) Community Express program, while a good program for certain, more-
established small businesses, is not a substitute for the SBA’s microloan program.

In the SBIC program, there are indeed problems. For five years, the SBA has been asleep
at the wheel, and now there are billions in losses. Despite requests from this committee
and the SBIC industry to work together to develop a solution that would keep this venture
capital available to our fastest-growing small businesses, in this budget, the SBA
proposes throwing in the towel and doing away with a very successful source of equity
capital. Folks, we need the SBA’s investments. If we don’t take the risk, then the country
will not continue to benefit from companies like California Pizza Kitchen and Coinstar,
which are paying dividends of millions in taxes and thousands of jobs.

Of major concem to me is this budget’s request to grant the SBA authority to charge a fee
for 7(a) loans sold on the secondary market. While we all agree that fiscal soundness is
important, this proposed fee seems unnecessary and tantamount to double-booking the
small business lenders and borrowers. The 7(a) secondary market fund has never run out
of money, and it is only a possibility that there will even be a problem. If there is one, it
won’t even happen until 2018, 13 years from now, according to information we were
given last year. There are other ways to address this potential problem than giving
unlimited authority to the SBA to impose any fee it wishes. Further, the accounting
model the SBA uses for the general 7(a) loan program s still not accurate. As anyone
who has followed this program can tell you, inaccurate subsidy rates are not a new
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problem. In the Fiscal Year 2006 budget, we learned that despite the highly touted
“econometric model,” the subsidy rate for the year that just ended was wrong by 70
percent, wasting $42 million in appropriations and charging borrowers and lenders fees
that weren’t even needed. It is a black mark on the Agency and its ability to project the
true cost of its biggest and most far-reaching loan program.

Regarding this budget proposal, I continue to be bothered by the Agency’s rhetoric and
policy justifications that pit its programs against each other, 7(a) against 504, 7(a)
Community Express Loans against Microloans, and PRIME and Microloan Technical
Assistance against Women’s Business Centers, SCORE, and the Small Business
Development Centers. These programs serve different types of small businesses and
different, but worthy purposes, but the budget does not recognize this fact.

In addition, Madam Chair, the President’s fiscal year 2006 budget request, like his fiscal
year 2005 proposal, continues the Administration’s assault on programs that help low-
income, minority, home-based, rural and women entrepreneurs. If Congress accepts the
President’s fiscal year 2006 budget proposal for the Small Business Administration,
entreprencurial development assistance for those who need it most will be decimated.

This year, the President eliminates the Program for Investment in Microentrepreneurs
(PRIME), does away with sustainability centers in the Women’s Business Center
program, cuts $1 million from the Small Business Development Center (SBDC) program,
reduces Native American Outreach assistance by 20 percent, and again provides no
funding for the Business Information Centers (BICs), the SBIR Rural Qutreach Program
(ROP) and the SBIR Federal and State Technology (FAST) program. All of these
programs are designed to provide targeted, expert, and unique assistance to sectors of the
small-business community that have few, if any, other resources. Eliminating these
programs, along with the Microloan program as mentioned above, will drastically
undermine new business startups, cripple long-term micro-enterprise development, and
undermine the ability of states and local communities to grow their economies.

The most critical cuts to entrepreneurial development programs at the SBA proposed by
the President are to the PRIME program, to the Women’s Business Center (WBC)
program, and to Native American Qutreach.

In commenting on the importance of micro-enterprise development, SBA Administrator
Hector Barreto himself has said, “The PRIME program was created to help the smallest
of small businesses. These are entrepreneurs at the most basic stage of starting a business
and who typically require the greatest amount of committed service and guidance. In
order to succeed, they require training and technical assistance that must be accessible.”

Unlike any other SBA program, the PRIME program provides highly in-depth and
intensive, one-on-one business counseling and training. The Small Business
Development Center program defines a “client” as someone who has received two hours
of training. The PRIME program is targeted to help very low-income families, defined as
those at 150 percent of the poverty line or below. A very low-income family of four earns
about $23,000 a year. The International Labor Organization estimates that the return on
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investment in micro-enterprise development (through programs such as PRIME and the
Women'’s Business Centers) ranges from $2.06 to $2.72 for every dollar invested. Micro-
enterprise contributes to our national economy through public tax revenues, private
income increases, and reduced dependence on public assistance, such as TANF.

Last year the SBA awarded PRIME grants to only 16 states and the District of Columbia,
despite receiving the same amount of funding for the program from Congress. Now,
instead of 66 centers nationwide, there are only 27. With the poverty rate continuing to
increase, the need for PRIME assistance is now greater than ever. While access to credit
is vital to microentrepreneurs, for low-income individuals, there is often a severe gap
between their current experience and being credit-worthy. Receiving PRIME technical
assistance can fill that gap and help them become successful in business. Despite this
overwhelming need, the President, for the fifth year in a row, has eliminated PRIME
from his budget.

Also in need of urgent attention is the Women’s Business Center program. The
Administration has repeatedly said that it will not support the most experienced, the most
effective, and the most efficient Women’s Business Centers. On this issue as well, the
Administration continues to be on the wrong side of entrepreneurial development, on the
wrong side of small businesses, and on the wrong side of women. This is a program that
helped 106,000 women entrepreneurs last year alone. Despite repeated success and
improvement, President Bush has proposed near flat funding for the program each year of
his Administration. This year his $12 million request is $500,000 less than the program
received for fiscal year 2005.

A critical part of the WBC program -- sustainability grants, which allow the most
experienced and productive centers to continue receiving funding -- was authorized as a
pilot program that was set to expire in September 2003. That program was written by me,
cosponsored by a bipartisan group of 30 Senators, including Senator Snowe, and passed
in 1999. Repeated requests from the women's business community and strong support
from some leaders on the Hill -- such as Chair Snowe, Congresswoman Nancy Johnson,
the Senate appropriators, and Senate Democrats -- have kept the sustainability program
going. Last year, at the request of Senator Snowe and myself;, the Senate appropriators
gave 48 percent of the programs funding to the sustainability program. However --
because the program was not reauthorized as part of the last-minute SBA reauthorization
that was included in the end-of-the-year Omnibus Appropriations bill -- sustainability is
only funded through fiscal year 2005.

The SBA has testified that the agency is more interested in opening new, inexperienced
centers than continuing those experienced centers that have made up the foundation of
the program for 16 years. Last year, the SBA underfunded the 49 WBCs that receive
sustainability grants. Instead of providing full funding at $125,000, the SBA made grants
ranging from $70,000 to $81,000. This has forced centers to cut back on staff, decrease
assistance, and close their doors altogether. The Women’s Business Centers in
sustainability already represent 39 states and territories. In fiscal year 2006, about 60
percent of the Women’s Business Centers will be in sustainability, and will be forced to
close if the President’s proposals are followed.
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Opening new centers — which on average take two to three years to get up to speed --
instead of fully funding performing and proficient Women’s Business Centers is bad
policy, bad for women, and bad for the economy. Last year, Senator Snowe and I passed
legislation through the full Senate that would have secured the Women’s Business Center
for the long-term. I was extremely disappointed that this legislation was not included in
the SBA’s mini-reauthorization developed in the waning hours of the 108th Congress by
Chair Snowe, Chairman Manzullo and Republican leadership; however, I am optimistic
that Chair Snowe and I will again work together to address this critical issue. Chair
Snowe has been a leader on this issue and I commend her for that. I look forward to
working further with her, my colleagues on the House side, and the Administration to
find a workable solution to this issue.

The Administration is also cutting Native American Qutreach, a program the President
has proposed eliminating altogether for the last two years. This is the only SBA program
tailored to meet the needs of the Native American community. According to a report
released by the U.S. Census Bureau, the “three year average poverty rate for American
Indians and Alaska Natives [from 1998-2000] was 25.9 percent higher than for any other
race groups.” With unemployment as high as 70 percent and poverty rates well above the
national average, Native American commmunities need a comumitment from the Federal
government that we will help. For the past two years, Congress did not adopt the ill-
advised proposals of the Administration for Native American assistance at the SBA and
instead appropriated $2 million and $1 million, respectively, for the last two years. The
SBA, however, failed to establish a definitive, continuing Native American program with
these funds.

Over the past several years, [ have worked closely with my colleagues in Congress to
fund Native American support programs at the SBA. Last year, Senator Snowe and [
included the Native American Small Business Development program in the SBA
Reauthorization bill. This legislation, which was reintroduced by Senators Johnson,
Smith, and me last Congress, would ensure that the SBA’s programs to assist Native
American communities cannot be dissolved by making the SBA’s Office of Native
American Affairs (ONAA) and its Assistant Administrator permanent. Our legislation,
which we plan to reintroduce this Congress, would also create a statutory grant program,
known as the Native American Development grant program, to assist Native Americans
to start and grow small businesses.

Madam Chair, T am deeply concerned with the Administration’s ongoing strategy that
limits transparency and reduces the oversight authority of this Committee by removing
program funding from a line-item in the budget and incorporating them into larger
operating budgets of managing offices. The FY2006 budget rolls funding for the 8(a)
program, HUBZone program, 7(j) program, Native American Qutreach, and U.S. Export
Assistance Centers into the budget of the Government Contracting and Business
Development (GCBD) office, Salaries & Expenses or Agencywide Costs. The removal
from a line-item reduces the authority of this committee to ensure that the funds allocated
to a specific program are applied to that program in an appropriate manner. Instead, once



227

incorporated into the Government Contracting and Business Development budget, those
funds may be used at the discretion of the Associate Administrator of that department.

In general, I do not think the Comumittee should support the proposal to eliminate line-
item funding, but particularly not for services and offices that exist to level the playing
the field for minorities, foster entrepreneurship among the under-served, and serve as an
independent voice for small-business owners. Line-items ensure, to the extent possible,
that the government obligate funds for a purpose that we, the oversight committee, and
the Congress, think are important. These conclusions are often reached after deliberations
like we are having here today, where the public tells us what works and what doesn’t and
why a program is needed. Over the past few years, the Agency has not listened to the
very people who deliver its programs: small business groups and Agency partners. In
some cases, SBA has punished its partners by delaying disbursements or cutting funding,
and the Agency has been less than cooperative with its Committees of Oversight, often
ignoring or delaying even the simplest of oversight requests. Short of extremes like
subpoenas, line items are one of the few effective oversight tools Congress can use with
the Executive Branch. Eliminating them will set a bad precedent.

Even more disturbing is the transfer of research dollars from the jurisdiction of the Chief
Counsel for the Office of Advocacy to the account for Executive Direction, Advocacy
Research is responsible for impartial reports that address the economic impact on small
firms caused by Federal regulations and actions. Independence from political influence is
essential for ensuring accurate and impartial reporting. One such recent report found that
44 firms were incorrectly reported as small and received over $2 billion in Federal
contracts. I have grave concems regarding the ability of the Office of Advocacy to
perform such research without full independence. With the funds being absorbed by the
Administrator’s budget, the research of the Office of Advocacy will lose independence
and would now be conducted at the discretion of the Administrator.

This transfer of funds is a prime example of the need for an Independent Office of
Advocacy bill, which the Chair and I cosponsored in the 108" Congress. This bill will
allow the Office of Advocacy to better represent small business interests before
Congress, Federal agencies, and the Federal Government without fear of reprisal for
disagreeing with the position of any current Administration. I believe this attempt to gain
control over the research conducted by the Office of Advocacy increases the urgency to
pass this legislation. Ilook forward to receiving the commitment of the Chair in
redoubling our efforts to get this legislation passed as soon as possible in the 109™
Congress.

What this budget also doesn’t adequately address is what every small business wants to
know: How are we going to fix the health care crisis in this country for small businesses?
Instead, President Bush's budget request recycles many unpopular proposals from years
past, including his desire to create Association Health Plans for small businesses. I'm
known as an environmentalist, but some things just aren't meant to be recycled. Iremain
strongly opposed to AHPs, and I believe that they will do little to help small businesses
find the relief they so desperately deserve. In fact, the Congressional Budget Office has
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shown that many small businesses will actually be harmed if AHPs are enacted, as they
estimate that premiums will likely go up for four out of five small business workers and
their families. Because AHPs have the potential for such negative consequences, an
unusual array of consumer, provider, insurer, and state organizations has opposed
Association Health Plans. This Committee should join in that opposition.

That's not to say there isn't a crisis. With only 62 percent of small businesses offering
their employees health insurance, we certainly all can agree that we must step forward
with solutions to this persistent problem. However, AHPs are very problematic. I think a
better approach would be to offer small businesses the option to buy into the Federal
Employee Health Benefits Program and to give them substantial tax credits to make it
affordable. By giving small businesses the buying power of purchasing in the large
group market, we solve their access issues. By supplying tax credits, we solve their
affordability crunch. And compared to AHPs, this approach would also ensure more
choices of health plans, better quality coverage, and would strengthen fundamental
consumer protections in the marketplace. I think this is a smart approach that we should
all get behind.

In closing, with respect to the SBA’s proposal to continue its aggressive workforce
transformation efforts, let me say that the words like “streamlining,” “realigning the
Agency’s human capital resources,” and “running itself like a business,” sound very good
in theory, but the SBA’s trade record of implementation has not been good. Take for
example, the SBA’s centralization of 7(a) loan liquidation from around the country to
Herndon, Virginia. Centralizing these functions without leaving any expertise in the field
turned out to be a mistake, Even a year after the center was to be up and running, it is, I
understand, having trouble staying fully staffed and juggling its workload. Suffice it to
say that the Committee will very carefully review any future workforce consolidation or
buyout plans that the SBA may propose.

Again, I thank the Chair for having this important hearing. [ look forward to hearing from
the witnesses, the opinions of my colleagues, and I ask that the full of my remarks be
published in the record along with letters and other written testimony provided to me.
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The Honorable Emest F. Hollings

Ranking Member

Comumittee on Appropriations

Subcommittee on Commerce, Justice, State
and the Judiciary

The Honorable Judd Gregg

Chairman

Committee on Appropriations
Subcommittee on Commerce, Justice, State

and the Judiciary
United States Senate United States Senate
Washington, D.C. 20510 Washington, D.C. 20510
Dear Judd and Fritz:

As the Ranking Democrat of the Committee on Small Business and Entrepreneurship, I am seeking
your support to provide adequate funding for the Small Business Administration (SBA or the Agency)
inFY2004. However, before I describe the needs of the Agency for this upcoming year, I'want to
thank you and your staffs for being so helpful to this Committee over the past few years. Irecoguize
that in general, proportionate to all of those under your jurisdiction, the SBA account is one of the most
technical and difficult and that it has been particularly demanding and complex lately. Ranging from
funding for small businesses hurt by the terrorist attacks of 9/11 to the application of methods to
improve subsidy rates, your Subcommittee has been extremely responsive and worked hard to enact
key provisions that have literally rescued services critical to small businesses and our economy. The
most recent example would be your inclusion of a technical amendment to S. 762, the FY2003
Supplemental Appropriations Act, on behalf of myself, our Chair Senator Snowe, and our colleague
Senator Bennett. That small, obscure change becomes significant and understandable in application
because it will make it possible for small businesses to access an estimated $1 billion in hard-to-obtain
capital. Like me, the small business community is extremely appreciative.

Overview of FY2004 Budget Request
The Administration has requested $798 million for the SBA’s FY2004 budget. While this request is

equal to last year’s, it is not level funding of the Agency’s programs and expenses. In fact, for the third
year in a row, the SBA’s core small business programs are inadequately funded, significantly

cut, or all together eliminated, while the Agency’s administrative expenses have increased. To
adequately fund those core programs, the budget is short about $117 million.! In addition, I ask that
you consider restoring as much as possible of the funding for the New Markets Venture Capital
program that was rescinded in the FY2003 Omnibus Appropriations Act Conference Report.

! $32 million for 7(a) Guaranteed Loans; $1.7 million for microloans; $20 million for microloan
technical assistance; $15 million for PRIME; $7 million for BusinessLINC; $2.5 million for Women’s
Business Centers; $2 million for Native American Outreach; and $37 million for Small Business
Development Centers = $116.9 million).
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Of the four accounts through which the SBA is funded, I am particularly concerned about the budget
requests for loans under the Business Loans Program Account and for entrepreneurial development

programs under the Salaries and Expenses Account.

Business Loans Program Account
The request of funding to support $9.3 billion for the SBA’s largest lending program, known as the 7(a)

Loan Guarantee Program, is a vast improvement over the S7-percent cut requested for FY2003, but it
is unrealigtically low when compared to the past two years of lending activity and the projected volume
for this year. The request repeats the funding “schemes” criticized in the FY2003 Omnibus
Appropriations Act Conference Report, that noted it has left the SBA “depend[ent] on [Congressional]
solutions of separate authorization and appropriation measures,” solutions which would not have

materialized without the support of your Committee.

In review:
For FY2002, the Administration requested a reasonable 7(a) Guaranteed Loan program level

of $10.7 billion, but to fund it proposed eliminating all appropriations and shifting the cost to
borrowers and lenders through increased fees. This was an unworkable solution because the
existing borrower and lender fees were already too high, the result of a seriously inaccurate
subsidy rate. To adequately fund this critical small business lending program, and to treat its
participants fairly, Congress was forced to increase the requested appropriation by roughly
$100 million and to pass legislation to reduce the fees to a fairer level until the SBA corrected
the subsidy rate model. Congress also had to establish and fund a separate emergency 7(a)
loan program, called the STAR program, to complement the SBA’s Economic Injury Disaster
Loans in order to help small business victims of 9/11 throughout the nation. Combined, $11.1
billion was loaned to more than 51,000 small businesses through 7(a) regular and STAR loans,
surpassing the requested program level.

For FY2003, the Administration requested a program level of $4.85 billion, amounting to, as
noted above, a 57-percent cut in loan dollars available to small businesses and 15 percent less
in budget authority. These severe cuts to the 7(a) Loan Guarantee program had two causes:

1) the SBA did not adjust its request to accommodate the Congressionally mandated fee
reductions passed in the previous session, and 2) the Agency did not adequately correct the
continually erroneous subsidy rate as promised to Senators Domenici and Bond, then members
of the Senate Budget Committee, and instead used a dramatically increased subsidy rate of
1.76 percent for the budget request. To stretch the inadequate funding, SBA contended it
could continue to serve the same number of small businesses in need of financing with large
sums of carry-over and a variety of over-simplified programmatic changes, such as steering real
estate loans from the 7(a) program to the 504 program and exclusively making smaller loans.
As the FY2003 Omnibus Appropriations Act Conference Report notes, these schemes never
materialized. To keep from running out of money, the SBA put a cap on the 7(a) loan size,
reducing the maximum amount each small business could borrow from $2 million to $500,000.
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This exacerbated the rationing of capital in the private sector and prevented some small
businesses from expanding and creating new jobs. In spite of the cap, loan volume for FY2003
is running ahead of the FY2002 pace, up 38.1 percent according to the SBA’s latest report.
Total lending volume for FY2003 is estimated to be $11.8 billion when combined with 7(a)

STAR loans, again surpassing the requested program level.

For FY2004, given that the SBA’s programs are counter-cyclical, growing in demand when the
economy is weak and the private sector is tightening or rationing credit, it is not surprising that the
projected demand for 7(a) loans is up to $12.5 billion; small businesses need access to long-term loans
because their monthly payments are lower, enabling them to manage in leaner times. To adequately
address the projected demand for small business capital in FY2004, and to keep from repeating the
problems of the past two years, particularly implementation of another loan cap which has a negative
impact on the subsidy rate, I respectfully request an additional $32 million, for a total $127 million, to
support a program level of $12.5 billion in 7(a) loan guarantees to small businesses.

I have an additional concern about the 7(a) Loan Guarantee Program: the Administration’s lack of
cooperation with Congress and the General Accounting Office (GAO) in our efforts to review and
verify the model. The post-econometric model subsidy rate seems more reasonable, and we

appreciate the work of the SBA, the Office of Management and Budget (OMB) and the Office of
Federal Housing Enterprise Oversight (OFHEO) on the model. However, when the government
obstructs the timely flow of information and withholds information from the GAQ, the Congress and the
public about how the model was developed, it creates questions about the accuracy of the model,

about the methods used to develop the model, and it perpetuates the serious lack of trust between SBA
and the small business community. Further, the public deserves to know what it paid for. I ask that you
join me and the bi-partisan leadership of the House Committee on Small Business in urging the
Administration to cooperate with the GAO in its review of the econometric model by including direction
in the Report to the FY2004 CIS Appropriations bill.

Also problematic is the FY2004 budget request for the SBA’s direct microloan program level of $17
million, down from $26.5 million requested last year and almost $28.5 million provided for in the
FY2003 Omnibus Appropriations Act Conference Report. The budget authority required to fund these
levels is very little, and yet, for the second year in a row, the SBA has requested more money for its
travel budget than for microloans. The FY2004 request is a 36-percent cut compared to last year's
request and more than a 40-percent cut compared to what was provided for in the FY2003 Omnibus
Appropriations Act Conference Report. These cuts represent a serious disconnect between the SBA’s
historical goal of making more small loans and reaching more women and minorities. The SBA justifies
the cut by contending it can accommodate the same borrower through the less expensive 7(a) program.
What this analysis does not include, and what the budget document neglects to disclose, is that 7(a)
lenders themselves refute the contention that their loans are appropriate for the very small microloan
borrowers who often lack experience with credit, that when microlenders tested SBA’s claims and
tried to make microloans through the 7(a) program they did not qualify for approval, and that the
microloan subsidy rate is inaccurate,
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Conventional sources of business credit, such as bank financing, are often beyond the reach of
microentrepeneurs, and the SBA’s microloan program successfully fills a critical role in solving this
problem by funding community-based intermediaries to gain access to credit for the nation’s smallest
businesses. I certainly support efforts to reasonably reduce program costs, but shifting loans to the 7(a)
loan program is nothing more than another probiematic funding scheme, and it sends the wrong
message to the women, veterans, African-Americans and Hispanics who are the main borrowers of
SBA microloans. Further, on page 25 of the SBA'’s budget, the Agency itself supports the need for
increased, not decreased, microloan funding: “The demand for microlending has increased because of
the weakening economy and the increased awareness among potential entrepreneurs of the benefits of
this program.” Consequently, level with my request of last year, I respectfully request an additional
$1.7 million for a total $3.34 million in order to fund a microloan program level of $35 million. Ialso
ask that you continue to urge the SBA to develop more accurate subsidy rate models for all its loan and
financing programs, including the microloan program, in time for the FY2005 budget submission.

For the 504 Loan Program, the SBA’s program to spur economic developrent by helping growing
small businesses buy land, buildings or equipment, the FY2004 budget fails to recognize the increase in
loan demand. The program is growing, up almost 22 percent in lending dollars, with the possibility that
more small businesses could turn to this program if banks ration credit further. Consequently, the small
business community has requested an increase in the 504 lending level, up to $5 billion from the
President’s level request of $4.5 billion. This seems very reasonable given that the program is funded
entirely through borrower and lender fees and requires no appropriations. Unlike the 7(a) loan

program, these long-term loans have fixed rates, cannot be used for working capital, and by law require
a business to create one job for every $35,000 borrowed. Last year, small businesses borrowed $3.2
billion in SBA 504 loans and created an estimated 91,000 jobs. I strongly disagree with the SBA’s
budget proposal to merge this program with the 7(a) program, on the allegation that it is duplicative,
and, consistent with the request of the small business community, ask for you to approve a lending
volume of 35 billion for FY2004.

Salaries and Expenses Account

For the third year in a row, the SBA budget request for non-credit programs and initiatives provided
for under this account is not adequately funded, contradicting statements throughout the budget and the
SBA Administrator’s testimony before Congress regarding the correlation between small business
success and access to training and counseling. These services become more important during a weak
economy when managing a business becomes harder and the vulnerability to bankruptcy is higher. The
budget references information from the Ewing Marion Kauffman Foundation and Dun & Bradstreet that
indicates “80 percent of new businesses discontinue operation within five years because of lack of
‘knowledge’ of key business skills.” Cuts to or inadequate funding of the SBA’s entrepreneurial
development programs are routinely attributed to vague and unfounded claims of duplication. Such
claims mistake a common mission of training and counseling for duplication, ignoring the reality that
small businesses vary greatly and have different needs. Just as it would be ineffective to only have one
type of loan or venture capital financing structure for the 25 million small businesses in this country, it
would be ineffective to water down specialized management and training programs to impose a one-
size-fits-all approach.



233

These programs are cost-effective, returning much more to the economy in taxes and job creation than
the Federal investment. Most of these programs have cost-sharing components with state and local
entities, such as matching grants, so they leverage more for small businesses than the face value of the
Federal grant. Moreover, where these small businesses have the SBA guaranteed loans, business
training and counseling protects the taxpayer investment because the borrower is more likely to operate
a successful business and to repay a loan. A good example is the SBA’s Microloan Program, which
has a necessary and complementary technical assistance component and has had no losses to the
taxpayer since the program was established in 1992.

Unfortunately, the FY2004 SBA budget request of $15 million for the technical assistance component
of the microloan program is not adequate to meet the demand for assistance from micro-borrowers. If
implemented, the FY2004 budget will once again have the effect of reducing access to microloans
because without a sufficient ratio of lending to technical assistance, the lender’s exposure becomes too
risky and it cuts back or stops lending. To service borrowers with outstanding loans and also those
seeking new loans, the SBA’s Microloan Technical Assistance must be funded at $35 million. I,
therefore, respectfully request an additional $20 million for SBA Microloan Technical Assistance.

As important as capital is to entrepreneurs, debt is not always the answer. According to the well-
respected Aspen Institute, 90 percent of micro-entrepreneurs do not seek microloans but instead
training, technical assistance and access to market services. The Program for Investment in
Micro-entrepreneurs (PRIME) fills this need by providing grants to micro-enterprise development
organizations to offer training and counseling to entrepreneurs, 50 percent of which must be used to
belp low-income entrepreneurs, regardless of whether they seek access to capital. For the

third year in a row, the budget eliminates all funding for this program. Irequest the full authorized
amount of $15 million for the PRIME program.

Other necessary non-credit prograrms for small businesses were cut or all together eliminated. For
BusinessLINC I request $7 million, for Women’s Business Centers I request an additional $2.5 million
for a total level of $14.5 billion, and for the Small Business Development Centers I request an
additional $37 million for a total program level of $125 million. Iam very concerned that the
President’s budget eliminates for the third year all funding for BusinessLINC. This program requires a
one-to-one match and is unique in its approach to teaming small businesses with non-governmental
organizations that can have a direct impact on their bottom-line through contracting or mentoring.
While other programs focus on mentoring and training for small businesses seeking to gain contracts
from Federal agencies, BusinessLINC focuses on private-sector, business-to-business links. For the
third year in a row, the Women’s Business Centers were recommended to be funded at $12 million.
Between 1997 and 2002, women-owned businesses increased 14 percent, which is twice the rate of all
firms in the U.S. It makes no sense to freeze funding for women’s business centers when the demand is
increasing. The grants to centers have been cut in past years because of inadequate funding. If we are
to maintain the existing infrastructure of centers and also fund new centers so that women throughout
each state have access to business counseling, which was Congress’ intent when it passed the

Women’s Business Center Sustainability Act in 1999, then the program must be funded at $14.5
million. Finally, the Administration requested $88 million for the Small Business Development Centers
(SBDCs) program. An increase of $37 million for a total $125 million in grants to states is substantial,
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but it is necessary to compensate for funding losses caused by the 2000 Census and to restore matching
funds from the states. Twenty-four states have seen their Federal SBDC funding reduced. They did
not lose funding because they had lost population but because the population in those states did not

grow as fast as the national average.

Last year I supported the President’s request of $1 million for Native American Outreach, and ] am
disappointed that this year the Administration eliminated all funding for it. With an average
unemployment rate on reservations as high as 43 percent, it is inconceivable that one year of outreach is
sufficient to have met our shared goal of building sustainable economic opportunities in those
communities. In the FY2003 Omnibus Appropriations Act Conference Report, the Conferees

provided $2 million for Native American Outreach and said in the Explanatory Report that they “expect
the SBA to develop a strong outreach capacity with this initiative to ensure that underserved Native
American tribes have the opportunity to participate in this program and other SBA non-credit and loan
programs.” Consistent with the level provided for in the FY2003 Omnibus Appropriations Act
Conference Report, I respectfully urge you to provide $2 million for the Native American Qutreach

program in the FY2004 budget.

Separate from the training and counseling programs but still funded under the Salaries and Expenses
Account, the Administration has requested a combined amount of more than $20 million to implement a
plan to restructure the Agency’s workforce and improve service to small businesses. While I support
genuine, reasonable, and affordable improvements to the Agency, I do not support this plan in its
current form and am skeptical of its cost-estimate because it has varied widely from $15 million to $55
million. Furthermore, the SBA should adequately fund its core small business programs before funding

special projects.

Restoration of New Markets Venture Capital Funding

As part of the FY2004 CJS appropriations, I ask that you restore funding that was rescinded in the

FY03 Omnibus Appropriations Bill for the New Markets Venture Capital (NMVC) Program: $10.5
million for guaranteed debentures, and $13.75 million in grants for NMVC technical assistance. In
FY2001, Congress appropriated $22 milltion for debenture guarantees and $30 million in matching

grant financing to support up to fificen NMVC Companies. The first round of funding was obligated in
July 2001, and our Committee had an agreement with the SBA that it would offer a second round of
funding in the fall of 2002. However, as companies spent significant money and time to begin preparing
proposals, SBA broke the agreement and did not issue a solicitation for the second round of funding.
Because the $24.5 million reserved for a second round of funding was not obligated, it was able to be
rescinded.

Trespectfully urge you to restore as much of the funding for this program as possible. The NMVC
program was part of a broad bipartisan initiative agreed to by Speaker Hastert and then-President
Clinton to stimulate investment in low-income urban and rural communities. The other elements of that
agreement included in the Community Renewal Tax Relief Act were the New Markets Tax Credits,
additional empowerment zones, and a new program -- Community Renewal Zones. The goal of the
legislation was to try a number of different approaches to alleviate poverty to better understand what
works the best. With the exception of NMVC, all the other programs are going forward.
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Again, thank you for your support of small business assistance. [ look forward to your continued
support. Please refer any questions to Ms. Kevin Wheeler of my Committee staff at 224-3722,
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FAX: 202-224-8525

February 14, 2005

Hon, John Kerry
Senare Committee on Small Business and Entreprencurship

304 Russell Senate Office Building
Washington DC 20510 1

Re: SBA Women’s Business Centers Appropriations
Dear Senator Kerty,
The Small Busi Administration’s Women’s Busi Center Program consists of 105 non-

profit organizations across this country who serve more than 106,000 entreprencurs each year-
many of whom are low-income or persons of color. The Women’s Economic Self-Sufficiency
“Team (WESST Corp) respectfully requests your attention to the following appropriations needs

for our network of centers and the women we serve:

o  $16.5 million appropriation to provide continued funding to the Women's
Business Center program and its network of 105 centers.

a A 48% ceiling on the sppropriation that will be awarded to existing centers who
have been in the program longer than 5 yesrs (known as sustainability centers).

During 2004, WESST Corp provided training and consultation services to over 2,600 women. Of
these clients, 60 percent were minorities and over 65% were low-income. The resulting
ecopomic impact of our services led to the creation of 174 jobs, the start-up of 80 new businesses
and $24.8 million in gross receipts for the 12 pereent of our clicots who provided rovenue data.
This i ive return on im via the Women's Busil Center grants provides a

P

quantifiable justification for cxpanding this exitical program.

Without these appropriation levels and conditions, Women Business Centers around the country,
including WESST Corp, face reduced private and State match funds, program budget cuts, staff
layoffs and the reality of tuming away p ial and cxisting emall business owners in their time
of need.

The program has proven itself to be 8 success at creating jobs and re-investing in our economy.
Since 1989, Women’s Business Centers have trained and counscled over 500,000 clients,
including over 106,000 in 2003 alone. During a period from 2001 to 2003, the number of
entrepreneurs served nearly doubled (91% increase), the number of new firms created increased
by 376% and fully 46% of the clicnts of women’s business centers are women of color. During
the last ten years, the emterprises counseled by these same women business centers generated an
cstimated cconomic impact of $300 million on an investment of only $37 million — producing a

staggering 15% ROL

Albuquerque » Farmington » Las Cruces « Newcomb » Roswell » Santa Fe » Taos
Www WESST.Org « www.WesstArtisans.com » 8o0.CO.WESST
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Having served as the Exceutive Director of WESST Corp since 1991, T am at a loss as 1o why
significant amounts of time must be spent year afler year 1o fight for the only federal program
specifically focused on women business owners, the fastest growing scctor of our economy. With
economic growth being led by women-owned businesses, one could logically deduce that efforts
to strengthen this sector, via the Women’s Business Center Program, shouid be expanded and
solidified. Yet, unfortunately, year after year, we find ourselves fighting for level funding and
spending countless hours trying to cnsurc that the program is not climinated altogether.

For 12% of WESST Corp clients in New Mexico to have gencratcd $24.8 million in sales
revenues in 2004 suggests, | believe, that efforts to eliminate the Women’s Business Center
Program and reduce or eliminate funding to sustainability centers make neither economic nor
business sense.

Senator Kerry, we are very grateful for your past and continuing support of this vital program.
While miniscule relative to other federal programs, the Women’s Business Center Program plays
a critical role in promoting women’s entrepreneurship, particularly among socially and
economically disadvantaged women.

On behalf of the over 15,000 women WESST Corp has served in New Mexico, we hope we can
count on your leadership during this year as we once again work to ensure the ongoing stability of
the Women’s Business Center Program.

Sincerely,
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PENNSYLVANIA

WOMEN'S
BUSENESS
CENTER

February 15, 2005

The Honorable John Kerry

304 Russell Building

Third Floor

Washington, DC 20510 1903

Re: SBA Women's Business Centers Appropriations

Dear Senator Kerry,

The Small Business Adminisiration's Women’s Businesa Center Progr ists of 105 non-profit
organizations across this country who serve more than 106,000 entrepreneurs each year- many of whom are
low-income or persons of color. Penmaylvania Wornen's Business Center, a division of Community First
Fund, respectfully requests your attention to the following approprizations necds for our center and the
WOmen we serve:
¢ $16.5 millien appropriation to provide continaed funding to the Women Business Center
program and ity network of 104 centers,
o A 43% ceiling ou the appropriation that will be awarded to existing centers who have
been in the program longer thau 5 years (known as sustainability centers).

Because of the SBA funding, Pennsylvania Women's Business Center has been able to leverage funding
Jrom individuals, banks, community foundations and state economic developmens agencies. The fotal
Junding allows our organization to serve more than 300 cllents per year with oxe-on-one counseling,
classroom training and afferdable loon capital

Without these appropriation levels and conditions, Women’s Business Centers aronnd the country,
including ours, face reduced private and State match funds, program budget cuts, staff layoffs and the
reality of turning away potential and existing small business owners in their time of need.

The program has proven itself to be a success at creating jobs and re-investing in our economy, Women's
Bugsiness Centers since 1989 have trained and counseled over 500,000 clients, inctuding over 106,000 in
2003 alope. During a period from 2001 to 2003, the mumber of entreprencans served nearly doubled (91%
increase), the number of new firms created increased by 376% and fully 46% of the clients of Women’s
Buasiness Centers were women of color. During the last ten years, the enterprises counseled by these same
Women’s Business Centers g d an estimated ic impact of $500 million on an investment of
only $37 million - producing a staggering 13% ROIL.

Thank you for allowing us to continue to serve the businesswomen of this great country today and
tomormow,

Knowledge « Capital » Advocacy

30 W. Crangs Straet
PO Box 324 .
Lancaster PA 17608-0524
Phonm 7T17-393-2384 Fax 717.393-1757
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” Southern

Good Faith Fund
Building communities. Changing lives. ’
February 16,2005

Hon. Olympia 1. Snowe
Senate Committee on Small Business and Entrepreneurship

154 Russell Senate Office Building
Washington DC 20510 1903

Re: SBA Women's Business Cenlers Appropriations
Dear Senator Snowe,

The Small Business Administration’s Women's Business Center Program consists of 105 non-
profit organizations across this country who serve more than 106,000 entrepreneurs each year-
many of which are low-income or persons of color, Southern Good Faith Fund's Arkansas
Women’s Business Development Center (ARWBDC) respectfully requests your attention to the
following appropriations needs for our center and the women we serve:

¢ $16.5 million appropriation to provide continued funding to the Women
Business Center program and its network of 104 centers.

* A 48% ceiling on the appropriation that will be awarded to existing centers who
have been in the program longer than 5 years (known as sustainability centers).

Without these appropriation levels and conditions, Women Business Centers around the country
including ours face reduced private and State match funds, program budget cuts, staff layoffs and
the reality of turning away potential and existing small business owners in their time of nced. The
ARWBDC serves over 800 women a year in the Arkansas Delta. We provide counseling,
technica] assistance, training, and access to financing, Over the past few years, we have been
able to leverage over $400,000 because of the SBA grant.

The program has proven itself to be a success at creating jobs and re-investing in our economy.
Women’s business centers since 1989 have trained and counseled over 500,000 clients, including
over 106,000 in 2003 alone. During a period from 2001 to 2003, the number of entrepreneurs
scrved nearly doubled (91% increase), the number of new firms created incrvased by 376% and
fully 46% of the clients of women’s business centers are women of color, During the last ten
years, the enterprises counseled by these same women business centers generated an estimated
economic impact of $500 million on an investment of only$37 million ~ producing a staggeting
13% ROL

Thauk you for allowing us to continue to serve the businesswomen of this great country today and
tomorrow,

Si;ccrely, W

Angela Duran
President, Southern Good Faith Fund

1123 Sauth University, Suite 1018  Little Rock, Arkansas 72204 phone 501.661.0322  fax 507.537.1193
www.goodfaithfund.org
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February 16,2005

Hon. John Kerry X
Senats Committec on Smal} Business and Enteegrencurship
304 Russell Bldg.

Third Floor

Washington D.C. 20510

Re: SBA Women's Business Centars Appropriations
Dear Scoator Kerry,

The Small Busincss Administration’s Women’s Business Center Program consists of 105 non-
profit organizations across this country who serve more than 106,000 entrepreneurs each year-
many of whom arc Tow~income or persons of color. The Women’s Center of Fayetteville
respectfuully requests your attention to the following appropriations needs for our center and the
women we serve;
*  3$16.5 million appropriation to provide continued funding to the Women
Business Center program and its network of 104 centers.
* A 48% ceiling on the appropriation that will be awarded to cxisting centers who
have been in the program longer thun 5 yeurs (known as sustainability centers).

The Women’s Center of Fayetteville provides services to Cumberland and surr
counties and sometlmes beyond. During the 2004 grant period we served 882 (6414) persans.

With the addition of two loan programs we anticipate thiy increas
The center is continuously pursuing other grant monies and ways to becoms self-sustabrlng‘

Without these appropriation levels and conditions, Women’s Business Centers around the
country, including ours, face reduced private and State match funds, program budget cuts, stafl
layoffs and the reality of wming away potential and existing small business owners in their time
of nced,

The program has proven itsclf 10 be 2 success at creating jobs and re-investing in our economy.
Women's Business Centers since 1989 have trained and counseled over $00,000 clients,
including over 106,000 in 2003 alonc. During a period from 2001 to 2003, the number of
entreprencurs served nearly doubled (91% increase), the number of new firms created increased
by 376% and fully 46% of the clients of Women's Business Centers were women of color.
During the last ten years, the enterprises counseled by these same Women's Business Centers
pencrated an estimated economic impact of $500 million on an investment of only$37 million -
" producing a staggering 13% ROL

Thank you for aliowing us to continue to serve the businesswomen of this greal country today and
tomorrow,

Sincerely,

Judi SE;Q

Director, WBC

BOARD OF DIRECTORS
Dr-&\ddu:acndcyhmdmx Augosa Dickerson-Newman, Viee-Prwidens MH@LW'G«MMTM
Reucker Ash * Garzess Davis * Sharos Jolferson * Lyna K. Kelly ¢ Kalvin McDanel * Irma Mongea
'DﬂnOvmu’Mkh:lw * Mielvs Rena » Seove Smeces o Dr Asad Tavakoli * De. Joha Tiaskey * Cyudiin
Sylvia G, Ray, Evecterive Director « Harnah Holt & Caxdos Zakowekl, Advisory Bourd Members
Post Office Box 2584 + Fyctterille, Norch Carolins 28302 » 230 Hay Street « Tekephone (910) 323-3377 « Fax {910) 323-3828 « Web Sivus wovwweoborg
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KANSAS WOMEN’S BUSINESS CENTER

February 14, 2005

Honoable John Kerry
U. 8. Senator )
Sepate Commmittee on Small Business and Entreprepeurship

304 Russell Scnate Office Building, Third Floor
‘Washington DC 20510 1503

Re: SBA Women's Business Centers Appropriations

Dear Senator Kerry,

The Small Business Administration’s Women's Business Center Program consists of 105
non-profit organizations across this country that serve more than 106,000 euntreprencurs
each year- many of which are low-income or persons of color. Kansas Women's Business
Center respectfully requests your attention to the following appropriations needs for our
center and the women we serve:

«  $16.5 million appropriation to provide continued funding to the Women
Business Center program and its network of 104 centers.

« A 48% ceiling on the appropriation that will be awarded to existing centers
who have been in the program lenger than 5 years (known as sustainability
centers).

‘Without these appropriation levels and conditions, Women Business Centers around the
country including ours face reduced private and State match funds, program budget cuts,
staff layoffs and the reality of turning away potential and existing small business owners in
their time of need,

The program has proven itself to be a success at creating jobs and re~investing in our
economy. Wormnen’s business centers sinice 1989 have trained and counseled over 500,000
clients, including over 106,000 in 2003 alone. During  peried from 2001 to 2003, the
number of entrepreneurs served neatly double (91% increase), the number of new firms
created increased by 376% and fully 46% of the clients of women's business centers are
women of color. During the last ten years, the emtcrpnses counscled by these, amue women
business centers generated an estimated economic impact of $500‘m.ﬂhon ot
of only§37 million ~ producing a staggering 13%, R@L G e

Thank you for allowing us to continue to ssxw the busmesswomen of this great country
toduy and tomorrow, S

Sincerely,
M 23
Sherry Tumer Gl

Executive Dircotor

E327 BLUATACRET SrRERT
LEN@¥a, Ka
PHONE 913,442 KWBO
TAX VL3583
WWW HANEASWE G o

Y Frvsporron o s Eatapoise Wontar of Filoon County
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E O S SR T -

NatioNaL WoMEN's
Busingss CouncriL

. ADVISORS 10 THE PRESIDENT,
B CANGRESS AND THE 58A

February 14, 2005

Honorable John Ketty

Ranking Member

Senate Committee on Small Business and Entrepteneurship
428A Russell Senate Office Building

Washington, DC 20510

Via fax: 202-228-1814

Dear Senator Kerry:

Thank you for the Comrvittee’s request to comment upon matters pertaining to the U.S. Sroall
Business Administration’s proposed budget for fiscal year 2006. In accordance with the advisory
authority granted us in Public Law 100-553, and on behalf of Chair Marilyn Carlson Nelson and the
other members of the Natonal Women’s Business Council, I atn writing you and Senator Snowe
today to offer the thoughts of the Council on matters related to the Women’s Business Center
progtam, and other SBA-managed programs of concem to the Nation’s women business owners.

Fisst of all, we are gratified that, while many domestic progtams have been cut ot slated fot removal,
the only two programs in the Federal government focused specifically and exclusively on women-
owned businesses—the National Women’s Business Council and the SBA’s Office of Women's
Business Ownetship—remain at prior-year funding levels, We support the $12 million proposed for
the Women’s Business Center program and the $750,000 slated fot Council operations. While we
know that we could accomplish so much mote with increased funding, we are aware of the
circumstances under which we ate operating currently.

The National Women’s Business Council urges Congtess to ensure that the budget for the Women’s
Business Center program continue to be apportioned most appropriately to casure that the greatest
number of clients are served, The current agreement, allocating 48% of funds to existing centers,
should be continued, and the Coundil believes that funding should continue to be extended to
centers that meet their performance goals regatdless of the number of years they have been in
operation. This program is an investment in economic growth and job creation; one that yields 2
significant return on that investment. Indeed, the Council c issioned a study, released last
summer, which showed that between 2001 and 2003, the $36.5 million investment in the program
generated $500 million in gross business receipts, and helped to create 6,600 new businesses and
12,719 new jobs.

The Council is concerned with the proposed elimination of the SBAs 7(tm) Microloan program.
While the SBA suggests that the clients of this program could be served by the 7(a) program, the
microloan program has unique characteristics that would not likely be offered by traditional lenders.
In this program, as you know, grants are made to intermediary organizations, which typically
combine smaller loans with training and techaical assistance, This is the loan program with the

409 Trmp STREET, SW = SUITE 210 + WasHINGTON, DC 20024 1 p: +1.202.205.3850 1 & +1.202.205.6825 " WWW.NWBL.GOV
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greatest reach to women business owners. According to a recent NWBC analysis of SBA loan
program performance over the past five years, fully 45% of 7(m) program loans, and 44% of the
dollars lent in the program, went to women-owned businesses in FY2003—significantly greater
shates than any other SBA loan program. The unique characteristics of this program, and its
excellent teach into the women’s business community, would be lost if it were combined with the
7{a) program.

The Council continues to be concerned about the unintended consequences of the zero subsidy
approach to the 7(a) loan program., as well as zero funding of the 504 and SBIC programs. While it
is clear that changes in the 7(a) program needed to be made to avoid any future suspension of
program operations, such as that which happened last year when the gusrantee ceiling was reached,
the Council continues to believe that raising the fees charged to banks and reducing the SBA
guatantee rate may actoally act to reduce the amount of capital available to small busi Such
actions would seem to shift mote responsibility to financial institutions, which may not be as willing
to make smaller, dskier Joans to small businesses if their fees are higher and guarantee rates ate
lower. It is precisely those businesses for whom this loan program is designed——not the business
that could have got a bank loan without an SBA guarantee. SBIC outteach to women-owned firms
may suffer a similar fate under a zezo subsidy approach.

We look forward to continued dialogue with the Committee and with the SBA as these issues ate
discussed during the course of the year. The National Women's Business Council is honored to
represent the Nation’s estimated 15.6 million women business owners——sole proptietors, majority
owners and equally-owned firms altke—as well as countless other would-be women business
owners. Thank you for requesting our input on these matters.

Sincerely,
e R Weeks
Executive Director
On behalf of the members of the National Women’s Business Council (see below)

Maxlyn Catlson Nelson, Chair
Chairman & CEO, Carlson Companies, Inc.

Mianeapolis, MN
Individual Membets
E. Jean Johnson Association of Women’s Business Centess
President and CEO, Legal WATCH Ann Maric Almeids, CEO
Houston, TX
National Assaciztion of Women Business Owners
Lautie McDonald Jonsson Mary MacRae, Past National President
President and CEOQ, Stellar International
Seattle, WA U.S. Hispanic Chamber of C: e

Maria Guadalupe Taxman, Board Member
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Karen Kerrigan
President, Women Entreprencurs, Inc, Women Impacting Public Policy
Washington, DC Terry Neese, President aad Co-Founder
Claudia Laitd Women Presidents’ Otganization
Vice President, Ability Center Marsha Firestone, President
San Diego, CA
Women’s Business Enterprise National Council
Sheri Orlowitz Susan Phillips Bati, President
Chaitman and CEQ, Shan Industries, LLC
Washington, DC

Annie Presley Selanders
Principal and Owner, The McKellar Group, Inc.
Kansas City, MO

Susan Wilson Solovic
CEQ, SBTV.com
St. Louis, MO
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1100 Mercantile Lane, Suite 1154 + Largo , MD 20774
ST EBESsSCC Ph: 301-583-4648 - Fx: 301-772-8392

nority Business Summit Committee

February 15, 2005

Senate Committee on Small Business
and Entrepreneurship

428A Russell Senate Office Building

Washington DC 20510

Chairwoman Snowe, Ranking Member Kerry and the other Members of the Committee:

Thank you for giving the Minority Business Summit Committee (MBSC) the opportunity to
provide written testimony concerning the Small Business Administration’s (SBA) FY 2006
Budget Request. The MBSC is comprised of national and regional small and minority
trade/membership associations, representing over 25, 000 small businesses. Additionally, the
MBSC is in active collaboration with Woman-Owned, Service Disabled Veteran and HUBZone
trade associations and businesses.

The MBSC is concerned that the SBA’s budget request does not provide sufficient resources to
enable SBA to fulfill its mission of providing guidance concerning Federal small business
programs, goals and performance oversight wnth respect to small business set-asides at each
agency to ensure that these ag are g the requisite small busi prime and
subcomractmg goals. As you are aware, Pubhc Law 97-219 prescribes that in order to fulfill the

“statutory requirements relating to small business concerns, contracting officers may set aside
solicitations to allow only such business concerns to compete. This includes contract actions
conducted under the Small Business Innovation Research Program. No separate justification or
determination and findings are required under this part to sef aside a contract action for small
business concemns.”

In this regard, the MBSC is concerned about the following issues with respect to SBA’s FY 2006
Budget Request:

7(j), HUBZone aud 8(a) Funding

The funding for the 7(j), HUBZone, and 8(a) programs appears to be lumped into the overall
budget of the Government Contracting and Business Development (GCBD) office. This change
will make it very difficult to o effectively monitor the implementation and progress of these
important small business programs. Additionally, as a result of this change, there is no guarantee
that the funding allocations for these programs will continue in the future since these funds may
business used at the discretion of the GCBD. The funding allocations for these programs should
be listed as separate line items in SBA’s Budget Request.

Office of Advecacy

The FY 2006 budget transfers $1.3 million in funds available for Advocacy Research from a line
item and incorporates it into the budget for Executive Direction. Advocacy Research is
responsible for impartial reports that address the economic impact on smali firms caused by
Federal regulations and actions, such as the recent findings that large businesses were
inaccurately credited (over $2 billion) for receiving small business contract awards. The Office
of Advocacy serves a vital and important role as an independent voice concerning small business
issues in our nation. It is for this reason, that the Office of Advocacy should have a separate and
independent funding account in order to better rep small busi 3
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Women’s Procurement Program and Women’s Business Center Program

The Women’s Procurement Program and the Women’s Business Center Program did not receive
any funds in the FY 2006 budget. The Small Business Reauthorization Act of 2000 allows
Women-Owned Small Business (WOSB) Set-Asides for requirements in an industry where they
have been substantially underrepresented. The Women’s Business Center (WBC) Program
provides training and technical assistance to women starting or expanding their business. The
WBC has been able to assist thousands of women-owned businesses across the county. Funding
for both of these important programs need to be restored.

Procurement Center Representatives

SBA’s FY 2006 includes an inadequate funding increase for Procurement Center Representatives
(PCRs). SBA has proposed an increase of 6 PCRs which would be a total number PCRs to 56 in
the Federal government. PCR’s are responsible for monitoring procurements (especially those
that are bundled) and working to increase small business market share by initiating small business
set-asides and ensuring sufficient subcontracting procurement opportunities, One of the most
important functions of the PCR takes place at the pre-acquisition phase of the procurement
process. There is evidence that government program and project officials are not adequately
performing the market research responsibilities given the inordinate number of solicitations that
are bundled and become Government-wide Acquisition Contracts (GWACs).

It is for this reason that there needs to be a substantial increase in the total number of PCR’s
monitoring Federa! procurements. This 6 PCR increase included in the SBA’s budget does not
provide SBA with adequate coverage to fulfill obligations of this important responsibility. In last
Yyear’s reauthorization, there was bipartisan support to increase the number of PCRs to the 46 that
were assigned to major procurement centers, in addition to a minimum of one per state. This
would have resulted in a total of 96 PCRs. In order to effectively monitor procurements more
professionals are needed.

Again, we thank you for taking time to address our concerns. We have confidence that you will
act in the best interests of small and minority businesses throughout our nation. Should you
require additional information, please do not hesitate to contact me at 301.583.4648. We look
forward to continuing to work with you on behalf of the small business community.

Sincerely,

. <
ﬂm N W? W [ et
Anthony W. Robinson, Esq.
MBSC Chairman &
President and CEOQ
Minority Business Enterprise Legal
Defense and Education Fund, Inc.
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Tl!e nssocianon fOI'

in Technologv, Inc.

February 17, 2005

Senate Committee on Small Business
and Entreprencurship

428A Russell Senate Office Building

Washington DC 20510

Dear Chairwoman Snowe, Ranking Member Kerry and Committee Members:

The Association for Small Businesses in Technology, Inc. (ASBT) is pleased to submit
written testimony concerning the Smal! Business Administration’s (SBA) FY06 Budget
Request. We have also appreciated the opportunity to work with the staff of the Senate
Committee on Small Business and Entrepreneurship as well as the SBA to address and
resolve small business issues. ASBT is affiliated with the Minority Business Summit
Committee (MBSC). Collectively, we represent the interests of over 25,000 small
businesses in the United States.

ASBT’s mission is to praomote, protect, and grow the federal, state and local market share
of small and small disadvantaged businesses in the information technology, engineering
and logistic support industries. ASBT’s 2005 objectives include:

1) To increase the Federal government market share in the government
technology market for small businesses in technology by advocating for the
promotion of those OSDBU Directors who have exceeded their goals for 2
consecutive years;

2) To streamline the procurement regulatory requirements in order to increase
competition in the small business community by removing barriers established
by GSA which reduce market share for small businesses;

3) To advocate and promote small businesses in technology to Executive
Managers in Federal agencies and require Cabinet Officers to publicly support
small businesses in technology;

4) To advocate for an appropriately amended SBA Size Standard Proposal;

Carlyle Crescent Center, 1940 Duke Street, Suite 200, Alexandria V4 22314
703.684.3150, 703.548.9446 fax
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5) To educate the small business community about converting full and open size
bids to small business classification bids; and

6) To work with the Administration, Congress, the Office of Management and
Budget, the Office of Federal Procurement and the Small Business
Administration to develop a new approach for making the Subcontracting
Program more effective.

The most important issues that ASBT continues to address include: contract bundling; the
monitoring of Federal procurements; and Federal small business market share. With
respect to SBA’s FY06 Budget Request, ASBT is concerned about the following:

1

2)

Procurement Center Representatives (PCR)

SBA has included in its budget request funding for six (6) additional PCR’s and
funding for an e-PCR initiative. It is the PCR’s responsibility to work with
contracting officers, procurement officials and Federal agency small and
disadvantaged business representatives to set-aside procurements and work to
increase small business procurement opportunities. As a result of ASBT’s
advocacy work, it is very evident that there are not enough PCR’s to fulfill this
obligation government-wide. Additionally, if SBA implements its e-PCR
initiative, there will still be a need for individuals to monitor these procurements.
Therefore, a 6 PCR increase is not sufficient. Adding 6 PCR’s will only bring the
total number of PCRs working in the Federal government to fifty-six (56). Last
year, the Senate Committee on Small Business and Entrepreneurship, in a
bipartisan effort, recommended that SBA hire an additional forty-six (46) PCRs
which would have brought the PCR total (1 per state and 1 per major procurement
center) to ninety-six (96). ASBT strongly recommends that this Committee
consider including funding for more PCR’s in order to effectively monitor Federal
procurements.

SBA Office of Advocacy

The SBA Office of Advocacy plays an important role in providing counsel and
advice to Congress and Federal agencies concerning small business issues. It is
for this reason that ASBT is concerned that SBA’s FY06 Budget Request removes
funds available for Advocacy Research from a line item under non-credit
programs and incorporates it into the budget for Executive Direction. Recently,
the work of the Office of Advocacy brought to the Federal government’s and our
nation’s attention the fact that large businesses incorrectly received contract
awards that were reported as small. The Office of Advocacy’s funding needs to
remain independent of the SBA in order to remain an impartial entity that
advocates on behalf of small businesses throughout our nation.

Carlyle Crescent Center, 1940 Duke Street, Suite 200, Alexandria VA 22314

703.684.3150, 703.548.9446 fax
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3) 7() Technical Assistance

ASBT is pleased that the SBA increased funding for the 7(j) technical assistance
program from $1.5 million in FY 2005 to $2 million in FY2006, a program
designed to provide assistance to emerging and developing small businesses.
However, as a result of the increase in the need for technical assistance because of
the Federal Service Disabled Veteran and HUBZone Programs, ASBT would like
to see an additional increase in funding for this program.

It is our hope that this Committee will address ASBT’s concerns with respect to SBA’s
FY06 Budget Request. In addition, please be advised that ASBT takes its advocacy role
very seriously and we look forward to continuing to work with SBA and you to continue
resolving small business concerrs.

Thank you for your immediate attention to this matter.

Tewkaneds V. Galave Mo B0l =
>

Fernando V. Galaviz Marvin H. Masterson, Esq.
Chairman of the Board Executive Director

Carlyle Crescent Center, 1940 Duke Street, Suite 200, Alexandria VA 22314
703.684.3150, 703.548.9446 fux
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PILIERO, MAZZA & PARGAMENT rLic
ATTORNEYS AT LAW
FARRAGUT SQUARE

888 17TH STREET, N.W.
WASHINGTON, D.C. 20006

DANIEL J, PILIERO I} (202) 857-1000
{1842-1990) FAX (202) 857-0200

PAMELA J. MAZZA

JEFFREY J. PARGAMENT pmp@pmplawfirm.com

ANDREW P, HALLOWELL www.pmiplawfirm.com

ANTONIO R, FRANCO
PHILIP M. DEARBORN il
FRANK C, GULIN
JENNAFER M. SEELEY

NAN KARGAHI
JENNIFER M. MORRISON

February 16, 2005

VIA FACSIMILE AND E-MAIL

United States Senate

The Honorable Olympia Snowe

Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

Washington, DC 20510

Re:  The President's FY 2006 SBA Budget Request
Dear Senator Snowe:

On behalf of the law offices of Piliero, Mazza & Pargament PLLC (“PMP”), we
respectfully submit the following comments concerning the FY 2006 budget request for the
United States Small Business Administration (“SBA” or “the agency”). Our firm specializes in
assisting American small businesses in understanding and negotiating the legal landscape of state
and federal small business procurement programs. As such, our comments focus specifically on
the SBA’s Congressional mandate, expressed in the Small Business Act, as amended (“the Act™),
to help American small businesses participate in the federal procurement market.

1 Introduction

American small businesses are a driving force in our country’s economy. Firms that are
not dominant in their field create three in four new jobs and employ 99% of the American
workforce. By incubating a strearn of new small businesses, SBA provides American consumers
and taxpayers the benefits of lower barriers to access, additional competition, and continuous
innovation. Furthermore, by providing disadvantaged individuals and groups with opportunities
through the federal government’s sizable procurement activities, the SBA aids in redressing the
socioeconomic consequences of historical events. Throughout the federal govermment, no
agency serves the interests of small business entrepreneurs more diligently than the SBA.
Accordingly, it is incumbent on the Executive and Legislative branch to provide sufficient
funding and effective oversight to allow SBA to continue serving its mission. It is our opinion
that the 2006 SBA budget request is not adequate to do so, particularly because of cuts in key
outreach and training programs. Following are a few key points illustrating why we think so.
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IL. Priorities for Mid-Size Concerns

Developing a stable of small businesses that serve the procurement needs of the federal
government is a major goal of the SBA, and helping small businesses to flourish in this market is
instrumental to other SBA goals. Given the quantity of taxpayer funds invested in the agency,
close attention is warranted when, despite SBA’s best outreach, training, and business
development efforts, many small businesses fail after receiving SBA assistance. When trends in
business failures are discernable, it is important to analyze any lessons that can be leamned to
increase the agency’s cost-effectiveness by revising policies and programs. We believe that
market conditions warrant such attention directed to mid-size businesses-~those that recently
exceeded or will soon exceed SBA size standards.

We have identified several factors contributing to failures among small businesses
engaged in federal contracting, and we believe that SBA’s budget should reflect the urgency of
addressing these trends. First, small contractors are facing an ever quicker and more volatile
infancy as a result of the ballooning size of federal contracts. Intuitively, one would think that
the award of large, long-term contracts would provide stability and predictability for a small
business. However, such procurements can push small businesses above applicable size
standards, often disqualifying them from SBA assistance before they are able to master business
activities key to survival as viable enterprises.

Second, the dilemuma of the mid-size business is made worse by size standards, applicable
to a high volume of procurements, that have not been revised to reflect dramatic changes in
acquxsxtxon practices, particularly the shift from the acquisition of goods to the acquisition of
services. Growth in the size of procurements and continued mergers and acquisitions among
large contractors contribute to a widening gap between firms that scarcely exceed size standards
and those that actually dominate their field. We encourage the Senate Committee on Small
business to monitor any regulations arising from the recent advanced notice of proposed
rulemaking on size standards, and insure that SBA has adequate resources to address this issue.

Third, because agency goal setting has been so effective in incentivizing small business
utilization by contracting officers, we respectfully suggest that any proposal to allow agencies to
count small business subcontracts toward goals is unnecessary and unwise. Doing so would
reduce the quantity of business opportunities available to small businesses and diminish the
quality of the experience small businesses acquire. Contract administration cxperience attained
by assuming the responsibility of a prime contractor is qualitatively superior to experience
gamed as a subcontractor, and providing this experience in the form of prime contract assistance
is key to insuring viable small businesses. Moreover, the status of prime contractor leads small
businesses into a wider variety of operations, as compared to piecemeal subcontracts. Without
emphasis on prime contract opportunities, small businesses in the federal marketplace are likely
to fail at a greater rate, benefits of competition in the federal marketplace will recede, and the
federal government’s procurement options and value for money will inevitably diminish.
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Fourth, the investment of SBA resources into aggressive size status recertification efforts
is an ineffective allocation of SBA resources. This issue is illustrated by the effect of recent
regulations requiring size recertification at the time a small business contract is novated so that
the procuring agency can determine whether to continue taking credit toward its small business
utilization goal. This form of recertification encourages contracting officers to terminate
contracts or stop issuing task orders that will no longer count toward their agency’s small
business goal. In turn, recertification leads to additional demands for the time and taxpayer-
funded resources of already-strained contracting officers who must re-let an increased number of
contracts and revise long-term agency procurement plans. Of course, no business has the
unqualified right to profit, and regulatory burdens that prevent misconduct can be sound and
rational. However, we respectfully submit that SBA should consider whether a more narrowly-
tailored policy can be formulated that will not counteract the taxpayer-funded efforts of the SBA
by harming the very same small businesses that the agency serves.

1 Procurement Center Representatives

With respect to business development for small contracting firms, few SBA activities
rival the importance of the work done by Procurement Center Representatives (“PCRs™). Their
efforts directly result in a growing supply of business opportunities for American small
businesses. Generating this demand and facilitating supply is the core of SBA’s goals for small
business government contractors. Thus, we applaud the consistent funding levels in the FY 2006
budget for PCRs and PCR training, we commend their dedicated efforts, and we encourage any
measure that would expand their ranks and improve their resources,

IV.  Outreach and Training

Among SBA’s most valuable efforts are those focused on increasing entrepreneurship
and business ownership among demographic groups that, historically, have succeeded at
abnormally low rates in small business and in the federal acquisition market. Among these
groups are women, minorities, veterans (particularly service-disabled veterans), and residents of
historically underutilized business zones. SBA outreach and training activities encourage the
formation of nascent small businesses owned by socially and economically disadvantaged
individuals. Inadequate funding for these activities sends a terrible message that the federal
government is disinterested in the success of these groups. Thus, we suggest that the Senate
Committee on Small Business restore funding for several outreach and technical assistance
programs that the FY 2006 SBA Budget proposes to cut, including PRIME Technical Assistance,
Native American Outreach, and Women’s Business Center grants,

Such programs are key to enhancing the economic activity and prospects of the most
disadvantaged communities in America, and are more than justified by their positive economic
impagcts, such as creation, increased business ownership, and reduced dependence on far costlier
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entitlement programs. For example, the SBA has clearly contributed to gains in the condition of
Native Americans that were recently reported by Harvard University: business ownership
among Native Americans is up to 200,000 in 2003 compared to just five in 1979; per-capita
income of Native Americans grew by 1/3 between 1990 and 2000; and over the same period, on
non-gaming reservations, unemployment dropped 2.5% while poverty dropped 7%. Rather than
viewing these outreach programs as expendable, we urge the Senate Small Business Committee
to consider that increasing funding for outreach and tfraining is actually a fiscal discipline
measure precisely because it leads to more income and other tax revenues, decreased entitlement
spending, and more competitive acquisition prices.

V. Trade Assistance

The SBA’s success in business development assistance has resulted in a substantial group
of highly qualified small businesses working in industries that require substantial capital,
technical knowledge, and experience. With advances in trade liberalization and globalization,
American small businesses are discovering new opportunities to serve customers worldwide.
We applaud and encourage the SBA’s budget request for activities involving trade agreements,
international economic policy, and national export strategy. To further these goals, we believe
that the federal government can aid SBA’s trade assistance efforts by opening up a portion of the
federal procurement market that has, heretofore, been closed to SBA business development
activities. We believe that the Executive and Legislative branches should provide clear authority
for SBA to apply the Act to federal procurements requiring performance outside the continental
United States.

Three years after passage of the Act, a regulation was implemented, absent any
Congressional authority, to constrain its applicability to within the United States and its outlying
areas. Now, almost forty-five years later, the domestic and intemnational economies have
undergone revolutionary changes, and the time is ripe to shift SBA’s attention and resources
toward opening up overseas markets to American small businesses. Just as domestic government
contracts have been a steppingstone to commercial success for countless small businesses, we
believe that opportunities in overseas government contracts can be a steppingstone for a new
generation of entrepreneurs. With the indefinite duration and high cost of the Global War on
Terror; injecting the competition and innovation characteristic of American small businesses into
this market conld spur new opportunities in the international marketplace.

VI Conclusion

To summarize, we are concerned to see that much of the SBA’s FY2006 budget request
denies stable funding for SBA outreach and training activities. We believe that the current
success of business development programs evidences that SBA is an effective steward of
taxpayer funding. Furthermore, it is our opinion that the present personnel and programs of the
SBA provide taxpayers and entrepreneurs with tangible benefits that justify increased, not
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decreased, financial support. On behalf of the law firm of Piliero, Mazza & Pargament, PLLC, I
would like to sincerely thank you for the opportunity to provide our comments. If you have any
questions or concerns about our comments, please do not hesitate to contact us,

With kjnd regards,

Paﬁ@ Esq. 2;
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Madam Chair and members of the Committee, I am pleased to submit the views
of Women Impacting Public Policy (WIPP) on the proposed FY2006 budget for the
Small Business Administration (SBA). WIPP, a bipartisan nonprofit organization,
represents 505,000 women in business nationwide and 29 women business associations
united in one voice.

Overall, the SBA has played a major role in encouraging the sector of the
economy that has experienced growth and created jobs— small business. Women
business owners have benefited greatly from the programs at the SBA and we commend
the SBA on their ability to serve the needs of women who are starting and growing their
businesses.

As businesswomen, we do not subscribe to the theory that a decrease in funding
for the SBA equals lack of support for small business. In fact, we support efforts by the
SBA to act more like a small business, taking into account the effectiveness of the
programs and the numbers of “customers” they serve. We note that the SBA has taken
steps similar to a business in evaluating their programs by using outcome measures and
tracking number of small businesses served, for every program. .

The SBA, in its budget request for $592.9 million in FY06, makes what WIPP
considers, a significant change in its budget request. Instead of keeping line item
funding requests for its programs, it takes significant portions of its current non-credit
programs and places them in the general operating budget to be used at the discretion of
the Administrator. The Agency is requesting separate line item funding only for grant
programs and the National Women'’s Business Council. Programs which will keep line

item funding are, Small Business Development Centers, SCORE, Women’s Business
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Centers, Advocacy and Veteran’s Outreach. Programs which SBA no longer has
requested line item funding and are budgeted under the general operating budget are:
Advocacy Research, Ombudsman; 7(), HUBZones, USEACs, and Native American
outreach.

‘While the SBA makes the case in its budget submission that placing programs
under the general operating budget achieves maﬁagement efficiencies, it also raises a
concern with regard to implementation of the programs. Since the Congress and the
Administration do not always agree on an agencies’ program priorities, WIPP is
concerned that strengthening the agency’s hand by making it part of the general budget
could lead to a transfer of funds among programs without oversight. WIPP suggests that
Congress put into place a reporting mechanism whereby the consumers of SBA’s services
can be assured of the integrity of the programs which will now fall under the general
fund. This is not to say that WIPP members question the current Administration’s
integrity; rather we want to make sure future Administration’s integrity of the programs
remain in tact.

In the budget atmosphere of cuts which currently face the agencies, WIPP
acknowledges that steady funding for programs providing services targeted specifically to
women business owners could be considered a victory. We would point out, however,
that the SBA expects Women Business Centers (WBC) to provide greater assistance to
more women who are socially and economically disadvantaged but with flat funding.

Since the SBA is transitioning its field structure from direct delivery of services
to managing the delivery of services through its local resource partners (lenders, SBDC,

SCORE, and WBCs), the agency expects WBCs to provide assistance to over 245,200
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women in FY06. Included in that number are 175, 321 information transfer contacts,
which refers to responses through electronic submission, such as emails. Since the
WBCs are expected to deliver services to higher numbers than in the past, we believe it is
essential that the SBA provide Women’s Business Centers with the proper technology to
be able to carry out the ambitious service delivery goals the SBA sets forth in this budget.
In addition, we note the Agency plans to put into place a comprehensive data

and trends analysis model for WBCs. Since many of the WBCs have expressed a heavy
paperwork burden for compliance with existing SBA rules and grant procedures, we
sincerely hope this model will not impose any further paperwork burdens on the WBCs.

In FY0S, the Congress required that 48% of the WBC funding go toward
sustainability (existing) Centers. We are disappointed that the SBA has chosen not to
include that funding formula in its FY06 request. WIPP has stated many times and will
continue to believe that existing WBCs with a proven track record should be funded by
this program. It just is not good business to fund new centers and stop funding the
existing centers. WIPP continues to believe that devoting 52% of the funding for WBCs
to the creation of new centers but spending 48% on existing centers is a much wiser use
of taxpayer dollars. Women Business Centers provide essential services to women,
especially socially and economically disadvantaged women who need a comprehensive
support system in order to succeed in starting a business. We urge the Congress to put in
place this formula for FY06.

Our support for the National Women’s Business Council (NWBC) remains strong
and we are pleased the Agency recognizes its importance to the women’s business

community by continuing to fund its programs at a slightly higher funding than in FY05.
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The NWBC plays a key advisory role to the Administration and to the Congress on
women’s business policy as well as being advocates for women business owners.

Of particular importance to the women’s business community, is SBA’s
procurement assistance because of the continued barriers to contracting in the federal
sector and the failure of many agencies to reach the 5% goal for women owned
businesses. The SBA, in its strategic plan for FY06 states that an important part of small
businesses’ ability to successfully bid on contracts is their knowledge of how to prepare
winning proposals. The NWBC held an “Access to Government Markets” roundtable
discussion, September 13, 2004 in Washington, DC. Items discussed were: Best
Practices, Challenges, and Recommendations. This information is available on the
www.nwbc.org website.

SBA states that Procurement Center Representatives (PCRs) provide critical
technical assistance to small businesses. The SBA also states that it is asking its PCRs to
shift some of their focus from counseling for small businesses to reviewing and
influencing procurements. WIPP believes that this additional focus is critical to
providing contracting opportunities to small businesses. We also believe that the
Congress should consider granting additional funding to hire additional PCRs. It is our
understanding that the SBA intends to hire six additional PCRs, but WIPP members
believe the number should be much higher.

With regard to federal contracting, SBA plays a pivotal role in ensuring that
government agencies feel compelled to meet their small business goals. Initiatives such
as business matchmaking scratch only the surface in all of the government contracting

activities the SBA oversees. We urge the Congress to strengthen the SBA’s hand by



260

giving it adequate funding and resources to carry out procurement initiatives and agency
review of contracts.

Access to capital continues to pose a barrier to business growth and development
to women business owners. Last year, the SBA changed the structure of the 7(a) loan
program. We urge the Congress to monitor closely the new fee structure that is currently
in place in the SBA lending prograrms, making sure that the fee structure does not
negatively impact the borrowers. WIPP has stated in the past that change§ in the loan
program should not raise fees on small business borrowers.

The SBA has chosen not to request funding for the Microloan program because
the agency believes the commercial market is adequately filling this role. The Microloan
program has unique characteristics which would not likely be offered by traditional
lenders. This is the loan program with the greatest reach to women business owners.
According to a recent NWBC analysis of SBA loan program performance over the past
five years, 45% of 7(m) program loans, aqd 44% of the dollars lent in the program, went
to women-owned businesses in FY 2003-—significantly greater shares than any other
SBA loan program, WIPP members believe the unique characteristics of this program,
and the reach into the women'’s business community, would be lost if it were combined
with the 7 (a) program. Add to that, the concern with the zero subsidy approach to the 7
(a) loan program. WIPP urges the Congress to closely monitor whether SBA’s
assumption is correct. If women business owners do not receive adequate lending by
commercial banks in this market segment, we urge the Congress to reinstate the program.

Thank you for the opportunity to submit our comments on the FY06 proposed
budget for SBA. WIPP strongly believes that SBA provides important services to women

nationwide and we urge the Congress to adequately fund this important agency...
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CONTRACTORS NATIONAL COLUNOCIL

February 11, 2005

The Honorable Olympia J. Snowe
Chair, Committee on Small Business
And Entrepreneurship

United States Senate
Washington, DC 20510

Dear Chairwoman Snowe:

The HUBZone Council is responding to your request for comments on the SBA Budget for FY
2006. Since the creation of the HUBZone Program nearly six years ago, the SBA has not funded
the Program to the level needed to create jobs where America needs jobs the most. The SBAFY
2006 submission to the Congress for the HUBZone Program represents an approximate “straight
lining” of the FY 2005 levels. This is insufficient and should be adjusted by the Congress.

The federal government has never achieved the statutory 3% goal in HUBZone contracting. In
the most recent year for which data is available (FY 2003), the Government achieved less than
1.5%. This represents less than one half of the statutorily mandated 3% minimum level.
HUBZone contracting creates real jobs in America’s poorest areas and if the SBA focused more
resources in this area, the payback to America would be great.

The table below begins to tell the story:

HUBZone Program 8(a) Program
Current # of SBA Certified
Firms 11,000 7,500
SBA’s Requested Funding for
FY 2006 (per table on page
111 regarding Long Term $3,023,000 $24,147,000
Objective 2.3)
FY 2006 Funding per
Certified Firm $275 $3,219

The SBA has requested $24 million for 8(a) and only $3 million for HUBZone yet the HUBZone
portfolio of firms is 46% larger than the 8(a) portfolio! From the above table we see that the
SBA has requested for FY 2006 $3,219 for each and every 8(a) firm in their portfolio while only
requesting $275 for each HUBZone firm in their portfolio.

3213 Buena Vista Terrace SE, Suite 1, Washington, DC 20020
(703) 963-7595 (240) 465-0418 fax
www.hubzonecouncil.org hubzonecouncil@aol.com
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The HUBZone Program is designed to create jobs where America needs them the most. More
than 35 million Americans live in poverty today. The HUBZone Program will bring millions of
these Americans an opportunity to work productively on federal contracts. The HUBZone
Program targets our poorest areas and creates good jobs with good benefits.

Despite this, the federal government has not even come close to meeting its 3% HUBZone
contracting goal. Today, there are more than 11,000 certified HUBZone firms. Today, we have
73 certified HUBZone firms based in Maine and only five 8(a) firms based in Maine.
Nationally, 8(a) firms receive nearly 12 times the funding levels as HUBZore firms do! Year in
and year out, the federal government exceeds its SDB/8(a) contracting goals. No one can even
remember when the federal government last failed to achieve its SDB goal. However, we have
far to go to meet the minimum HUBZone contracting standard of 3% and it will take resources to
achieve this goal.

This Council recommends that the Senate earmark a minimum of $10 million for the HUBZone
Program for FY 2006.

Sincerely,

%JJ S Podo.
Ronald S. Newlan
Chairman

Copy to: Senator Christopher Bond
Senator George Allen

3213 Buena Vista Terrace SE, Suite 1, Washington, DC 20020
{703) 963-7595 (240) 465-0418 fax
www.hubzonecouncil.org hubzonecouncil@aol.com
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Friday, Feb, 11,2005

Senator Olympia J. Snowe

Chairwoman

Senate Committee on Small Business and Entrepreneurship
428A Russell Senate Office Building

Washington, DC 20510

Dear Senator Snowe —

Thank you for the opportunity to comment on MTY's activities regarding FAST and ROP. Please enter this letter
wto the record for the committee’s hearing on the SBA budget for fiscal year 2006.

MTT1 leverages FAST and ROP to drive the vitality, competitiveniess and clustering of tech-based small businesses
across Maine. Funding from these competitive awards enables MTI to create a statewide entrepreneurship network,
facilitating access to business expertise, markets and capital.

MTT currently runs a strong commercialization-assistance program with funding from fiscal year 2004. The FAST
award accounts for $95,000, with $157,000 in matching state funds. The ROP award is worth $49,000, with
$25,000 in matching state funds. MTI integrates these awards, such that the institute can achieve management
efficiencies in the development, promotion, execution and performance-measurement of high-quality
commercialization services.

Specifically, MTT’s unified FAST and ROP program includes the following activities.

> Improving the quantity and quality of SBIR proposals to federal agencies — Since the inception of Maine’s

SBIR technical-assistance program in 1997, SBIR investment in the state has increased steadily, growing from

1.5 million in 1997 to more than $4 million last year. Similarly, the number of SBIR projects awarded to
Maine firms has grown from five in 1997 to 23 in 2004, For 2005, MTT will commit more than 2,700 hours of
outreach and consulting time to businesses submitting SBIR proposals. The institute anticipates that this
assistance will return approximately 30 awards and an investment in Maine of $6 million,

> Producing an intensive 0-week series of commercialization workshops ~ The workshop series cultivates the
marketing and sales of tech-based products and services developed by Maine entrepreneurs. Designed to
promote interaction within a small group, the workshops provide hands-on and practical knowledge to support
go-to-market activities. The series challenges firms to think strategically and analytically while facilitating
exploitation of the business opportunity. Since inception of the series in 2002, 40 firms have completed the
coursework. This year’s series, starting in the spring, will feature increased use of the Internet. Live “web
streaming” will encourage participation by firms in rural areas, and on-line “threaded™ discussions will enable
a continuing exchange of ideas outside the physical workshop.

2E Mechanic Street » Gardiner, ME 04345
Telephone: (207) 5824790 - Fax: (207) 582.4772
www.miinetechnology.org
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> Growing small businesses with the Maine Tech Trackers — Maine Tech Trackers are MTT's volunteer business
advisors. Motivated by an interest in playing a role in Maine’s economic development, Tech Trackers provide
short-term and targeted assistance to MTI portfolio companies. Recruited statewide, Trackers are
enfrepreneurs, senior managers in large firms, and venture capitalists. They volunteer a small portion of their
time to help MTI clients overcome specific business challenges, including accounting, engineering tests for
patent applications, and business valuation for the purposes of a sale. In their role as mentors, they support
small businesses by providing encouragement, critique and advice.

Finally, MTI's commercialization-assistance program supports the institute’s financial investment in portfolio
companies. There is empirical evidence that these investments are paying off. According to a recent independent
study by the University of Southern Maine, MTI portfolio companies have experienced significant success in
developing and commercializing new products. Further, financial investment in MTI clients has led to above-
average increases in employment and salaries, and has catalyzed access to additional capital. While these results
clearly are encouraging, a lot remains to be done.

John Massaua, state director of the Maine Small Business Development Center, may discuss these issues before
your committee. Should you require additional information, however, please do not hesitate to contact me.,

Regards,
/;T/ é . C/&,_,,._.w]/‘\

¢ Simon Varney
External Program Manager
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NaTioNnaL WoMeN's
Busmess Councit

T THE PRESIDERT,
AND THE SBA

February 14, 2005

Honorable Olympia . Snowe

Chair

Senate Committee on Small Business and Entzepreneurship
428A Russell Senate Office Building

Washington, DC 20510

Via fax; 202-224.4885

Dear Senator Snowe:

Thank you for your request to comment upon matters pertaining to the U.S. Small Business
Administration’s proposed budget for fiscal vear 2006. In accordance with the advisory authority
granted us in Public Law 100-553, and on behalf of Chair Marilyn Carlson Nelson and the other
members of the Natonal Women’s Business Council, | am writing you today 1o offer the thoughts
of the Council on matters related to the Women's Business Center program, and other SBA-
managed programs of concern to the Nation’s women business owners.

First of all, we are gratified that, while many domestic programs have been cut ot slated for removal,
the only two programs i the Federal government focused specifically and exclusively on women-
owned businesses-—the National Women’s Business Council and the SBA’s Office of Women’s
Business Ownership—remain at prior-year funding levels. We support the $12 million proposed for
the Women'’s Business Ceater program and the $750,000 slated for Council operations. While we
know that we could accomplish so much mote with increased funding, we are aware of the
circumstances under which we are operating currently.

The Natonal Women’s Business Council urges Congress to ensure that the budget for the Women's
Business Center program continue to be apportioned most appropriately to ensure that the greatest
numbesr of clients are served. The current agreement, allocating 48% of funds to existing centers,
should be continued, and the Council believes that funding should continue to be extended to
centers that meet their performance goals regardless of the number of years they have been in
operation. This program is an investment in economic growth and job creation; one that vields a
significant return on that investment. Indeed, the Council commissioned a study, released last
summer, which showed that berween 2001 and 2003, the $36.5 million investment in the program
generated 3500 million in gross business receipts, and helped to create 6,600 new businesses and
12,719 new jobs.

The Council is concerned with the proposed elimination of the SBA's 7(m) Microloan program,
While the SBA suggests that the clients of this program could be served by the 7(a) program, the
microloan program has unique characteristics that would not likely be offered by traditional lenders.
In this program, as you know, grants are made to intermediary organizations, which typically
combine smaller loans with training and technical assistance. This is the loan program with the
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greatest reach to women business owners. According to a recent NWBC analysis of SBA loan
program petformance over the past five yvears, fully 45% of 7{m) program loans, and 44% of the
dollars lent in the program, went to women-owned businesses in FY2003—significantly greater
shares than any other SBA loan program. The unique characteristics of this program, and its
excellent reach into the women’s business community, would be lost if it were combined with the
7(a) program.

The Council continues to be concerned about the unintended consequences of the zero subsidy
approach to the 7(a) loan program., as well as zero funding of the 504 and SBIC programs. While it
is clear that changes in the 7(a) program needed to be made to avoid any future suspension of
program opetations, such as that which happened last year when the guarantee ceiling was reached,
the Council continues to believe that raising the fees charged to banks and reducing the SBA
guarantee rate may actually act to reduce the amount of capital available to small businesses. Such
actions would seem to shift more responsibility to financial institutions, which may not be as willing
to make smaller, riskier loans to small businesses if their fees are higher and guarantee rates are
lower. It is precisely those businesses for whom this loan program is designed——nort the business
that could have got a bank loan without an SBA guarantee. SBIC outreach to women-owned firms
may suffer a similar fate under a zero subsidy approach.

We look forward to continued dialogue with the Committee and with the SBA as these issues are
discussed during the course of the year. The Natonal Women’s Business Council is honored to
represent the Nation’s estimated 15.6 mullion women business owners-—sole proprietors, majority
owners and equally-owned firms alike—as well as countless other would-be women business
owners. Thank you for requesting our input on these matters.

Sincerely,
ﬁf& Weeks
Executive Director
On behalf of the members of the Natonal Women’s Business Council (see below)
Martivn Carlson Nelson, Chalr

Charman & CEO, Catlson Companies, Inc.
Minneapolis, MN

lodividual Members Organizational Members

E. Jean Johnson Association of Women’s Business Centers
President and CEQ, LegalWATCH Ann Marte Almeida, CEO

Houston, TX

National Association of Women Business Owners
Mary MacRae, Past Navonal President

U.S. Hispanic Chamber of Commerce
Maria Guadalupe Taxman, Board Member
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Karen Kerrigan

President, Women Entrepreneurs, Inc. Women Impacting Public Policy
Washington, DC Terry Neese, President and Co-Founder
Claudia Laird Women Presidents’ Organization
Vice President, Ability Center Marsha Firestone, President

San Diego, CA
Women’s Business Enterprise National Council
Sheri Orlowitz Susan Philips Bart, President
Chairman and CEQ, Shan Industries, LLC
Washington, DC

Annie Presley Selanders
Principal and Owner, The McKellar Group, Inc.
Kansas City, MO

Susan Wilson Solovic
CEQ, SBTV.com
St. Louss, MO
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National
WOMEN'S
BUSINESS

Council

... Drepared by the National Women’s Business Council

Research in Brief

September 2004 * RB2004-003

Analyzing the Economic Impact of the
Women’'s Business Center Program

The U.S. Small Business Administration’s Women's Business Center (WBC) program — administersd by the Offics of Women's
Business Ownership since its establirhment in 1989 — provides funding to non-prafit organigations which provide training and tecknical
assistance to new and nasient women business owners. The program places particalar emphasis on reaching out 1o socially ard economically
disadvantaged populations. Since the program’s inception, it has trained and connseled over 500,000 clients, including over 106,000 in 2003

at 92 women’s business centers.

Whils thers is information on the extent of the program’s rach, and seme anecdotal information abowt ils economic impact, thers has not
been a systematic anafysis of program outcomes and impavts. This study helps to address that gap by: quantifying the economic impact of the
program by measwring program outcomes such as businesses and jobs created; identifying factors that can account for success; and by excamining
whether or not there is a spectfic iype of women's business center that can lead 1o greater program suciess.

Background

In Spring 2004 Quality Research Associates (QRA)
undertook an analysis of the economic impact of the
Women's Business Center (WBC) program. Using
primaxly the WBC data provided by the Office of
Women’s Business Ownership (OWBO) for 2001, 2002,
and 2003, the analysis focused on both internal and
external factors. Internal factors included WBC
demographics — geographic location and years 2 WBC has
been in existence — and outcornes — number of businesses
started, gross receipts, profits, losses, and new jobs created.
External factors included business assistance alternatives,
city/town size, race-ethnic composition, and local poverty
rates.

Economic Impact

The WBC program has gained grear momentum berween

2001 and 2003 in terms of clients sexrved, those counseled

and trained, gross receipts, profits, the crezton of new jobs

and new firms started. This investigation uncovered

phenomenal growth in both activities and impact:

*  Contacts rose 61% and clients served almost doubled
{91% increase) from 2001 to 2003,

¢ From these increasing numbers of nascent and
existing entreprencurs and small business owners,
clients of women’s business centers generated a total
economic impact of neasly $500 million in gross
receipts, with profits of $51.4 million and losses of
only $11.8 mullion.

409 3cd Srreer, S, Suite 210 * W

o WBC clients also created 12,719 new jobs, and started
6,660 new frms.

*  More than one-half of the Centers saw growth in the
number of clients served, gross receipts, profits
generated, and new jobs created.

*  Nearly one-haif of the Centers have shown growth in
the number of new firms started. This growth occurs
m Centers regardless of their geographic location and
respective demographic characteristics.

*  Economic impact growth is substantal. From 2001 to
2003, the growth of total gross receipts of WBC client
firms was 824%.

*  Profits in these firms increased by 490%, while losses
were less than 2% of gross receipts.

*  The number of new jobs created by WBC clients
increased by 481% from 2001 to 2003, and the
number of new firms increased by 376%.

Metrics created from these activity and growth figures

provide insight into what a Ceater must do in order to

produce economic impact. For example, it was found that:

*  Irrtakes an average of 3.3 contacts to generate a client
who, in turh, will produce economic impact. While it
is not known which contacts will rarn into clients, the
importance of contnually and consistently providing
informaton and materials to prospective clients is
critical.

*  Forevery 14 clieats a WBC serves, one new job is
created. Given the mix of clients that WBCs serve,

ngron, DT 20024 % 202-205-3830 {p} * 202-203-6825 1§ * wwwawhegoy
5 i ) T EWWAWRC.ZOY
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multiple industries, and growth goals for individual
owners, 2 1:14 rato 15 excellent.

»  For every 25 clients served, one new firm is started.
This metric essentally speaks to the large number of
nascent entrepreneurs and the length of tme it takes
from idea to mplementation. Also, the effect of
clients who are already in business is unknown.

I addition to the high levels and growth of activities and
economic impacts, the WBC program is reaching its
targeted populaton.

*  While one in five women business owners nationally
is 3 woman of color', in 2003 WBCs had a client mix
which included 46% women of color

*  Over the three years, more than two-thirds of the
WBCs have experienced growth in the numbers of
minorities served. In fact, four in ten WBCs enjoved
an increase of 100 percent or greater in the number of
non-White clients served from 2001 o 2003

Factors that may influence the success of WBCs, such as
locaton and the corresponding population size and
poverty level, whether the Center operates as an
autonomous organization (stand-alone) or is part of 2
farger structuze (bundled), how long a Center has been
operating, and whether business assistance services are
provided by other organizatons were investigated. It was
discovered that:

*  Urban locations have more clients, and non-urban
locations create more jobs.

*  The influence of population size and poverty level on
ourcomes and activities were relatively minor.

*  Organizational structure and years in operation were
highly correlated: Centers which have been around
for more than five years are more likely to be
affiliated with a larger organization, such as a chamber
of commerce, or economic or community
development agency.

*  Impact differences as a result of this strucruce
included the facts that stand-alone centers had more
training clients while bundled Centers had greater
numbers of contacts,

¢ Theavailability of a Small Business Development
Ceater (SBDC) in the same town or city did not
appear to impact WBC success. As such, it appears
that the WBCs serve a need and population evea in
areas that have an SBDC.

The lack of significance for multiple service providers
appears o show that there are plenty of clients and work
to be done by all business assistance services. Clearly, there
is no single best model for success, While there are

! Center for Women's Business Reseacch 2002 estimates

differences in urban versus non-urban locations and in
stand-alone versus bundled centers, success was found in a
variety of models. Economic impact, economic growth,
and Center acuvity growth is evident in WBCs operating in
all settings.

It was found that there is value in growing the number of
clients as this growth from 2001 to 2003 predicted growth
in new jobs and start-ups. However, numbers alone did
not predict gross receipts oz profits. As such, positive
economic impact is generated through the efforts of each
Center to concentrate on their local area, meet the needs of
that specific target population, and assist in the
development of new and existing businesses. This is also a
hallmark of program sophistication and integration — a
WBC should reflect the individual uniqueness of its local
area and the assets and needs therein.

Recommendations

Data Collecrion and Analysis

As with any research endeavor, more questions arise than
answers provided, and this study is no excepton. The
Limited descriptive data provided at the Center level does
not allow further investigation into factors which may
account for the success of one Center and not another. In
addition, missing data complicates the reliability of the
projections, even though mean imputation is a
conservative approach used 1o handle missing data. With
these facts in mind, we recommend the following steps to
improve future analysis of the economic impact of
Wormen’s Business Center program:

*  Suongly encourage each WBC to provide all data
requested.

*  Determine if individual-level data are being captured
at the WBC and, if so, extract it to be used ata
national level, masking identifiers if necessary

¢ Look ar additional variables to better understand
success. For example, what specific programs or
services create a pathway that is successful for
individual clients, and which pathways are most
successful for WBCs>

¢ Additional data which would be important o capture
include: categories of wages for jobs (quality of jobs),
years in business, self-employed, number of
employees, what propelled clients into 2 WBC
{mouvation), what kinds of benefits does the business
provide for the owner and employees, education
artained, debt or equity investments, use of
technology in the firm, and social nerworks/soctal
capital influences.



By providing betrer quality data and data from varying
levels (both Centex and client), future research will be able
to discern the factors leading to success, thereby improving
the likelihood of success for all WBCs.

Policy
Specific policy recommendations include:

*  Continue to educate policymakers and economic
development professionals on the viability of
entreprenewrship, in all its myriad forms, as an
economic development strategy.

¢ Iovest in programs which show results. This
investment needs to include funding for ongoing
operations as well as generating new programs and
services. Centers which have been operating for 2
oumber of years have learned 2 great deal about their
communities and what works. Their continuation
should be ensuzed.

e Investin research to create and/or implement
appropdate evaluation tools. Assisting Center
directors to track and monitor their activities and
impacts in 2 coordinated and valid manner will ensure
actionable knowledge at the Center level and
nationally.

+  Support the coordination of Federal agencies to
provide 2 blended funding stream to WBCs. A
coherent strategy for funding and providing other
resources actoss all federal agendies would provide
both fexibility and stability for business assistance
services, resulting in even greater economic impact
across the country.

Methodology

Data for each WBC for the years 2001, 2002, and 2003
were provided by the SBA’s Office of Women's Business
Ownership. The data are aggregated totals for each Center
and incladed multiple variables, such as total number of
clients and contacts, number of clients counseled and
trained, ethnicity, gender, veteran status, disability status of
client, stact-ups formed, jobs created, and businesses
profits and losses. Information from WBC web sites was
also gathered, including each Ceater’s status as a stand-
2lone or affiliated entity and the exact location of each
Center.

Ia order to understand the context within which each
WBC functions, several other variables were collected
from external sources, including: the existence of a Small
Business Development Center (SBDC) and ot

Pxc Technical Asst Center (PTAC) office;
local population figures by race and ethnicity from the
2000 Census; poverty level figures for the area in which
each Center operated; and official designation as
metropolitan, rural, subucban, or micropolitan.

There were a total of 92 WBCs in 2003. Data availability by
year and by varable differed by Center. Therefore, in some
analyses undertaken, mean imputation was used for
activities and outcomes (training, counseling, gross
receipts, profits, losses, new jobs and start-ups). This
conservative technique allows for the handling of missing
data while not dramatically over- or under-estimating
effects.

This repost was prepared for the National Women’s
Business Council by Quality Research Associates (QRA), 2
woman-owned firm based in Kansas City, Missourl. Key
associates, Kaaren Fife-Samyn and Gwen Richtermeyer,
have more than 25 combined years of experience
conducting research and program evaluation.

The National Women's Business Council is 2 bi-
partisan Federal advisory body created to serve as an
independent source of advice and counsel to the President,
Congress, and the U.S. Small Business Administration on
economic issues of importance to women business owners.
Members of the Council are prominent women business
owners and leaders of women's business organizations.
The Council’s mission is to promote bold initiatives,
policies and programs designed to support women'’s
business enterprises at all stages of development in the
public and private sector marketplaces, from start-up to
success to significance. For more information about the
Council, its mission and activities, contact: Natonal
Women’s Business Council, 409 3+ Street, SW, Suite 210,
Washington, DC 20024; phone: 202-205-3850; fax: 202-
205-6825; e-mail: nwbc@sba.gov, web site:

hitp:/ /weew.nwbe.gov.

A copy of the report is available at www.nwhe.gov.
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Statement of
W. Kenneth Yancey, Jr.
Chief Executive Officer
SCORE
(Service Corps of Retired Executives Association)

To the

United States Senate
Committee on Small Business and Entrepreneurship
Februaryl7, 2005

Madam Chairman, my name is W. Kenneth Yancey, Jr. and I am CEO of SCORE, the
Service Corp of Retired Executives Association, headquartered in Washington, DC.
Thank you for providing me this opportunity to offer written testimony regarding the
proposed fiscal year 2006 budget for the U.S. Small Business Administration (SBA). 1
offer these comments on behalf of SCORE and the 10,500 volunteers who donate their
time and talent to serve America’s millions of entrepreneurs and those that would like to
start a business. I will restrict my comments to SCORE and the proposed 2006 budget
for SCORE.

Let me start by pointing out that SCORE’s 10,500 counselors make a material
contribution to the strength of our nation's economy and small business in particular. In
the hundreds of communities where they volunteer their time, they help people start new
businesses or improve existing ones, putting money into the local economies and creating
jobs.

As the Committee knows, SCORE is the premier, all-volunteer organization in the United
States of America that is dedicated to the success of small business owners and those who
would like to start a business. SCORE has offered 41 years of volunteer service and has
served nearly 7.0 million clients since its inception. SCORE’s cadre of volunteers
represents over 300,000 years of business experience and donated 1.4 million hours of
volunteer service in fiscal year 2004. Based on an appropriation of $5.0 million, SCORE
cost the federal taxpayer less than the federal minimum wage, per volunteer hour.
SCORE represents a very low cost and an excellent value for business advice from
successful business men and women.

In its 41-year history, SCORE has continued to evolve as an organization to better serve
its client base. Today SCORE boasts more than 389 offices and more than 800 additional
branches or service delivery points. SCORE’s online counseling continues to grow and
improve and now represents 32 percent of SCORE’s total counseling. SCORE chapters
continue to develop, lead and promote workshops and seminars on topics related to
starting, growing or managing a small business. In fiscal year 2004, SCORE’s volunteers
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counseled 222,055 businesses and individuals in 331,534 sessions and provided 6,899
workshops and seminars for more than 136,965 people.

The continued growth in SCORE services is dependent on marketing and promotional
efforts at both the local and national level. In an effort to reach out to more existing and
potential small business owners, SCORE continues to develop partnerships at the national
level with companies that also serve the small business community. New partnerships
include: the U. S. Chamber of Commerce, SMA Global, The International Franchise
Association, First Data Corporation, Register.com and Intuit. In addition, the SCORE
Association office provides local chapters with various marketing and promotional tools
that are used to create broader awareness about SCORE and drive clients to their nearest
SCORE chapter. Recent additions to these tools include public service announcements
on behalf of SCORE by former LA Dodgers manager Tommy Lasorda and former
astronaut Buzz Aldrin,

Diversity within SCORE’s client base and volunteer counselor base continues to be a
focus for SCORE. SCORE is a partner with The White House National Economic
Council, the National Urban League, SBA and the Kauffmann Foundation in the Urban
Entrepreneurship Initiative intended to provide various resources in underserved markets.
We have recently signed a memorandum of understanding with the White House
Initiative on Asian Americans and Pacific Islanders to expand SCORE’s services to the
Asian American Pacific Islander communities. Both of these initiatives provide
opportunities for SCORE to recruit a more diverse cadre of volunteers. At the board
level SCORE has developed an Advisory Board on the African American market chaired
by James Pyles, Chairman of the Board of SCORE and an Advisory Board on the
Women’s market chaired by SCORE Board director Barbara Kasoff, President
GrassRoots Impact, Inc. and Vice President, Women Impacting Public Policy. Both of
these advisory boards are made up of individuals with strong knowledge of the markets
on which they focus and are helping SCORE to reach out into those markets for the
purpose of recruiting new volunteers.

SCORE is appropriately expanding its outreach to veterans of America’s Armed
Services. SCORE has added two new sections to it award-winning small business
Website, “SCORE for Veterans” and “SCORE for National Guard and Reserve”. Each
of these areas within the SCORE Web site offer counseling and resources specifically for
Veterans and members of the National Guard and Reserve. Many SCORE Chapters have
also specifically reached out to Veterans and National Guard and Reserve including the
Santa Anna, California Chapter with support from other California SCORE Chapters,
Omaha Nebraska and Portland Oregon to highlight just a few. The men and women who
now serve and have served in our country’s Armed Forces deserve the additional effort
provided by SCORE volunteers in SCORE chapters across the country.

With only 14 paid staff members in the entire organization, SCORE is entirely managed
in the field by its volunteers. A few chapters contract for temporary clerical support to
offset the increasing administrative burden that is required of volunteers. While SCORE
understands and is supporting new SBA EDMIS data collection requirements, its
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implementation will more than double the data entry requirements for SCORE chapters
further increasing the administrative burden on our volunteers at the chapter level and
taking away from time that would be spent attracting and serving small business owners
and those who would like to start a business.

In the last 10 years, SCORE’s appropriation from the Congress has increased from $3.08
million to $5.0 million. SCORE has put those funds to use efficiently and the result is
broader geographic coverage through the opening of new chapters and branches, a
successful Web presence at www.score.org, the debut of SCORE’s email counseling
capability, as well as improved quality and better administration of the program as a
whole.

SCORE is once again level funded at $5.0 million in the SBA’s budget as proposed by
the administration. We consider level funding in this extremely difficult budget
environment a vote of confidence for the organization and appreciate the support of the
authorizing and appropriating committees, as well as the SBA in this process. While we
understand the reasoning behind level funding, SCORE will continue to have unmet
needs, which, if met, would allow SCORE to further grow both the quantity and quality
of the services it provides. This growth is the charge provided SCORE by the SBA in our
grant documents.

In order for SCORE to grow both the quantity and quality of the services it provides,
SCORE respectfully requests that the Committee consider a $2.0 million increase in
SCORE appropriation to $7.0 million.

SCORE’s appropriation has remained level at $5.0 million dollars since fiscal year 2002.
At that time the appropriation was increased by $1.25 million from $3.75 million to $5.0
million. In the four years since the increase, SCORE has increased the services it
provides to America’s existing and aspiring entrepreneurs by more than 20 percent.
During that same period, SCORE increased its online counseling to more than 30 percent
of total counseling, re-launched its award-winning, small business Web site, developed
and delivered two annual, leadership/training meetings and took on a substantially
increased administrative burden at both the chapter and national level, as a result of
shrinking SBA resources and staff at the district level.

An increase in SCORE’s appropriation of $2.0 million would allow SCORE to continue
to deliver on the goals articulated in its strategic plan, many of which are consistent with
objectives outlined in the President’s Management Agenda. To increase efficiency and
effectiveness, SCORE would use a portion of the appropriation, $750,000 in the first
year, to begin the development and delivery of an overall technology plan for the
association. This would include the redevelopment of the underlying database software
that powers SCORE’s online counseling capability-resulting in the ability to grow this
service well beyond the limits of the current software. Additionally, this new software
would allow for a simplified client interface that provides for a more robust client
interaction with SCORE. This will be a multi-year development effort resulting in higher
quality client service, ease of use and the ability to more aggressively market and
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promote this valuable online service to more existing and potential small business
owners.

SCORE would use a portion of the funds, $150,000 in the first year, to begin the
integration of its accounting system, volunteer roster, skills inventory and EDMIS
requirements into a relational data base allowing much more efficient reporting at every
level of the organization and resulting in a greater focus on serving the needs of our small
business clients and less on the administrative tasks that are a diversion. This willbea
multi-year development effort and will ultimately reduce the administrative burden at the
chapter and national level allowing for more focus on serving the needs of America’s
entrepreneurs.

SCORE would use $100,000 to create a national recruiting plan including skill, race,
gender and ethnicity targets. The plan would include orientation and training modules
that further assist SCORE chapters in continuously improving the quality of its services.

In the first year, the remaining $1.0 million would be used to improve the administration
and expand our outreach at the chapter and district level. These funds budgeted to the
field organization would be used to improve administration and reporting under the
SBA’s EDMIS requirements and improve our outreach to the entrepreneurs and aspirants
in the communities that we serve.

As these major projects are completed and the efficiencies realized, funds will be used to
enhance the breadth and depth of SCORE’s reach into the communities where we serve.

Madam Chairman, we appreciate the support of this committee and your personal support
of SCORE in our 41st year. We also appreciate the 41 years of successful partnership
with the U.S. Small Business Administration. Thank you again for this opportunity to
provide written testimony and we would be pleased to respond to any questions.

Respectfully submitted,
W. Kenneth Yancey, Jr.
CEO

SCORE Association



